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AUDIT REPORT ON THE CONSOLIDATED FINANCIAL STATEMENTS
To the shareholders of Company Zinkia Entertainment, S.A.:

1. We have audited the consclidated financial statements of Zinkia Entertalnment, S.A. (the parent
company) and subsidiaries (the Group) comprising the consolidated statement of financial position at
December 31, 2013, the consolidated income statement, the consolidated statement of
comprehensive income, the consolidated statement of changes in equity, the consolidated cash flow
statement and related notes to the consolidated financial statements for the year then ended. As
indicated in Note 2 to the accompanying consolidated financial statements, the directors are
responsible for the preparation of the Group's consolidated financial statements in accordance with
International Financial Reporting Standards as adopted by European Union and the other provisions of
the regulatory financial reporting applicable to the Group. Our responsibility is to express an opinion
on the consolidated financial statements taken as a whole, based on our audit work conducted in
accordance with the audit regulations in force in Spain, which requires the examination, by means of
selective tests, of the evidence supporting the consolidated financial statements and evaluation of
whether their presentation, the accounting principles and policies applied and the estimates made
comply with the applicable regulatory financial reporting framework.

2. In our opinion, the accompanying consolidated financial statements for 2013 present fairly, in all
material respects, the consolidated equity and consolidated financial position of Zinkia Entertainment,
S.A. and subsidiaries at December 31, 2013 and the consolidated results of their operations and
consolidated cash flows for the year then ended, in conformity with International Financial Reporting
Standards as adopted by European Union and the other provisions of the regulatory financial reporting
framework applicable to the Group.

3. Without qualifying our audit report, we draw attention to what is indicated in note 2.f of the
accompanying notes to the consolidated financial statements, where is indicated that on February 26"
2014, the parent company decided to seek a declaration of voluntary arrangement process with
creditors. This fact, along with the rest of factors indicated in the same note is indicative of a
significant uncertainty about the ability to continue its operations.

4. Without affecting our audit opinion, we draw attention to what is indicated in note 10 of the
accompanying notes to the consolidated financial statements, where is indicated that the parent
company has Long-Term Account Receivable amounting to 4.069.891 eurc. This amount includes
3.897.977 euro corresponding to a minimum guaranteed under a license agreement with Carears
Diapers, LLC. This agreement was signed on June 24" 2012, being settled the deadline for the first
collection in June, 23 2013. However, because of the delay in the commercialization of the products,
on 18 November 2013 both parts agreed to amend the original Agreement. The first deadline was
changed to June, 23" 2015. Thus, the recovery of the Long-Term Account Receivable will depend on
the successful commercialization of the products.

Garrido Auditores, S.L -R M.Madrid, tomo 20.095, tolio 17, seccidn &, hoja M-354.653, inscripcidn 1*
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5. The accompanying consolidated directors’ report for 2013 contains the explanations that the parent
company’s directors consider appropriate regarding the Group’s situation, the evolution of its business
and other matters, but is not an integral part of the consolidated financial statements. We have
checked that the accounting information contained in the consolidated directors’ report is consistent
with that contained in the consolidated financial statements for 2013. Our work as auditors was
confined to checking the consolidated directors’ report with the aforementioned scope and did not
include a review of any information other than that drawn from the accounting records of Zinkia
Entertainment, S.A. and subsidiaries.

Garrido Aud]to‘res, S.L.
(Registergr 0.A.C. under no $1838)

DavidNiménaz Matias
April 1, 2014
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ZINKIA ENTERTAINMENT, S.A. AND SUBSIDIARIES

CONSOLIDATED INCOME STATEMENT AT 31 DECEMBER 2013 (In EUR)

| Euro [Note][ 423172013 | 12/31/2012 |
Revenue from operations 19 11,823,363 14,254,063
Other operating income 19 1,225,430 1,349,658

Total Revenue 13,048,793 15,603,721
Cost of goeds sold 19 (162,279} (276,791)
Cost of employees 19 (2,763,145) {3,751,281)
Other operaling expenses 19 (8,307,292) (7,058,018)
Amortizations and depreciations 19 (1,248,660) (1,617,344}
Total expenses {12,481,376) (12,703,434

[Operating income l Il 567417 | 2,900,288 |
Net financial expense 19 {1,878,697) (1,244,966)
Impairment and gainllosses on sales of assels 7.8 (435,843) (110,827)
[Profit before tax i I (1,747123) | 1,544,494 |
[Corporate income tax I[ s ]| 761547 | (455710) |
[Profit for the period | (985576) | 1,088,784 |
[Profit atfributable to minority interest ] 16,891 | 69,495 |
[Profit attributable to the equity holders of the parent I | (1,002,467) | 1,019,289 |
[Basic and diluted earnings per share e 1 (0.0415) | 0.0424 |

Notes 1-27 are an integral part of the consolidated income statement corresponding to 2013.
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ZINKIA ENTERTAINMENT, S.A. AND SUBSIDIARIES

CONSOLIDATED CASH FLOW STATEMENT AT 31* DECEMBER 2013 (In EUR)

[A) CASIT FLOWS FROM FROM OPFRATING ACTIVITIES

[ 1273172013 || 12/3172012 |
|

I. Prolit belore fax

[ (1,747,123}

1 1,544,294

[2. Non cash adjustments for

][ 3,649,848

|[ 2,960,584

|
|
[} Depreciation and amorlisation charge [ i2s1650 [ 1,617,344 |
[B) Non-current asscls provisions [ a37643 | 152,601 |
[c) Resulis in non-current assels operations | | {2,145} |
[d) Financial income | {31,917} [ (37,536 |
[¢) Financial costs [ 1450291 || 974,467 |
[F) Exchange dilferences | 455,533 [ 155435 |
2) Recognilion of grants I (s,342) ]| (12,554}
1) Other inconie and cosls Il 2,990 || 112,972
1) Other accruals [ 100,000 ][
3. Changes In working capital [~ aes062  |[ (3.6843,613)
[@) Trade and other receivables || 2,781,867 [ ia.822,837)
[B) Otler curreni assc(s ] {18,977} {33,018) |

[e) Trade and other payables

[
[ {e25,048) ([ 3.123,169 |
l

[@ Cther current Tiabilitics [ (538,792 1,248,256 |
[e) Other non-cucrent asscls and liabilitics | (730,988 | (3,200,183
[T-Other cash Ttows Trom operating activitics [ {i,198,468) || (889,554)

[@) Interesl paid [ 7512770 I (543,954} |
[B) Dividends received || || ]
[¢) Colleciions (payments) for corporate income lax | (344,631 {237,129)

[d) Other payments (collections) | {102,990) {112,972}

¢) Inlerest collcal I 430 ] 5,501

5.- INef cash 1Tows Trom operaling activitics (T+2+3+4) [ 1172319 ] (69,090) |
rB) CASIT FLOW FROUM INVESTING ACTIVITIES |

[6-Tnvestments paymenis (-) I 2,216,103) [| 1,733,244

[a) Tnvestments in associates Il |

[B) Invesiments in companies,nel of cash and equivalenls acquired I |

[c) Tuvestments in intangible assets I (1,219,484} {1,410,589)

{d) Investments in property, plant and equpment | {9,370} (38,385}

[¢) Tnvesiments in ofher fmancial assels { {987,249} (284,270)
[7-Tnvesiients proceeds (F) [ 23,427 [ 371683 |
{ay Proceeds on linancial invesiments n associates || | 27,007 |
[B) Proceeds on other financial invesments |l 23,427 [ 344,576

[3- et cash Tlows Trom invesiing activifics {7-6) [_292,676) || (1.361,561)

EWWWCING ACUTIVITIES |

[F- Fauity I 85,792 |[ 389,543 |
[#) Treasury shares acquisiiion [ o487 J  (39.369) |
[ Froceeds from disposals of freaswry shares I 218395 0] 428,918

[T0- Fimance Tiabiliiics [ _a7a,633) ]I 3,542,581

[2) Issue

— [ 1,268,182

][ s,100,712

[T Proceeds from issue of debenlures and bonds

I{

[2-Proceeds from Toans and borrewings I || 1,422,065
[3- Proceeds from other liabilitics [ 1,268,182 || 3.678,647
[b) Repayments [ 11,742,815) || 1,558,131
[T~ Repayments of loans and borrowings [ {565,213} | 997,317
[Z-Repayments of other [iabililies [ 1776023 | 550,813
[IT- Dividends payments | || 1
[a) Dividends | - i -]
mh‘]‘luws Trom Tinancing activiiies (J+10+]IT) [ (660,425} [ 3,932,130 |

I35y [ (77.791)

mmsnmm;s (-5 3+H12F-D)

— L (1,755,133)

[ 2,423,689

[Cash and cash equivalents at January, 1sl

2913279

[l 489,590

[Cash and cash equivalents at December, 31st

[ 1,158,146

i 2,913,279

Notes 1-27 are an integral part of the consolidated cash flow statement corresponding to 2013.
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ZINKIA ENTERTAINMENT, S.A. AND SUBSIDIARIES

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS AT 31 DECEMBER 2013
(In EUR)

1. General information and group business activity

The parent Company was founded as a limited liability company under the name of Junk &
Beliavsky, S.L. on 27 April 2000. On December, 27" 2001, the name was changed to Zinkia Sitement,
S.L. and the company's registered offices were established at Calle Infantas, 27 in Madrid.

On June, 11" 2002, the name of the parent Company was once again changed to ZINKIA
ENTERTAINMENT, S.L.

On July, 20" 2007, the General Meeting of Shareholders agreed to transform the company into a
public limited company, which was formalised in the public deed executed before the notary public
of Madrid, Migue! Mestanza lturmendi, on October, 24th 2007.

The corporate purposes of the parent Company, which are governed by the terms of the Capital
Companies Act, are as follows:

a) Business activities related to the production, promotion, development, management,
exhibition and commercialisation of cinematographic, audiovisual and musical works as
well as the activities related to publishing of musical works.

b) Rendering services related to the development of interactive software, hardware and
consuiting in the field of telecommunications.

¢} Buying and selling shares and debentures which may or may not trade on domestic or
foreign stock markets and other negotiable securities and real estate. By law, the
Company's business activities exclude those reserved for stockbrokers, collective
investment institutions and property leasing.

d) Managing and administering all kinds of companies including industrial, commercial and
service companies and holding interests in existing or newly-created companies, either by
participating in their governing bodies or by holding shares or financial interests in them.
These activities may also be performed on behalf of third parties.

e) Providing the companies in which it holds interests with advisory, technical assistance and
similar services in relation to their administration, financial structure or their productive or
commercial processes.

The parent Company’s activities are focused primarily on those described in items a) and b}.

Zinkia is the parent company of the Group of companies listed in these Consolidated Financial
Statements. The subsidiaries’ business activities include distributing, producing and marketing
audiovisual and interactive products and musical recordings, all at international level. Jomaca 98,
S.L. holds a 64.71% Stake in Zinkia Entertainment, S.A.
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The information on the companies in the consolidated Group at the date of preparation of these
Consolidate Financial Statements is as follows:

%}'@3 12

% intarestheld Voling righls % Interesthald Voling rights

[ Name ond sddrens | Legal status I Actty [AwBvor] Crrect % | ndirect s | Disect % | tndusct % | birect | mdirect s | mirect | ndirec1 %
Sonocrew, S.L Umited liatATity company Musicpublisher No 10008 - 10% - 1006 - 0% -
Intantas 27, Madrid

Producdones y Ucendas Plaza de Enpaha, 5. A de CV. Varl abde capital firm Explelationand mansgament  No 100 - 10T% - 100% - 00% -
Av Presidente Massaryk 61, plsa 2, Mévico D.F. of audiowisuad righls

Cale Entertanment, Ud Private Limited Expictztionsnd mansgement  Yes 5% - 51% - 51% - 5% -
76 Charlotte S, Sth A, London ompany of audiovisual righls

(Cake Dislribution, Ltd Private [mited Explotstion and management Yo - 51% - 51% - 51% 51
75 Charlotte SL SihF, London comparry of audiovisual rights

Cake Productions, Ltd Frivate Imfted Expictationand management Mo - 51% - Sy% - 51% 51
76 Chardotte 5L, Sih A, London @mpany of audiovisua rights

HLT Preduddens By Private NimTted Explotation snd management Mo - 51% - 51% - 51% 51%)
Van der Helstaan 48, 1213 CE Hlversum. The Methersads ompany of audinyfsual rights

All subsidiaries have been consolidated using the full consolidation method.

In 2013 the information on the companies in the consolidated group was not modified.

In 2012 a third subsidiary has been started up named Cake Productions Ltd. This company is 100%
Cake Entertainment Ltd. subsidiary

2. Basis of presentation of the consolidated financial statements

a) Basis of presentation

These Consolidated Annual Financial Statements of the Zinkia Entertainment Group for 2013 were
formulated:

o By the Directors of the parent company, Zinkia Entertainment, S.A., at Board of Directors’
meeting held on 31* March 2014.

e Pursuant to the terms of International Accounting Standard n2 34 and the International
Financial Reporting Standards (IFRS), as approved by the European Union, in accordance
with (EC) Law 16062002 of the European Council and Parliament.

® S0 as to show a true image of the equity and financial position of the consolidated Group
at 31* December 2013, and the results of its operations, changes in equity and cash flows,
consolidated, operated in the Group in the period then ended.

o Based on the accounting records of the parent company and the Group's subsidiaries.

* The Consolidated Financial Statements were prepared on a historical cost basis, with the
exception of the derivative financial instruments and available-for-sale financial assets,
which are shown at fair value.

b) Accounting rules and policies applied

The Group's Consolidated Financial Statements at 31" December 2013 were prepared in
accordance with the International Financial Reporting Standards and the International Accounting
Standards in force at 31" December 2013.




At 31% December 2013 the following International Standards have not been applied by the Group,
because they had not yet been adopted by the European Union and/or because they are to be
applied in future statements:

IFRS 9: Financial Instruments. it will be effective 1.1.2015

IERS 10: Consolidated Financial Statements. It will be effective 1.1.2014

IFRS 11: Joint Agreements. It will be effective 1.1.2014

IFRS12: Information about interests in other entities. It will be effective 1.1.2014

IFRS 14: Deferred regulated states. it will be effective 1.12016

IAS 19 Modification: Defined benefit plans: employer contributions. It will be effective 1.1.2015
IAS 27 {2011): Separated Financial Statements. It will be effective 1.1.2014

IAS 28: Investments in Associates and Joint Ventures. It will be effective 1.1.2014

JAS 32: Offsetting Financial Assets and Financial Liabilies. It will be effective 1.1.2014

IAS 36: Explanation of the recoverable value of nonfinancial assets. it will be effective 1.1.2014
1AS 39: Novation continuity of derivatives and hedge accounting. It will be effective 1.1.2014

The Group wili apply these International Standards when they will be effective. The Group
considers that there will be not a significant effect on the financial statements.

In order to reconcile the value of net equity and consolidated income statement with national and
international regulations as of the date of the first application of IFRS, it should be noted that,
pursuant to IAS 20, deferred income from government capital grants is not carried directly to equity
but rather to non-current liabilities. These grants are carried to the income statement as the assets
subsidised by the grants are amortised. :

c) Responsibility for the information and estimates

The information contained in these Consolidated Financial Statements is the responsibility of the
directors of the parent company.

The senior managements of the Group and consolidated companies have used certain estimates
and hypotheses to prepare these Consolidated Financial Statements hased on the best information
available at the time on the events analysed. Events that take place in the future might make it
necessary to change these estimates {upwards or downwards) in coming years. Changes in
accounting estimates would be applied prospectively in accordance with the requirements of IAS 8,
recognising the effects of the change in estimates in the related consolidated income statements.
These estimates and hypotheses basically refer to:

e Impairment of assets:

At the closing date of each period, the Group evaluates whether there are indications of
asset impairment, reviewing the carrying values of non-current assets. If there is objective
evidence of impairment loss, the value of the loss is the difference between the carrying
value of the asset and the recoverable value, calculated as the current value of the future
estimated cash fiows discounted at an appropriate discount rate to obtain the current value
of those cash flows.

10
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zinkia-
s Useful lives of PPE and intangible assets:

The Directors of the Group determine the estimated useful lives of PPE and intangible
assets. These estimates are based on expected life cycles and may be modified due to
technological innovation or strategic changes within the Group. If the estimated useful life
changed, the funding of the depreciation allowance would be adjusted accordingly.

e Tax credits:

The Group has certain tax credits and reviews the estimates of taxable bases for the coming
years at the closing date of each period in order to evaluate the probability of recovering
the capitalised tax credits, and, in case of reasonable doubts regarding the ability to recover
the tax credits, in order to provide for the pertinent corrections.

o Corporate tax expense:

According to IAS 12, corporate tax expense is recognised in each accounting period based
on the best estimate of the average weighted tax rate for the accounting year in question. it
may be necessary to make adjustments to the amounts calculated in the future.

d) Consolidation principles

The subsidiaries controlled by the Zinkia Entertainment Group are fully consolidated. Subsidiaries
are consolidated from the date on which control is transferred to the Group. They are de-
consolidated from the date that control ceases.

Subsidiaries are companies where the Group controls the financial and operational policies,
generally accompanied by a shareholding involving more than half of the voting rights.

Associates are entities over which the Group exercises significant influence but not control, which is
generally accompanied by a shareholding of 20 to 50% of voting rights.

The operations of Zinkia Entertainment and consolidated subsidiaries were consolidated in
accordance with the following basic principles:

» On acquisition, the assets, liabilities and contingent liabilities of a subsidiary are measured
at their fair values. Any excess of the cost of acquisition of the subsidiary, including
acquisition costs, over the fair value of the aforementioned assets and liabilities relating to
the Parent’s ownership interest in the subsidiary is recognised as goodwill.

Any negative difference is credited to the consolidated income statement.
The results of the subsidiaries acquired or disposed of during the fiscal year are included in
the Consolidated Income Statement from the effective date of the acquisition or until the
effective date of the sale.

¢ The enclosed Consolidated Annual Financial Statements include certain adjustments in

order to standardise the accounting principles and procedures applied by the subsidiaries
and the parent company.
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e The value of the interest of minority shareholders in the equity and results of the fully
consolidated subsidiaries is presented under “Equity - Minority Interests” in the
accompanying consolidated statement of financial position and “Minority Interests” in the
consolidated income statement.

e All balances and transactions between fully or proportionately consolidated companies
were eliminated on consolidation.

e) Functional currency

The items included in the individual accounts of each of the Group companies are measured using
the currency of the principal economic environment in which the company operates («functional
currency»). All Group companies use the functional currencies of the countries where they are
located.

The Annual Consolidated Financial Statements are presented in euro, which is the parent
Company’s functional and presentation currency.

The Annual Financial Statements of foreign companies were converted to euros using the year-end
exchange rate method. This method consists of converting all assets, rights and obligations to euro
at the exchange rate in effect on the closing date of the Consolidated Accounts, while the items of
the Interim Consolidated Income Statement are converted at the monthly average exchange rate.
All resulting exchange differences are recognised as a separate component of equity.

f) Reasons for uncertainly - Negative Working Capital

The consolidated statement of financial position shows a negative Working Capital of EUR
2,412,052 at 31" December 2013 (EUR 527,268 at 31" December 2012), caused mainly by the
maturity of the short term debt held by a private entity against the parent company.

Meanwhile the Consolidated Income Statement shows a negative result in 2013 of 985,576 euros (a
1,088,784 euros benefit at 31%* December 2012). Additionat information is summarised as follows:

f.1) Company situation and negotiation process

As noted in the Annual Accounts of the previous year, the Company, despite its business growth,
contemplated difficulties in order to meet part of its payment obligations expected in 2013. Therefore, during
this year, and among the different alternatives considered by the Company, a bond issue was initially
conceived as a viable means to obtain additional funding, and thus, on April 18" 2013, Zinkia began before
the CNMV the process of enrolment in the official records of the relevant Registration Document of the
Company, following Article 92 of the Law 24/1988 on the Securltles Market. The Registration Document was
approved nearly three months after its submission, on July 4" 2013, date of its official registration by
Decision of the CNMV.

Following to the approval of the Registration Dacument, Zinkia prepared the corresponding Admission Paper
in order to launch a Bond Issue aimed at institutional investors, which supposedly was unlimited as to the
amount of bonds to be Issued, and for which Law did not set a standard minimum face value for each Bond
but a minimum subscription of €100,000 per investor.

For this purpose Zinkia together with its advisers designed and prepared the transaction (with the
corresponding Securities Note concerning the Admission of Zinkia's Simple Debentures) considering an issue
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of Bonds among investors with a minimum subscription of €100,000 per investor and therefore not
considering the public offer of Bonds for the purposes provided in art. 38 of Royal Decree 1310/2005, of
November 4", partially developing Law 24/ 1988 of 28' July, on the Securities Market, on the admission of
securities to trade in official secondary markets, public offers for sale or subscription and the paper required
for that purpose, and with a unit nominal value of € 1,000 per bond. This operation was not authorized by the
CNMV under the conditions proposed by Zinkia, for the Commission finally required the unit value of each
Bond to be set at the amount of € 25,000 which, in the opinion of the Directors of the Company, resulted in
no titles being placed.

After these events, Zinkia considered to aim the bond issue at the retail public with the issue limitations
established by law, and so proceeded to present on September 6™ 2013, in accordance with Artlcle 24 and
following of the Real Decree 13102005, of 4™ November, partially developing Law 24/1988 of 28' July, on the
Securities Market, on the admission of securities to trade in official secondary markets, public offers for sale
or subscription and the paper required for that purpose, a first draft of the Securities Note that was finally
approved by the CNMV on October 7" 2013.

Given this lengthy process, and the changing of approaches, the Company does not consider the securities
placed are enough and decides to renounce to the Issue.

Given the manifest impossibility to meet the next milestones in the pay back of the financial debt, such as
was the amortization to maturity of the debenture bond issue "Simple Debentures Zinkia 1st issue", and the
final redemption or repayment of the loan made by a private Foundation, both reaching up to about
5,000,000 € and which were maturing in November 2013 and February 2014, respectively.

Given this situation, and in order to protect both the assets and interests of Zinkia, as well as to enable the
Company to continue with business as usual under the umbrella of legal protection, Zinkia requested, on
October 31" 2013, the legal procedure under art. 5 bis of the Insolvency Act in order to renegotiate and
continue negotiations with the different creditors of the Company.

From the date of the application for the procedure, the Company had a three month period {that is, until
January 31% 2014) to achieve a refinancing agreement with its main creditors in order to (once process 5 Bis is
ended) continue with its business and activity. Throughout this process, there have been endless numbers of
procedures, negotiations and agreements summarlzed as follows:

— Renegotiation of debt with the bondholders, at the General Meeting of Bondholders of the
"Zinkia's Simple Debentures 1% Issue” of 2010, which took place on December 9™ 2013 on second
call, where they agreed, among other things, on the modification of the Final Terms of the Issue
{such as the market was informed by communication of the corresponding Relevant Facts in both
the official pages of MAB and CNMV, as well as on the official website of the Company (www .
zinkia.com), and more specifically:

Modification of the Final Terms for the "Zinkia's Simple Debentures 1% 1ssue” in the following terms:

s Change in the writing-off date to maturity, originally scheduled for the third anniversary from the
Date of issug, subscription and payment, that is to say November 12" 2013, and setting |t on the
fifth anniversary from the Date of issue, subscription and payment, that is to November 12" 2015.

s Inclusion of the possibility of early writing-off by the Issuer in the first year, that is, on November
12" 2014, who will therefore proceed to pay the corresponding coupon until that date.

e Modification of the fixed rate annually payable in the coupons to be paid in 2014 and 2015. The
fixed rate changed from 9.75% to 11%.

e Since the above modifications were approved, we proceeded to pay the full coupon corresponding
to the 2013 interests (9.75%), whichwas paidto the holders of the debenturesthat were
issued in December 2013"
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- The company INTEGRA CAPITAL PARTNERS, SA ("Integra"} was hired in order to implement a Viability
Plan including all the revenue estimates derived from the activity in the coming years, as well as all the
payment obligations intended by the Company and, what is more important, that could actually be
proposed by the Company, in order to have an impartial third party ensure that, if the forecasts of the
Company in their most conservative scenario, and after the due sensitivity analysts, were fulfilled (and
indeed, all scenarios were well behind the projections of real business of the Company, which are de
facto much more optimistic), the Company could face the commitments reached under the so called 5Bis
refunding procedure.

The Viability Plan is performed by means of a mathematical, computer program used to calculate, from some
given premises and preset scenarios, the Income Statement, Balance Sheet and Statement of Treasury
corresponding to the projected months and years and, according to those results, to estimate the conditions
and payment schedules that can be offered to different creditors. All in order to confirm that the Company
may afford all the payments and obligations offered to each creditor and therefore confirming that the
company is viable in financial and economic terms, and that the Company has sufficient level of solvency
based on the actual business assets, as well as sufficient structure as to afford the realistic and effective
completion of its payment obligations to creditors within the proposed timeframe.

As a result of the Viability Plan, the Company approved the offer of certain payment terms that were
negotiated with the main creditor groups.

- Zinkia held some interviews with its main trade creditors, as well as with all the financial institutions
involved, in order to evaluate their bargain power and their will to reach the refinancing agreements that
could lead to the end of procedure 5 Bis and the signing of the relevant refinancing agreements. Finally,
after talks and interviews held by Zinkia individually with each of the financial institutions, Integra was
charged also with the coordination of the negotiation and signing of the refinancing agreements with all
entities, so as to reach the agreement of the whole banking "pool” under the same conditions.

Although the Company was successful in reaching a refinancing deal with the bondholders, with most of the
commercial creditors, and although negotiations had been also successful with the different committees of
banks which had already approved the refinancing operations, on the February 26™ 2014 the Board of
Directors of Zinkia decided to seek a declaration of voluntary arrangement with creditors due to the refusal
of renegotiation by private lending institution regarding an amount of EUR 2,500,000 (Note 16) .

f.2) Overdue balances at the year end and actions taken.

The due, unpaid balances with financial institutions at December 31" 2013 amounts approximately to
818,054 euros. As it has been mentioned in the previous item, in October and given the lack of liquidity, in
order to protect the assets of the company, while looking for favourable conditions of bargain, on 31%
October the Company requested before the Courts of Madrid protection under the so-called 5Bis procedure
of the nsolvency Act then in force. As the result of this procedure, negotiations with all financial institutions
were held, and an viable agreement for the parent Company was reached, but was not actually signed
because the parent Company had requested previously the Voluntary Arrangement with Creditors as the
result of the refusal by a private entity to sign a refinance agreement. As stated above, the parent Company
had to submit to the Voluntary Arrangement with Creditors and therefore the negotiation process with the
main creditors, whatever their nature, are null and void. Since then, the parent Company has been working
on a Viability Plan that will afford to set some payment deadlines in order to meet all of the Company's debt.
At the time when these Annual Financial Statements are being prepared, the parent Company is working
internally on a proposal of agreement containing the conditions to be offered to each creditor group.

f.3) Actions to generate liguidity

As it has already made known to the market several times, the Company has been working for almost two
years in finding appropriate sources of funding, and has analysed all possible alternatives to generate
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additional liquidity, so that the necessary financial resources are generated in order to meet all the
commitments of the Company and so that the investment projects of the Business Plan can be launched.

In order to solve the deficit revealed in the financial resources, other alternatives for generating additional
liquidity are being analysed, while negotiations with potential investors are still being held. The Company, in
spite of the situation, is still growing and working on the development of its business, and keeps obtaining
income in different ways:

— Increased revenue due to the international expansion of the brand, thus diversifying the cash
generation coming from different countries.

Zinkia has signed two new Commercial Licensing Agent agreements and Merchandising Celebrity
Endorsement for the United States and Canada with the reference company in that sector, IMG
worldwide, Inc. ("IMG"). In addition, the Company has also signed a new Merchandising Licensing
Commercial Agent agreement with Square Licensing Ltd. ("Square Licensing"} for the United
Kingdom and Ireland.

- Improving the explottation of digital licenses, online content and associated advertising in order to
increase the recurting cash inflow from this activity. This type of licensing has a much shorter
collection period than traditional licenses.

- On November 20™ 2013, the parent Company was communicated the definitive resolution of the aid
granted within the subprogram of Strategic Action for Economy and Digital Society promoted by the
Ministry of Industry, Energy and Tourism, amounting to EUR 541, 970, and consisting of a subsidy of
65,036 euros and a loan of 476,934 euros. This ald is intended for a project already engaged by the
parent Company, and which the Company aims to develop with its own staff mostly, so that the costs
thereof remain subsumed as part of its current costs, and so that all this activity would be financed
by this operation.

- At present the Group is still in the process of seeking funds to develop its business plan, considering
many alternatives {banks, investment funds, etc.).

These activities are fully detailed in the management report presented by the Group together with these Annual
Consolidated Financial Statements. Therefore, the Group continues to grow and has decided to prepare these
Annual Consolidated Financial Statements by applying the principle of functioning company and considering that
all these are transitory circumstances on their way to be solved.

The Directors of the Group consider that, if the different creditors were to adhere the Proposal of Arrangement
that the parent Company is preparing, this, together with the rest of the other activities that are being carried
out, will lead the Group to obtain the financial resources and the necessary agreements to fulfil all of its
obligations.

3. Accounting principles, policies and measurement criteria applied

The following accounting principles, policies and measurement criteria were used to formulate
these Annual Consolidated Financial Statements of the Zinkia Entertainment Group at year-end 31°*
December 2013, pursuant to the terms of the International Financial Reporting Standards adopted
by the European Union and in force on 31% December 2013:

3.1 Intangible assets
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These are identifiable non-monetary assets arising as a consequence of the company’s legal
business or developed by consolidated companies. Only the assets whose cost can be reliably
estimated and for which the Group deems it is likely to obtain future profits or economic returns
are recognised on the books.

Intangible assets are initially stated at their cost and/or cost of production and are later stated at
cost less, accordingly, accumulated depreciation and/or any losses due to the impairment they have
experienced.

a) Research and development expenses

Research expenditure is recognised as an expense when incurred. Development costs incurred in
projects are recognised as intangible assets when it is probable that the project will be a success
considering its technological and commercial feasibility, there are sufficient technical and financial
resources to complete it, the costs incurred may be measured reliably and a profit is likely to be
generated.

If an asset’s carrying amount is greater than its estimated recoverable amount, its carrying amount
is written down immediately to its recoverable amount. (Note 3.5)

If the circumstances favouring the project that permitted the capitalisation of the development
costs change, the unamortised portion is expensed in the year of change.

b) Licenses, trademarks and inteilectual property

Licences and trademarks have defined useful lives and are carried at cost less accumulated
amortisation and recognised value adjustments for impairment according to note 3.5. Amortisation
is calculated using the straight-line method to allocate the cost of trademarks and licences over
their estimated useful lives of 3-5 years.

c) Computer software

Acquired computer software licences are capitalised on the basis of the costs incurred to acquire
and bring to use the specific software. These costs are amortised over the estimated useful life of
five years.

Expenses associated with software maintenance are recognised when incurred. Costs directly
related to the production of identifiable and unique computer programs controlled by the Group
and that will probably generate economic benefits exceeding costs beyond one year are recognised
as intangible assets. Direct costs include costs relating to employees developing the software and
an appropriate percentage of general expenses.

Software development costs recognised as assets are amortised over the software’s estimated
useful life, which does not exceed 5 years.

3.2 Goodwill
The difference between the cost of the stakes in consolidated companies and the carrying value of
those companies at the time of acquisition or on the date of the first consolidation, provided that

the acquisition does not occur later than the assumption of control over the company, is recorded
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as follows:

¢ If attributable to specific equity items of the acquired companies, by increasing the value of
the assets whose fair market values are higher than the net carrying values shown on the
statement of financial position, which are treated similarly to the rest of the Group's assets
from an accounting perspective.

e |f attributable to non-contingent liabilities, by recognising those on the consolidated
statement of financial position if it is likely that the outflow of resources to settle the
obligation will incorporate economic benefits and the fair value can be reliably measured.

s If attributable to specific intangible assets, by explicitly recognising them on the
consolidated statement of financial position as long as the fair value on the acquisition date
can be reliably determined.

* Any remaining differences are recognised as goodwill.

Goodwill arising from the acquisition of companies with functional currencies other than the euro
is converted to euro at the exchange rate in effect on the date of the Consolidated Statement of
financial position.

Goodwill is not depreciated. However, at the end of each year the Group assessed whether there
has been any impairment that reduces the recoverable value and, if so, makes the pertinent
adjustments.

3.3 Property, plant and equipment

These are the tangible assets used by the Group for production or to provide goods and services or
for administrative purposes and which are expected to be used longer than one fiscal year.

Property, plant and equipment are stated at acquisition price or production cost less accumulated
depreciation and accumulated impairment losses.

Own work capitalised is measured by adding the direct or indirect costs of the asset to the price of
the consumable materials.

The cost of enlarging, modernising or enhancing property, plant and equipment is carried as an
increase in the asset’s value only when it entails an increase in its capacity, productivity or the
extension of its useful life. Maintenance and repair costs that do not lengthen the useful life of the
assets are charged to the consolidated income statement for the year in which they are incurred.

Property, plant and equipment acquired under financial leases are carried in the corresponding
asset category and are depreciated over their useful lives using the same method as for other
assets owned hy the Group.

Depreciation of property, plant and eguipment, with the exception of land, which is not
depreciated, is calculated systematically using the straight-line method over the assets’ estimated
useful lives based on the actual decline in value brought about by operation, use and possession.
Estimated useful lives are as follows:
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Property, plant and equipment Term (years) |
Machinery and tooling 4 to 8

Other equipment 3

Furnishings 10
Data-processing equipment 4 to 5
Other PPE 10

The residual values and useful lives of assets are reviewed and adjusted, if necessary, at each
consolidated statement of financial position date.

If an asset’s carrying amount is greater than its estimated recoverable amount, its carrying amount
is written down immediately to its recoverable amount (Note 3.5).

Gains and losses on the disposal of property, plant and equipment are calculated by comparing the
sales revenue with the carrying amount and are recognised in the consolidated income statement.

3.4 Interest costs

Financial expenses directly attributable to the acquisition or construction of fixed assets that
require more than one year before they are ready for use are included in the cost of the assets until
they are ready for use.

3.5 Losses due to impairment of non-financial assets

Each year on the closing date or as necessary, Zinkia Entertainment Group reviews the carrying
value of non-current assets to determine whether there are indications of a loss of value due to
impairment. If any such indication exists, the recoverable amount of the asset is estimated in order
to determine the extent of the impairment loss. Where the asset itself does not generate cash
flows that are independent from other assets, the Group estimates the recoverable amount of the
cash-generating unit to which the asset belongs.

In addition, at each statement of financial position date, the Group analyses possible impairment of
intangible assets which have not yet come into operation or which have an indefinite useful life is
analysed, such as goodwill.

The recoverable amount is the higher of fair value less cost to sell and value in use, which is taken
to be the present value of the estimated future cash flows. [n assessing value in use, the
assumptions used in making the estimates include discount rates, growth rates and expected
changes in selling prices and costs. The directors estimate discount rates which reflect the time
value of money and the risks specific to the cash-generating unit. The growth rates and the changes
in selling prices and costs are based on in-house and industry forecasts and experience and future
expectations, respectively.

If it is estimated that the recoverable amount of an asset or a cash-generating unit is less than the
carrying value, the value of the asset or the cash-generating unit is reduced to the recoverable
amount, recognising the differences as an impairment loss in the consolidated income statement.

Impairment losses recognised for an asset in prior years are reversed when there is a change in the
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estimates concerning the recoverable amount of the asset. The reversal may not exceed what
would have been the carrying value of the asset had the impairment and reversal not been
necessary. The reversal of the impairment loss is immediately recognised as income on the income
statement. Impairment losses on goodwill are non-reversible.

3.6 Leases

a) When the Company in the Group is lessee— Finance |ease

Leases of property, plant and equipment where the Group substantially all the risks and rewards of
ownership are classed as finance leases. Finance leases are capitalised at inception at the lower of
the fair value of the leased property and the present value of the minimum lease payments.
Present value is calculated using the interest rate implicit in the lease agreement and, if this rate
cannot be determined, the interest rate applied by the Group company on similar transactions.

Each lease payment is distributed between the liability and financial charges. The total financial
charge is apportioned over the lease term and taken to the consolidated income statement in the
period of accrual using the effective interest rate method. Contingent instalments are expensed in
the year they are incurred. Lease obligations, net of financial charges, are recoghised in “Finance
lease liabilities”. Property, plant and equipment acquired under finance leases are depreciated over
the shorter of the asset’s useful life and the lease term.

b) When the Company in the Group is the lessee — Operating leases

Leases in which a significant portion of the risks and rewards of ownership are retained by the
lessor are classified as operating leases. Payments made under operating leases (net of any
incentives received from the lessor) are charged to the consolidated income statement in the
period of accrual on a straight-line basis over the term of the lease.

3.7 Financial instruments
Financial assets
The Group classifies its current and non-current financial assets in the following categories:

-Loans and accounts receivables: Loans and receivables are non-derivative financial assets with
fixed or determinable payments that are not quoted on an active market. They are included in
current assets, except for maturities longer than 12 months after the statement of financial position
date which are classified as non-current assets. Loans and receivables are included in “Loans to
companies” and “Trade and other receivables” in the consolidated statement of financial position.
Financial assets are initially carried at fair value, including directly attributable transaction costs,
and are subsequently measured at.amortised cost. Accrued interest is recognised at the effective
interest rate, which is the discount rate that brings the instrument’s carrying amount into line with
all estimated cash flows to maturity.

However, trade receivables falling due in less than one year are carried at their face value at both
initially and subsequently, provided that the effect of not updating the cash flows is not significant.
At least once a year at year end, the necessary value adjustments are made to account for
impairment when there is objective evidence that all receivables will not be collected. The amount
of the impairment loss is the difference between the asset’s carrying amount and the present value
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of estimated future cash flows, discounted at the effective interest rate prevailing at the date of
initial recognition. Value adjustments and reversals, where applicable, are recognised in the
consolidated income statement.

-Financial assets held for trading: Financial assets held for trading are assets acquired with the
intention of selling in the short term or those who are part of a portfolio for which there is evidence
of a recent actual target. This category also includes financial derivatives which are not agreements
of financial guarantees or have been designated as hedging instruments.

-Other financial assets at fair value with changes in profit and loss: Included in this category are
financial assets considered by the company at the time of initial recognition, due to such
designation write off or significantly reduces accounting mismatches, or such assets form a Group
whose performance is evaluated by the Company's management, based on fair value and in
accordance with established and documented strategy.

-Held-to-maturity investments: Held-to-maturity financial assets are debt securities with fixed or
determinable payments and fixed maturities that are traded on an active market and that Group
management has the intention and ability to hold to maturity. If a Group company sells an
immaterial amount of held-to-maturity financial assets, the entire category would be reclassified as
available for sale. These financial assets are included in non-current assets, except for those
maturing in less than 12 months of the consolidated statement of financial position date which are
classified as current assets. The measurement criteria applied to these investments are the same as
for loans and receivables.

-Available-for-sale financial assets: Any others not included in the other financial asset categories,
most of which are capital investments. These investments are also shown on the consolidated
statement of financial position at market value which, for unlisted companies, is obtained using
alternative methods such as comparisons with similar transactions or by updated expected cash
flows, if there is sufficient information to do so. The profits and losses from changes in fair value
are recognised directly in equity until the asst is disposed of or becomes impaired, at which the
accumulated profits or losses previously recognised in equity are included in the net profits (losses)
for the period. If the fair value cannot be reliably determined, they are recognised at cost or a lower
amount if there is evidence of impairment. They are classed as non-current unless the maturity
date is within 12 months of the statement of financial position date or Group management intends
to dispose of the investment within that amount of time.

Cash and cash equivalents

“Cash and cash equivalents” in the Consolidated Statement of Financial Pasition includes cash,
demand deposits and other highly liquid short-term investments that can be realised in cash quickly
and are not subject to a risk of changes in value.

Financial liabilities

Financial liabilities are initially recognised for the amount actually received, net of transaction
costs, and are later recognised at amortised cost using the effective interest rate method. The
effective interest rate is the discount rate that brings the instrument’s carrying amount into line
with the expected future flow of payments to the maturity date of the liability. Finance costs are
recognised on an accrual basis in the consolidated income statement using the effective interest
method and they are aggregated to the carrying amount of the financial instrument to the extent
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that they are not settled in the year in which they arise.

On the enclosed Consolidated Statement of Financial Position, the payables are classified by
maturity, i.e., those maturing within twelve months are classified as current and those maturing in
more than twelve months are classified as non-current.

No-interest or subsidised interest loans are recognised at face value, which is not believe to
different significantly from fair value.

Suppliers and other short-term payables do not accrue interest and are stated at fair value.

Financial derivatives and accounting hedges

Financial derivatives are measured at fair value at both initial recognition and subsequent
measurement. Resulting gains and losses are recognised depending on whether the derivative is
designated as a hedging instrument or not and, if so, the nature of the item being hedged. The
Group designates certain derivatives as:

¢ Fair value hedges: Changes in the fair value of derivatives that are designated and qualify as
fair value hedges are reflected in the consolidated income statement together with any
changes in the fair value of the asset or liability hedged that are attributable to the hedged
risk.

¢ Cash flow hedges: The part of the change in the fair value of the derivatives designated as
cash flow hedges is tentatively recognised in equity. It is taken to the consolidated income
statement in the years in which the forecast hedged transaction affects results unless the
hedge relates to a forecast transaction ending in the recognition of a non-financial asset or
liability, in which case the amounts reflected in equity are included in the cost of the asset
when it is acquired or of the liability when it is assumed. The gain or loss relating to the
inefficient part is recognised immediately in the consolidated income statement.

Hedging instruments are measured and accounted for by nature insofar as they are not or are no
tonger effective hedges.

For derivatives not qualifying for hedge accounting, any gains or losses in fair value are recognised
immediately in the consolidated income statement.

3.8 Inventories

The heading of the Consolidated Statement of Financial Position covers the non-financial assets
held for sale by the consolidated entities in the course of their ordinary business, in the process of
being produced for sale or to be consumed in the production or service provision process.
Inventories are measured at the lower of cost or net realisable value. The net realizable value
represents the estimated sale price less all estimated termination costs and the marketing, sales

and distribution costs that will be incurred.

The Group adheres to a policy of setting up provisions to cover the risk of obsolescence, deducting
these from inventories for the purposes of the Consolidated Statement of Financial Position.
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3.9 Equity instruments

Capital instruments and other equity instruments issued by the Group are shown at the amount
received in equity, net of direct issuing costs

3.10 Treasury stock

Treasury stock is recognised at cost, less net equity and the proceeds from the sale of shares are
recognised against equity.

3.11 Provisions and contingent liabilities

Provisions for environmental restoration, restructuring costs and legal claims are recognised when
the Group has a present legal or constructive obligation as a result of past events, an outflow of
funds will probably be necessary to settle the obligation, and the amount may be reliably
estimated. Restructuring provisions comprise lease termination penalties and employee
termination payments. Provisions are not recognised for future operating losses.

Provisions are carried at the present value of forecast payments that are expected to be required to
settle the obligation, using a rate before taxes that reflects the current market assessment of the
value of money and the specific risks of the obligation. Adjustments to the provision deriving from
restatements are recognised as financial expenses as they accrue.

Provisions maturing in one year or less with no significant financial effect are not discounted.

When it is expected that a portion of the payment necessary to settle the provision will be
reimbursed by a third party, the reimbursement is recognised as an independent asset, provided
that receiving the reimbursement is practically certain.

Contingent liabilities are considered to be potential labilities deriving from past events, the
existence of which is subject to the occurrence of one or more future events that lie outside the
control of the Group. Such contingent liabilities are not reflected for accounting purposes and a
breakdown is presented in the notes to the interim consolidated financial statements.

3.12 Severance pay

Under current legislation, the Group is obliged to pay severance to employees who terminated their
employment relationship under certain conditions.

Therefore, severance pay can be reasonably quantified are recognised in the year in adopting the
decision to terminate the employment relationship that creates the right to receive such
compensation. Benefits which are not going to be paid within twelve months of the balance sheet
date are discounted at present value.

With regards to certain employees of the Parent Company, their labour contracts are
complemented with private agreements containing special exit clauses.

In this regard, the compensation of such employees could amount to 24 months' salary, additional
and regardless of the legal compensation due per year worked, if any of the assumptions contained
in those documents should occur. These allowances are to be recorded in the financial year wherein
such circumstances are expected to take place or do actually take place.
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The Group has no other type of obligations to employees besides the aforementioned.

3.13 Deferred income
The grants received by the Group are covered under this heading.

Repayable grants are recognised as liabilities until the conditions are fulfilled for the grants to be
treated as non-repayable. Non-repayable grants are recognised as deferred income and are taken to
income statement on a systematic and rational basis in line with grant costs.

A grant is deemed to be non-repayable when it is awarded under a specific agreement, all
stipulated conditions for obtaining the grant have been met and there are no reasonable doubts
that the funds will be received.

Monetary grants are carried at the fair value of the amount granted and non-monetary grants are
carried at the fair value of the asset received, at the recognition date in both cases.

Non-repayable grants used to acquire intangible assets, property, plant and equipment, and
investment property are recognised as income for the period in proportion to the amortisation or
depreciation charged on the relevant assets or, if applicable, upon their sale, value adjustment or
write-off. Non-repayable grants related to specific costs are recognised in the income statement in
the period in which the relevant costs accrue, and non-repayable grants awarded to offset an
operating deficit are recognised in the year they are awarded, unless they are used to offset an
operating deficit in future years, in which case they are recognised in those years.

3.14 Revenue recognition

Revenue comprises the fair value of the consideration receivable and represents amounts
receivable for goods delivered and services rendered in the ordinary course of the Group's
activities, net of returns, rebates, discounts and value added tax.

In the licensing and merchandising there are two kinds of incomes which are accounted as follows:

-Guaranteed minimum incomes: The minimum guaranteed are fixed amounts agreed with the
client who paying on the dates specified in the agreement. The amounts agreed are not refundable
by the Group, but the client is allowed to deduct these amounts from future sales. With these
guaranteed minimum amounts the Group ensures the business and the license as signing the
agreement with client the Group will receive the agreed amounts without fulfilling any obligation.

From an accounting perspective the accrual of the amounts agreed with the client by guaranteed
minimum arrives when agreement is signed so these incomes are recorded at the agreement date.
The balancing entry of the said income wili be an asset in which is shown the guaranteed minimum
which the accrual has occurred. This account will be decreasing when the company goes invoicing
in the agreed dates.

Rovalties: The Group gives a license to the client by a fixed amount as explained above and a

percentage of product sales. Monthly or quarterly client will report the amount of the sales and the
Group will invoice based on this information.
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In accounting terms the Group recognises royalties’ revenues when they actually arise, whenever it
is possible.

Both in the case recognition of guarantee minimums as in royalties, the Group recognises incomes
according to the accrual principle either by agreement date, in the first case, or by the income
generation period, in the second case.

- Incomes provided by Cake: Incomes provided by Cake Entertainment to the consolidated figures
come from the granting of licenses to broadcast TV children content in accordance with the parent
company’s business. The supplies mostly consist in the costs incurred for work performed by other
companies related to the provision of children's series in different territories. The higher costs are
the dubbing costs.

The companies in the Group recognise revenues when the amount can be reliably measured, future
economic profits are likely to flow to the entity and the specific conditions for each of the Group’s
activities are met. A reliable calculation of the amount of revenue is not deemed possible until all
sale-related contingencies have been resolved. The Group companies’ estimates are based on
historical results, taking into account the type of customer, the type of transaction and the specific
terms of each agreement.

3.15 Foreign currency transactions

Transactions in foreign currencies are recorded in the Group's functional currency (euro) calculated
using the interest rate on the transaction date. The differences that occur during the fiscal year
between the recorded exchange rate and the rate in force on the payment or receipt date are
recorded on the income statement.

The accounts receivable or payable of the consolidated companies which are denominated in a
currency other than the functional currency of the interim financial statements are converted to
the euro at the exchange rate on the closing date. Any differences on exchange are recorded as
financial gains (losses) on the consolidated income statement.

3.16 Income tax

The income tax expense or income for the year is calculated by adding the current and deferred
income tax. The current tax expense is determined by applying the current tax rate to the fiscal
earnings, less any tax credits and deductions, which gives the amount payable to the tax
authorities.

Deferred tax assets and liabilities arise from temporary differences, which are defined as the
amounts that will presumably be paid or received in the future as a result of differences between
the carrying value of assets and liabilities and the taxable base. These amounts are recorded at the
tax rate at which they are expected to be paid or received.

Deferred tax assets also arise as a consequence of tax loss carry forwards and tax deducted
generated but not yet applied.
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Deferred tax assets associated with deductible temporary differences are only recognised if it is
deemed probable that there will be sufficient future fiscal earning against which to make them
effective and they do not arise from the initial recognition (except a business combination) of other
assets and liabilities in operations that do not affect the tax results or the accounting results. All
other deferred tax assets (tax loss carry forwards and deductions pending compensation) are only
recognised if it is considered likely that the consolidated company will have sufficient tax earnings
in the future to actually liquidate them.

At the end of the fiscal year, the deferred taxes are reviewed (both tax assets and liabilities) to see
whether they are still valid and correcting them accordingly based on the results of those analyses
and the tax rate in force.

3.17 Environmental Information

Expenses deriving from business actions taken to protect and improve the environment are
recorded as expenses in the year incurred.

When they involve the addition of tangible fixed assets whose purpose is to minimise the
environmental impact or to protect or enhance the environment, they are carried as an increase in

the value of the asset.
3.18 Earnings per share

The basic earnings per share are calculated as the quotient between the net profit for the period
attributable to the parent company and the weighted average number of ordinary shares in
circulation during the period, without including the averaging number of shares of the parent
company in the portfolios of Group companies.

The diluted earnings per share are calculated as the quotient between the net profit for the period
attributable to the ordinary shareholders and the weighted average number of ordinary shares in

circulation during the period, adjusted by the weighted average number of ordinary shares that will
be issued if all potential ordinary shares are converted into ordinary shares of the parent company.

4, Segment information

According to 1IFRS 8, the only identified segment of the Group’s business activities consists of the
intellectual property licenses held by the company’s consolidated in these Annual Consolidated
Financial Statements.

5. Seasonality

The Group’s net turnover and profit are not significantly influenced by the seasonality of its
operations.

Historically, Zinkia Entertainment, S.A., the Group’s parent company, earns approximately 60% of its
turnover in the second half of the year.
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6. Financial risk management

6.1 Financial risk factors

The Group’s activities expose it to a variety of financial risks: market risk, credit risk and liquidity
risk. The Group's overall risk management program focuses on uncertainty in financial markets and
seeks to minimise the potential adverse impact on its financial profitability. The Group uses
derivative financial instruments to hedge certain risk exposures.

Risk management is controlled by the parent company’s Treasury Department, which identifies,
evaluates and hedges financial risks in accordance with the policies approved by the Board of
Directors. The Board provides guidelines for overall risk management and written policies covering
specific areas such as foreign exchange risk, interest rate risk, liquidity risk, use of derivatives and

non-derivatives and investing excess liquidity.

o) Market risk

(i) Foreign exchange risk

The Group operates internationally and is exposed to foreign exchange risk from
currency exposures, particularly in relation to the US dollar and the pound sterling.
Foreign currency risk arises from future commercial transactions, recognised assets and
liabilities and net investments in foreign operations.

At December 31st 2013, approximately 76% of the Group's turnover is generated in
countries whose local currency is not euro, 63% represents U.S. dollar and the
remaining 13% represents other currencies. At December 31st 2012 the  percentage
of revenue from countries whose local currency is not euro raised to 87%, out of which
75% represented U.S.dolfar. The Group has a bank account in U.S. Dollars used to
receive receipts and order payments in that currency. The Group currently has no
hedge mechanism against fluctuations in ~ currency exchange rates. Therefore, Zinkia
is exposed to fluctuations in exchange rates derived from the development of its
activities in various countries outside the euro environment in which it operates, as
well as from the potential changes that may occur in the various currencies in which
the Group maintains its commercial debt. If the Company's turnover in other currencies
grows, the Group's exposure to exchange rate fluctuations shall increase.

Since the Group's operating currency is euro, the operating income and the
Group's own comparison of its financial results between periods could be adversely

affected as the result of the conversion of those currencies into euros at the exchange
rate existing at the closing balance of both items, income and expenses. By contrast,
where the Group provides services outside Spain (offshore} to customers and,
therefore, the revenue is received in euros, an appreciation of the currency of that
country could lead to an increase in the costs due to fluctuations in the exchange rates.

The exchange rate between the currency of the various countries where the Group
operates and the euro has been subject to substantial fluctuations in recent years and,
in the future, it could continue oscillating. At December 31% 2013, the impact of the
exchange rates on the net financial income was a loss of 455,533 euros representing
approximately 24% of the net financial income of the Company. At December 31 2012
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the impact of the exchange rate on the net financial income was a loss of 155,435
euros, which represented approximately 12% of the financial income.

{ii) Price risk

The Group is not exposed to equity instrument price risk because of the investments
held and classified on the balance sheet either as available for sale or carried at fair
value through profit or loss. The Group is not exposed to commodity price risk.

(iii) Interest rate, cash flow and foir value risk

Since the Group does not hold significant interest-bearing assets, the income and cash
flows generated by operating activities are relatively protected from fluctuations in

market interest rates.

The Group’s interest rate risk arises from long-term borrowings. Borrowings issued at
variable rates expose the Group to the cash flow interest rate risk. Fixed interest rate
borrowings expose the Group to fair value interest rate risks.

At December 31% 2013, in particular, 82% of the total debt of the Group was referenced
to fixed interest rates, that percentage amounted to 84% at the previous year-end,
representing a higher financial cost that would be applied if the debt was indexed to
variable interest rates (i.e. Euribor) because of their currently lower levels. As a result
of this unfavourable situation, the cost of credit has increased and its availability is
limited, which has caused many companies to experience difficulties or inability to
make investments financed with credit and bank loans. Furthermore, these funding
difficulties are further aggravated by the current crisis in the banking and financial
sector in Spain, country where the parent company is headquartered, At December 37
2013 the Group's debt average rate is 6.66%. At the year-end of 2012 the debt average

rate was 6.39%.

The Group analyses its interest rate exposure in a dynamic manner. A simulation is
performed of various scenarios, taking into account the refinancing, renewal of
current positions, alternative financing and hedging. On the basis of these scenarios,
the Group calculates the effect on results of a certain variation in the interest rate. For
each simulation, the same variation in interest rates is used for all currencies.
Scenarios are only simulated for liabilities representing the most significant interest-

bearing positions.

a) Credit risk

Credit risk is managed by groups. The credit risk results from cash and cash equivalents, derivative
financial instruments and deposits with banks and financial institutions also wholesalers and
retailers, including accounts receivable outstanding and committed transactions. The Group only
works with reputable banks and financial institutions.
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In order to carry out its business, the Group requires raising the necessary financial resources to
ensure its projects implementation and its business growth. The Group has financed its investments
primarily through credits and loans from financial institutions, capital and debt securities issues.

At December 31% 2013, the net financial debt {total financial debt less "Cash and equivalents”) of
the Group amounted to 10,120,208 euros. At December 31% 2012 this amount raised to 8,486,325

euros.

However, the global economic crisis and the current adverse market situation have resulted, in
recent years, in a very restricted and more burdensome access to credit for any operator {higher

financing costs and higher interest expenses).

For the Group in particular, this situation has worsened even further due to the difficulties in the
production of the cash flows required to pay its debts in the short term. The negative working
capital of the Group interferes with obtaining the financing for the business development and

reduces the chances of refinancing.

If the restriction on credit markets continues or worsens, the financing costs of the Group could be
so high that access to this type of financing could be restricted almost entirely. This could cause a
material adverse impact on the activities, in the result of the operations or in the financial positicn

of the Group.

b) Liguidity risk
Prudent liquidity risk management implies maintaining sufficient cash and marketable securities,

keeping funds available through sufficient committed credit facilities and having the ability to close
out market positions.

Given the current climate of credit restriction above mentioned, lack of liquidity is a looming
problem for the Group that hampers the development of new projects that should ensure future

cash flows,

Such as indicated in Note 2f), the Company is currently facing a major liguidity problem due to
which Zinkia's Board of Directors decided to seek a declaration of voluntary arrangement with

creditors, and the actions underway described in Note 2f).

6.2 Fair value estimation

The fair value is defined as the amount by an asset is available or a liability can be settled between
interested parties duly informed which make a transaction with independence position without any

deduction for transaction costs in the possible transfer.

The fair value of financial instruments traded on active markeis {such as publicly traded
instruments and available for sale securities) is based on market prices at the statement of financial
position date. The listed price used for financial assets is the ordinary buyer's price.

The fair value of financial instruments not listed on active markets is determined using valuation
techniques. The Group uses a variety of methods and makes assumptions that are based on market
conditions existing at each statement of financial position date. For long-term debt market prices or
agent quotation prices are used. Other techniques, such as estimated discounted cash flows, are
used to determine fair value for other financial instruments. The fair value of interest rate swaps is
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calculated as the present value of estimated future flows. The fair value of exchange rate forward
contracts is determined using future rates listed on the market at the date of the Consolidated
Statement of Financial Position.

It is assumed that the carrying value of trade receivables and payables approximate their fair value.
The fair value of financial liabilities for the reporting purposes is estimated by discounting future
contractual cash flows at the current market interest rate that the Group has for similar financial

instruments.

7. Intangible Assets

7.1 Goodwill

On June 1%, 2011 a 51% stake in the company Cake Entertainment, Ltd. was acquired by the parent
company. The amount agreed between both companies was EUR 989,158. This amount is
considered the fair value of the asset as it has been agreed by the parties with independence
position and it is based on market research about asset value and estimates of future cash flows.

At the acquisition date, the items in the asset and liability of the Cake Group balance sheet are
mostly payable and receivable related to Group business with no assets and liabilities to apply the
surcharge paid by the 51% stake in the company Cake if it is compared the amount paid with
company’s equity. No adjustments have been made to the book value and there are not itemns
which apply surcharge. It is considered that the amount paid and therefore goodwill is due to
intangibles {management expertise, portfolio, etc.) also estimates of future cash flows.

The amount of the minority interests recognized at the acquisition date is EUR 143,562. This item
has been estimated according to the global integration method. So this item is 49% Cake Group
value that is not part of the Zinkia Group and it belongs to third parties.

Accounting for the business combination was not provisional at December 2011.

Cake Entertainment, Ltd is the head of a Group of three companies in 2011 added a fourth in 2012
(Note 1). Its business is focused on the international distribution of series for children and family

audience.

On June 1%, 2011 takeover was performed.

The percentage is 51% stake in net equity with voting rights.

Through 51% stake in Cake Group, the parent company seeks to increase its international expansion
as well as get synergies in the field of children’s animation for distribution, brands management

and content production. The parent company acquired Cake Group control with 51% subscribed
stock and voting rights.

At the acquisition date, the fair value of the assets is shown in the Cake Group balance sheet as the
fair value of assets and liabilities other than cash on which is taken control.

The Goodwill changes, in the first semester of 2012 compared to 2012 takeover are as follows:
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Euro 12/31/2013
Netvalue at 12.31. 2011 897,307
Impairment of goodwill from Cake -
Goodwill 897,307
Net changes effect of exchange rates (18,943)
Total 878,364
Euro 12/31/2012
Netvalue at 12.31. 2011 866,929
Impairment of goodwill from Cake {27,192)
Goodwill 839,737
Net changes effect of exchange rates [ 57,570
Total 897,307

Exchange differences: The Group functional currency is euro. The dependent subgroup of the
parent company makes transactions in pound sterling. The addition of the financial position of Cake
subgroup to the parent company the balances have been translated to the exchange rate at the
year-end 2013. As provided rule, goodwill of consolidation is considered as an element of the
acquired company and it must be translated at the exchange rate at the end of the year. The
difference recorded amounts to EUR 18,943.

In 2012, there is an impairment of the goodwill from the dependent Group amounting to EUR
27,192 due to the difference between book value and net equity of an investee company.

Otherwise, goodwill impairment has not been recorded because the analysis is based on the
remarkable evolution expected by the Group tin the coming years. The parameters used in this
analysis are described as follows:

Zinkia Group considers each company as a cash generating unit (“CGU"). Although Zinkia has
identified different assets as industrial property and development projects, due to its small size,
and for the time being, Zinkia considers the total of the company as a CGU Therefore development
costs are allocated in Zinkia as a CGU, and the goodwill is allocated in Cake as a CGU too. The asset
impairment test is made for individualized asset based on estimates of the asset recoverable fair
value of each asset, and not for the whole of the CGU.

The basis on which the Zinkia cash generating unit recoverable fair value is calculated for
development expenses is the use value.

The basis on which the Cake cash generating unit recoverable fair value is calculated for goodwill is
the fair value less the selling cost, considering third party valuations of this company.

In relation to Zinkia cash generating unit the hypothesis to estimate cash flows are as follows:

- Production and exploitation of audiovisual and interactive content: Zinkia mainly
produces and distributes series, movies, video games and applications, which subsequently
are licensed to television, etc., normally in return for a payment. Work in this direction is
expected to go on.
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- Exploitation of brands: audiovisual content is registered as trademark with the aim of
signing license agreements with third parties for the production and development. of
derivative or merchandising products in exchange for a payment based on royalties. In 2013
Zinkia has signed an Agency contract with IMG Worldwide, Inc., agent of reference in the
U.S. and Canada,and therefore a significant increase in the cash flows is expected to arise
from the signing of new agreements resulting from the exploitation of this source of
income in these large territories.

- Advertising business: Upon broadcast and dissemination of its audiovisual content across
different platforms, Zinkia proceeds to directly selling the advertising space available both
in ZInkia's digital platforms as well as in third parties' platforms distributing Zinkia's
content. This revenue source is currently providing cash flow almost instantly, so Zinkia is
working in enhancing this business line.

The past experience in the exploitation of other territories has been used in order to allocate value
to each key hypothesis.

Projection period is five years.

The discount rate applied is the weighted average interest rate which Zinkia get external long-term
financing without real guarantees as it shows the market valuation of the risks associates with the
assets operated by Zinkia. This discount rate is 6.51% at 31* December 2013.

There are not projections more than five years so it has not been necessary to use growth rate.

In relation to Cake cash generating unit the methodology used was the valuation of the audiovisual
rights portfolio managed by itself. For this valuation no account is taken comparable market prices
since each production is different. The hypothesis used is that the management commission
received by cake applied to the amount of signed agreements is an appropriate estimation of the
fair value. It has been used the past experience in order to allocate value to this key hypothesis.

As stated in Note 2 £.1), given the above described situation, the parent Company decided to seek
the declaration of arrangement with creditors, and the Group's Directors estimate that, if the
different creditors adhere to the Proposal of Arrangement prepared by the parent Company
together with other activities that are being carried out, this will lead to obtaining the financial
resources and the necessary agreements in order to fulfil all the commitments of the Group.

That said, the parent Company intends to solve the cash difficulties and expects to continue
working in the business expansion and growth as projected, so that no reasonable change is
expected in these key hypothesis that might lead to a lower assets value in the cash gener'ating unit
compared to assets book value. The difference between assets book value and assets fair value

ranges from 140% to 500%.
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The details and changes in the items under the Intangible Assets caption other than goodwill were
as follows during 2013 and 2012:

Euro 2al 2t 32/39/12{ Changes In scope of consolidation| Addltons |Disposals orreductions| Transfers | Balance at 12131113
Cost
Research and development 6,351,554 - 1,209,089 (1,785,661} 5,775,022
Intellectual praperty 11,877,019 - - 1,785,661 13,662,680
Computer software 516,370 10,386 37,773 564,539
Intangible assets advances 37,773 - {37,773) -
Total 18,782,756 1,219,484 - - 20,002,241
Accumulated Amaortisation
Research and development {246,985} {35,917) - {282,202)
Intellectual property {9,237,576) [1,069,115) - - {10,306,691)
Computer software (465,533), - - {465,533)
Total {9,950,09) {1,105,032) - {11,055,126)
[rpairment .
Total - {435,343) - - {435,843)
Total 8,832,662 {321,391) - - 8,511,271

Euro Balance al 12/31/11| Changes in scope of consolidatien Additions | Disposals or reductions Tronsfers | Balance #t 12/31/12
Cost
Researchand development 5,015,960 - 1,335,634 - - 6,351,594
Intellectual property 11,825,852 - 51,167 - - 11,877,019
Computer saflware 514,274 - 2,09 - - 515,370
Jl_nlang‘lhl @ assels advances 16,082 - 21,692 - - 7,773
Total 17,372,167 - 3,410,589 - 18,782,756
Accurmnulated Amoitisation
Resazrch and developmant {246,985) - - {246,985}
Intellectual property (7,708,323) - {1,529,253) - (9,237,576}
Computer software {433,699} - {31,634) - {465,533)]
Total (8,389,207} -| (1,560,887 - {9,950,094)
Impairment - - -
Tetal 8,982,959 - {150,298) - 8,832,662

The additions in 2013 and 2012, refer primarily to work in new developments (Note 3.1.a).
The amount in the item research and development refer to parent company internal developments.

As parent company’s functional currency is Euro, and all the monies come from that company,
there is not exchange difference for the conversion of the financial statements to the submission

currency.

The main assets of the Group, particularly the Shuriken School project and Pocoyo, have recognized
a residual value about 10% and their depreciation is calculated systematically using the straight-line
method over these assets’ estimated useful lives 5 and 8.5 years respectively. At present Shuriken
School is fully amortised.

In the Shuriken School project, recognition of residual value is based on historical estimated
revenues of the Group. Although this project is fully amortised the series could be sold to
international television companies for amounts over 10% of the residual value so this percentage is
considered an prudent estimate figure.

In the Pocoyo project, recognition of residual value and useful life is based both on the project
revenues, which today has surpassed already five years long, and on the offers made to the Group,
which make the asset exceed its book value.

Significant intangible assets

The amounts in this item include costs of new audiovisual projects elaborated until the time these
projects are completed and therefore transferred to the item “intellectual property”. They are
detailed below:

32




®

zinkia-
WIRELESS WEST DEVELOPMENT 245,785
SHURIKEN GAME DEVELOPMENT 304,638
MOLA NOGURU DEVELOPMENT 1,617,384
FISHTAIL DEVELOPMENT 487,309
POCOYO EYE CIRCUITS DEVELOPMENT 1,092,843
POCOYO IV DEVELOPMENT 1,175,322
POCOYQ PLAYSET DEVELOPMENT 69,758
OTHER DEVELOPMENT 781,982

For these developments the Group has considered the possibility of an impairment of the book
value over fair value. In order to evaluate such possibility, the Group relied both on internal and
external information sources. In relation to the external information sources, the Group has
calculated the assets fair value applying a discount rate on their estimations as the weighted
average rate of the different debts of the Group; this rate, as we have stated above, is 6.51% at
year-end 2013. As there is not comparable market price because each production is different, the
Group has taken on a value for their forecasts based on past experience and discussion with
television companies. Therefore there are internal reports which support that the economic
performance of these assets will meet the projected expectations.

During 2013 the Group has impaired some projects since it cannot determine whether they will be
able to generate future cash flows and thus be economically successful.

Fully-amaortised intangible assets

At 31% December 2013, the Group had intangible assets fully-amortised valued at EUR 4,011,367
still in use. These intangible assets correspond to software and audiovisual projects.

At 31% December 2012, the Group had intangible assets fully-amortised valued at 3,771,366 still in
use. Those intangible assets corresponded to software and audiovisual projects.

Assets subject to guarantees and ownership restrictions

At 31" December 2013 and 2012 no elements of intangible assets were subject to ownership
restrictions or had been pledged to secure liabilities.

Grants received in relation to intangible assets

The Group has received during 2013 capital grants to develop the Pocoyo Moving project,
amounting to 35,750 euros, and to develop the Croupier Zinkia project, amounting to 48,777
euros.These grants are subject to compliance with certain requirements imposed to the Group by
the the corresponding Ministry granting each aid.

Also the parent Company has received notification of the full recognition as subsidy from the
Ministry of Education, Culture and Sport, of a grant amounting to 60,000 euros that had been
granted in 2012 to develop the project Zinkia family & Kids. Thus this grant is now considered non-
refundable.
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8. Property, plant and equipment

Set out below is an analysis of the details and movements in property, plant and equipment on the
Consolidated Statement of financial position:

Eurp Balance at 12/3112 Changes Inscope of ] Disposals or reductions Translers Balance a\ 12/31/13
Cost
Machlnery 314,659 31689
Otherequipment 33,198 - 38,198
Furnishings 186,403 - 1E6, 403
Data-processing equipment 185,835 - 2,610 - - 159,444
Other PPE 23413 - 6,760 - = 35,203
Total 471,567 - 9,370 - - 480,937
Accumulated Amorlisalien
Machinery {31,405) - {125} - - {31,530)
Other equipment {29,923} - {2,214) - - {32,137)
Furpishings {125,626} {4,812) - - {130,439)
Dala-processing equipment (153,103} - {14,182) - - {167, 266)
onher PPE (13,085} - {37 - - {36,356 J
Tolal (353,142 - [44,585) - - 1397,727,
Impaimnent - - - - - -
Total 118,475 - 135,215} - 23,210

Eura Balance at 12/31/11 Changes In scope ol Aidath Addilk 15 or reduch ! Balance al 12/31/12
Cost
Machinery 31,689 - 31,689
Other equipment 38,198 - - - 38,198
Fumishings 183,688 2,715 - 186,403
Data-processing equlpment 151,164 - 35,670 - - 186,83
Other PPE 2344 - - - - 23,443
Total 433,182 - 38,385 - - A7L56F
Accumulaled Amortisation
Machinery {31,285} - [120) - {31,205)
Otherequtpment (25,921} - {4,003) - {29,923)
Furnishings [119,950) {5,6%) - {125,626)
Data-processing equipment (109,283} - (43,820} - {153,103)
Other PPE {£0.247) hd (2.838) - - (13,085]
Tolal | 236.,685) - 56,457} - - (353,142,
impairment - - - - - -
Total 136,297 - 13,072 - - 118,425 |

Impairment losses

The Group Consolidated Financial Statements for 2013 do not include any fixed asset impairment
losses. The same was true for the previous period (Note 3.5).

Fully-depreciated assets

At 31% December 2013 the Group had fully depreciated assets valued at EUR 220,631 still in use.
At 31% December 2012, the Group had fully depreciated assets valued at EUR 209,365 still in use.

Property, plant and equipment subject to guarantees

At 31% December 2013 and 2012 no property, plant and equipment were subject to ownership
restrictions or had been pledged to secure liabilities.

Commitments to purchase fixed assets

At 31 December 2013 and 2012 the Group had assumed no commitments to acquire tangible fixed
assets.

Assets upder operating leases

The Consolidated Income Statement includes operating leases on the rental offices for the Group
and computer rentals, all of which total EUR 363,305 (EUR 439,955 in 2012).
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At 31% December 2013 and 2012, the Group has not non-cancellable operating leases.

Grants received in relation to property, plant and equipment

In 2013 and 2012 the Group has not received any capital grants.

9. Financial assets

The carrying value of each one of the financial asset categories on the Consolidated Statement of
financial position is as follows:

Euro 12/31/2013 12/31/2012

Non-current financial investments

Equity instruments 26,383 28,183
Other financial assets 101,622 -
Total 128,005 28,183
Current financial investments

Loans to Group’s companies 476,666 445,244
Other financial assets 1,012,497 150,278
Equity instruments 164 181
Total 1,489,327 595,703

At 31 December 2013 the non-current financial investments include the minority equity shares held
by the parent company as well as the long-term deposits made.

The current financial assets include loans to JOMACA 98, SL, company holding a 64.71% stake in the
parent company Zinkia Entertainment, SA. This transaction is explained in further detail in Note 18
regarding third parties balances and transactions.

Equity instruments includes the value of a small holding in a publicly listed company, whereas the
short term deposits and bonds set up by Group companies are listed under Other Financial Assets.

At 31% December 2013, the Group has a deposit of restricted availability related to the bonds issue
of the parent company. The amount is EUR 219,134.

Current liabilities include a guarantee, by another financial institution, amounting to 748,198 euros,
the funds for its pledging have been deposited by the parent company in that bank. This Guarantee
has been required by the Ministry of Industry, Energy and Tourism in order to obtain the aid for the
call on “Strategic Action Plan for Telecommunications and Information Society”, 2012 annuity,
within the sub-program "Competitiveness R & D". (Plan Avanza).

Likewise, the parent Company has deposited 101,619 euros in cash in the General Deposit as
guarantee for the Ministry of Industry, Energy and Tourism, who also required such guarantee in
order to obtain the aid for the call "Strategic Action Plan for Telecommunications and Information
Society" 2013 annuity, within the sub-program" Strategic Action Plan for Digital Economy and
Saociety."

The heading Equity Instruments is considered a financial asset at fair value. The fair value of equity
securities is based on current prices In an active market buyer.
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The maximum exposure to credit risk at the time of presenting the information is the fair value of
assets.

10. Trade and other receivable accounts

The detail of this caption on the Consolidated Statement of financial position at 31 December
2013 and 31% December 2012 is as follows:

Euro 12/31/2013 12/31/2012
Trade receivables 5,410,094 8,197,467
Trade receivables, long term 4,069,891 3,979,292
Accounts receivables - -
Bad debt provision (119,916) {183,948)
Total 9,360,068 11,992,811

The carrying amounts of loans and other receivables are denominated in the following currencies:

31/12/2013 31/12/2012

Euro 1.601.736 2.905.774
Us ddlar 5.924.427 8.080.210
Pound sterling 1.623.266 686.820
Australian dolar 150.719 £9.302
Yuan - 212,192
Other currencies 59.920 38.512
[Total | 9.360.068 11.992.811

The amounts included in the item non-current assets are all domestic less the amount of the long-
term trade receivables which are detailed below by geographic areas, Spain and Abroad, in 2013

and the year 2012:

Market 2013 2012
12/31/2013 12/31/2012
Domestic 3% 0%
International 97% 100%
Total 100% 100%

The most relevant country in non-current assets is USA which amounts to EUR 3,897,977
(3,716,982 at 31* December 2012}

The directors of the parent Company believe that the carrying value of trade receivables and other
accounts receivables are close to fair market value.

Furthermore, non-current trade receivables on the asset side include the customer balances with a
maturity date longer than one year. This valuation involves a decrease of this item and of the profit
before taxation that amounts to EUR 452,687 (330,216 euros at year-end 2012).
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Regarding to current receivables, at 31" December 2013, the Group has abandoned non-
collectable accounts amounting to EUR 64,032. These receivables had been registered as doubtful
debts in 2012,

Damaged amounts balance at year-end reached up to EUR 119,916 (183,948 euros in 2012).The
variation corresponds to 64,032 euros discharged as non-collectable at year end.

The maximum exposure to the credit risk at the reporting date is the fair value of each of the
categories of the aforementioned receivables. The Group does not maintain any guarantee as
insurance.

The fair value of financial assets is not substantially different from book value.

At 31° December 2012, there was a right of charge amounting to EUR 207,639 guaranteeing a
delay with the Treasury (Note 16). Corresponding to a contract with an international client serving
as the guarantee of the performance by the Group of those obligations up to the total amount
agreed upon, and of the present and future yields. :

At December 2013, the Treasury sent a notification regarding the cancellation of said guarantee
since the Company had met its guaranteed economic obligations.

Similarly, the Social Security Treasury has granted the parent Company a delay on the amount of

EUR 433,465 which has been guaranteed with the transfer of the economic rights of three clients.
At year-end no receivable corresponding to such clients is registered.
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Classification of financial assets (Notes 9 and 10)

Euro
Non current financial assets
Debt securities

Equity instruments Credits, derivatives, other

2013 2012 2013 2012 2013 2012
Available for sale assets 26,383 28,183 - - - -
Loans and accounts receivables - - - - 4,171,510 3,979,292
Total non current 26,383 28,183 - - 4,171,510 3,979,292

Current financial assets
Debt securities

Equity instruments Credits, derivatives, other

2013 2012 2013 2012 2013 2012
Assets held for trading 164 181 - - - -
Held to maturity investments - - - - - -
Loans and accounts receivables - - - - 6,779,680 8,609,042
Total current 164 181 - - 6,779,680 8,609,042
[Total 1 | 26,548 28,364 - -| 10,951,190 12,588,334

11. Cash and other cash equivalents

The details of this heading in the accompanying Consolidated Statement of financial position are as
. follows:

Euro 12/31/2013| 12/31/2012
Cash 1,158,007 2,911,348
Cash equivalent 139 1,931
Total 1,158,146 2,913,279

These reserves are freely available for distribution.

12. Equity

Share Capital

At 31% December 2013, the registered capital of the parent Company, Zinkia Entertainment, S.A.
consisted of 24,456,768 ordinary bearer shares represented by book entries with a par value of EUR

0.10 each, fully subscribed and paid in.

All of the shares representing the capital of the parent Company have traded on the Mercado
Alternativo Bursatil Empresas en Expansidn {MAB) since July, 15" 2009.

At 31 December 2013, the share capital was broken down as follows:
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Shareholder % Interest
Jomaca 98, S.L. 64.71%
D. Miguel Valladares 11.20%
Stock market and others 22.94%
Treasury shares 1.15%
Total 100%

The parent Company is governed by the terms of the Capital Companies Act which establishes a
minimum capital of EUR 60,000 for public limited companies.

The main capital management objectives of the Zinkia Entertainment Group are to ensure the long
and short term financial stability of the Group, the positive evolution of its shares, the proper
financing of its investments and the reduction of debt levels. This capital management policy is
designed to optimise the financial structure by creating value for shareholders through access to
financial markets at competitive costs that allow the Group to cover the financing needs of its
business plan and investments which cannot be covered through self-funding. The table below
shows the leveraging, understood as the ratio between financial debt and net equity:

Euro 12/31/2013| 12/31/2012
Non-current financial liabilities | 6,900,181 6,827,306
Current financial liabilities 4,378,173 4,572,298
Cash and cash equivalents {1,158,146) (2,913,279)
Net Debt 10,120,208 8,486,325
Equity of the parent 9,121,049 10,358,128
Equity of the parent 9,121,049 10,358,128
Leverage 110.95% 81.93%

Share premium account

The revised Text of the Spanish Capital Companies Act expressly permits the use of the balance of
the share premium to increase capital and places no specific restrictions on the availability of said

balance.

Legal reserve

The legal reserve is funded in compliance with Article 274 of the Spanish Corporate Act, which
stipulates that an amount equal to 10% of the the yearly profits must be transferred to this reserve
until it represents at least 20% of share capital.

The legal reserve is not available for distribution. Should it be used to offset losses in the event of
no other reserves being available, it must be replenished out of future profits.

The legal reserve at 31% December 2013, amounts to EUR 330,475 (EUR 237,262 at 31%
December 2012).
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Qther reserves

These include the reserves of the parent Company which stood at EUR 918,423 and EUR 757,091 at
31% December 2013 and 31 December 2012 respectively, and those of the subsidiaries which
totalled EUR (403,959) and EUR 190,440 on the same dates.

Treasury shares

This year, the parent company carried out certain transactions with its own shares, recording the
transactions as changes in the Group’s equity.

The changes under the heading of “Treasury Stock” on the Consolidated Statement of financial
position during 2013 are as follows:

Euro Number of shares Euro
Balance at January, 1st 2013 281,503 403,841
Additions 347,554 404,187
Disposals (347,554) (404,187)
Balance at December, 31st 2013 281,503 403,841

The changes during 2012 were as follows:

Euro Number of shares Euro
Balance at January, 1st 2012 579,367 950,560
Additions 36,122 39,369
Disposals {333,986) (586,088)
Balance at December, 31st 2012 281,503 403,841

The treasury stock in the Company's possession at 31" December 2013 represented approximately
1.15% (1.15% at December, 31* 2012) of the share capital with a nominal value of EUR 28,150 (EUR
28,150 at December, 31" 2012) and an average acquisition price of EUR 1.09 per share (EUR
1.09/share at December, 31% 2011). The average sale price of the Company’s treasury stock at 31*
December 2013 was EUR 1.75 per share (EUR 1.75 per share at December, 31%2012).

The result of the purchase and sale of treasury stock in the current year is a loss of 185,793 euros
registered in reserves {157,170 euros in 2012)

Dividends

The Group did not pay any dividends in 2013 nor does it intend to do so. The same was true for
2012.

Minority interests

At 31" December 2013 the minority shareholders of Cake Entertainment Ltd. controlled 49% of the
company's share capital.
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13. Deferred income

This heading on the liability side of the Consolidated Statement of financial position includes the
capital grants received by the Group not yet charged to income.

The details are as follows:

Granting entity Euro Purpose Grant date

Education, Audiovisual and Culture Agency 150,000  Pre-production of 3 audiovisual works 6/11/2007
Grant to promote capital investment in modernization,
Innovation and technological adaplation of cultural Industries

Ministry of Cullure 25,000 foryear 2010 3/8/2010
Grant to promoke capital investment in modernization,
innovation and technofogica! adaptation of cultural industries

Minlstry of Culture 25,000 foryear2010 3/8/2010
Grant to promote capital investment in modernization,
innovation and technological adaptation of cultural industries

Minlstry of Culture 46,469  for year 2010 3/8/2010
Grant to promote capltal investment [n modernization,
innovation and technological adaptation of cultural industries

Minlstry of Culture 60,000 foryear2012 7/11/2012

Grants are recognized in the current year to be considered as non refundable. The decreases
correspond to the charge to income and the tax effect, result of applying a tax rate (Note 16).

The Group satisfies the requirements to be considered as non-repayable grants.

There were no changes in this heading in 2013. The detail of this caption compared to 2012, is

shown below:

12/31/2013 12/31/2012
Starting balance 130,978 105,542
Increases 64,086 46,469
Allocation to profit (16,342) {12,554)
Other decreases (24,207) (8,479)
Ending balance 154,515 130,978

Current accruals

This amount arises in 2012 as a result of the agreement signed for development of content in
educational apps concept. In accordance with the agreement, in October was invoiced the amount
for seven apps developed. Accordance with the accounting standards applied by the Group,
incomes from this project will accrue at the delivery of materials. This item will decrease according
to allocation of incomes. In 2013 revenues were registered in the profit and loss account
amounting to 1,248,256 euros,
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The following table shows the details of the financial debt of the Zinkia Entertainment Group:

12/31/2013 12/31/2012

Euro Current Non-current Current Non-current

Debentures and bonds 33,049 2,238,000 2,027,004 -
Bank loans 1,296,396 555,917 1,379,203 759,295
Other payables to banks 168,679 92,842 494,991 -
Derivative - - - 53
Participating loans - 500,000 - 500,000
Other borrowings 2,880,049 3,513,422 671,100 5,567,958
Total 4,378,173 6,900,181 4,572,298 6,827,306

On November, 11st 2010, the parent Company issued debt securities pursuant to the terms of
Stock Market Act 24/1988 of July, 28™ and the regulations that developed the law.

The final conditions of the issue are as follows:

Number of securities 2.238
Unit par value 1.000
Issue price 100%
Annual interest rate payable annually 9,75%

Amortisation of securities 12" November 2013

Amortisation system Par

As stated in note 2.f1) in these statements, after the new bond issue failed for the reasons
explained, and given the manifest impossibility to meet the next milestones in the pay back of the
financial debt, such as the amortization to maturity in November 2013 of the debenture bond issue
"Simple Debentures Zinkia 1st issue", the parent Company requested, on October 31* 2013, the
legal procedure under art. 5 bis of the Insolvency Act in order to renegotiate the payment
conditions and reach an agreement that would afford the total repayment of obligations.

And as consequence, at the General Meeting of Bondholders of the "Zinkia's Simple Debentures 1*
Issue” of 2010, which took place on December 9™ 2013, it was agreed the modification of the Final
Terms of "Zinkia's Simple Debentures 1% Issue" as follows:

Number of securities 2,238
Unit par value 1,000
Issue price 100%
Annual interest rate payable annually 11%
Amortisation of securities 11/12/2015
Amortisation system Par
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Unfortunately, as stated above, the Group decided to file for the declaration of voluntary
arrangement with creditors due to the refusal of renegotiation by private lending institution
regarding an amount of EUR 2,500,000 (Note 19} .

The submission of voluntary arrangement with creditors made the negotiation process with the
main creditors null and void, on hold of the resolutions issued in the different stages of the
procedure. The Group intends to present a Proposal of Arrangement that Bond holders will
adhere ,or not, and afterwards, if such Proposal is approved by the majority required by Law, it
shall be approved by the insolvency administrator or by the competent judge, depending on the
circumstances.

The maturity dates of these financial liabilities are shown on the table below:

Euro

Maturity 12/31/2013 12/31/2012
2013 - 4,572,298
2014 4,378,173 3,002,827
2015 2,662,183 255,448
2016 451,327 328,671
2017 943,509 824,275

2018 & subsequent 2,843,162 2,416,085

Total 11,278,354 11,399,604

At 31" December 2013 there was no unused balanced corresponding to the credit line.
At 31" December 2012 the situation was the same.

All of the Group’s debt is denominated in EUR except for the credit held by the Cake Subgroup
which is denominated in Sterling Pounds.

The average weighted rate of reference of the Group’s financial liabilities at 31% December 2013,
was 6,66%. At the end of 2012, the rate was 6,39%. The detail is as follows:

Financing Sources
Bonds issue 11.00%
Private Loan 9.75%
Financial entities and other 4,00%
Average weighted rate 6.66%

The Group's debts are shown on the following table based on the interest rate to which they are
referenced:
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12/31/2013 12/31/2012
Euro Euro % Euro %
Fixed rate 9,250,459 82%| 9,531,132 | 84%
Variable rate 2,027,895 18%| 1,868,472} 16%
Total 11,278,354 | 100%)] 11,399,604 | 100%

At 31" December 2013, the Group holds overdue loan obligations

The due, unpaid balances with financial institutions at December 31* 2013 amount approximately
to 818,054 euros. As it has been mentioned in note 2f), in spite of the successful negotiations
reached by the parent Company with the different Committees from all financial institutions since
they had already approved of the refunding operations, at 26" February 2014 Zinkia's Board of
Directors decided to file the declaration of Arrangement with Creditors due to the refusal by a
private entity to sign a refinance agreement of a debt amounting to EUR 2,500,000. As a
consequence the negotiation process with the main creditors, whatever their nature, are null and
void. Since then, the Company has been working on a Viability Plan that will afford to set some
payment deadlines in order to meet all of the Company's debt. At the time when these Annual
Consolidated financial statements are being prepared, the parent Company is working internally on
a proposal of agreement containing the conditions to be offered to each creditor group.

15. Derivative financial instruments

The total fair value of a hedging derivative is classified as a non-current asset or liability if the time
remaining to maturity of the hedged item is more than 12 months and as a current asset or
liability if the time remaining to maturity of the hedged item is less than 12 months.

At 31% December 2013 and 2012 the parent Company has signed a C.A.P. swap contract with an
issue premium of EUR 3,950. This C.A.P., at year-end has a positive assessment of EUR 3. The
notional principal of the interest rate on swaps outstanding at December 31, 2013 and 2012

amounted to 200,000,

At 31% December 2013 fixed interest rate was 1.95%. The floating interest rate was 12M Euribor.
Gains/ losses recognised in equity under “Adjustments due to change in values ” for interest rate
swaps contracts at 31* December 2013 will be transferred to the income statement.

16. Deferred taxes, income tax and other taxes

The changes under the heading of “Deferred tax assets" and "Deferred tax liabilities" on the
Consolidated Statement of financial position are as follows:

Euro 12/31/2012 Additions Reductions| 12/31/2013
Tax credits for tax-loss carryforwards 1,393,359 701,564 - 2,094,923
Other tax credits 3,032,400 191,879 - 3,224,279
Deferred tax assets 4,425,759 893,443 - 5,319,202
Temporary differences - amoeriisation 18,627 2,386 - 21,013
Reversal temporary differences - amortisation (6,698) {4,894) - {11,592)
Temporary differences-deferred income 43,659 10,915 54,574
Tax effact expense recognized in equity 18,000 - {18,000) -
Deferred tax liabllities 73,588 8,407 (18,000} 63,994
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The evidence supporting the recognition of assets by deferred tax is detailed as follows:
e Qutstanding tax loss carry forwards from previous years.
DESCRIPTION TO OFFSET TERM
Tax loss carryforward FY 2013 1,343,042 | 2030/2031
Tax loss carryforward FY 2011 704,683 | 2029/2030
Tax loss carryforward FY 2010 3,014,994 | 2028/2029
Tax loss carryforward FY 2009 1,920,359 | 2027/2028
TOTAL 6,983,078
¢ OQutstanding double tax deductions from previous years.
YEAR DESCRIPTION TERM OQUTSTANDING DED.| DEADLINE
2013 International {art. 21C.I.T.) 91,426 2020
2012 International (art. 31 C.L.Y.) £6,521 2019
2011 Intercompany (art. 30.1 and 3C.LLT.} - 1.14 2018
2011 Internationa! (art. 31 C.L.T.} - 95,048 2021
2010 Intercompany {art. 30.1and 3CL.T.) 1.50] 2017,
2010 Internatioral {art. 31C.1.T.) 76,978 2020
2009 Intercempany (art. 30.1and 3C.L.T. - 1.61 20164
2009 Internatlonal (art. 31 C.L.T.) - 60,455 2019
2008 Intercompany (art. 30.1and 3C.I.T.) - 211 2015
2008 International {art. 31 C.L.T.} - 40,693 201!
2007 International {art. 31C.L.T.) - 31,672 201:'
TOTAL 463,801
e Outstanding investment deductions from previous years.
YEAR DESCRIPTION TERRA OUTSTANDING DED.] DEADUNE
2012 Forment AE'S 25 6,630 2027
2012 Research and development expenses 25 101,695 2027
2011 Film preductions 25 312,285 2026
2011 Non-profitentilies donation - 158 2026
2010 Technology, informatian and carmunication lnvestment 25 222 2028
2010 Exporting entities 25 5,002 2025
2010 Professional training expenses 25 34 2025
2010 Non-profit entities donation - 2,392 2025
2009 Technology, information and comunication investment 25 12,427 2027
2009 Exporting entities 25 1,945 2024
2009 Professional training expenses 25 43 2024
2009 MNon-profit entities donalien - 8,049 2024
208 Research and development expenses 25 57,288 2026
2008 Technology, informatien and comunication investment 25 633 2026
2008 Film preductions 25 61,859 2023
2008 Exporting entities 25 5,963 2023
2008 Protessional training expenses 25 350 2023
2008 Non-profit entities donation - 13,843 2023
2007 Research and development expenses 25 05,680 2025
2007 Technology, tnformation and comunication investment 25 1,435 2025
2007 Bilm producticns 25 317,823 2022
2007 Exporting entities 25 2,363 2022
2006 Research and development expenses 25 89,859 2024
2006 Technology, information and comunication investment 25 13,759 2024
2006 Film preductions 25 614,160 2021
2006 Exporting entities 25 6,952 2021
2006 Professional training expenses 25 990 2021
2005 Research and development expenses 25 198,847 2023
2005 Technology, information and comunication investment 25 8477 2023
2005 Film praductions 25 591,521 2020
2005 Exporting entities 25 21,676 2020
2005 Professional trrining expenses 25 937 2020
204 R ch and development expenses 25 104,663 2012
TOTAL 2,660,025

The item Other Tax Credits included double tax deductions and investment deductions which have

been detailed above.
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The deferred tax assets for outstanding tax loss carry-forwards are registered to the extent that it is
probable that the Group's future taxable profits shall enable their implementation. The Group,
despite its current situation, trusts its ability to generate future benefits, so it has not changed the
accounting policy for this item.

Additions in tax credits on tax loss carry-forwards are mainly attributable to the activation of tax
losses for the losses of the parent company amounting to 1,343,042 euros for the year 2013, and to
the recognition of an additional 282,002 euros credit as deferred asset as a result of the upgrading
to 30% of the assets recognized in previous years at 25%, it is estimated that 30% is the tax rate that
will be compensated in the future. Pending tax bases compensation at 31" December 2013
amounted to 6,983,072 euros.

During the year, the Group has activated unused tax credits amounting to 91,721 euros. This
amount relates primarily to deductions for double taxation, which amounted at year-end 2013 to

91,426 euros.

Furthermore, due to the tax legislation limitation on the expenses to be deducted from the year
depreciation, at year end 2013 a deferred asset amounting to 100,158 euros is generated.

The Group considers recoverable tax credits in accordance with forecast figures submitted to the
market.

As detailed above, the Group considers tax credits for tax-loss carry forwards based on estimations
for the coming years and always taking into account tax credits deadlines set by tax regulations as a
recovery term of not more than 10 years.

The Group has not tax credit for which have not been recognized deferred tax assets.

The consolidated “Corporate tax expense” was determined as shown on the following table:

Euro 12/31/2013 | 12/31/2012
Consolidated profit before taxes (1,747,123)] 1,544,494
Non-deductible expenses and non-computable income 464,610 113,458
Adjusted accounting profit {1,282,513)] 1,657,952
Corporate income tax 25,808 125,482
Withholding taxes from income earned abroad 148,797 152,421
Deferred tax (936,153}  (160,936)
Application of tax credit to offset tax loss carryforwards - 338,743
Income tax expense {761,547) 455,710

Conciliation between profit before tax and income tax expense at rate applicable is as follows:
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Euro 12/31/2013 | 12/31/2012

Consolidated profit before taxes (1,747,123)| 1,544,494
Effective rate -8% 38%
Accrual expense C.I.T, 139,997 587,404
Non-deductible expenses effective rate effect {8,101) 43,151
Reductions pending to apply (893,443)| (174,845)
C.L.T. {761,547) 455,710

Due to the fact that the Group obtains its revenues in different jurisdictions, the applicable rate is
determined by the ratio between the income tax expense {excluding the tax credits effect) and the
adjusted consolidated profit before taxes.

The details of the debit and credit tax balances of the Group with the tax authorities at 31"

December 2013, compared to the previous year, are as follows:

Euro 12/31/2013 12/31/2012
Deferred tax assets - -
Tax crediis for tax-loss carryforwards 5,319,202 4,425,759
Corporate income tax assets 4,343 2,774
Other tax receivable 51,788 110,314
Tax receivables 5,375,333 4,538,847
Deferred tax liabilities 63,994 73,588
Corporate income tax payable 113,009 193,625
Other tax payable 462,452 473,469
Tax payables 639,455 740,682

At 31% December 2013, the Group has been granted a deferment from the Social Security related
to social security contributions. The amount, with a maturity date of over a year, is laid down in the
Group's non-current liabilities and amounts to 239,763 euros. Similarly, the amount laid down
under the same concept in the Group's current liabilities, with a maturity date of under a year,
amounts to 80,971 euros.

Such as stated in note 10, the Group has placed the economic rights of three clients as guarantee
for such deferment. At year-end, no receivable amount corresponds to those clients.

Furthermore, during 2013 the Group has cancelled the other deferment granted by the Tax
Authorities regarding the withholdings, such deferment is therefore ended (note 10).
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Accounts payable include the outstanding balances due for purchases, services rendered and
related costs. This caption also includes the payables derived from the acquisition of fixed assets.

Euro 12/31/2013 | 12/31/2012
Suppliers of services provided 5,101,232 5,302,066
Other 24,852 437,513
Total 5,126,084 5,739,579

The carrying amounts of the Company’s payables are denominated in the following currencies:

12/31/2013  12/31/2012
Euro 2,506,678 3,204,974
US dolar 2,151,248 2,063,400
Pound sterling 462,187 461,224
Yuan 5,971 9,981
[Total |[ 5,126,084 5,739,579

[t is the opinion of the directors of the parent Company that the carrying value of these balances is
close to their fair market value.

18. Balances and transactions with related parties

The transactions between the parent Company and its related-party subsidiaries were eliminated in
the process of preparing these Annual Consolidated Financial Statements. The transactions
between the parent Company and its subsidiaries are detailed in the respective Annual individual
financial statements.

The balances maintained with related parties at 31" December 2013 and 2012, and their
comparative study, are as follows:

12/31/2013 12/31/2012
Euro Receivables| Payables Receivahles | Payables
Trade payables
59,926

333,287
Jomaca 98, 5.L. - - 20,184
Yeguada Floridablanca, 5.A. - - - 50,000
Loans, long term
Other related parties - - - 20,839
Loans short term
Other related parties - 27,927 - 88,111
Short-term loans
Jomaca 98, S.L. 476,666 - 445,244 -
Total 476,666 421,140 445,244 179,134
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The terms and conditions for the recovery of outstanding amounts with related parties are similar
to the market being the average collection period about 45 or 120 days and usually by bank
transfer. In relation to the credits granted to related parties, maturity and interest payment is
annual although the term may be renewed by agreement between the parties.

The related-party transactions during this period were as follows:

12/31/2013 12/31/2012

Euro Expenses Incomes Expenses Incomes

Jomaca 98, S.L. - 31,422 120,000 32,026
Yeguada Floridablanca, S.A. - - 50,000 -
HLT, Bv 152,640 - 150,480 -
Roatan Comunicaciones 119,635 - - -
Armialda 312,500 - - -
Other related parties 2,545 - 5,768 -
Total 587,320 31,422 326,248 32,026

Transactions with related parties are equivalent to those that were at arm's length transaction.
The related parties incomes and expenses are detailed as follows:

in 2013, income from Jomaca 98, S.L amounting to 31,422 euros correspond to financial income
derived from the loan granted to that company (32,026 euros in 2012).

Expenses of Roatdn, Armialda and HLT, By, correspond to advising services in communication, the
former, and to consulting services, the latter.

In 2012, expenses of Jomaca 98, S.L, Yeguada Floridablanca, S.A and HLT, Bv correspond to
management services.

Other related parties expenses correspond 1o financial expenses of the short-term loans.

19, Income and expense

Net sales turnover

The breakdown of this account for this period is as follows:

Euro 12/31/2013 12/31/2012

Content 8,646,692 7,469,454
Licensing 1,497,614 5,785,624
Advertising 1,679,057 998,985
Total 11,823,363 14,254,063

The breakdown by geographic area is as follows:
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Marlet 12/31/2013 12/31/2012
Domestic 11% 1%
Abroad 89% 96%
Total 100% 100%

The most relevant country in the item of revenues is USA with EUR 5,657,233 at year-end 2013
and related to three clients. In 2012, USA was also considered significant, with an amount of EUR

5,656,996 related in three clients.

Other operating revenues

The breakdown of this account for this period is as follows:

Euro i2/31/2013 12/31/2012

Services rendered to staff - 1,470
Own work capitalized 1,209,088 1,335,634
Release to Income Statement-deferred income 16,342 12,554
Totales 1,225,430 1,349,658

The amounts recognized under the item "own work capitalized for the intangible assets"
correspond to the costs incurred in the production of the audiovisual projects of the Group.

Raw materials and consumables

All of the work done by other companies, particularly with regard to scriptwriting, recording, etc., is

recognised under the heading of "raw materials and consumables".

Staff expenses

The composition of "Staff expenses” on the Consolidated Income Statement in the year is as

follows:

Euro 12/31/2013 12/31/2012
Wages and salaries 2,230,847 2,847,053
Compensations 14,213 180,025
Employer social security costs 507,242 651,753
Other expenses 10,843 72,450
Total 2,763,145 3,751,281

The breakdown of employees of the Group by professional category and gender is as follows:
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CATEGORY 12/31/2013 12/31/2012
Men Women Men Women

5-YR DEGREE HOLDER 8 18 16 16
3-YR DEGREE HOLDER 3 4 1
SR.MANAGER 4 3
MANAGER 1 - - -
MANAGER 2 2 - 2 0
OFFICIAL1 9 4 12 3
OFFICIAL 2 1 - p 0
ASSISTANT 1 4 0 2
PROGRAMMER - - 1 -
OPERATOR 4 3 3

Total 32 31 44 25

The average number of employees at the consolidated level was determined based on the total

number of employees of the fully consolidated companies.

External services

The composition of this caption is as follows:

Euro 12/31/2013| 12/31/2012
Operating leases 363,304 439,955
Independent professional services 6,898,128 | 5,334,155
Other expenses 1,045,837 1,204,878
Impairment [osses on commercial transactions 23 79,031
Total 8,307,292| 7,058,019
Depreciation and provisions
The composition of this caption is as follows:
Euro 12/31/2013 12/31/2012
Intangible asset depreciation charge 1,105,031 1,560,887
Property, plant and equipment depreciation charge 43,629 56,457
Other 100,000 -
Total 1,248,660 1,617,344

At 31% December 2013, en Other provisions has registered the amount of 100,000 euros
corresponding to the administrative decision from the CNMV {Note 21.h).
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Financial income and expense
The composition of this caption is as follows:
Euro 12/31/2013 12/31/2012
Finance income due to credits to related partig 31,422 32,026
Other 495 5,510
Finance Income 31,917 37,536
Finance and similar costs {1,450,291) (974,466}
Exchange profit/losses (455,532) (155,435)
Impairment financial assets (4,791) (152,601)
Finance Cost (1,910,614) (1,282,502)
Net financial expense {(1,878,697) (1,244,966)

Regarding the financial expenses, they correlate mainly to financial debts of the Group included
under the heading de Debts and payable items.

Financial incomes are mainly due to a loan granted to the Group by Jomaca 98, S.L,, classified under
the heading Loans and receivables,

Regarding on the financial expenses, they are mainly due to the Group's financial debts included
under the heading of payable financial liabilities.

20. Transactions with payments hased in equity instruments

a) Transactions with senior management and members of the Board of Directors

On October 10", 2011, the parent Company issued a Relevant Fact under Article 82 of Securities
Market Law 24/1988 and Memorandum 9/2010 of the Spain’s Mercado Alternative Bursétil (MAB)
which reported on the Long-term Variable Compensation Plan according to resolution of the Board
of Directors.

This plan provides delivery of shares to senior management and members of the Board of Directors
of the parent Company. The characteristics and conditions are as follow:

- The aggregate number of shares to which all beneficiaries of plan will be entitled amounts
to 1,200,000 shares.

- The plan will be 5 years long, the beneficiaries will be entitled to receive annually 20% of
total shares to which they were entitled.

- The delivery of shares is conditional on at the time of execution of the plan, the value of the
stock has appreciated by at least 30% of the value of share price as at June, 30™ 2011. In
addition, the parent Company shall have obtained in the previous year distributable profits,
fee only 30% thereof and subject to the availability of sufficient liquidity at that time,
responding to the acquisition of shares. The delivery of shares corresponding to each
beneficiary in terms of compliance with the established indicators can be made, in the
opinion of the Board, by delivery of shares and delivery of the monetary equivalent of the
combined value of trading for same at the time of execution.

{

52




At 31 December 2013, there were no conditions mentioned above to implement the plan, so no
need to recognize both the good or services received as an increase in equity.

b) Other share based payment

On March 11" 2011, the parent Company issued a Relevant Fact under Articte 82 of Securities
Market Law 24/1988 and Memorandum 9/2010 of the Spain’s Mercado Alternativo Bursatil {MAB)
which reported signing a loan with a private institution for amount of euro 2,500,000. In the loan
agreement signed by both parties set out the compulsory purchase of own shares by the parent
Company amounting to euro 300,000, must provide, upon maturity of the loan -February 14™
2014- the amount of euro 2,200,000 plus shares acquired with the above euro 300,000. In the
event that the value of the shares, at that date, is less than that amount, the parent Company
undertakes to cover the difference in share or cash.

The Parent Company acquired treasury shares amounting to 300,000 euros as reflected in the
funding agreement. Such treasury shares are listed in a ledger account and in a separate securities
account, and dimes the company's equity. The endpoint in the Balance Sheet is the same as in the
rest of the treasury shares, valued at weighted average price. In the event that the value of the
shares at that date is less than such amount, the Company agrees to cover the difference in shares
or cash.

Concerning this operation, the number of shares acquired amounted to 206,881, and their market
value at year end was 148,954 euros and 239,982 euros at year-end 2012,

However, as stated in the contract, the Company will cover the difference in shares or cash.

At the date of presentation of these financial statements, the parent company has been unable to
renegotiate a satisfactory agreement with loan holder entity. In this situation, the Board of
Directors has decided to apply for the Voluntary Arrangement with Creditors on 26" February 2014
{Note 26).

21. Contingencies and committed guarantees

At 31% December 2013, the Group has registered a provision amounting to 100.000 euros
corresponding to the administrative decision issued by the CNMV by virtue of a penalty process. As
to the rest of the claims, no provision has been registered at year-end. This is due to the advice
both of our legal department and our external law firm representing the Company, since they all
estimate that the risk taken by the Group is low. On the date of preparation of these Annual
Consolidated Statements, it is not as yet possible to estimate the economic impact, if any, deriving
from those events.

At 31% December 2012, no provision had been registered for the claims.
At year-end the Group has the following guarantees:

Two guarantees granted by Avalmadrid SGR amounting to EUR 200,000 and EUR 2,000,000, both of
them aimed at guaranteeing two loans for the same amounts.
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The third guarantee amounts to EUR 748,198, granted by another entity whose funds for the
pledge were deposited by a private entity at the parent Company's name.This guarantee has been
required by the Ministry of Industry in order to obtain funds corresponding to the call for “
Strategic Action for Telecommunications and Information Society”,2012 annuity, within the
Subprogram “Competivity, R+D”(Avanza programme}.

Also, the parent Company has deposited 101,619 euros in cash at the General Deposit as a
guarantee in favour of the Ministry of Industry, as required in order to obtain the corresponding aid
of the call for “Strategic Action for Telecommunication and Information Society”, 2013 annuity,
within the Sub programme “Strategic Action for Digital Economy and Society”:

22. Director and senior management compensation

Remuneration of the members of the Board of Directors

in 2013, as in 2012 the members of the Board of Directors received no remuneration for sitting at
the Board.

In 2013, as in 2012, no contributions have been made to pension plans or funds fin favour of
former or current members of the parent Company’s Board of Directors. No such obligations were
incurred during the year.

The members of the Company’s Board of Directors have received no remuneration in respect of
profit sharing or premiums. They received no shares or stock options during the year and nor have
they exercised any options and nor do they have any options to be exercised. The parent Company
is committed to the members of the Board, a plan for long-term variable remuneration consisting
of the delivery of shares. (Note 20).

Compensation and loans to senior management personnel

In 2013, the remuneration received by members of the Board of Directors to carry out tasks of
senior management in the Group amounted to EUR 196.251 (at year-end 2012 EUR 812,685). Also,
the compensation received by other senior management personnel different from the members of
the Board of Directors has totalled EUR 85.833 (at year-end 2012, EUR 186,738)}. The number of
members considered as senior management staff has seriously decreased during 2013.

It should be noted that their labour contracts are complemented by private agreements containing
special exit clauses. The compensation of said employees could amount to a 24 month worth
salary, additional to the corresponding legal compensation per year worked, in the event some of
the conditions in those agreements should take place.

Shareholdings and directorships held by board members in companies with identical or similar
business activities activity

Article 229, paragraph 2 of the Spanish Capital Companies Act, as worded in Law 262003 {(July 8™,
whereby the Stock Market Act and the Spanish Capital Companies Act were amended to increase
transparency in listed companies, obliges Board directors to inform the parent company of any
shareholdings in companies engaged in activities that are the same as or similar or complementary
to the company’s corporate purpose, any offices or duties performed in such companies, and any
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activities that are the same as or similar or complementary to the company’s objects, carried out
for their own account or for the account of third parties.

To this end it is noted that the positions held by the members of the Board of Directors on the
governing bodies of other Group companies are as follows: José Maria Castillejo Oriol is the
Director of the company Sonocrew, S.L. and is also a member of the Board of Directors of Cake
Entertainment Ltd, a Group company. These positions in Group companies are unremunerated.

The other members of the Board of Directors hold no shares in companies having the same, similar
or complementary type of activity to that which is the social aim of the Company.

23. Environmental information

All operations designed mainly to minimise environmental impacts and protect and improve the
environment are deemed to be environmental activities.

In 2013, there were no major environmental expenditures.
24. Earnings per share

Basic earnings per share

The basic earnings per share are calculated as the quotient between the net profit for the period
attributable to the parent company and the weighted average number of ordinary shares in
circulation during the period, without including the average number of shares of the parent
company in the portfolios of Group companies.

Euro 12/31/2013 12/31/2012

Profit Attributable to the equity holders of the parent (1,002,467) 1,019,289
Average number of shares during the year 24,445,677 24,445,677
Average number of treasury shares held (281,503) {430,435)
Average number of shares outstanding 24,164,174 24,015,242
Basic earning per share {euros) (0.0415) 0.0424

Diluted earnings per share

The calculation is similar for diluted earnings per share, except that the weighted average number
of shares in circulation is adjusted to account for the potentially diluting effects of stock options,
warrants and convertible debt at the end of the year. The Zinkia Entertainment Group has not
issued any instruments of this kind, so the basic earnings per share match the diluted earnings per
share.

25. Auditors' fees
The professional fees for auditing Annual individual and consolidated financial statements in 2013

totalled EUR 9,500 (EUR 8,144 in 2012), EUR 8,847 were additionally accrued vis-a-vis other audit
services regarding the revision of the first semester of the year (EUR 4,000 in 2012).
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The parent Company also paid fees in the amount of EUR 41,160 to Garrido Abogados y Asesores
Fiscales, S.L. during the same period (EUR 50.558 the previous year).

26. Events after the Financial Statement date

On 26" February 2014, the parent Company has applied for Voluntary Arrangement with Creditors
such as stated in note 2,

27. Other disclosures

Information on deferred payments to suppliers. Third additional provision of Law 1572010 of July
5" on the “Duty to Inform”:

Pursuant to the terms of the above mentioned law, at year-end the parent Company held a balance
payable to suppliers amounting to EUR 1,502,342 which exceeds the legally-established payment
deadline. In 2013 the parent Company made payments to suppliers amounting to EUR 3,192,890,
out of which 48% exceeded the legal deadline. The weighted average term of payment amounts to

293 days.

At the end of 2012 the parent Company held a balance payable to suppliers amounting to EUR
1,223,414 which exceeded the legally-established payment deadline. In that period, the parent
Company made payments to suppliers amounting to EUR 1,970,000, out of which 42% exceeded
the established legal limit. The weighted average term of payment amounts o 170 days.

Issuance of American Depositary Receipts (ADRs) on shares of the parent Company.

On November 10" 2011, the parent Company issued a Relevant Fact under Article 82 of Securities
Market Law 24/1988 and Memorandum 9/2010 of the Spain’s Alternative Investment Market
{Mercado Alternativo Bursatil-MAB) which reported on the approval by Securities Exchange
Commission (SEC) of USA for the issuance of American Depositary Receipts {ADRs) on shares of the
parent Company bound for placement among U.S. investors. Each ADR representing 5 shares of the
parent Company .This transaction did not increase in capital or increase funding for the parent
Company to be made with shares already issued.

signed Annual Consolidated Financial Statements

These Annual Consolidated Statement are signed by all the members of the Board of Directors, at
the time of the presentation of these statements during the Board of Directors meeting held in
Madrid on March 31" 2014.
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ZINKIA ENTERTAINMENT, S.A. AND SUBSIDIARIES
CONSOLIDATED MANAGEMENT REPORT CORRESPONDING TO 2013

Business Performance and Company Situation

The current tension in the financial markets resulting from the current economic downturn has
adversely affected the economic activity around the world and Spain in particular. The Group is
conditioned by some of the trends that have taken place in the Spanish and international economy
in recent years and the revenue from most of its products depend essentially on the state of
markets and economies. These trends, among which we must include the slowdown in
consumption and the limited bank funding, have affected sales of the products offered reducing
therefore the Group income. The global economic crisis and the current adverse market situation in
recent years has made it very difficult and burdensome for any operator to access credit. For the
Group, this situation has worsened even further due to the existing difficulties in order to generate
the cash flows necessary to meet the payment of its debts in the short term.

Zinkia has been working for almost two years in finding appropriate funding sources, analysing all
possible alternatives to generate additional liquidity, so that the financial resources will be
generated in order for the Company to be capable of meeting all of its commitments and of
undertaking the investment projects in the Business Plan. Zinkia conducted the launch of two debt
issues authorized by the National Securities Market Commission in 2013, in July and October. In
absence of alternative sources of funding and given the outcome of the above referred debt issues,
the parent Company was not capable of facing the milestones of the debt repayment at the end of
2013 and early 2014.

With the aim of protecting the assets of the Group and in order to allow the Group to continue
with business as usual under the legal umbrella of protection, Zinkia filed on October 31, 2013, the
legal procedure under art. 5bis of the Insolvency Act in order to renegotiate and continue
negotiations with all the different creditors of the parent company.

During the process of debt negotiation with creditors, a refinancing agreement was reached with
Bondholders, and main Financial Institutions and Trade creditors, yet ultimately no satisfactory
agreement was reached with a private entity, holder of a loan to the parent company amounting to
2.5 million euras.

Given the situation and as an act of responsibility, the Board of Directors decided to submit an
application for Voluntary Arrangement with Creditors last February 26™ 2014.

All the above described is the reason why the 2013 figures have not reached the estimated
forecast. Zinkia is today actively working in the preparation of this document, as well as in a
payment plan and an early proposal of arrangement with the creditors of the company, in order to
close a schedule of payments in the coming years to enable the Company to meet its commitments,
and in turn, to continue on with its Business Plan. The Group estimates that, were the above
arrangement accomplished, it shall be capable of reaching the expected results for the coming
years.

During 2013 the turnover figure has dropped 17% summing up to 11,823.363 euros compared to
the 14,254,064 euros of the previous year.

The "content” income has increased 16%, primarily generated from sales related to the delivery of
the educational apps developed by the Group.
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The "advertising" income has increased 68% over the previous year. This increase in sales is
considerable, and in line with expectations, and as a consequence of ZInkia's decision to support
this business line within its own sales plans, by adding new resources and efforts to it, the positive
impact of it all has been remarkable. Zinkia still expects great results in the coming years.

The year Net sales for the income corresponding to "operating license" has significantly decreased
over the previous year. The current situation of the Group has led to delays in the negotiation of
license agreements which, in some cases, can last for months. It should be noted that, although the
number of licenses has decreased, in recent months major milestones have been reached which lay
the foundations of the increase in sales and business activity for the future. As an example, Zinkia
has reached agreements with prestigious firms in order to collaborate in the commercial
exploitation of merchandising licenses, by means of agency agreements in key territories for the
Group, such as the United States, Britain and [taly.

In the past financial year 2012 Zinkia signed a licensing agreement for the distribution of infant care
products in the territory of the United States that represented 31% of the total turnover. Since this
type of contracts, that individually represent a high percentage of total sales, are not necessarily
signed every year, such agreements may not be recurring. Therefore, ZINKIA considers interesting
analysing the evolution of the 2013-2012 sales excluding the effect of that specific contract. Figures
are shown as follows:

CENNN 012 2013

Content 7,469,453 8,646,692
Licensing 1,369,176 1,497,614
Advertising 998,985 1,679,057
Total 9,837,614 11,823,363

* Figures without consider Diapers agreement

It may be noted the good performance of the sales considered without the Diapers agreement, as
well as the positive trend showed by the different business lines.

Zinkia is currently implementing business strategies worldwide that shall enable it to achieve its
objectives and continue with the geographic diversification of sales. However, it is to be noted that
the business has been affected by the economic situation experienced by the parent Company.

Due to the difficult conditions of access to funding, Zinkia has conducted a thorough survey of the
expenditure items, so that it has been capable of generating savings on almost ali cost items over
2012,

Staff costs were reduced by 26% since in 2012 a workforce reduction was implemented by means of
a collective dismissal of workers, and therefore the number of employees in 2013 was smaller.
Other operating expenses have been increase by 18%, however it should be noted that this is due
to the part of variable cost that is obtained in terms of sales. Sales in the item “content” have been
larger and, likewise, the commercial fees under this heading have been higher.

The Company's Working Capital presents a negative figure amounting to EUR 2.4 million at end year

end in 2013. Given the situation and as an act of responsibility, the Board of Directors decided to
submit an application for Voluntary Arrangement with Creditors procedure last February 262014,
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At December 31" 2013 the financial position of the Group shows a Net Financial Debt, of
10,265,368 euros, and Equity amounts to 9,459,202 euros showing a debt ratio over equity of

109%.

Events after the date of end of these year-end Financial Statements

The Board of Directors decided to submit an application for Voluntary Arrangement with Creditors procedure
last February 26" 2014,

Qutlook for the Company

Zinkia is today actively working in the preparation of this document, as well as in a payment plan and an early
proposal of arrangement with the creditors of the parent company, in order to close a schedule of payments
in the coming years to enable the Company to meet its commitments, and in turn, to continue on with its
Business Plan. The Group estimates that, were the above arrangement accomplished, it shall be capable of

reaching the expected results for the coming years.

For the year 2014 and the following ones, a substantial increase is expected in the turnover of the Company
based on the introduction of Pocoyo into new markets, the increase of business lines regarding content and
advertisements, as well as the developing of new audiovisual content and brands.

With regard to new projects, the Company s still working on their development and on the achievement of
commercial and financial agreements that will afford the stage of production. Projects in progress shall not be
abandoned, but their production is postponed to coming years when the economic and financial situation

shall be adequate.

Research & Development

Zinkia engages in ongoing research, development and technological innovation, always striving to optimize
our production processes and acquire technical skilis that allow us to maintain ourselves as a leading

company in the sector.

Financial Risk Hedging

In particular, at December 31% 2013, 82% of the total debt of the Company was referenced to fixed interest
rates. This interest rate amounted to 84% at the previous year-end, which represents a higher financial cost to
the one that would apply if the debt were referenced to variable interest rates {i.e. Euribor), due to reduced
levels the later currently present. As a result of this unfavourable situation, the cost of credit has increased
and its availability has been reduced, which has caused many companies to experience difficulties or even the
impossibllity to make investments financed with credit and bank loans. Furthermore, these funding
difficulties are further aggravated due to the current crisis in the banking and financial sector in Spain, where
the company is headquartered. At December 31% 2013 the Group average debt rate is 6.66%. At year end

2012 the average debt rate was 6.39%.

However, regarding floating-rate debt, the Group performs interest rate hedging transactions in order to
reduce the impact of the fluctuations in interest rates on the Income Statement.

Acquisition of treasury shares

In 2013, 347,554 treasure values were acquired on the Company's will and subsequently sold, obtaining an
overall result of 185,793 euros recorded as an increase in equity in the Balance. At December 31™ 2013,
281,503 shares are held by the parent Company with a nominal value of 28,150 euros, and representing

1.15% of share capital.
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DECLARATION OR RESPONSIBILITY FOR FINANCIAL REPORTING

The members of the Board of Directors of ZINKIA ENTERTAINMENT, S.A. listed below
declare that, to the best of their knowledge, the financial information for the Company, which
includes the Individual and Consolidated Financial Statements of ZINKIA
ENTERTAINMENT, S.A. and subsidiaries as at the end of the year 2013, formulated by the
Board of Directors at the meeting held on March 31* 2014 and prepared according to the
applicable accounting principles, offer a true image of the equity, financial situation and results
of ZINKIA ENTERTAINMENT, S.A. and subsidiaries and that the Directors’ Report includes
an accurate analysis of the Company’s business results and position, along with a description of
the principal risks and uncertainties faced by the Company and subsidiaries.

Madrid, March 31* 2014

VIr. José Maria Castillejo Oriol Mr. Alejandré‘ﬁal}é%féro de Diego

Mr. Julio C




TEMPLATE SCHEDULE il ANNUAL REPORT ON CORPORATE GOVERNANCE OF
ENTITIES -OTHER THAN SAVINGS BANKS- THAT ISSUE SECURITIES TRADED ON

OFFICIAL MARKETS

ISSUER IDENTIFICATION

YEAR END REFERENCE DATE 31% DECEMBER 2013

C.L.F. AB2659061

Company name: ZINKIA ENTERTAINMENT S A.
Company address: CALLE INFANTAS 27-28004 MADRID

ANNUAL REPORT ON CORPORATE GOVERNANCE OF ENTITIES -OTHER THAN
SAVINGS BANKS- THAT ISSUE SECURITIES TRADED ON OFFICIAL MARKETS

A.- OWNERSHIP STRUCTURE

A.1 Specify the most significative shareholders or holdings in your entity at year-end date:

NIF or CIF Name or company name of o ]
the shareholder or holding | % Over capital share
02310993E MIGUEL FERNANDO | 11,20
VALLADARES GARCIA
B82158379 JOMACA 98, S.L. 64,71
05257311V ALBERTO DELGADO | 3,75
GAVELA

A.2 Specify, in each case, the family, commercial, contractual or corporate relations among
significant shareholders or holdings, as long as they are known by the entity, save if they are
hardly relevant or derive from ordinary trading:

NIF or CIF

Names or company
names related

Type of relation Brief description




A.3 Specify, in each case, the family, commercial, contractual or corporate relations among
significant shareholders or holdings, as long as they are known by the entity, save if they are
hardly relevant or derive from ordinary trading:

NIF or CIF Names or company

names related Type of relation Brief description
B82158379 JOMACA 98, S.L. CONTRACTUAL LOAN GRANTED BY
ZINKIA
ENTERTAINMENT
S.A.

A4 Specify, in each case, the restrictions on voting rights as well as any restriction on the
acquisition or transfer of capital share:

YES NO

Description of restrictions

None

B.- SHAREHOLDERS MEETING OR EQUIVALENT BODY

B.1 List the List the gquorum for the Shareholders Meeting or equivalent body established by the
company's statutes. Describe how it differs from the minimum provisions of the Companies Act
{LSC), or the rules applied to it.

As stated in Article 10 of the Company's Statues, the Shareholders Maeting is ruled by the Law,
the Company's Statutes and the Regulations of the Shareholders Meeting which develop and
complete the legal and statutory regulations in matters relating to their call, preparation, and
development, and the exercise of the right to information, support, representation and
shareholder voting.

According to Article 15 of the Rules of the Shareholders Meeting:

"The Shareholders Meeting shall be validly constituted on first call when the shareholders
present, or represented, hold at least twenty-five percent of the share capital with voting rights.
Al second call, any constitution regardless of the attending share capital shall be valid.”

For the ordinary or extraordinary Shareholders Mesting to resolve on the increase or reduction
of capital and any other amendment of the Company's Statues, the issuance of bonds, the
elimination or restriction of the right of first refusal of new shares and the iransformation,
merger, spin-off or transfer of assets and liabilities and the transfer of the registered office
abroad, it is necessary, in the first mesling, a quorum of shareholders present or represented
hold of at least fifty percent of capital share with voting rights.

On second call, a twenty-five percent of the capital will be sufficient, although when
shareholders represent less than fifty percent of the share capital with voting rights, the




agreements referred to in this paragraph may be taken only validly by the affirmative vote of
two-thirds of the capital share present or represented at the Shareholders Meeting

Absences occurring once the Shareholders Meeting is constituted shall not affect the validity of
the meeting. "

The regime set out in the Reguiations of the Shareholders Meeting of the Company does not
differ from the minimum provisions of the Companies Act.

B.2 Explain the rules of adoption of corporate resolutions. Describe how it differs from the
regulation under the CA, or in any other applicable regulation.

As stated in Article 13 of the Company's Statutes and Article 26 of the Rules of the Shareholders
Meeting, resolutions will be approved by a simple majority of the votes of the shareholders
present or represented, except in cases where the applicable law or the statues require a
greater majority. To increase or reduce capital or any other amendment of the Company's
Statues, the issuance of bonds, the elimination or restriction of the right of first refusal on new
shares as well as the transformation, merger, spin-off or transfer assets and liabilities and the
transfer of residence abroad, the affirmative vote of two-thirds of the capital present or
represented at the Meeting is required when, on second call, shareholders representing twenly-
five percent or more of the share capital with voting rights without reaching fifty percent.

This form of action does not differ from provisions in ihe Companies Act.

Company's statues. Article 10.- General Shareholders Meeting.

[...] Shareholders attending the General Meeting, validly called for or universal, shall decide on
the matters within the competence of the Meeting, by the legal majority or by the majority
established in the statues [...]

Company's statues. Article 13.- Acting in General Meetings.

[...] Each of the items on the agenda will be discussed and voted on separately, and must, in
order to be valid, resolutions must be adopted by a simple majority of votes unless legally a
different majority is required for any kind of particular resolutions [...]

B.3 Briefly indicate the resolutions adopted by the general meetings or equivalent bodies during
the year referred to in this report, and the vote percentage that served to adopt such resolutions.
L

A General Shareholders Meeting took place on 27" June 2013, and the following resolutions
were submitted tot he approval of the Shareholders, and were actually approved by the
following favour votes:

First- Exam and approval, where possible, of the Annual Financial Statemenis (Balance
sheel, Income, Change in Equily, Cash-Flow and Memoir) and Management Reports,
corresponding to ZINKIA ENTERTAINMENT, S.A. and its consolidated Group in 2012.

Approved by 100% votes.

Second.- Exam and approval, where possible, of the proposal for the distribution of
results for the financial year




Approved by 100% votes.

Third.- Exam and approval, where possible, of the Boar of Directions management.
Approved by 96,85 % voles.

Fourth.- Ralification and appointment of direclors.

Approved by 96,85 % voles.

Fifth.- Delegation of powers to the development, notarisation and registration of previous
resolutions and also to make the mandatory filing of the annual individual and
consolidated financial stafements in the Commercial Regisler.

Approved by 100% votes.

B.4 Specify address and access to the website of the entity containing the information on
carporate governance.

The information on Corpoarate Governance can be found by accessing the company's website
www.zinkia.com, selecting the bottom information for shareholders and investors placed on the
left side of the web menu. The complete address to reach that point is as follows:

http:/Aww.zinkia.com/informacioncorporativa/

B.5 Indicate whether there have been meetings of the various unions that might exist, of the
holders of securities issued by the entity, the purpose of the meetings held during the year to
which this report and refers major decisions taken.

Zinkia has currently issued Simple bonds denominated Debentures Simple ZINKIA 1st ISSUE,
which Final Terms were approved by the CNMV on October 7th 2010, under the Base Paper of
the Program for Fixed Income Securilies registered with the CNMV at September 28th, 2010.

Given the economic situation of the Company, at October 8th 2013 the market was
communicated by Relevant Fact published on the same date, that the Commissioner of the
Bondholders, Mr. Hilario Alfaro Moreno had proceeded te call for a Bondholders Meeting,which
was scheduled to be held at the Barbieri room of the Hotel Lusso Infantas, located at calle
Infantas 29 of Madrid on November 8th 2013, at 12:00 am on first call, and at the same time
and in the same venue, on December 9th 2013, on second call, with the following agenda:

First.- Exam and approval, where possible, of the management by the Commissioner of the
Bondholders.

s Second.- Ratification of the appointment of the Commissioner of the Bondholders or
appointment of a new Commissioner.

e Third.- Exam and approval, where possible, of the Rules of the Bondholders
Union.Fourth- Writing-off date of the bonds. Resolutions to be adopted in this respect.

« Fifth.- Powers delegation.

¢ Sixth.- Reading, and, where possible, approval of the meeting's deed.




The Meeting took place on second call, and the following resolutions were agreed upon: First.-
Exam and approval, where possible, of the management by the Commissioner of the

Bondholders.

Approved by 100% votes.

Second.- Ratification of the appointment of the Commissioner of the Bondholders or
appointment of a new Commissioner.

Approved by 100% vales.
Third.- Exam and approval, where possible, of the Rules of the Bondholders Union.
Approved by 100% votes.
Fourth- Writing-off date of the bonds. Resclutions to be adopted in this respect.
Approved by 99,37% votes.
Fifth.- Powers delegation.
Approved by 100% votes.
Sixth.- Reading, and, where possible, approval of the meeting's deed.

Approved by 100% voles.

C ENTITY'S MANAGEMENT STRUCTURE
C.1 Board or managing body

C.1.1 List the maximum and minimum number of board directors or members in the
managing body, as provided by the Company's Statues:

Maximum number of board directors/ |10
members managing body

Minimum number of board directorsf |3
members managing hody

C.1.2 Fulfil the following table on the board directors or managing body members, and
their different status:

BOARD DIRECTORS/MEMBERS OF THE MANAGING BODY

Director NIF or CIF Name or company | Representative Last date of
name of the appointment
director/ managing
body member.

00.397.125-F José Maria Castillejo 26/05/2009
QOriol

B-82158372 Jomaca 98, S.L. Julio Covacho Lopez | 26/05/2009




{0022538302)
05.257.311-V Alberto Delgado 26/05/2009
Gavela
03.849.152-X Alejandro Ballestero 26/05/2009
de Diego
B-83522201 Angel-Martin ~ Ortiz | Angel-Martin ~ Ortiz | 27/06/2013
Abogados, S.L. Bueno (02616945M

C.1.3 Identify, in each case, the members of the board or the managing body holding a
position as directors or managers in other entities part of the group holding:

Company name of

Group entity

Position

Director NIF | Name or company | ¢he group entity NIF or CIF
or CIF name of the
director/ managing
bhody membher.
00.397.125-F | José Maria | SONOCREW, B83363705 Sole Director
Castiilejo Criol S.L.U.
00.397.125-F | José Maria | CAKE GB Director
Castillejo Oriol ENTERTAINMENT, | 927507412
LTD.

C.1.4 Fulfil the following table with the information related to the number of female
directors in the board and their fees, as well as their evolution during the last four years:

Number of
female directors
Year t | Year t-1 | Year t-2 | Year t-3
Number % Number % Number % Number%
Board director No female | - - -
directors
Executive No female
commission member
Audit Committee No female
directors
Commission

C.1.5 Fulfil the following table with the aggregate remuneration of the directors or
members of the managing body, during the year:

housands of euros

Remuneration Concep

Individual

Group




Fixed remuneration

Variable remuneration

Allowances

Other Allowances

TOTAL:

o (o o o |o
o (o o (o |©

C.1.6 Identify those managing directors who are not at the same time board directors or
executive members of the managing body and specify their remuneration accrued during
the year:

NIF or CIF Name or company name Position

0022538302 JULIO COVACHO LOPEZ DIRECTOR GENERAL

07496832M LOREA GARCIA JAUREGUI | DIRECTOR LEGAL and
HUMAN RESOURCES

Total remuneration of high managers | 193
(thousands euros)

C.1.7 Specify if the company's statutes or the rules of the board establish a time limit to
the board of directors or the members of the managing body:

YES NO

Maximum number year mandates 0

C.1.8 Specify it the Annual Financial Statements, consolidated and individual, submitted
to the approval of the board or managing body, are previously certified:

YES NO

Identify in each case, the person/people who have certified the Annual Financial
Statements, consolidated and individual, in order to be prepared by the board or
managing body,

NIF Name Position

C.1.9 Explain, where possible, the mechanism established by the board or managing
body in order to prevent the annual individual and consolidated financial statements




from being submitted to the General Shareholders Meeting or equivalent body with
qualifications in the audit report.

According to art. 39, 3 in the Rules of the Board of Directors of the Company, the Board of
Directors shall try to prepare the final financial statements so as to avoid qualifications from the
auditor. However, whenever the Board thinks suitable to hold on to its own criterion, the board
shall explain publicly the content and the extent of its discrepancy.

C.1.10 Does the Secretary to the Board of Directors or Managing body hold the status of
Director?

YES NO

C.1.11 Specify, when possible, the mechanism established to preserve the independence
of external auditors, financial analysts, bank of investments and qualification agencies.

According to article 13 of the Rules of the Board of Directors of the Company, the Audit
Committee will be in charge of liaising with the external auditors in order to receive information
on any issues that may jeopardize their independence and any other data related to the audit
process, as well as any other communications provided for in the auditing legislation and
technical auditing standards,

C.2. Commissions of the board or managing body

C.2.1 List the managing bodies:

Body name Number of members Functions

Audit Committee 1 As detailed in C.2.3

C.2.2 Specify all the commissions in the board or managing body and their members:

EXECUTIVE OR DELEGATE COMMISSION

NIF or CIF Name or company name Position

AUDIT COMMITTEE

NIF or CIF Name or company name Position

B-82158379 JOMACA 98,
S.L.SECRETARY MEMBER

COMMISSION FOR APPOINTMENTS AND REMUNERATION




NIF or CIF Name or company name Position

COMMISSION FOR STRATEGY AND INVESTMENTS

NIF or CIF Name or company name Position
COMMISSION
NIF or CIF Name or company name Position

C.2.3 Describe the organization and operating rules, as well as the responsibilities of
each commission of the board or member of the managing hody. When possible,
describe the powers of the managing director.

Dratft limit 4.000 characters (3.572)

AUDIT COMMITTEE {AC) Members: from 3 to 5 Directors, moslly non executive and at least
one of them being independent. 4 year mandate, re-elected after 1 year of the end of the
mandate. President elected among the non executives. All the Committee members shall be
appointed, when possible, according to their knowledge and know-how in accounts and
auditing.

Their mandate shall expire at the same time as their status as board directors, or, whenever the
Board of Directors so agrees (BoD). At least two annual meetings are held in order to review
the periodical financial data required by the market autherities and to be approved and
published by the BoD. Meetings shall be held whenever the President so considers, and he
shall always call for a meeting when the BoD or himself require a report or the adoption of
proposals by the BoD, and whenever a member of the BoD should ask. The AC shall have the
following functions, among others: - inform the Sharehotders Meeting on the matters of its
competence considered by the shareholders — Proposing to the BoD, before submitting to the
Shareholders Meeting, the appointment of external auditors {conditions, mandate, revocation
and renewal...) - Monitoring the internal systems of auditing; to watch over its independence
and effectiveness — Review the accounts, watch over the compliance of the legal requirements
and the suilable application of the accountancy principles, collaboration with the external and
internal auditors — To know and monitor the elaboration process and integrity of the financial
data, watching over the compliance of legal requirements and the application of accountancy
criteria; to know and monitor the integrity and suitability of the internal control systems, and
appointing or removing its heads — Revising the internal systems of control and risk
management, in order to identify risks and disclaim them — Liaising the refation with the
external auditors in order to receive information on questions that might imply a risk for their
independence and in order to receive any other information related to the audit process, as well
as any other information required by the audit regulations and its technical rules. - Monitoring
the compliance of the audit contract with the aim of reflecting clearly their report on the annual
statements and the main content of the audit report, as well as evaluating the result of every




audit. - Revising the financial data that the Board has to submit pericdically to the market and
its monitoring bodies, making sure that the interim statements are prepared according to the
same accounting criteria as the annual statements. - Exam the compliance of the internal Rules
of Conduct of the Rules of the BaD and the governance regulations, and submit the necessary
proposals so as to improve. - Inform the BoD, prior to the adoption of resolutions on the
following matters: a) crealion or acquisition of holdings in entities with a special aim or
headquartered off-shore, as well as other similar transactions and operations complex enough
to impair the group transparency; b) related operations.

MANAGING DIRECTOR: The BoD can appoint 1 or more Managing Directors, on whom all
powers that are transferable according to the law and Company's Statutes can be totally or
partially delegated.

C.2.4 Specify the number of meetings held by the audit committee during the year:

[ Number of Meetings [2

C.2.5 If there is a commission for appointments, specify if all its members are board
directors or members of the external body of administration,

YES No
D RELATED AND INTRA GROUP OPERATIONS

D1 List the operations among the entity/entities in the group, and the entity
shareholders, cooperative holders, holders of ownership rights or any other equivalent
rights.

NIF or CIF Shareholder ) . L
Name or | Type of relation Brief description Amount
Company Name
B82158379 | JOMACA 98, S.L. | CONTRACTUAL ACCRUED 31
INTERESTS ON
LOAN GRANTED
BY ZINKIA
ENTERTAINMENT
S.A.
B81092645 | Roatan CONTRACTUAL PROVISION OF | 119
Comunicacion SERVICES TC
S.L. ZINKIA
ENTERTAINMENT,
S.A.

D.2 Specify the operations between the entity/entities in your group, and the directors or
members of the managing body, or executive directors of the entity.

NIF or CIF Shareholder . , .
Name or | Type of relation Brief description Amount

Company Name




B82158379 | JOMACA 98, | CONTRACTUAL | ACCRUED INTERESTS | 31
S.L. ON LOAN GRANTED BY
ZINKIA
ENTERTAINMENT S.A.

D.3 List the intra-group operations.
The operations in force inside the Zinkia Group are as follows:

Distributions agreement belween Cake Entertainment, Lid. and ZINKIA ENTERTAINMENT, S.A.
In order to distribute in television the audiovisual content of the latter in some territories in
exchange for a fee or commission on the distributed content.

Reciprocal credit agreement belween ZINKIA ENTERTAINMENT, S.A. and SONMOCREW,
S.L.U. Amounting to FOUR HUNDRED THOUSAND EUROS A YEAR (400.000 €/year).

D.4 Specify any mechanism established in order to detect, identify and solve the possible
conflicts of interests between the entity and its group, its directors or members of the
managing body, or executive directors,

There is no conflict of interest whatsoever, according to the Corporates Act.

To this aim, the Company has established the following mechanism in art. 29 of the Rules of the
Board of Directors:

1. A Director must disclose the existence of any such conflict, direct or indirect, as it may have
with the Company's interest. The affected Director must refrain from participating in the
resolutions or decisions regarding the transaction to which the conflict relates.

2. Directors also must disclose such direct or indirect interests as either they or the related
persons referred to in article 231 of the Capital Companies Act may have in the capital of a
company with a business that is the same as, or comparable or complementary to the business
constituting the corporate purpose, and also will disclose the offices or functions they fill or
perform therein.

3. The conflicls of interest contemplated in the preceding subsections will be reported in the
notes to the financial statements.

E CONTROL AND RIKS SYSTEMS
E.1 Explain the scope of the entity's Control and Risks Systems.

The Company has systems to control ihe risks to which it is exposed, these systems are based
on the identification and assessment of factors that may affect somehow the compliance of
goals by the Company.

The activity of the Company is exposed to various financial risks: market risk, credit risk and
liquidity risk. The program's overall risk management of the Company focuses on the
unpredictability of financial markets and seeks to minimize the potential adverse effects on its
financiat return. The Company uses derivatives to hedge certain risks.

E.2 Identify the bodies responsible for the preparation and implementation of the Risk
Management System.




The management of such risk factors depends on the Financial Area of the Company, who
identifies, evaluates and covers the financial risks according to the policies approved by the
Board of Directors. The Board of Directors provides for guidelines of manage the labour risk, as
well as some other specific areas as exchange rate risk, interest rate risk, cash-flow risk, use of
derivates and non derivates and investment of the cash-flow excedents.

Also, the Audit Commiltee revises periodically the internal systems of confrol and risk
management, so as to identify the main risks, and get them to be managed and disclaimed
adequately

E.3 List the main risks that can affect the meeting of the business goals.

Draft limit 4.000 characters (3.978)

AUDIT VERSION ACCORDING TO FINANCIAL STATEMENTS

(3.324)

Market risk: 1. Exchange rate risk: The Company operates in the international scene and
therefore it is exposed to this risk due to the foreign currency operations (i.e. USA Dollar and
Sterling Pound). Risk arises from future commercial fransactions, actives and receivables
recognized and net investments in operations abroad. Currently the Company has no hedge
against the foreign currency exchange fluctuations and it is exposed to fluctuations as a result
of its business outside the eurc environment, and as a result of the potentia! fluctuations in the
currency denominations of its trade debt.

if the Company's turnover in other currencies grows, the Company'’s exposure to exchange rate
fluctuations shall increase.

2. Price risk: The Company is not exposed to equily instrument price risk because of the
investments held and classified on the balance sheet either as available for sale or carried at
fair value through profit or loss. The Company is not exposed to commaodity price risk.

3. Interest rate cash flow and fair value risk: Since the Company does not hold significant
interest-bearing assets, the income and cash flows generated by operating activities are
relatively protected from fluctuations in market interest rates. The Company's interest rate risk
arises from long-term borrowings. Borrowings issued at variable rales expose the Company to
the cash flow interest raie risk. Fixed interest rate borrowings expose the Company to fair value
interest rate risks. The Company analyses its interest rate exposure in a dynamic manner. A
simulation is performed of various scenarios, taking into account the refinancing, renewal of
current positions, alternative financing and hedging. On the basis of these scenarios, the
Company calculates the effect on results of a certain variation in the interest rate. For each
simulation, the same variation in interest rates is used for all currencies. Scenarios are only
simulated for liabilities representing the most significant interest-bearing positions.

Credit risk: Credit risk is managed by groups. The credit risk results from cash and cash
equivalents, derivative financial instruments and deposits with banks and financial institutions
also wholesalers and retailers, including accounts receivable outstanding and committed
transactions. The Company only does business with reputable banks and financial institutions.

Liquidity risk: Prudent liquidity risk management implies maintaining sufficient cash and
marketable securities, keeping funds available through sufficient committed credit facilities and
having the ability to close out market positions.

Given the dynamic features of the underlying business, the Financial Area is aimed at keeping
funding flexible by means of the availability of the credit lines agreed.




E.4 Identify if the entity counts on a tolerance degree to risk.

The Company count, in the exercise of their activity, and the preparation of budgets and
business plans, on the existence of the risks identified, and attempts to manage the assets of
the company with the due flexibility while applying very conservative criteria, so that if any
potential risks that may occur, the Company would not be affected. Therefore, there is a certain
level of tolerance for risk, although depending on the potential risk that might occur, the
necessary mechanisms already planned to minimize any damage would be implemented.

E.5 Specify the actual risks faced during the year.
YES
In 2013 risks of credit and liquidity had to be faced.

Given the restricted access to financial markets and this impact on the Company's cash-flow,
together with the tensions that were punctually communicated as Relevant Facts to the Market,
and given the maturity to be faced by the Company during the last term in 2013 and the first
term in 2014, the Company implemented during 2012 and 2013 relevant measures on expenses
conlrol and minoration, while trying to access alternative funding to financial enlities, as i.e. By
means of the Simple Debentures Issue, approved by the CNMV but that was not finally placed.
In view of the results, the Company communicated the Mercantile courts of Madrid at 31*
October 2013 the continuation of the negotiations with the main creditors, according to art. 5 Bis
in the Insolvency Act. Anyhow, the economic situation and the Company's equity situation, led
the Board of Directors, once it was deemed impossible to reach an agreement with some of the
main creditor, to file for the voluntary arrangement with creditors, so on 26" February 2014, the
Company submitted a declaration of voluntary arrangement with Creditors before the Mercantile
Courts of Madrid. Currently, the Company is negotiating an Arrangement with its Creditors.

In broad terms, and regarding the ensemble of risks faced during the year as hereby described,

the Board of Directors, acting according to its powers, has monitored and control such risks,
implementing the due internal contro! and information systems. As a means to enhance this, the
Company has counted on the monitoring and review functions of the Audit Committee, and on
the management activities implemented by the head of the different affected areas.

E.6 Explain the response and monitoring regarding the main risks for the entity.

The Board of Directors provides for some guidelines in order to manage overall risk, and to
manage particular risks such as exchange rate risk interest rate risk, liquidity risk, use of
derivates and non derivates and investment of cash-flow superlative.

According to art. 5.1.vil of the Rules of the Board of Directors, the Board of Directors approves
the policy of risk control and management, and also monitors periodically the internal systems
of information and control.

Also, according to the art. 13.2.c of the Rules of the Board of Directors, the Audit Committee
reviews periodically the internal systems of risk control and management, so as to identify the
main risks and afford their disclosure and due management.




F INTERNAL SYSTEMS FOR THE RISK CONTROL AND MANAGEMENT REGARDING THE
PROCESS OF FINANCIAL DATA ISSUE (SCIIF)

Describe your entity's mechanisms part of the systems of risk control and managerment
regarding the process of financial data issue (SCIIF)

F.1 Entity's control environment
Report on the main features of at least:

F.1.1. Bodies and powers responsible for: (i) the creation and maintenance of an
adequate and effective SCIIF; (ii) its implementation; y (iii) its monitoring.

The Board of Directors is the highest responsible for the creation and maintaining of an
adequate and effective SCIIF, both directly and through the Audit Committee.

According to art. 13,2 of the Rules of the Board of Directors, the Audit Committee will exercise
the following basic functions related to the systems of internal control and information:

s Monitoring the effectiveness of the internal control of the Company, the internal audit, if
any, and the risk management systems, and discussing significant weaknesses in the
internal control system detected in the course of the audit with the auditors or audit
firms.

o Supervising the process of preparation and presentation of regulated financial
information related to the Company and, if applicable, the group.

« Establishing the appropriate relationships with the auditors or audit firms to receive
information regarding such questions as may compromise their independence, for
review by the Committee, and any others related fo the process of auditing accounts,
and such other communications as may be contemplated in the legislation regarding
auditing of accounts and audit standards. In any event, annually it must receive written
confirmation from the auditors or audit firms of their independence as regards the entity
or directly or indirectly related entities, and information on additional services of any
kind provided to these entities by the aforesaid auditors or firms, or by the persons or
entities related thereto in accordance with the provisions of Account Auditing Law
172011,

e Annually, prior to the issue of the audit report, issuing a report stating an opinion
regarding the independence of the auditors or audit firms. This report must address the
provision of any additional services referred to in the preceding section.

« Examining compliance with the Internal Code of Conduct, these Regulations and, in
general, the company's governance rules, and making the proposals necessary for
improvement.

Regarding the supervision of the process of preparation and presentation of regulated financial
information related to the Company and, if applicable, the group, the Audit Head is aimed at
waiching over the internal systems of informalion and control, as well as at evaluating the
internal control by the external auditor, and so:

—  The Head is responsible for the conception, implementation and operation of the SCIIF.
Such function is executed through the Financiali Head, who is responsible for the
elaboration of the financial statements and for establishing and maintaining the due




primary control that operate over the transactions and other operations in the process
of the data that are the source of such statements. Checks on the adequacy and
consistency of the internal systems of control and revising the appointment and
replacement of the staff responsible for it as well as on the elaboration process of the
accountancy principles and policies.

— Knowing and checking on the integrity of the elaboration process and presentation of
the financial data related to the Company and, when possible, the Group, by revising
the degree of compliance of legal requirements, the due delimitation of the
consolidation environment and the right application of the accountancy criteria.

—~ Revising pericdically the effectiveness of the internal control of the Company, and the
risk management systems, so as to have the main risks identified, managed and duly
disclaimed, while also discussing significant weaknesses in the internal control system
detected in the course of the audit with the auditors or audit firms.

— Watching over the independence and effectivity of the internal control functions and the
legal compliance.

F1.2. If there are, specifically regarding the process of financial information, the
following elements:

a * Departments and/or mechanisms in charge of: (i} the conception and revision of the
organization structure; (ii) the clear definition of guidelines regarding responsibility and
authority, with a suitable distribution of tasks and functions; and {iii) the creation of
procedures enough as to proceed to the right dissemination within the entity.

The conception and review of the organizational structure and the definition of the lines of
responsibility and authority are the responsibility of the Board of Directors.

The implementation of such a structure is carried out by the Managing Director who will
determine the appropriate distribution of tasks and functions.

The CEO will also ensure that there is an adequate segregation of duties and that the lines of
authority and responsibility are perfectly defined.

The dissemination of the organizational structure to the whole entity is performed periodically,
either through electronic means and through regular meetings with the staff of the entity.

b « Code of conduct, body of approval, degree of dissemination and information,
principles and values included (pointing at specific mentions regarding the recording of
operation and financial data process) body in charge of analysing tack of compliance
and proposing correcting responses and penalties.

The Company has a Code of Conduct in the Securities Market approved by the Board of
Directors at 9" June 2009, applicable to Directors, Executive Directors, external advisers and
everyone providing services for the Company in relation to the market, and in particular, its
financial area.

Said Code determines the behaviour criteria that its reciplenis shall follow in operations
executed on these markets, with the aim of contributing to their transparency and to protecting
investors. The principles that inspire the standards herein are those of impartiality, good faith,
of general interests prevailing above one's own, care and diligence in making use information




and, when acting on markets, rules of behaviour provided by the guidelines employees must
observe in order to avoid unethical conduct..

The Management shall be in charge of watching over its compliance, analysing the lack of
compliance and proposing correcting actions and penalties, except when any member of the
Government Bodies are involved, in which case, the Board of Directors shall intervene,

¢ * Channel that affords reporting to the Audit Committee any financial and accounting
irregularities, as well as breaches of the code of conduct and malpractice within the
organization, reporting also on the confidentiality of such information.

The enlity is considering the implementation of a channel to report information to the Audit
Committee regarding the financial and accountancy breaches, and granting confidentiality.

d « Periodical training and updating programmes for the staff involved int he preparation
and revision of the financial data, as well as on the valuation of the SCIIF, covering at
least accountancy and audit rules, internal control and risk management.

The staff in the financial area in charge of the processing and revision of the financial data, must
have the updated knowledge to be qualified in order to act according to their powers and
functions. To this aim, the staff is selected paying special attention to their training in
accountancy, audit and risk management, aithough if need be, additional training would be
provided in such subject

The Financial Head, in coordination with the Head of Human Resources, determines the
training plans, both internal and external, suitable in order to grant the ongoing training and
competence of all the staff in the Area.

E.2 Risk evaluation in the process of financial data.
Report at least on:

F.2.1. The main features of the process of identification of risks, including fraud and
error, regarding:

A« The actual procedure and its recording.

The procedure of risk identification in the financial data is done periodically by the Financial
Head, but such procedure is still unrecorded.

The entity is considering the implementation of the recording procedures that shall afford the
communication to the Audit Committee of such risk identification, including error and fraud, and
establishing the different lines of action as a response to such identification, as well as the
corresponding prevention, identification and regularization processes

This process is the fundamental base of any adequate internal control system, so it involves
the participation of the area in charge of processing the financial dala, and the Risk Control of
the Company, the Financial Head, the Management, as supervisors and responsible for their
review, and the Board of Directors as highest body responsible for the internal control of the
financial data.

B « Whether the procedure fully covers the aims of financial information (existence and
occurrence; integrity; valuation; presentation, breakdown and comparability; and rights




and obligations), whether and how often it is updated.

The scope of the process of identification of risks in the financial information ranges from
geeurrence, valuation to presentation and breakdown.

The Financial Head identifies the possibility of errors in every risk source, by applying different
measures of identification according to the source or origin. :

Automatic identification means are used to alert phases of occurrence, recording and
measurement using logical security measures on financial information systems, and automatic
tabulated on the listed information.

Technological systems ensure a correct process of the activities associated with a large volume
of information, transactions and computational complexity.

The breakdown of the financial information and presentation are also ensured by the
procedures supported on technical applications in the preparation of financiai statements,
regarding both their logical security and accuracy of their calculations.

The process of identifying the risks of financial information will be updated through the
procedure that the entity is considering to record with regards the identification and confrol of
risks by eslablishing security policies in the financial reporting and creating a handbook of
accounting policies, all to be approved by the Board of Directors, and later updated to the
frequency decided.

C « The existence of a process of identifying the scope of consolidation, taking into
account, among other things, the possible existence of complex corporate structures, or
special purpose entities.

The scope of consolidation is determined by the criteria set in the International Standards of
Financial Reporting and reviewed according to policy changes by the Finance Head of the

Group.

D * Whether the procedure takes into account the effects of other types of risk
{operational, technological, financial, legal, repetitional, environmental, etc..) to the
extent that they affect the financial statements,

The entity shall consider, in addition to the controls on the risks identified in the E3 section of
the Annual Corporate Governance Report, as part of the process of risk identification, the
following risks:

+ Accounting risks:These are risks affecting the reliability of financial reporting
and the compliance with the applicable accounting standards

s Operational risks: They represent the chance of suffering losses due to
inadequate technical and human processes, or due to their failure, and also due
to the lack of resources, training, or necessary tools in the decision-making.

« Technological risks:They are due to failure in the systems or to errors in the
processes relying on them. Apart form the errors in the software and systems,




there are other indirect technological risks that might have serious
consequences such as telecommunication failures, external attacks or
malaware.

» Compliance risks: Derived from internal activitiss that might cause a negative
perception in our groups of interest (clients, Public Administration, or local
environment).

¢ Reputation risks:They are produced as a result of external factors and might
cause modifications in the internal control of the financial information.

E *Managing body monitoring the process.

The bodies responsible for overseeing the process of identifying risks of financial information
are the Financial Department, the Management and the Audit Committee, and of course, the
Board of Directors as ultimate responsible body for the financial information of the Company.

The Financial Head:

- supervises the recording, valuation, breakdewn and presentation of the financial
information and the right estimate of the forecasts.

- identifies and checks the right recording in the financial information of the risks
deriving from the credit activity, market and treasury, as well as those that can be
caused by operational risk, and

- supervises the right application of rules together with the Legal Head of the Company,
avoiding errors of application, or lack of knowledge leading to errors in the financial
information.

The Management Committee shall validate the right presentation and breakdown of the
financial data as well as the estimates and projections.

The Audit Committee is in charge of controlling and monitoring the whole process of risk
identification int he financial data.

The Board of Directors, as maximum government body in the Company, shall approve of the
policies regarding the financial data security and the accountancy pclicy handbooks.

F.3 Control activities
Report, by pointing its main features, in case the Company has at least:

F.3.1. Procedures for reviewing and authorizing financial information and description of
ICFR, to be published in the securities markets, stating who is responsible for it, as well
as for the documentation describing the flow of activities and controls (including those
relating to fraud risk) in the different types of transactions that may materially affect the
financial statements, including the process accounting closure and the specific review of
relevant estimates, valuations and projections.

According to art. 5 of the Rules of the Board of Directors, such Board as the highest decision-
making authority of the Company is responsible for the preparation of the annual accounts, the
management report and the proposal for allocation of the Company's profits, as well as the
consolidated accounts and management report: The estimates on which the most relevant items
of the financial statements or the different projections are based, are revised by the
Management and the Board of Directors.




This review is considered a control aclivily, prior to the issuance of financial information, and is
relevant to the extent that it ensures that the statements and projections used are aligned with
those made by the managing staff and have been reviewed by them.

The Audit Committee is responsible for reviewing the financial information.

In order to ensure the accuracy of the information, individual controls are established in
different areas on the transactions affecting the financial reporting.

All the financial information is captured through the transactions in the computer applicalions,
whether departmental or at office level, so that the accuracy, authenticity, assessment and
recording of information is assured.

Regarding the control procedures of transactions materially affect the financial statements, its
objective Is to ensure proper registration, valuation, presentation and disclosure thereof in the
financial information.

As to the control procedures on the transaclions materially affecting the financial statements,
their aim is to ensure their adequate recording, valuation, presentation and breakdown in the
financia! report.

There are two type of controls:

s Those implemented on ihe technological platforms supporting the systems of
financial information.

e Those implemented from the Financial Area in order to ensure the accuracy and
integrity of the transactions.

The Financial Head is responsible for revising the contro! procedures, by paying special
attentions to a suitable segregation of functions.

F.3.2. Policies and procedures of internal control over information systems (including,
access security, change control, operation thereof, business continuity and segregation
of duties) supporting the relevant processes of the organization in relation to the process
and publishing of financial information.

The entity has established a system of internal control, which are expected to be recorded in the
relevant documents for Security Policy and Confrol over financial reporting, based on a set of
guidelines, obligations, security measures and technological matters relating to financial
reporting, authorization levels in accounting applications, and specific controls to detect possible
incidents.

The general principles of information security are focused on maintaining and ensuring the
security of the information processed, so that the service, while ensuring optimal levels of
confidentiality, integrity and continuity, also ensure business continuity, harm minimization
caused by a disaster, a quick response to any incidents, and the maintenance of a level of
quality in the service activities and critical processes.

The Finance Deparlment is responsible for monitoring the policy and its updates.

The HR Management and Technology Head will be responsible for the implementation and
monitoring of this policy, that shall be submitted to the Board of Directors approval.




F.3.3. Policies and internal control procedures for monitoring oufsourced activities, as
well as the appraisal, calculation or valuation commissioned from independent experts,
which may materially affect the financial statements.

The entity does not have a policy of outsourcing related to financial information services.

If services related to financial information have to be outsourced, not only economic criteria are
taken into consideration but also experience, quality and prestige of the various providers of
these services are key in the decision.

Since the outsourced services are audit and consulting (including tax consultancy), such
services are appointed by the Board of Directors, given their cyclical nature the outsourcing
related financial information will be authorized by the Financial Head.

F.4 Information and communication
Report, by pointing at the main features, if there is any such:

F.4.1. Specific function in charge of defining, updating the accountancy policies ( area of
accountancy policies) and solving the questions or conflicts raised from their
interpretation, while keeping a fluent communication with those people responsible for
the operations in the organization, as well as a handbook of accountancy policies to be
updated and disseminated to all the operating units in the Company.

The Financial Area is responsible for the definition and updating of the accountancy policies,
and for their communication to the staff related to the process of financial data, and the Board of
Directors is the body responsible for approving such policies.

Such policies are updated to legal changes whenever these happen, and they are reviewed at
least once a year.

The Financial Area is responsible for solving the questions and conflicts of interpretation
regarding the accountancy policies.

F.4.2. Mechanisms for gathering and preparing the financial information in standard
formats, to be applied and used by all units of the entity or the group, which support the
main financial statements and notes, as well as information concerning ICFR.

Accountancy functions are focused on the application of General Accountancy, that is only
controlled and managed by the Financial Area, and which integrates the accountancy of the
whole entity.

The system has the following features:
s multi-currency

+ grants access to information depending on the authorised levels {(user-transaction and
operating centre-account).

s Affords the recording and validation of statements in real time.

» Different type of accounts are identified within the system.




+ Affords interfaces with operating application that supply movements reflecting the
accounting event produced.

s Authorised users can maintain the fixed parameters of the system through the screen.
¢ Information show different levels of aggregation.

F.5. Monitoring of the operation system

Report, pointing out the main features, of at least:

F5.1. The ICFR monitoring activities conducted by the audit committee and indicate
whether the entity has an internal audit function supporting the committee in its
monitoring of the internal control system, including ICFR.The scope of the assessment
of ICFR shall be reported as well as if the entity has an action plan detailing any
corrective measures, and whether it has considered its impact on financial reporting.

The Rules of the Board of Directors establish the powers of the Audit Committee in relation to
information systems and internal control, testing effectiveness, adequacy and integrity of
internal control systems, as well as understanding and monitoring the integrity and the process
and presentation of financial information, monitoring the systems of infernal confrol periodically
and ensuring the independence and monitoring the effectiveness of the internal audit functions.

The Financial Head depends from the Director General and in functional terms depends from
the Audit Committee, when supporting audit and managing the daily control and supervision of
the system of internal control.

F.5.2. If you have a discussion procedure by which the auditor (in accordance with the
provisions of the Technical Standards on Auditing), the internal audit function and other
experts can report to senior management and the Audit Committee or Company
management on significant internal control weaknesses identified during the review
process of the annual accounts or other. Also report on whether you have a plan of
action to correct or mitigate the weaknesses observed.

The role of internal control performed by the Finance Area, within the works included in the
Annual Plan of activity, reports to the Management {through the Management Committee) and
the Audit Commiltee ({in sessions held periodically) on the results obtained in the evaluation of
internal control of financial.

On the other hand, the Head also communicates the significant internal control weaknesses
that may be identified in other processes made during the year.

In these cases, acfion plans are developed and monitored in order to mitigate the
aforementioned deficiencies observed,

Regarding the Auditor, and according to the procedure established he is to attend at meetings
of the Audit Commiittee of the company, in order to report on the result of the work done and,
where appropriate, to disclaim the details of the weaknesses of internal control observed and
the action plans implemented to remedy these weaknesses.

F.6 Other relevant data
According to the Company, there is no other relevant data that has not been communicated to

the market or included in this paper.




F.7 Report of the external audit
Repori on:

F.7.1. Whether the SCIIF data sent to the markets has been subject to revision by the
external auditor, in which case the Company should include the corresponding report as
Annex. Otherwise, the reasons should be disclaimed.

The entity has not submitted its system of internal controls on the issue of financial data to the
review of an external expert, given that such controls are made immediately without being
subject to specific procedures of documentation and approval,and since, to this date, there are
no homogenous processes which will be implemented once the final procedures are
documented and approved. However, the auditors of the Group review, according to the
applicable audit regulations is Spain, the internal control procedures as part of their annual
review.

Notwithstanding the aforementioned, this paper is sent to the external auditor as part of the
Annual Corporate Governance Report, which is part of the management report, with the aim of
adding it to the audit on the corresponding Annual Financial Statements for 2013.

G. OTHER RELEVANT DATA

[f there is a relevant aspect relating corporate governance in the company or companies
the group that is not recorded in the other sections of this report, but it is deemed
necessaty to include hereby in order to collect more complete and reasoned information
on the structure and governance practices in the company or ifs group, briefly explain.

This section also may include any other information, clarification or detail related to
previous sections of the report to the extent that they are relevant and not repetitive.

Specifically, indicate whether the entity is it subject to corporate governance rules other
than the Spanish legislation and, where applicable, include the information required and
that is different from that specified in this report.

The entity may also indicate whether it has voluntarily adhered to other ethical principles
or codes of good practice, be them international, sectorial or other. Where appropriate,
the entity shall identify the relevant code and the date of adhesion.

As a consequence of data under C.1.2, y C.2.1. y C.2.2., we confirm that the information
included in such item is in force at 31" December 2013, which is complemented with the
following information:

Angel-Martin Ortiz Abogados, S.L. was appointed Director by co-optation representing the
shareholder Mr. Miguel Valladares by decision of the Board of Directors at the meeting held at
19" December 2012, and ratified and appointed by resolution of the General Shareholders
Meeting held at 27™ June 2013.

At 10" October 2013, Mr. Juan José Giiemes communicates the Board of Directors his
resignation as member of the Audit Commiltee and the Board of Directors of the Company,
creating therefore a vacancy in both positions.

At 10™ December 2013, Mr. Alberto Delgado Gavela communicates the Board of Directors his
resignation as member of the Audit Committee of the Company, creating therefore a vacant in
such Committee.

To this aim, the Company is doing everything necessary in order to provide for such vacancies
in the Audit Commitlee.




After year-end, at 11" February 2014, the Extraordinary General Sharsholders Mesting
approves by majorily the resignations of Mr.. Alberto Delgado Gavela and Mr. Angel-Martin Ortiz
Abogados, S.L. as members of the Board of Administration, therefore two vacancies were
created in the Board of Directors.

All these changes were communicated to the CNMV and MAB by means of the corresponding
Relevant Facts the same day the decision was learnt by the Company.

Also, it has to be detailed that the information hereby provided under C.1.7., wherein it is
explained that there is no maximum limitation for the mandate in the Board of Directors,
according to art. 17 of the Company's Statutes and art. 20 of the Rules of the Board of
Directors, Directors shall hold their positions for five years, and they can be re-elected. In its
turn art. 21,1 of the Rules of the Board of Directors of the Company, independent directors shall
cease in their positions after having held their position for an ininterrupter period of 12 vears,
from the time the shares of the Company are traded cn the MAB.

And last, it should be noted that as to the information provided for under C.1.6. there are no
senior managers contracts in the Company, according to the interpretation of the CNMV, and in
order to obtain a greater fransparency, just like previous years, all the information is hereby
included regarding those directors of the Company who have been dependant on the Managing
Director at some time in 2013, notwithstanding the fact that the appointment of a Director
General has diminished considerably the first level reports, which results in the decrease of the
number of people dependant directly form the Managing Directer.

Last, the entity has not adhered other ethical or good practices codes, be they international,,
national, sectorial or other.

This annual corporate governance report was approved by the board or governing body of the
entity, in its meeting held on 31% MARCH 2014. Indicate directors or board members who voted
against or abstained on conneclion with the adoption of this report.
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AUDIT REPORT ON THE FINANCIAL STATEMENTS

To the shareholders of Company Zinkia Entertainiment, 5.A.;

1. We have audited the financial statements of Zinkia Entertainment, S.A., comprising the
balance sheet at December 31, 2013, the Income statement, the statement of changes in
equity, the cash flow statement and related notes to the financial statements for the year then
ended. The Directors are responsible for the preparation of Company’s financial statements n
accordance with the regulatory financial reporting framework applicable to the company
{which is identlfied In Note 2 of the accompanying notes to the financial statements) and, In
particular, with the accounting principles and rules contained therein. Our responsibllity is to
express an opinion on the financial statements taken as a whole, based on our audit work
conducted in accordance with the audit regulations in force In Spain, which requires the
examination, by means of selective tests, of the evidence supporting the financial statements
and evaluation of whether their presentation, the accounting principles and policies applied
and the estimates made comply with the applicable regulatory financial reporting framework.

2. In our opinion, the accompanying financlal statements for 2013 present fairly, in all material
respects, the equity and financial position of Zinkia Entertaininent, S.A. at December 31, 2013
and the results of Its operations and cash flows for the year then ended, In conformity with the
applicable regulatory financial reporting framework and, in particular, with the accounting

principles and rules contained therein.

3, Without qualifying our audit report, we draw attention to what is indicated In note 2.i of the
accompanylng notes to the financial statements, where is Indicated that on February 26th
2014, the company decided to seek a declaration of voluntary arrangement process with
creditors. This fact, along with the rest of factors indicated in the same note is indicative of a
significant uncertainty about the company’s abillty to continue as a going concern.

A. Without affecting our audit opinion, we draw attention to what is indicated in note 7 of the
accompanying notes to the financial statements, where is indicated that the company has a
Long-Term Account Receivable with Carears Diapers, LLC amounting to 3,897,977 euro
corresponding to-a minimum guaranteed under a license agreement with this licensee. This
agreement was signed on June, 24th 2012, being settled the deadline for the first collection in
June, 23rd 2013. However, because of the delay in the commerciallzation of the products, on
18 November 2013 both parts agreed to amend the original Agreament. The first deadline was
changed to June, 23rd 2015, Thus, the recovery of the Long-Term Account Receivable will
depend on the successful commercialization of the products.

Grrido Auditores; 5.L.-R.MMadrid, tomo 20,095, folie 17, seccién B, oja h-354.653, inscripeidn 1*
Inserita en ¢l ROA.C. con el niniero $1838-CIF B-83964569
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5. The accompanylng directors’ report for 2013 contains the explanations that the company’s
directors conslder appropriate regarding Zinkia Enitertainment, S.A, situation, the evolution of
its business and other matters, but It is not an integral part of the financial statements. We
have checked that the accounting Information contained In the directors’ report Is conslstent
with that contained in the financial statements for 2013. Our work as auditors was conflned to
checking the directors’ report with the aforementioned scope, and did not include a review of
any information other than that drawn from the company's accounting records..

Garrido Auditores, S.L.
(Registered In R.0.A.C. under no. 51838)

David limé atfas
April 1, 2014
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zinkia:
ZINKIA ENTERTAINMENT, S.A.
BALANCE SHEET AT DECEMBER 31% 2013 (In EUR)
[ ASSETS " [ Note |[ 2013 [ zo1z |
[A] NON-CURRENT ASSETS || | [ 19,120,868] 18,345,852
[1. mtanglble {Ixed assats [ s [ ssm2n]  8ssxee
3, patents, licenses, trademarks and similar 3,355,989 2,639,443
5 Computer software 63,090 50,837
6. OtherIntangible assets
Research 5,092,193 6,104,609
Atlvance for infangible assets 37,773
ﬁl. Property, plant and equlpment _l I 6 I r 54,716! 76,2533]
[2. Plant and other PPE _ I 1 54,716 76,758
Iﬁon-currentinvestments In graup companies andéssocfates | r 7,8 J | 992,164[ 1,003,697|
[1. Equity Instruments 11 [ s92,164] 1,003,697 |
W.Non-currentﬂnancial Investments | | 7,11 | |_ 128,005| 23,183|
1. Equity instruments 26,383 28,183
4, Derlvatlves 3
5. Otherfinancial assets 101,619 -
[V1. Tax credits [zt |[_s319202]  a425759)]
[vI1. Non-cunrrent trade receivables " [701 [ ateasio] 397929
[1. From cllents [ |[ 4124510  3979,29]
[B) CURRENT ASSETS 1 [ soags0] 7,133,764
IIII. Trade and other accounts receivabla I I 1,524,007 | 3,077,641 I
1. From clients 1,369,027 3,415,252
2. Cllents, group companles and associates 112,021 461,236
3. Sundry receivables -
4, Eroployees 21 -
5. Current tax assets 2 731
6. Other tax credits 42,935 100,223
m_u_rrent fnvestments In group companies and assoctates I r7, 11, E | 476,998 | MS@l
2, Loans 1o companles 476,666 445 244
5. Other financial assets 332 416
[V current finandlal investments - |7 ][ 02661 150,459
1, Equlty Instruments 164 181
3, Debt securitles - -
5. Other financial assets 1,012,497 150,278
Mprepaid eApensés | [ J | 23,716' 27,555|
[w11. cash and cash equivalents I[2a [ ooasms]  2532,5]
1.Cash ' 903,439 2,530,618
2. Cash equivalents 139 1,931
[TOTALASSETS [T 1 zs,07082[ 25479,616]

Notes 1-32 in the Jolnt memolr are an Integra

I part of the Balance Sheet at December 31" 2013




ZINKIA ENTERTAINMENT, S.A,
BALANCE SHEET AT DECEMBER 31" 2013 (In EUR)

(8)
= ’ »

-

| EQUITY AND LIABILITIES [[Note J[ 208 | 2012 |
[A) NET EQUITY I 1[_somss] 10145677
[A-1) SHAREHOLDER'S EQUITY 1 “1{_ss82261] _ 10,018,702]
f1. capital s [ 2ms6m7 [ 24s5,677]
[1. Registered capital 1 NI 2,445,677 | 2,445,677 |
[, share premium [ |[_ osmss]  9s57918|
[111. Reserves [ 16 ][ otsa23] 994,353 |
1. Legal and statutory 330,475 | 237,262
2. Olherreserves 587,918 757,091
[1v. Treasury stock [z [ _taoagan]  (o3an)]
|\!. Profit/{loss) carryforwards _J | —I r (2,631,61‘:‘.)[ [3,520,@]_]
@x foss carryforwards B j [ (2,681,613)] (3,520,531}
[wn. profit/(Idss) for the year [ 18 || 020297 932,131 ]
[A-2) ADIUSTMENTS DUE TO VALUE CHANGES [z 0 el (4,003}
Wﬂedgingstransactlons 4' r | r (3,947)| {4,003)|
[A-3) GRANTS, DONATIONS AND BEQUESTS RECEIVED [0 [ 1s8515] 130,978 |
[B) NON-CURRENT LIABILITIES N0 [ esnsn|  soman|
[1-Non-current payables [ 7,28 |[__eso7339]  6,827,306]
1. Debentures ang other marketable securities 2,238,600 -
2. Bank borrowlngs 565,017 759,295
4. Derivatives - 53
5. Other financial llabllltles_ 4,013,422 6,067,958
MNon-current payables with subsidiaries and associates companlr 21 J | | 61,401J
[1v. Deferred tax liabllities 1 [ e3904] 55,586 |
[c) CURRENT LIABILITIES |[ 7,33 |[__77196068]  8389,605]
WL‘urrent provislons I F J r 100,000| J
(1L, Current payables [ 1L 4,253,867] 4,147,761
1. Dabentures and other marketable securities 33,049 2,027,004
2, bank borrowings 1,296,397 1,405,032
5. Other financial liabl!Ities 2,924,421 7-15,725
[Vi, Current accruals and deferred income L7 134| [ 28,755 ]
|v, Trade an other paysbies 10 | [ 2,527,583 2,993,628 |
3, Sundry payables 2,102,376 2,204,575
4, Wages and salarles pending of payment 20,114 368,248
6. Other tox payables 405,093 420,805
7. Advanced payment from clients _
[v1. current accruals and deferred Income Il | [ 309,463 1,248,256 |
[TOTALLIABILITIES AND EQUITY [ 1| 230r0829] 25479616

Notes 1-32 In the Jolnt memolr are an Integral part of the Balance 3

heet at December 31%, 2013.




ZINKIA ENTERTAINMENT, S.A.
INCOME STATEMENT FOR THE ANNUAL PERIOD ENDED AT DECEMBER 31“ 2013 {In EUR)

[ Note |[ 2018 [ 202 |
1. Revenue 22.b 5,290,982 8,239,438
3, Own work capltallsed 5 1,209,088 1,335,634
1. Raw materlals and consumables 2 {162,279} {28,132)
5. Qther operating revenues 22.f 1,470
6. Staff expenses 22.e (2,084,239)] (3,045,718}
7. Other operaling expenses 224 (2,602,706)|  (2,702,036)
8. Flxed assets amortisation 5,6 {1,129,183)]  {1,592,435)
9, Allacation of grants and other non-financial assets 20 16,342 12,554
11 Impalrment and profit/{loss) on fixes assets disposals
a) Impalrment and Josses 5 (435,843) -
b) Protit/{ioss) an disposals and other 2,145
12, Other results {102,950} {112,972
A) OPERATING PROFIT/(10SS) | | [__ie8)  2,109,9%8]
13. Finahclal Income 31,902 33,021
14, Financial cxpense (1,401,813) (969,119}
15, Change in fair value of financial Instruments - -
16. Bxchange differences 22.a (423,580) {16,030}
17. Impalrment losses on disposal of financial instruments (13,333) 731 .
[B) FINANCIAL PROFIT/[LOSS) 1 | (3,806,822 (953,397)]
[C) PROFIT/{LOSS) BEFORE INCOME TAX I " ][ sores2l 1,158,550
ECorpurate Income tax _! i 23 J I 787,355 | (226,419)l
[D) PROFIT/(1.0S5) FORTHE YEAR HiB | [tozoz0n] 932,131

Motes

1-32 in the joInt memalr are an Integral part of the Income Statement corresponding to 2013.




zinkia~
ZINKIA ENTERTAINMENT, S.A,
STATEMENT OF CHANGE IN EQUITY AT YEAR END DECEMBER 31° 2013 {In EUR)
A) STATEMENT OF RECOGNIZED INCOME AND EXPENSE (In EUR)
[ 23 | 2012 |
|Al Profitf{loss) for the year | (1,020,297)| 932,131 |
Incorne and expense recognised directly In equity
. Change In valiie of financlal assets - -
1. Avallabie-for-sale financlal assets - -
2. Otherincome/expense - .
IL. Cash-flow hedges (96) {4,004}
IIl. Grants, donations and bequests received 64,086 46,469
V. Aristng from actuarial gains and losses and otheradjustments - -
V. Tax effect {19,226) (11,617)
IE) Total income and expense recognised directly in equlty I 44,763 l 30,758 |
Transfers to income statements
VI. Change In value of financlal assets {9,883) -
1. Avallable-for-sale financial assets - -
2. Other Income/expense (9,883) -
VI, Cash-flow hedges 151 6,090
VIil. Grants, donations and bequests received {16,342} (12,554)
IX. Tax effect 4,903 3,139
@otal transfers to income statements | (21,17i)| (3,325)|
[TOTAL RECOGNISED INCOME AND EXPENSE (A+B + €) | {996,706)| 959,564 |

Notes 1-32 In the Joint memolr are an integral part of the Recognised Income ang Expenses In 2013,
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ZINKIA ENTERTAINMENT, S.A.
CASH FLOW STATEMENT AT YEAR END DECEMBER 31* 2013 (In EUR)

[BY CASH FLOWS FROM INVESTMENTS
[6-Paldon Invesiments (-}

[ 12209,482)] _ (4,702,558]]

A)CASH FLOWS FROM OPERATIONS 12312013 12/31/2012
T, Profitbéfore taxes {1,807,652) 1,158,550 |
[2. AdJustmentsto profit foss) [ 3358790] 2,662,105
[a) Fixed asset depreclation 1,129,183 | 1,592,435
[BYValue corrections | 449,176 731
[cYProvisTons variatfon ' | [ 100,000 | -]
[d)Frofit{loss] from fixed asset disposals | | | (2,145)|
e} Hrianclal Income | [ (3z05]_ (33.020]]
T Financial expenses | [ 1A401,813] 969,119 |
[T Exchange difierences | [ 423580] ___ 36,030]
[y Allocatlon of grants 1 {16347 Ti2,558)]
[DOtherIncomes and expenses ' ] r 7,990 | ' 113,977 |
[3. Change In werking capltal ] | 266,199 | [2,905,434)]
[BYOther current assets and llabilities | | 2,452,705 | (2,429,424)|
[e) Ereditors and éther payables | | 3,939 ] 3,355 |
[} Credlitgrs and giher payables | | {466,045]] 1,472,562 ]
[d) Other current llabItes [ {938,792]] 1,748,256
[dFOimgrnon-current assets and flabilltles | [ (785807 (3,200,183]]
[#.~Other cash flows from operatlons ] [ (897306) ___ (738,205]|
[a}Interest pald | ¢ [ {702,799)] {539,605)]
[b] Dividends recelved | [ -1 -]
[ci Callections { payments) for corporate Tncome tax | | [91,547}] (60,612)]
{d) Other payinents {colleclions} | I {102,990}] {112,977)}
[eXCollections lor Interests ] I 430 | 986
[5.- Cashi flows from operations {1+2+3+4) ] | 1,019,740 ] 177,016
|
|
I

[a) Group companles and assoclates [ {139}] {68]
[BYintangible assets {1,719,484)] _ (1,410,589]]
[€) Property, plant and equipment {2,610]] {7.631]]
[eYOther nanclal assets | {987,249)] (284,270}]
[7. Amounts collected from divestnients (+ | 23,427 | 371,683 |
[a) Gro'up__c_ompanles and associates | | 27,107
[e] Other financlal assets [ 23,427 | 344,576 |
f8. Cash Tlowss from Investments {7-6) [ {2,186,054)] (1,330,874)]

[ ) CASH FLOWS FROM FINANCING ACTIVITIES

[8. Cellections and payments on equity Instruments | (185,793)] 389,549 |
{404,187)] (39,369)]
Jd) Disposal of equity Instruments | 218,395 | 428,918 |

(266,952)] 3,757,598 |
1,268,182 | 4,815,728 |
| I -1
i | 1,137,081 |
i 1,768,182 | 3,678,647]
(1535778 [1,558,130)]
i (357572 (997,317)]
[ 3377602 {560,813

[10. Coflections and payments on financtal Nabillly instrurne nts
|atlssues

[1. Debentures and other marketable securltles

[2. Bank borrowlngs
|3. Other payables
[DYReturand ameitlsation of

|
|
]
|
|
I
|
{c)Acquisition of equily Instruments | [
|
|
|
|
|
|
I

[1. Bank borrowings |
[2. Other payables |
[11. DIvidend payments and returns on other equity instruments |
|
|

| | -]
[12. Cash flows from financing (9410+11) [ {452,785})] 3,647,147 |
[} Eifect of exchange rate fluctuatiohs | {9,871]}] 13,4£|
[ENETTRCRERSE/DECREASEIN CASH OR CASH EQUIVATENTS (//5+7/8F124/D] |  [__ {1,628,970}f 2,506,731 |
‘[Cashand cash equivalents at fanuary, 1 | [ 2532549  25819]
{Cashand cash equjvalents at December, 31 | i 803,578 ] 2.532,549]

Notes 1-32 In the Jolnt merindir are an Integral part of the Cash Flow Statement In 2013.




ZINKIA ENTERTAINMENT, S.A.

NOTES TO THE ANNUAL FINANCIAL STATEMENTS IN 2013
(In EUR)

1, General Informatfon

The Company was founded as a limlted liabillty company under the name of Junk & Beliavsky, S.L. on April,
27™ 2000. On December, 27 2001, the name was changed to Zinkia Sitement, S.L, and the company's
registered offices were established at Calle Infantas, 27 in Madrid,

on June, 11" 2002, the namie of the company was once again changed ta ZINKIA ENTERTAINMENT, S.L.

On July, 20™ 2007, the General Mesting of Shareholders agreed to transform the company into a public
limlted company, which was formalised n the public deed executed before the notary public of Madrid,

Miguel Mestanza (turmendt, on October, 24" 2007.

The corporate purposes of the Company, which are governed by the terms of the Capital Companies Act, are
as follows:

a) Buslness activities related to the production, prometion, development, management, exhibitlon and
commerdialisatton of cinematographic, audliovisual and musical works as well as the activities

related to publishing of musical works.

b) Rendering services related to the development of interactive software, hardware and consulting In
the flald of telecornmunlcations.

Buying and selling shares and debentures which may or may not traded in domestic or foreign stock
markets, and other hegotlable securities and real estate. By law, the Company's business actlvitles
exclude those activitles reserved for stackbrokers, collective investment institutions and property

c)

leasing.

d) Managing and administering all kinds of companles including industrial, commercial and service
companies.and holding interests in existing or newly-created companies, either by participating in
their governing bodles or by holding shares or flnancial Interests Tn them. Thése actlvities may also

be performed on behalf of third parties.

e) Providing the companles In which it holds interests with advisory, technlcal assistance and simtlar
services in relation to thelr administration, financial structure or thelr productive or commercial
processes.

The Company’s activities are focused primarlly on those described in ltems a and b.

According to article 6.1 of the Royal Detree 1159/2010 of September 17™ which approves of the Rules for
the Preparation of Consalidated Financial Statements, the Company s the parent of a group of compantes
{Note 8), and as such, and since the Company has issued securities which are traded ona regulated markef in
a Member State of the European Unlon, the Company is presenting Its yearly consalidated statement under
EU-IFRS financial statements standards, Such statements were prepared by the Directors at a meeting of its

Board of Directors on March 31 2014.
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2. Basis of presentation

a) Repulatory framework of financial information

These annual flnancial statements have been prepared by the Dlrectors ln accordance with regulatory
framework of financial information applicable to the Company:

o Spanish Commerclal Code and the rest of mercantile laws.
General Chart of Accounts approved by the Royal Decre¢ 1514/2007 and Its Sector adaptations.

o Accounting mandatory rules approved hy the [CAC (Spanish Accounting and Audit Institute}
developing the General Chart of Accounts and related rules.

o The rest of the applicable Spanish accotunting regulations.

b) True and falr view

These financial statements liave been prepared on the basls of the Company’s accounting records and they
are presented in accordance with regulatory frantework of financlal Information and related accounting rules
so as to present fairly the Company’s equlty, financlal situation and results and accurately cash ffow in the
cash flow statement, during this period._These annual financial statements, which were prepared by the
Directors of the Company shall be subject to approval by the Annual Shareholder's General Meeting, where
they are expected to be d@pproved without further modlhcation The financial statements for 2012 were
approved by the General Meeting of Shareholders held on June 27" 2013.

¢) Accounting principles

The financlal statements were prepared by applying generally-accepted accounting principles, No accounting
principles with slgnlficant effects on the financlal statements were omitted.

d) Crltical measurement issues and estimates of uncertainty

The praparation of the financial statements requires the use by the Company of certain estimates and
judgements In relation to the future that are assessed constantly and are based on historical experience and
other factors, including expectations of future events considered reasonable under the circumstances.

The resulting accounting estimates will, by definitlon, seldom match the actual results. The estimates and
assumptions that have a significant risk of causing a materlal adjustment to the carrying amounts of assets

and liabilities within the next fiscal yearare discussed below.

d.1) Fair value of derivatives or other financial instrunients

“The falr value of financial instruments that are not traded on an active market is calculated using. valuation
techniques. The Company uses its judgement to select a varlety of methods and make assumptions that are
mainly based on market condltlons existing at each balance sheet date. The Company has carried out the
analysis using the discounted cash flow method of various held-for- sale flnancial asséts that are hot traded

on active markets.,
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d.2) Useftil fives property, plont and equipment

The Company management determines the estimated useful lives and related depreciation charges for Its
property, plant and equipnient. These estimates are based on the estimated life cycles of the products In the
high technology segment. This could change conslderably as a conseguence of technical Innovations and the
actions of competltors as a reactlon to the sector hard cycles. The Management will increase the
depreclation charge where useful lives are shorter than previously estimated, and write off or wrlte down
technically obsolete or non-strateglc assets that have been abandoned or sold,

Although these estimates were made baséd on the hest Information avallable at year-end 2013, it is possible
that events may accur In the future, requlring therefore adjustments (upwards or downwards) [n coming

years, to be held, if applicable prospectively.

e) Comparabllity of information

The Company has included the figures from the previous year Financial Statements as there is no reason why
the figures from both years would not be compared.
f) Grouping of items

For clarity purposés, the items presented in the balance sheet, income statement, statement of changes in
equity and cash flow statement are grouped together and, where necessary, a breakdown Is included in the

relevant notes to the financial statements.

) Changes In accounting policles

During this Interlm period, the Company has not applied changes In accounting policies following its usual
accounting policy,

) Correction of errors

There were no corréctions of prior perlod errors.

i) The going concern principle-Negative Working Capltal

The balance sheet shows a negative Working Capltal of EUR 3,278,708 at December 311" 2013 (EUR
1,255,881 at December 31*" 2012), mainly due to the attention and maturity of the financlal debt of the
Company vis-a-vis a private entity. Meanwhile the profit and loss account shows a negative result in 2013 of
1,020,297 euros. The followlng summarizes additlonal information:

1.1} Position of the Company and neqotiation processes

As noted in the Annual Accounts of the previous year, the Company, despite its business growth,
contemplated difficulties in order to meet part of its payment obligations expected In 2013. Therefore,
during this year, and among the different alternatives considered by the Company, a hond issue was Initlally
concelved as a viable means to obtaln additional funding, and thus, on April 18" 2013, Zinkia began before
the CNMV the process of enrolment in the official recards -of the relevant Registration fecument of the
Company, following Article 92 of the Law 24/1988 on the Securltles Market. The Reglstration Document was

.approved nearly three months after its submission, on July 4" 2013, date of its official registration by

Decision of the CNMVY.
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Followlng to the approval of the Registration Document, Zinkia prepared the carresponding Admission Paper
in ordeér to launch # Bond issue aimed at Institutlonal Investors, which supposedly was unfimited as to the
amount of bonds to be Issued, and for which Law did not set any standard minimum face value for each
Bond but a minimum subscription of €100,000 per Investor,

For thls purpose Zinkla together with its advisers designed and prepared the transactlori {with the
corresponding Securitles Note concerning the Admission of Zinkla's Simple Bond Issue) consldering an Issue
of Bonds among Investors with a minimum subscription of €100,000 per investor and therefore not
considering the public offer of Bonds for the purposes provided In art. 38 of Royal Decree 1310/2005, of
November 4™ , partlally developlng Law 24/ 1988 of 28! July, on the Securities Market, on the admission of
securlties to trade in efficlal secondary markets; public offers for sale or subscription and the paper required
for that pufpose, and with a unit nominal vatue of € 1,000 per bond. This operation was not authorlzed hy
the CNMV under the conditlons proposed by Zinkia, for the Commisslon finally required the unlt valire of
each Bond to he set at the amount of € 25,000 which, in the opinion of the Directors of the Company,

resulted In no titles belng placed.

After these events, Zinkia considered to aim the bond Issue at lhe retail public with the Issue lImltations
established by law, and so proceeded to present on September 6" 2013, in accordance with Artlcle 24 and
following of the Real Decree 1310/2065, of 4" November, partially cleveloping Law 24/1988 of 28" July, an
the Securlties Market, on the admisslon of securities to trade in offictal secondary markets, public offers for
sale or subscription and the paper requlred for that purpose, a first draft of the Securities Note that was

finally approved by the CNMV on October 7M 2013.

Given this lengthy pracess, and the changlng of approaches, the Company does not consider the securitles
placed are enough and decldes to renounce to the Issue.

Given the manifest impossibility to meet the next milestones In the pay back of the financlal debt, such as
was the amortization to maturity of the debenture bond issue "Simple Debentures Zinkia 1st issue", and the
final redemption or repayment of the loan made by a private Foundatlon, both reaching up ta about
5,000,000 € and which were maturing in November 2013 and February 2014, respectively. .

Given this situation, and in erder to protect hoth the assets and hvterests of Zinkia, as well as to enable the
Company to continue with business as usual under the umbrella of legal protection, Zinkia requested, on
October 31* 2013, the lega! procedure under art. 5 bis of the Insalvency Act in order to renegotiate and
continue negotiations with the different creditors of the Company.

From the date of the applicatlon for the procedure, the Company had a three month period (that is, until
January 31°2014) to achieve a refinancing agreement with its main creditors in-order to (once process 5 Bls
is ended) continue with its business and activity. Throughouit this process, there have been endless numbers

of procedures, negotlations and agreements summatrized as follows:

Renegotlation of debt. with the bondhalders, at the General Meeting of Bondholders of the
"zinkfa's Simple Debeniures 1** Issue” of 2010, which took place on December 9™ 2013 on second
call, where they agreed, among other things, on the maodification of the Final Terms of the issue
(such as the market was Informed by communication of the corresponding Relevant Facts in both
the official pages of MAB and CNMV, as well as on the offfclal webslte of the Company {www .

zinkla.com), and more specifically:

Modification of the Final Ternis for the "Zinkia's Simple Debentures 1* [ssue" in the following terms:
o Change of the writing-off date to maturity, originally scheduled for the third anniversary from the

Date of issue, subscriptlon and payment, that is to say November 12t 2013, and setting it on the
fifth anniversary from the Date of issue, subscription and payment, that is to November 12" 2015,
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o Inclusion of the possibility of early writing-off by the Issuer in the first year, that Is, on November
12" 2014, who wlll therefore proceed to pay the corresponding coupon untll that date.

o Modiflcation of the fixed rate annually payable In the coupons to be paid in 2014 and 2015, The
fixed rate changed from 9.75% to 11%.

SInce the above ainendments were approved, the full amount of the coupon corresponding to the 2013 rates
{9.75%) was pald. This coupon was pald to the holders of the bonds of the referred Issue in December 2013,

—  The company INTEGRA CAPITAL PARTNERS, SA (“Integra") was hired In order to Implement a
Viability Plan Including all the revenue estimates derived from the actlvity in the coming years, as
well as all the payment obligations Intended by the Company and, what Is more important, that
could actually be proposed by the Company, in order to have an Impartlal third party ensure that, if
the forecasts of the Company In thelr most conservative sceharlo, and after the due sensitivity
analysis, were fullfilled {and Indeed, all scenarios were well behlnd the projections of real business
of the Company, which are de facto much more optimistic), the Company could face the
commitments reached under the so calied 5Bfs refunding procedure.

The Miability Plan Is performet| by means of a mathematical, computer pregram used to calculate, from some
glven premises and preset scenarlos, the Income Statement, Balance Sheet and Statement of Treasury
corresponding to the projected months and years and, according to those results, to estimate the conditions
and payment schedules that can be offered to different creditors. All In order to confirm that the Company
may afford all the payments and abligations offered to each creditor and therefore confirming that the
company Is viable In financial and economlc terms, and that the Company has sufficient level of solvency
hased on the actual business assets, as well as sufficient structure as to afford the realistic and effective
completion of its payment obligations to creditors within the proposed timeframe.

As a result of the Viability Plan, the Company approved the offer of certain payment terms that were
negotiated with the main credltor groups. ‘

Zinkia held some interviews with its main trade creditors, as well as with all the financial institutions
Involved, in arder to evaluate thelr bargain power and their will to reach the refinancing agreements
that could lead to the end of procedure 5 Bis and the signing of the relevant reflnancing
agreements. Finally, afier talks and Interviews held by Zinkia indlvidually with each of the flnancial
institutions, Integra was charged also with the coordination of the negotiation and skgning of the
refinancing agreements with ali entitles, so as to reach theé agreement of the whole banking "pool”

under the same conditions.

Although the Company was successful in reaching a refinancing deal with the bondholders, with most of the
commerclal creditors, and although negotiations had been also successful with the different committees of
banks which had already approved the refinancing operations, on the February 26" 2014 the Board of
Diractors of Zinkla decided to seek a declaration of voluntary arrangement with creditors due to the refusal
of renegoliation by private lending Institution regarding an amount of EUR 2,500,000 (Note 19)

1.2) Overdue balances at the year end and actions taken.

The due, unpaid balances with financlal institutions at December 31* 2013 amounts approximately to
818,054 euros. As it has been mentloned in the previous item, in October and given the lack af liquidity, In
order to protect the assets .of the company, while looking far favourable conditions of bargain, on 31
October the Company requested before the Courls of Madrid protection under the so-called 58ls procedure
of the Insclvency Act then in force. Asthe result of this procedure, negotiattons with all tinancial Institutions
were held, and an viable agreement for the Company was reached, but was not actually signed because the
Company had requested previously the Voluntary Arrangement with Creditors as the result of the refusal by
a ptlvate entlty to sign a refinance agreement. As stated above, the Company had to submit to the Voluntary
Arrangement with Creditors and therefare the negotlation process with the maln creditors, whatever their
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nature, are null and votd. Since then, the Company has been working on a Viability Plan that will afford to set
some payment deadlines in order to meet all of the Company's debt. At the time when these flnanclal
statements are being prepared, the Company Is working Internally on a proposal of agreement containlng
the conditlons to be offered to each creditor group.

i.3) Actions to generate liquidity.

As it has already made known to the market several times, the Company has been working for almost two
years in finding appropriate sources of furiding, and has analysed all possible alternatives to generate
addittonal liquldity, so that the necessary financlal resources are generated In order to ineet all the
commitments of the Company and so that the Investment projects of the Business Plan can be faunched.

In order to solve the deficit revealed In the financlal resources, other alternatlves for generating additional
liquidity are heing analysed, while negotfattons with potential investors are still being held, The Company, in
spite of the situatlon, is still growing and working on the development of Its business, and keeps obtalning

Income in different ways:

Increased revenue due to the internatlonal expanston of the brand, thus diversifying the cash
generation coming from different countries,

Zinkla has signed two new Commercial Licensing Agent agreements and Merchandising Celebrlty
Encorsement for the United States and Canada with the reference company in that sector, IMG
Worldwide, Inc. ("IMG"). In addition, the Company has also slgned a new Merchandising Licensing
Commerclal Agent agreement with Square Licensing Ltd. {"Square Licensing") for the United

Kingdom and Ireland.

Improving the exploitation of digital licenses, online content and associated advertising In order to
Increase the recurring cash inflow from this actlvity, This type of licensing has a much shorter
collection period than traditional licenses,

Oh November 20™ 2013, the Company was communicated the definitive resolution of the ald
granted within the subprogram of Strategic Action for Economy and Digltal Society promoted by the
Minlstry of Industry, Cnergy and Tourism, amounting to EUR 541, 970, and consisting of a subsidy of
65,036 euros and a loan of 476,934 euros: This aid Is lintended for a project already engaged by the
Company, and which the Company aims to develop with its own staff mostly, so that the costs
thereof remaln subsumed as part of Its current costs, and so that all this activity wouild be financed
by this operatlon.

At present the Company is still in the process of seeking funds to develop Its business plan,
considering many alternatives (banks, Investment funds, etc.).

These actlvities are fully detalled In the management report presented by the Company together with these
annual Financial Statements, Therefore, the Company continues to grow and has declded to prepare these
annual Financlal Statements by applying the principle of functioning company and consldering that all these

are transitory circumstances on their way to be salyed.

The Directors of the Company counstder that, If the different creditors were to adhere the Proposal of
Arrangement that the Company s preparing, this, togéther with the rest of the other actlvities that are belng
carried out, will lead the Company to obtain the financlal resources and the necessary agreements to fulfil afl

of Its obllgations,




3, Accounting polictes

3.1 Intanglhle assets

a) Research and development expenses

Research expendlture Is recognised as an expense when Incurred. Development costs incurred In projects are
recognised as Intangible assets when [t Is probable that the project will be carrled out consldering its
technologlcal and commaercial feasibilily, there are sufficient technlcal and flnancial resources to complete it,

the costs incurred may be measured rellably and a profit is likely to be generated.

IF an asset’s carrylng value is greater than the estimated recoverable amount, the carrying value Is written
down Immediately to the recoverable amount (Note 3.4),

If the clrcumstances favouring the project that permitted the capitalisation of the development costs should
change, the unamortised portion is expensed in the year of change.

b) Licenses and trademarks

Licences and trademarks have defined useful lives and are carrled at cost less accumulated amortisation and
recognised value adjustments for impalrment. Amortisation s calculated using- the straight-line method to
allocate the cost of trademarks and licences over thelr estimated useful lives of 3-5 years.

¢} Computer software

Acgulred computer software licences are capitalised on the basis of the costs Incurred to acquire and bring
to use the specific software. These costs are amartised over the estimated useful life of five years.

Expenses assaciated with software maintenance are recognised when incurred. Costs directly refated to the
praduction of Identifiable and unigue computer pragrams controlled by the Company and that will probably
generate economic benefits exceeding costs beyond orie year are recognised as intangible assets. Direct

costs include costs relating to employees developing the software and an appropriate percentage of general

expenses.

Software development costs recognisec as assets are amortised over the software's estimated useful lifs,
which does not exceed 5 years.

3.2 Property, plant and equipment

Property, plant and equlpment items are stated at acquisition price or production cost, less accumulated
depreclation and accumulated impalrment losses recognlsed.

Own waork capltalised Is measured by adding the direct or Indlrect costs of the asset to the price of the
consumable materials.

The costs assoclated with expanding, upgrading or Impraving property, plant and equipment are carried as
an Increase in the asset’s value only when they entail an Increase in its capacity, productivity or the extenston
of Its useful life and provided that in the case of assets written off from inventories owing to replacement,

the.carrylng value can be known or estimated.

The cost of major repairs Is capitalised and depreciated over the estimated useful life of the assef, while
recurrlng maintenance costs are ¢charged to the income staternent In the year In which they dre Incurred.
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Depreclatlon of property, plant and equipment, with the exception of land, which s not depreciated, Is
calculated systematically using the straight-line method over the assets’ estimated usefut lives based on the
actual decline tn value brought about by operatlon, use and possession, Estimated useful lives are as follows:

Property, plant and egulpment Years
Machinery and tooling 4-8
Other equlpment 8
Furnishings 10
Data-processing equipment 4.5
Other PPE 10

The residual values and useful lives of assets are reviewed and adJusted, if necessary, at each balance sheet
date,

If an assel's carrying value is greater than the estimated recoverable amount, the carrying value 1s written
down Immediately to the recoverable amount {Note 3.4).

Galns and losses on the disposal of property, plant and equipment are calculated by comparing the sales
revenue with the carrying amount and are recognised In'the income statement,

3.3 Interest costs

Financial expenses directly attributable to the acquisition or construction of fixed assets that require more
than ane year before they become operational are included in the cost of the assets until they are ready for

use.

3.4 Losses due to Impairment of non-financlal assets

Assets with Indefinite useful lives, such as goodwlll, are not amorbised but rather tested annually for

Impairment. Depreclable assets are tested for losses due to impairment whenever there is an event or
circuninstance that indicates that the carrylng value may not be recoverable. An impairment loss is recognlsed
for the amount by which the asset's carrylng amount exceeds its recoverable amount, understood as the
asset's fair value less the higher of costs to sell and value In use, For the purposes of assessing impalrment
losses, assets are grouped together at the lowest levels for which there are separately ldentifiable cash fiows
(Cash Generatlng Units}). Non-financial assets other than goodwill, which are Impaired, are reviewed at the

balance sheet date for reversal of the loss.

3.5 Financial assets

a) Loans and_receivables: Loans and receivables are non-derivative financlal assets with fixed or
doterminable payments that are not quoted on an-active market. They are included In current assets, except
for those maturities dates longer than 12 mionths since the halance sheet date, which are classified as non-
current assets. Loans and recelvables are included in “Loans to companies” and “Trade and othér

receivables” in the balance sheet.

Financlal assets are Initlally carried at fair value, including directly attributable transaction costs, and are
subsequently measured at amortised cost. Accrued Interest is recognised at the éffective Interest rate, which
1s the discount rate that brings the instrument’s carrylng amount into line with all estimated cash flows to
maturity. However, trade receivables falllng due in less than one year are carried at thelr face value at both
Initiatly and subsequently, provided that the effect of not updating the cash flows Is nat significant.

At least once a year at the end of the year, the necessary value adjustments are made to account for
17




Impairment when there s objective evidence that no receivables will be collected.

‘The amount of the impafrment loss Is the difference between the asset's carrylng amount and the present
value of estimated future cash flows, discounted at the effective Interest rate prevailing at the date of initlal
recognitlon. Value adjustments, and reversals, where applicable, are récognlsed in the income statement.

b) Held-to-maturity_Investments; Held-to-maturity financlal assets are debt securitles with fixed or
deterniinable payments and fixed maturty, that are traded on an active market and that Company
management has the positive intentlon and abllity to hold to inaturity. If the Company sells a materlal
amount of held-ta-maturity financlal assets, the entire category would be reclassifled as avallable for sale.
These financial assets are Included in non-current assets, except for those maturing in less than 12 months of

the balance sheet date which are classified as curvent assets.

The measurement criteria applied to these investments are the same as for loans and recelvables.

c) Financial assets held for trading: All those assets held for trading, purchased for sale in the short term or
that form part of an Instrument portfolio, identified and managed Jointly to obtain short-term galns.
Derlvatives are dlso classified as held for trading provided that they do not relate to a financial guarantee

contract and have not been designated as a hedge.

assets at fair value through profit or loss: are cansidered financial assets at fair value

<s those financial assets designated by-the Company upen Initial recognition for inclusion
re Included in a

d) Other Financlal

thraugh profit or lo
in this category due to this recognitlon reduces accaunting mismatches or these assets a

group whose performance Is measured at falr value according to an informed strategy.

e) Equily investments in group companles, jointly-controlled entities and associates: They are stated at cost
less, where appropriate, accumulated value adjustments for Impairment. Nonetheless, when there is an
investment prlor to its classificatlon as a group company, jointly-controlled entity or associate, Its carrying
value prior to that classification is regarded as the Investment cost. Previous value adjustments accounted

for directly In equity are held under this heading until they are Viritten off.

If there Is ahjective evidence that the cariying value cannot be recovered, adjustment are made as necessary
to reflect the difference between the carrylng value and the recoverable amount, this belng understood as
the fair value less the cost of the sale-and the current value of the cash flows derived from the investments,
whichever Is greater. Unless there Is better evidence of the recoverable value, when estimating the
Jmpairment of these investment the net equlty of the investee company corrected by the tacit surpluses
existing on the valuation date is taken into account. The value adjustment and, if approptlate, Ifs reversal,

are reftected in the income statement for the year in which they arise.

f} Avallable-for-sale financial assets: This category includes debt securities and equity Instruments that have
not been classified tn any of the preceding categorles. They include non-current assets unless management
intends to sell the Investment-within 12 months of the halance sheet date.

They are measured at fair value and any changes are recarded In equity untll the asset s disposed of or I
Impaired, which shall be the time when the accumulated gains and losses are taken to the income statement
provided that such fair value can be determined. Otherwlse, they are reflected at cost less [mpairment.

Impairment Is considered permanent whenever thete is a drop of mare than 40% in the market value of the
asset, or if It has declined for over one year and a half period with no recovering.

The falr values of quoted Investments are based on the prevalling bld prices. If the market is not active for a
financlal asset {and for unlisted securities), the Company ostablishes a falr value by uslng valuation
technigues. These include the use of recent arm’s lerigth transactions, reference to other instruments that
are substantially the same, discounted cash flow analysis methods and aption pricing models, making a
maximum use of observable market data and relying as little as possible on the Company’s subjective
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conslderations.
Financial assets are written off when substantially all the risks and rewards attached to ownership of the

asset are transferred. For accouats receivable In particular, this situatlon Is generally understood ta arise If
the insalventy and default risks have been transferred.

Assets designated as hedged Items are subject to the measurement requirements of hedge accounting {(Note
3.6).

3.6 Financlal derlvatives and hedge accounting

Financtat derlvatives are measured at falr value at hoth nltial recagnition and subsequent measurement.
Resulting palns and losses are recognised depending on whether the derivative Is designated as a hedging
Instrument or not and, If so, the nature of the item being hedged. The Company designates certain

derivatives-as;

a) Falr value hedges: Changes In the fair value of derlvatives that are designated and qualify as falr value
hedges are reflected In the income statement together with any changes Ii the fair value of the asset or

liability hedged that are attributable to the hedged risk.

b) Cash flow hedges: The part of the change in the fair value of the derivatives designated as cash flow
hedges is tentatively recognised in equity. It is taken to the income statement In the yeais in which the

forecast hedged transactlon affects results unless the hedge relates to a forecast transaction ending in the
recognition of a non-financal asset or fability, In which case the amounts reflected in equity are Included In

the cost of the asset when It is acquired or of the [fability when it s assumed.
The galn or foss relating to the Ineffective portion isrecognised immediately in the Income statement.

¢) Hedges of a net investment In forelzn operations: For hedges of net investments in joint ventures without

a separale legal personality and foreign branches, changes in the value of the derivatives attributable to the
hedged risk are recognised temporarily in equity and taken to the Income statement in the year when the

investment In the foreign operatlon is disposed of.

Hedges of net Investments in foreign operations In subsidiaries, jointly-controfled entities and assaciates are
treated as fair value hedges with respect to the exchange componeiit.

Hedging instruments are measured and accounted for by nature insofar as they are not or are no longer
effective hedges,

For derivatives not qualifylng for hedge accounting, any galns or losses fh fair value are recognised
immediately In the income statement.

3.7 Equilty

Share capital consists of ardInary shares.

The cost of Issuing new shares or options is charged directly against equity, as a reduction In reserves.

In the event that the Company’s acquires treasury shares, the price pald, including any directly attributable
incremental cost, is deducted from equity until the treasury shares are redeemed, relssued or sold. When
treasuiy shares are subsequently sold or refssued, any atount recelved Is taken to equity net of directly

attributable incremental costs.
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3.8 Financial liabllities

a) Creditors and payables

This Includes trade and non-trade payables, Borrowings are classed as current llabllittes unless the Company
has an unconditional right to defer settlement for at least 12 months as from the halance sheet date,

Payables are initially recognlsed at falr value, adjusted for directly attributable transaction costs, and
subsequently measured at amortised cost using the effective Interest method. The effective interest rate is
the discount rate that brings the Instrument’s carrying amount Into ine with the expected future flow of

payments to the maturity date of the llability.

Nonetheless, trade payables falling due In less than one year without a contractual Interest rate are carrled
at thelr face value at both inltlal recognition and subsequent measurement;, provided that the effect of not

discounting flows is not significant.

In the event of the renegotiation of existing debts, the financial liability is not deemed to change significantly
when the iender of the new loan Is the same as the initial lender and the present value of cash flows;
including net fees, is not more than 10% higher or lower than the present value of cash flows payable on the

orlginal iabllity, caleulated using the same method.

For convertible bonds, the Company determines the falr value of the liability component by applying the
interest rate for similar non-convertible bands, This amount Is recorded as a liabillity ¢n an amortised cost
basis until it is settled on conversion or maturity of the bonds. Other income obtalned is assighed to the

converslon option that Is recognised in equity.

b) Financial liabllities held for trading: All those held-for-trading liabilities issued to be repurchased in the
short term or that are part of a financlal Instrument portfolio, Identified and managed jéintly to obtain short-
term galns. Derivatlves are also classified as held for trading provided that they do not relate to a financial
guarantee contract {i.e. securitles) and have not been designated as a hedge.

¢) Other Financial llabjlities at fair value through profit or loss: are cansidéred financial llabilities at fair value
through profit or loss those financial liabilitles deslgnated by the Company management upon initial
recognition for Incluslon In this category due to this recognition reduces accounting mismatches or these
liabilities are Inclucded In a group whose perforniance is measured at falr value according to an informed

strategy.

3.9 Grants recelved

Repayable grants are recognised as lfabilitles untll the conditions for the grants to be treated as non-
repayable are fulfliled. Non-repayable grants are recognised directly In equity and are taken to income on a
systematic and rational basls in line with grant costs, Non-repayable grants recelved from shareholders are

recognised directly in equity.

A prant Is deeined to be non-repayable when it Is awarded under a specific agreement, ail stipulated
conditlons for obtaining the grant have been met and there are no reasonable doubts that the funds will be

received.

Monetary grants are carried at the fair value of the amount-granted and non-monetary grants are carried at
the falr valiie of the asset received, at the recognition date In both cases.
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Noh-repayable grants used to acquire intangible assets; property, plant and equipment, and investment
property are recognised as Income for the perlod in proportlon to the amortisation or depreciation charged
on the refevant assets or, if applicable, upon thelr sale, value adjustment or write-off. Non-repayable grants
related to specific costs are recognlsed in the income statement in the perlod in which the relevant costs
accrue, and non-repayable grants awarded to offset an operating deficit are recognised in the year they are
awarded, unless they are used to offset an operating deficit {n future years, in which case they are

recognised In those years.

3,10 Current and deferred taxes

Income tax expense {ncome) Is the amount of income tax that accrues during the perlod. It Includes both
current and deferred tax expense {income).

Both current and deferred tax expense {income} is recognised In the Income statement. However, the tax
effect of ltems recorded directly in equity is recognlsed In equity.

Current tax assets and liabflities are carried at the amounts that are expected to be payable to or recoverable
from the tax authoritles, In accordance with prevailing legislation or regulations that have been approved

and are pending publication at the year.end.

Deferred Income tax is calculated, using the liabllity method, on temporary dlfferences arising between the
tox bases of assets and liabilitles and their carrying amaunts. However, if the deferred tax arises from the
initial recognition of a [labllity or an asset on a transaction other than a business combination that at the
time of the transaction has no effect on feported or taxable results, they are not recognised. The deferred
tax is determined applylng tax regulations and rates approved or about to be approved at the balance sheet
date and which are expected to be applied when the corresponding deferred tax asset Is realised or deferred

tax llability Is settled.

Deferred tax assets are recognised insofar as future tax profits wiil probably arise against which tc offset the
temporary differences.

Deferred taxes on temporary differences a#rising on investments in subsldlaries, assoclates and joint ventures
are recognised, except where the Company is able to control the reversal date of the temporary differences

and such dilferences are unlikely to reverse in the foreseeable future.

3.11 Severance pay

Under current leglslation, the Company s obliged fo pay severance to employees who terminated their
employment refationshlp under certain conditions.

Therefore, severance pay can be reasonably quantified are recognlsed in the year in adopting the declsion to
terminate the employment relationship that creates the right to receive such compensatlon. Benefits which
are not going to be paid within twelve months of the balance sheet date are discounted at present value.

3,12 Provisions and contingent llahllitles

Provisions for envifonmental restoration, restructuring costs and legal claims are recognised whén the
Company has a present legal or constructive obligation as a result of past events, an outflow of funds will
probably be necessary to settle the obligation, and the amount may be reliably estinyated. Restructuring
provisions comprise lease termination penalties and employee termination payiments. Provisions are not

recognised for future operating losses.
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Provistons are carried at the present value of forecast payments that are expected to be required to settle
the obligation, using a rate before taxes that reflects the current market assessment of the time value of
money and the specific risks of the obligatlon. Adjustments to the provision deriving from restatements are

recognlsed as financlal expenses as they accrue,

Provisions maturing [n one year or less with no significant financial effect are not discounted.

Wheii It Is expected that a portion of the payment necessary to settle the provision will be reimbursed by a
third party, the relmbursement Is recognised as an Independent asset, provided that receiving the

reimbursement Is practically certain,

Contingent [fabilites are consldered to be potentlal llabilitles derlving from past events, the existence af
which is subject to the occurrence of one or more future events that lie outside the control of the Company.
Thése contingent labllities are not recorded in the accounts but are described In the notes presentlng the

financial statements.,

3.13 Revenue racognition

Revenue comprises the falr value of the conslderation receivable and represents amounts receivable for
goods delivered and services rendered in the ordinary course of the Company’s activities, net of returns,

rebates, discounts and value addet tax.

In the licenstng and merchandising there are two kinds of Incomes which are accounted as follows:

Guaranteed mihimurn In¢omes: The minimum guaranteed are fixed amounts agreed with the client who will
be paying them on the dates specifled In the agreement. The amounts agreed are not refundable by the
Company, but the client Is allowed to deduct these amounts from future sales. With these guaranteed
minimum amounts the company ensures the business and the license as signing the agreement with client
the company will recelve the agreed amounts without fulfilling any obligation.

In accordance with BOICAC 80/2009, which details how to account Ihcomes by audlovisual and
cinematographic companies, the accrual of the amounts agreed with the cllent by guaranteéd minimum
arrlves when agreement is signed so these incomes are recorded at the agreement date.

The balancing entry of this income will be an asset In which It reflects the guaranteed minimum which the
acerue has occurred, This account will diminish according to the billing of quantities by the agreed dates,

Royalties: The Company gives a license to the cllent by a fixed amount as explained above and a percentage
of product sales. Manthly or quarterly cllent will report the amount of the sales and the company will involce

based on this Information.
The Company recognises royalty’s revenues when they arise if [t Is possible,

In both cases, the company recognises incomes aceording to the accrual principle either by agreement date
or by income generation period.

The Company recognises reventies when the amount can be reliably measured, future economic benefits are
likely to flow to the entity and the speclfic conditions for each of the Company’s activities are met. A rellable
calculatfon of the amount of revenue is not deemed possible until al{ sale-relatec contingencles have beeri
resolved. The Company’s estimates are based on historical results, taking Into account customer type,

transaction type and speclfic térms,
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3.14 Leases

a) When the Cornpany |s lessee - Finance leases

The Company leases certaln property, plant and equipment. Leases of property, plant and equipment where
the Company holds substantially afl the risks and rewards of ownershlp are classed as finance leases. Finance
leases are capitalised at inception at the Jower of the fair value of the leased property aid the present value
of the minimum lease payments. Present value Is calculated using the interest rate implicit in the lease
agreement and, If this rate cannot he determined, the interest rate applied by the Company on simlar

transactions.

Eschi lease payment is distributed between the liabllity and flnancial charges. The total financlal charge is
apportioned over the lease term and taken to the Income statement in the period of accrual using the
effectlve interest rate method. Contingent Instalments are expensed In the year they are incurred. Lease
obligations, net of financlal charges, are recognised in “Flnance lease liabliitles”. Property, plant and
equipment acquired under finance leases Is deprectated over the shorter of the asset’s useful life and the

lease term.

1) When the Company is the lessee —Operating leases

Leases in which a significant portion of the risks and rewards of ownership are retalned by the lesser are
classified as operating leases. Payments made under operating lease$ (net of any incentives received from
the lesser) are charged to the income statement in the period of accrital en a stralght-line basis over the

term of the lease.

3.15 Foreign currency transactions

a) Functional and presentation currency

The Interlm Financial Statements are presented in euro, which is the Company’s functional and presentation

currency,

b) Transactions and batances

Forelgn currency transactions are translated to the functional currency using the exchange rates prevailing at
the transactlon dates. Foreign currency gains and losses resulting from the settlement of such transactions
and from the translation at year-end exchange rates of monetary assets and llabllites denominated tn
foreign currency are recognised in the income statement, except when deferred In equity as qualifying cash

flow hedges or qualifying net investment hedges.

Chariges in falr value of monetary Instruments denominated in forelgn currency classified as available for
sale are analysed for translation differences resuiting from changes in the amortised cost of the Instrumerit
and other changes in Its carrying value. Translation differences are recognised in results for the year while

other changes in fair value are recognised in equity.

Translation differences on non-monetary ftems such as equity Instruments lield at fair value through profit or
loss are presented as part of the fair value galn or loss. Translation differences on non-monetary ltems, such

as equity Insiruments classified as avallable-for-sale financlal assets, are included In equlty.
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3.16 Transactions between related parties

In general, transactlons betWEen:__group companles are initlally recognlised at fair value. If applicable, where
the agreed price differs from the falr value, the difference is recognised based on the economic reality of the
transaction. Transactlons are subseguently measured in accordance with appllcable standards.

In spite of the above, in company mergers transactions, spin-olf procedure or non-monetary Investment; the
company.applies the following criteria:

a) For transactions between related parties involved in the parent company or Its subsidiary directly or
indireclly, business items are valued by the amount after transaction and so are reflected in

consolidated financlal statements.
b} For transactions hetween other related parties, business assets are valued at book value before

transaction and so are reflected in indlvidual financial statements.
If there is a difference it will be included In reserves,

3.17 Share-hased payment transaction

The Company has comimitted to certain senior management employees, a plan for long-term variahle
reiiunieration consisting of the delivery of shares. At the time that will occur the necessary conditions to

execute that plan, the Company will recognize this fact In equity,

The Company has established, by loan agreement with a private instltution, a share-hased payment of a
portion of the amount financed. Upon maturity of the loan, the company will deliver shares iin the amount
apreed cancelling them from equity, particularly under the heading “Treasury Stock”,

For transaction with employees to be settled with equity instruments, both goods or services as the increase
in equity to recognize, will be valued according to the fair value of the equity instruments granted, referring
to the date of the concession agreement. Those transactions settled with equity Instruments that do result In
goods or services other than those rendéred by employees are valued, If It can be estimated reliably, the falr
value of the goods or services on the date they are recelved. If the falr value of the goods or services
recelved cannot be estimated reliably, goots and services received and tiie increase in equilty will be valued
at falr value of the equity instruments granted, referring to the date on which the company obtalis the

goads or the counterpart renders service.
4. Financlal risk management

4.1 Factors of financial risk

The Company's activities are exposed to a varlely of financial risks: markek risk, credit risk and liquldity risk.
The Company’s overall risk management programme focuses on unpredictabllity of financtal markets and
seeks to minlmise the potential adverse effects an the Company’s financial performance. The Company uses

derlvative financlal instruments to hedge certain risk expostires.

Risk management is carrfed out by the Company’s Treasury Department, which identifies, evaluates and
hedges financial risks in accordance with the policies approved by the Board of Dlrectors, The Board provides
guldelines for overall risk management and written policies coverlng specific areas such as foreign exchange
risk, Interest rate rlsk, liquldity risk, use of derivatives and non-dérivatives and investing excess fiquidity.
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a} Market risk

N Forelin excliange risk

The Company operates internatlonally and Is exposed to foreign exchange risk from currency exposures,
particularly, In relation to the US doliar and the pound sterling. Foreign currency risk arlses fram future
comimercial transactlonis, recognised assets and llabilities and net investments In forelgn operatioits.

At December 31% 2013, approximately 68% of the Conipany's turnover Is generated in countrles whose local
currency Is not euro, 67% represents U.S, doliar and the remalning 1% represents other currencies. At
December 31 2012 the percentage of revenue from countries whose local currency Is not euro ralsed to
90%, atit of which 86% represented U.S. dollar. Zinkla has a bank account in U.S. Dollars used to receive
recelpts and order payments In that currency. The Company currently has no hedge mechanism against
fluctuations in currency exchange rates. Therefore, Zinkla is exposed to fluctuations in exchange rates
derived from the development of Its activities In various countries outside the euro environment in which it
operates, as well as from the potential changes that may occur In the varlous currencies In which the
Company maintalns Its commercial debt. If the Company's turnover in other currencles grows, the

Company's exposure to exchange rate fluctuations shall increase,

Since the Company's operating currency is euro, the operating income and the Company's own comparison
of its financlal resuits between perlods could be adversely affected as the result of the conversion of those
currencies Into euros at the exchange rate existing at the closing halance of both Items, Income and
expenses. By contrast, where the Company provides seivices outslde Spaln {offshore) to customers and,
therefore, the révenue Is received in euros, an appreciation of the currency of that country could lead to an
increase in the costs due to fluctuations In the exchange rates.

The exchange rate between the currency of the varlous countries where the Company operates and the euro
has been subject to substantial fluctuatlons in recent years and, In the future, they could continue osclllating.
At December 31™ 2013, the Impact of the exchange rates on the net financial Income was a loss of 423,580
euros representing approximately 23% of the net financlat income of the Company. At December 31* 2012
the Impact of the exchange rate on the net flnancial income was & loss of 16,030 euros, which represented

approximately 17% of the financial income.

{if} Price risk

The Company Is not exposed to equity Instrument price risk because of the investments held and classiffed
on the balance sheet either as avallable for sale or carried at fair value through profit or loss. The Company [s

not exposed to commodity price risk.

{iii) Interest rate, cash flow and fair value risk

Since the Company does not hold significant interest-bearing assets, the income and cash flows generated by
operatlng activities are relatively protected from fluctuations In market interest rates.

The Company's Interest rate risk arises from long-term borrowlngs. Borrowings Issued at varlable rates
expose the Company to the cash flow Interest rate risk, Fixed interest rate horrowings expose the Company

to falrvalue interest rate risks.
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At December 31% 2013, in particular, 82% of the total debt of the Company was referenced to fixed Interest
rate, the percentage was the same as for the prior year, representing a higher financlal cost that wauld be
applled If the debt was indexed to variable Interest rates (i.e. Eurlbor) because of thelr currently lower levels.
As a result of this unfavourable situation, the cost of credit has fncreased and Its availablity is [imited, which
has caused many companles to experience difficulties or inability to make investments flnanced with credlt
and bank loans. Furthermore, these funding difficulties are further aggravated by the current crisis In the
banking and financial sector in Spafn, country where the company |s headquartered. At December 31" 2013
the debt average rate Is 6:51%. At the 8rtrrend of 2012 the debt average rate was 6.49%.

The Company analyses Its interest rate exposure in a dynamic manner. A simulation Is performed of varlous
scenarlos, taking Into account the refinancing, renewal of current positions, alternative flnancing and
hedging. On the basis of these scenarios, the Company calculates the effect on results of a certaln variatlon
in the Interest rate. For each simulatlon, the same varlation In Interest rates is used for all currencles.
Scenarios are only simulated for liabilities representing the most significant interest-hearing positlons.

b} Creditrisk

Credit risk is managed by groups. The credit risk results from cash and cash equivalents, derivative flnanclal
instruments and deposits with banks and financlal institutlons also wholesalers and retailers, including
accounts recelvable outstanding and conimitted transactions, The Company only does business with

reputable hanks and financial Instituttons.

To carry out Its business actlvities, the Company requires the ralsing the netessary financial resources to
ensure the development of its projects and the growth of its business, The Company has financed [ts
investments primarily through credits and loans from financial institutions, capital and debt securlties issues.
At December 31, 2013, net financlal debt {total financlal debt fess "Cash and -equivalents") of the Company
amounted to 10,157,628 euros. At December 31, 2012 this amount ralsed to 8,442,518 euros.

However, the global economic crisls and the current adverse market situation have tesulted, in recent years,
in a very restricted and more burdensome access to credit for any eperator (higher financing costs and

higher interest expenses).
To the Company In particular, this situation has worsened further due to the difficulties in generating the

cash flows required for the payment of its debts in the short term. The negatlve working capital of the
Company Interferes with obtaining the financing for the husiness development and reduces the chances of

reflnancing-

If the restriction on credit markets continues or worsens, the financing costs of the Company could be so
high that access to this type of financing could he restricted, almost entirely. This could cause a materlal
adverse Impact on the activitles, In the result of the operations or in the financial position of the Company.

c) Lguidity risk

Prudent liguidity risk management Implles maintalning suificient cash and marketable securitles, keeping
funds avallable through sufficient committed credit facllities and having the abllity to close out. market

positions.

Glven thecurrent climate of credit _crunch [n the markets as mentioned In the paragraph above, such
lack of llquidity Is a looming problem for growlIng businesses such as Zinkia.

such as indicated In Note 21), the Compaity is currently facing a major liquidity problem due to which Zinkla's
Board of Directors decided to seek a declaratlon of voluntary arrangement with creditors, and the actions

underway described In Note 21).
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4,2 Fair value estimation

The falr value of financtal Instruments traded on active markets {such as publicly traded instruments and
avallable for sale securlties) Is based on market prices at the balance sheet date. The listed price used for

financial assets Is the ordinary buyer's price.

The falr value of financlal instruments not listed on actlve markets is determined using valuatfon techntques,
The Company uses a variety of methods and makes assumptions that are based on market conditlons
existing at each balance sheet date. For long-term deht market prices or agent quotation prices are used.
Other techniques, such as estimated discounted cash flows, sre used to determine falr value for other
financial instruments. The fair value of Interest rate swaps s calculated as the present value of estlmated
future flows. The fair value of exchange rate forward contracts is detarmined using future rates listed on the

market at the halance sheet date,

Itis assumed that the carrying value of trade receivables and payables approximate thelr fair value. The fair
value of financial iiabilities for the reporting purposes is estimated by discountlng future contractual cash
flows at the current market Interest rate that the Company has for simflar financial Instruments.

5. Intanglble assets

The detafls and movements of the items included In intangible fixed assels are as follows:

Evro Balance at 12/31/2012]  Addidons | Disposals of reductions Transfers Balanca at 12/31/2013
Research and developmentl 6.351.594 1,200,088 - (1.785,661) 5,775,021
Intellectual property 11.877.019 - - 1,785,661 13,662,680
Computer software 516,370 10,396 - 3013 564.539
Intangible assets advances 37773 - (32.773)
Total 18.782.756 1.219.984 - - 20.002.240
Accumulated amortisation
Research and development (246.985) {35.916) . - {282,901)
Intellectual property {9.237.576) {1.069.115) - - {10.206.691)
Computer soflware {465.533) - - {465,533}
Total {9,950.094) {1.105.031) - - §11.055.125)
[mpalriient - - -
Research and development {435.843) [435.843)
Intellectual property
Campuler soflware
Total B.832.662 {321,390) - - 8.511.221 |

Lo Balance at12/33/2011]  Additlons [ Disposals or reductlons Transfers Balance at 12/31/2012
Rescarch and developnient 5,015,960 1,335,624 6,351,594
Intellectual property 11,825,852 51,167.00 - 11,877,019
Computer software 514,274 2,096 - - 516,570
Intangible assets agvances 16,082 21,692 - - 32,773
Total 17,372,167 1,410,589 - - 18,782,756
Accuniulated amortlsation
Research and development {246,985} - - - {246,985}
Intellectusl property {7708323)| (1,529,253 - - (9,237,576}
Compuler sof ware {433,899} (31,634) - - {465,533
| Total {8,389,207) {1,560,887) - - (9,950,094
Impalrment - - -
Total 5,982,959 {150,298) - - 8,832,662

The rlses and falls registered during the first semester of the fiscal year 2012 and 2013, are mainly based on
fixed assets operatlons.
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Research and development expenses
Development cosls capitalised relate to the following projects:
Euro 2013
Project Cost Acumwlated amortlsatlon Impalrment Carrying value
Developed by the company
Work in progress 5,528,036 - (435,843) 5,092,193
Completed projécts 246,985 {246,285) -
5,775,020 {246,985) {435,843} 5,092,193

During 2013 the Company has deteriorated some projects since It can not determine whether It wili be able
to generate future cash flows and thus be economically successful.

Evro 2012
Project Cost Acumuilated amortlsation Impalrment Carrying value
Developed by the company
Woark in progress 6,104,609 - - 6,104,609
Completed projects 246,985 (246,985) - -
6,351,594 {246,985) - 6,104,609

The total amount of research and development costs that are recognized as income In the profit and loss
account during the year amounted to 1,209,088 euros (1,335,634 euros in 2012).

Industrial property rights

pecorded under this caption are the operating licences for the following projects: Pocky and the Shuriken
School project.

Property have amounted to 1,785,661 euros,, out of which 1,649,840

During 2013 transfers to Industrial
12 euros correspond to

euros correspond to the completion of flve educationat applications and 135,8
project completion Zinkia family & Kids IPTV (Pocoyo TV).

Capitalised financial expenses

No financial expenses were capitallsed during 2013. The same sitvatjon as in 2012.

Intangible assets lacated abroad

At December 31% 2013, the Company had no Intanglble asset investments located outslde of Spain. The same

situation as In 2012.

Fully-amortised intanglble assets

At Decemnber 31™ 2013, there were intanglble fixed assets with an accounting cost of EUR 4,011,367 still in
use and fully amortised. These Intanglble assets correspond to software and audiavisual projects.

At December 31* 2013, there were Intangible fixed assets with an accounting cost of EUR 3,771,366 stlll in

use and fully amortised. These intanglble assets correspond to software and audiovisual projects.

Assels subject to guarantees and ownership restrictions

At December 317 2013, no Intangible assets are subject to ownership restrictions or have been ledged to
pledg

secure liabilities, At December 31% 2012 the situation was the same.
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Insurance

The Company has taken out a number of Insurance policles to cover risks relating to Intangible assets. The
coverage provided by these policles s considered to be sufficient.

Grants recelved In relatlon to intangible assets

The Company has recelved during 2013 grants for the development of the Pocoyo Moving project amounting
to 35,750 euros and for the development of the Zinkia Croupler profect amounting to 48,777 euros. These
grants are subject to compllance with certaln requirements imposed to the Company by the corresponding
Minlstry granting each aid, so as a precaution, no such amounts charged to equity until these requirements
are not met and may be considered as non-refundable. On the other hand, the Company has received
notification of the full recognition as subsidy from the Minlstry of Education, Culture and Sport, of a grant
amounting to 60,000 euros that had been granted to the Company for the development of the project Zinkia
famlly & Kids IPTV (Note 20}, Thus this grant Is now constdered non-refundable, so this is the only amount

charged to the assets of the Company during the year.

6. Property, plant and equlpment

Set out helaw is an analysls of property, plant and equipment showing movements:

Etiro- Balance at 12/31/2012| Additlens| Disposals or reductions| Transfers | Balance at 12/31/2013
ok ;
Machinery 31,689 - - - 31,689
Olherequlpment 38,198 - - - 38,198
Furaishings 76,062 - - 76,062
Dala-processing equipment 156,080 2,610 - - 158,620
Other PPE 28,444 - - - 28,444
Total 330471] 2,610 - . 333,080
Accuinulated amoitisation
Machlnery {31,405) {125) - - {31,530)
Other equipment {29,924) (2,214) - - {32,137)
Furnishings {51,606) (4,812) - - (56,419}
Data-processing equipment {128;193) (14,162 - - (142,356)
Other PPE {13,084){ (2,838) - - (15,922)
Total (254,212)[ (24,152) - - (278,364)
Impalrmenk - - - . -
Total 76,259 | (21,542) - . 54,716

Euro Balance st 12/31/2011| Addidons| Disposals or reductions | Transfers | Balance at 32/31/2012
Cost
Machinery 31,689 - - - 31,689
Qther equipment 38,198 - - 38,198
Furnishings 73,346 2,715 - -r 76,062
Data-processing equipment 151,164 4,916 - - 156,080
Other PPE 28,444 - - - 28,444
Total 322,838 7,631 - - 330,420
Accumiulated aniiortisation
Machlnery {31,285) (120) - - {31,405)
Other equipment (25,921)] (4,003 - - {25,924)
Furnishings (45930)  (5676) - - {51,606)
Data-processing equipment {109,283)| [18,910) - - (128,193
Other PPE {10,246)]  (2,838) - - {13,084)
Total {222,665)] (31,547) - - {254,212)
Impalrment - - - - -
Total 100,173 {23,916) - - 76,258
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Insurance

The Company has taken cuta number of insurance policies to cover risks refating to intanglble assets. The
coverage provided by these pollcies Is consldered to he sufflcient.

Grants recelved In relatlon to Intangible assets

The Company has received during 2013 grants for the development of the Pocoyo Moving project amounting
to 35,750 etros and for the development of the Zinkla Croupler project amounting to 48,777 euros. These
grants are subject to compliance with certaln requlrements Imposed to the Company by the corresponding
Ministry granting each aid, so as a precaution, no such amounts charged to equity untll these requlrements
are not met and may be considered as non-refundable. On the other hand, the Company has recelved
notification of the Full recognition as subsldy from the Ministry of Education, Culture and Sport, of a grant
amounting to 60,000 euros that had been granted to the Company for the development of the project ZInkia
family & Kids IPTV (Note 20). Thus this grant Is now consldered non-refundable, so this is the only amount

charged to the assets of the Company during the year.

Property, plant and equlpment

Set out below Is an analysls of property, plant and equipment showlng movements:

[ Fuio palance at 12/31/2012| Additionis| Disposals or reductions | Transfers | Balance at 12/31/2013
Cost
Machinery 31,682 - . . 31,689
Other equipment 38,198 - - - 38,198
Furnlshings 76,062 - - 76,062
Data-processing equlpment 156,080 2,610 - - 158,690
Other PPE 28,444 . - - 28,444
Total z30471] 2,610 - - 333,080
Accumulated amartisation
Machinery (31,405) (125) - - {31,530)
Other equlament {290,924) {2,214) - - (32,137)
Furnisfilngs {s1,606)] {4,812) - - {56,419)
Data-processing equipment {128,193} (14,162) - - {142,356}
QOther PPE (13,084)]  (2,838) - - (15,922)
Total {254,212)] (24,152) - - (278,364)
Impalrinent - - - - -
Tolat 76,259| (21,542) - - 54,716
Furo Balance at 12/31/2011| Additlons| Disposals or reductions | Transfers | Balance at 12/31f2012
Cost
machinery 31,689 - - - 31,689
Otherequipment 38,198 - -1 38,198
Furnishlngs 73,6 2,715 - I 76,062
Data-processing equipment 151,164 4,916 - - 156,080
Qther PPE 28,444 - - - 28,444
Total 322,838| 7,631 - - 330,470
Accumulated amontisatlon '
Machiriery {31,285) {120} - - {31,405)
Other equipment {25921)) (4,003} - - (29,924)
Eurnishings (45,930)| {5,676 - - (51,606)
Data-processing equipment {109,283)| (18,910} - - {128,193)
Qther PPE (10,246)|  (2,838) - - {13,084
Total (222,665)| (31,547) - - {259,212)
lmpalrment - - - - -
Total 100,173| (23,916) . - 76,258
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impairment losses
The company did not recognise any losses due to the Impalrment of its property, plant and equipment in
2013.

Restatements under RD-Law 7/1996 of Juhe, YAl

Mo revaluations of fixed assets have been applied In 2013,

Property, plant and equipment located abroad

At December, 31% 2013, the Company recorded the following investments Tn property, plant and equipment
Jocated at Its Befjing offlces:

2013

Fixeil assals Cost Accumulated amortisation  Impalrnient Carryhng value

Fuenishings 7,001 {5,418) - 1,583
Data-processing equipment 10,571 (10,571) -

17,572 {15,989) - 1,583

2012

,F'Led assets Cast Accumulated amortisation  Impalment Carrylng value

Furnlshlngs 7,001 {4,734) - 2,267

Data-protessing equipment 10,571 (10,359) - 212

17,572 {15,093} 2,479

Capltalised financial expenses

No financlal expenses associated to property, plant and equipment were capitalised [n 2013,

Fully-depreciated assets

At December 31* 2013, the Company had fully depreclated assets valued at EUR 192,622 euros, still in use.

2013 2012

Machinery 30,811 30,559
Data-processing equipment 104,594 97,072
Eurnishings 33,553 30,062
Other PPE 23,664 23,664
’ 192,622 181,356

Property, plant and equipment subject to guarantees

At December 31° 2013 no property, plant and equipment were subject to ownership restrictlons or had been
pledged to secure liabilitles.

Assets under operating leases

The income statement includes operating leases on the rental offices In Madrid and 8eljing and computer

rentals, all of which total EUR 251,330 (304.763 euros en 2012). At December 31" 2013 the Company has not

non-cancellable operating leases.

Insurance

The Company has taken out a number of insurance policies to cover risks relating to property, plant and
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equipment. The coverage provided by these policies is considered to be sufficient.

Grants received In relation to property, plant and equipmeit

[ 2013 and 2012, the company has not received capital grants In relation to property, plant and equipment,
7. Analysis of financial Instruments

7.1 Analysls by category

The carrying value of each category of financtal instruments set out in the standard on accounting and
ineasurement of “financial instruments”, except for Investments In the equity of group companies, jointly-

contralled entitles and assaciates {Note 8), is as follows:

Evto
Hen-turrent ([nandal assels
Equity[nstasnents Debt securilles Credil{adhilles, derivalives, other
2013 012 201 2012 2083 1012
Avallable-for-sale Hinandlal assels 26,393 23,197 . . - .
Laans and recaivablai {flole 11) | - L - ! - L - 4215132 |, 2913,292
rotal non-turcent Hnandal assels 76,333 8,133 . - [ susm 3,979,292
Current finandalassels
Equily Enstruménls Debl securilies Credil f2dltley, derbvatlvay, other
2013 012 2013 2013 2013 2012
Assats held for Wzding 1 18l
Hald to maturity [Hate 5) - - - . -
Loans and re<ehvable {Hote 11} ! - ! . i - |, - A 2570564 | 4,472,426
Totad cuirent (Inancial assets 161 188 - . 2,970,564 4,472,425
Total ] 26,543 | 2350 [ | - | 71%66% | edsinie |
}_ furo
HNon-current financlal Ifahilitfes
Bank borrovdngs Dehantuces en othar markelable securities Daiivalives, othar
) 10131 2013 2013 A2 1013 1013,
Bosrowings aid payables [Hote 13} 355,917 159,755 2,233,000 4013422 6128412
Hedglng dedvatives (Nole 12) |, L ! L - B 53
Tolal non-rurrent [nandal liabilities r 555,817 759,295 2,213,000 - 2013422 6,129,485
Current finangial lizbllite s
Rank borrawdngs Debenluies Derivallvas, other
013 012 2013 2012 2013 2012
Borravdngs and payables [Note 13} ' | 1,296,397 1,405,092 33,009 26764 | 5075866 3,034,522
Tolal currant linanilal llabllites 1,356,397 1,405,082 33,019 2,007,004 5075665 304,92
[rotat | wesea [ 2a6h9m | 2,211,089 | 700,001 | 9089088 | 9164337 |

At December 31%, 2013 the Company has a deposlt of restricted availahlllty related to the Issuance of bonds
amounts to EUR 219,134,

Loains and long-term recelvables relate malnly to an account receivable from Carears Diapers, LLC regarding
the amount of the guaranteed minimum 3,897,977 established a llcensing agreement with the licensee. The
agreenient was initlally signed on June 24, 2012, the deadline date of the first paymeat on June 23, 2013.
However, hecause of the delay in product marketing, both parties have agreed in November 18, 2013 on the

modification of the original contract so the next maturity is due In 2035,
For this reason, the entire balance of this account s recefvable In the long term.

At December 31, 2013, the Company had loan Inslalments due and unpald, as discussed tn note 12) heréln,
the Contpany has had to present the Application for Voluntary Arrangement with Credltors, and therefore
the negotiation process with major creditors has had no effect, whatever their nature. Since then, the
Company has been working on a viability plan that shall allow the Company to set certain payment deadlines
to meet all of its debt. At the time of presentation of these yearly financial statements, the Company |s
working internally in the preparation of a proposal of agreement with the condltions to he offered to-each

group of creditors.
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% Interast held Vatingrights
l Name and address I Legal status Dlrect % | Indirect % | Direct% | Indirect %
Sonocrew, S.L. Umilted labillty
. , 100,006 - 100,00% -
Infantas 27, Madrid company
Producclones y Licenclas Plaza de Espafia, 5.A, de C.V. Publiclimited
Y p? 100004 | - 10000% | -
Av Presidente Massaryk 61, piso 2, Méxlco D.F. tompany
[coke Entertalnment, Ltd Private limited o
) 51.00% - 51.00% -
76 Charlotte St, 5th Fl, London company
Cake Disteibution, id Private limited
) - 51.00% - 51,00%
76 Charlotte St, S5th Fl, London company
Cake Productions; Ltd Private [lmited .
j 51,005 51.00%
76 Charlotte St, 5th Fl, London company
HLT Productions Private [Imited
- 51.00% - 51.00%
Van der Helstlaan 48. 1213 CE Hliversum. The Natherlands |company

infio
7.2 Analysls by maturlty
Financlal Instruments having flxed or determinable maturltles are shown helow by year of maturity:
Eura
Finandal Assats
2014 2015 01 1087 Therealter Toial
Javastmentsin geoup rompantes and essodates
-lozns and reczhvables 51,619 - - 54,619
Totaf 51,619 - - - 54,619
Other finandal Ivastments
“Loans and receivables 2,570,551 1,471,240 1,209,326 1,559,326 105,620 7,142,076
Totsl 2,970,551 Lm0 | 1,299.916 1,299326 101,620 7,142,015
[reat _ [T emsst | aswsess | 123 | 1299326 | om0 | 7106w |
Finantlal llabilites
. 004 2045/ 2016 2017 There afler Tolal
Other finandel lizbitives
Bank borrowings 1,295,337 248,408 43,687 2,64 253,171 1,852,315
Darjvatives - - - - . -
Othes financtil [labllitias 5,104,715 2,320,935 502,630 222,865 2,600,991 13,360,137
Tots] 6,405,111 2369348 451,327 293,500 253 ie 13,21245%
frotal —J[_ess | 2,559311 | 451357 | S3508 | 2843162 | 1321238 |

As [ndicated in Note 2.5 within the amounts with maturity date ln 2014, 818,054 euros, and already due in
December 31, 2013, are included.

8. Shares In group compantes, jontly-controlled entities and assoclates

a) Shareholdings In Group companies

The information on group, jointly-controlled and associate companies Is detailed below:

On August, g™ 2010, the Comipahy made .an investment In a group company with the creation of the
subsidiary Producciones  Licenclas Plaza de Espafia, S.A. de CV. This subsidiary is located abroad, In Mexico,

and its operating currency Is the Mexican peso.

A 51% stake in the company Cake Entertalnment, Ltd. was acquired on June, 2™ 2011. The company Is
headquartered in England and its functional currency s the pound sterling.
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None of the Group campanies in which the Company has an Interest is listed on the stock exchange,

Set out below are the figures for capital, reserves, results and other information at December, 31% 2013:

Equity
Car, v ;
Comia Canital Resarves Losses Operating FY puofit n‘::ﬁ]:‘"e Dividends
mpany P cairyforvrards resulls {loss) recelved
Inveslment
Sonogrew, S.L [ 3006 | 4981 | - 3108 | 289 | 3,006 | - ]
Fqulty
Mexltan peso Evio
Valuo
Carrylng value .
Lessas Opérating FY peodll adjusiments | Dividends
Company Capltat | Regerves canylorwards]  tesulls {toss) of the for recelved
Invastment
Impaliment
Producconesy lcdridas Plats de Expafis, SA.decy. | 2050000 (1,013,917 (122)] {359]] 72933 (72,833 |
Equity
Kuro
Valug
Caryfng _
Share losses Opetaling ajustmznl| Dividends
Company Cephal premivm Resensas caryforwards | raws FY prefit llosy) va!ueollh.e “sdor recelved
fevestmént
Impairmanl
[caks Entertetnmant, it I sz 189476] 1638]  (usess] <] an0m]  ssass f| -]
Equity
Evre
Cu ry'i'nz Valyz
Shara . Lorfes Operating . sdiviiment| Dividends
Company Cepltel | o erdum Reierves | ooonverds | rendlts FY profit{loss) \;:':';r:‘:': s ot recslved
- Impaltrent
[cate Distritatrcn, Ltd | 21] 1 tgen)] 752317]____ 93.407| 4.405] <] T ]
Equity
Evio
Value
Carnyfing . s
. Share Lotses Operating . - sdtment| Dividends
Compeay Capitad preratum Resgrves caterlorwards | reslls FY profitliosy] | vélue pfihe s tor jacelved
Inve ilmmnt
tmpalrment
Cote Produsiions, Ud | il - [ tsswn] __is20a)] (&,2051] -1 - -
Fquity
Evig
Valuz
) Curfing )
- Shaie Loses Oparatng sdffvitmenl| Dividends
Company Cepltad peemlum Ryserves cnforwerds | rendty P peofitiloss) ::l:::r::: sfor radeivad
Impakime nl
[FAT Froductions B | Y -1 {2200 | ¥ | | |

During 2013, the Company has deteriorated 100% of its Investment in Square Producttons & Licensing Spain,

SAdeCV.

The company Cake Entertainment Ltd, is the head of a group of companies consisting of three subsidiaries,
Cake Distribution Ltd, Cake Productions Ltd. and HLT Productions BY.

g, Held-to-maturity investments

At December 31¥ 2013 and 2012, the Company has not held-to-maturity Investments.
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10. Financial Assets at a reasonable value with changes in Income Statement
This heading includes the followlng itenis and amounts:
Evro
2013 2012
Held for tradlng-listed securlties
SCH hank shares [(Note 7) 164 181

The falr value of all equifty securities Is based on current asking prices on an active markef.

The changes to the falr value of assets at falr value with changes In profit and loss during the year are

recorded under financlal profit/loss on the income statement.

Maximum exposure to the credit risk at the reporting date is the falr value of the assets.

11. Loans and recelvables

ero

2013 2012

Non-current loans and receivables

-Clients, non-current 4,069,891 3,979,292
-Cllents, subsidiaries 54,619

~-Non-current deposits 101,619.00 -
Total non-current loans and recelvables 4,226,129 3,979,292
Current loans antl recelvables

-Loans to associates {Note 26) 413,218 413,218
-Current account with subsidiaries (Note 26) 332 416
-Current account with related parties 20,688 4,755
-Trade receivables 1,369,027 3,415,252
-Trade receivables subsidiaiies 112,021 461,236
-Employees 21

-Debtors -
-Interest in current investments (Note 26) 63,448 32,026
-Current deposits 991,809 145,523
-Financlal products -
Total current loans and receivables 2,970,564 4,472,426
Total 7,196,693 | 8,451,718

The carrylng amounts of loans and recelvables are denominated in the following currencles:
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2013 2012
Euro 2,429,437 1,547,696
Us dolar 4,624,478 6,510,056
Pound sterling 121,482 109,537
Australian dolar 404 69,302
Yuan 17,467 212,192
Other 3,426 2,935
Total 7,195,694 8,451,718

Overdue trade recelvables which are less than three months old are not considered to be impaired.

Also, non-current trade receivables item In the interlm balance sheet shown cllent balances with maturity

exceedlng 12 months from the end of 2013,

This item of non-current trade recelvables, includes the valuation at amortlzed cost balances with a
maturity of over one year. This valuation represents a decrease of this game, and Incorne before taxes of

452,687 euros (330,216 euros at the end of 2012),

At December 31, 2013 the Company has written off recelvable accounts since they are considered hon-
collectable in 64,032 euros. These receivables had been provisianed for as doubtful debts in 2012,

The arhount of these batances impaired at year end amounted to 119,916 euros (183,948 euros in 2012).
The variation corresponds to 64,032 euros discharged as nen-collectable at year end.

The maximum exposure to credit risk at the reporting date |s the fair value information for each of the
categories of receivables mentioned above. The Company does not hold any guarantee as Insurance.

The Fair value of financial assets does not differ substantially from the book value,

At December 31, 2012, there was a collection right granting a postponement to the Public Treasury (Note
21). Corresponding to a contract with an international client who serves as security for the fulfilment by the
Company of these obligations up to the total sum agreed In the dossler which amounted to 207,639 euros,

and present and future returns,

In December 2013, the Public Treasury notification on the cancellation of this guarantee was recelved
thanks to the fact that the Company had secured the ecanomic responsibllitles guaranteed.

Simﬂarly, the Company has been granted a stay by the General Treasury of the Soclal Security amounting to

433, 465 euros, which has been sacured with the economic rights of three customers. At the year-end,
there is no amaount within the of receivable accounts balance sheet related to these customers,
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12. Derlvative financial instruments
etiro

2013 2012
[Interest rate swaps-clash flow hedges [l - | |

[cap _ | [ 3] 53]

[Total | | 3] 53]
Less non-current portion 3 53
Non-current 3 53

Current

The total fair value of a hedging derlvative is classifiecl as a non-current asset or liahility if the time
remaining to maturlty of the hedged item Is more than 12 months and as a current asset or llabiilty If the

time remalning to maturity of the hedged item Is less than 12 months.

In December 31, 2013, the outstanding notional principal from the contracts of rates swap amounted to

200,000 euros.

In December 31, 2013 the Company entered Into a C.AP. agreement with a 3,950 euros premium. This CAP

showed a positive valuation of 3 euros at year-end.

In December 31, 2013, the fixed Interest rate was 1,95% and the floating rate was 12M Eurlbor. Gains or
loss recognized In equity under "Adjustments for changes in value" on interest rate swaps at December 31,

2013 have been transfeired to the income statement.
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13. Creditors and payables
Euro
2013 2012
Non-current creditors and payables
-Bank loans 555,917 759,295
-Participating loans 500,000 500,000
-Other loans 3,145,698 5,286,216
-Dehentures and honds 2,238,000 -
-Payables transforinable into grants 367,724 343,196
Total non-current creditors and payables 6,807,339 6,888,707
Current creditors and payables
-Bank loans 1,254,490 1,390,124
-Other payables to hanks 1,660
-Interast debt with banks 41,906 13,249
-Debenturesand bonds 33,049 2,027,004
-Trade creditors 1,653,855 1,950,949
“Trade creditors subsidiaries 448,521 253,626
-Fixed assets creditors 44,229 44,625
-Current account with related parties 53,096 86,801
-Interest debt with related parties 3,586 1,310
-Other debts 2,500,021 382,000
-Interest debt 352,266 200,989
-Wages and salaries pending of payment 20,092 368,248
-Advances from clients -
Total current creditors and payables 6,405,111 6,720,584
|Total 13,212,450 13,609,292 |

The cartying value of non-current loans 1s close to falr value, glven that the future cash flows derlved from

the repayment of the loans Includes market rate Interest.

The carrylng amounts of current payables approximate thelr fair values, sirice the effect of discounting is

Immaterial.

Maturity of bank borrowings is detalled in note 7.2. Interest rates are hetween 2% and 6%. The catrying

amounts of the Company’s payables are denomlnated in the following currencies:
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Euro
2013 2012
Euro 12,645,723 13,126,021
Us dolar 545,812 459,015
Pound sterling 14,944 14,274
Yuan 5,971 9,981
[Total T 13,212,450 | 13,609,291 |
a) Bank borrowings
The details of the Company’s balances with credit institutions at December, 31"
2013 are as foflows:
Ewuro
Non-current balance Current balance Total
[Loans 1 | 555917 | 1,254,490 | 1,810,407 |
[Total loans | | 555,917 | 1,254,490 | 1,810,407 |
Euro

Non-current balance Current balance Total

- | N

[Credit facilities 1 1

Iﬁal credit facilities J | - | - - J
Mter_est on current bank borrowlngs | r - | 41,906 I 41,906 I
[Tota! Interest on cutrent banl borrowings | | - | 41,906 I 41,906 J
TOTAL | [ 555,917 1,296,397 | 1,852,314 |

b) Participating loans

The Company has a participative loan agreement amounting to 500,000 euros that generates an annual
Interest rate which Is calculated on an annual nominal rate basis resulting from the percentage of hefore-tax
results on the average shareholders’ equity for the year, both referred to the year in which Interest rate is to
be settled; once such percentage has heen determined, the percentage points expressing the first franche
will be subtracted; the difference will resuit in the annual nominal rate to be applied in the settlement of the
interest payable on the second tranche. In the event of a negative percentage, the varlable rate is 0%.

Amortization Is fixed in six eqjual semi-annual payments as of 30/06/2016.

c) Flxed income securltles issue-

On November, 11" 2010, the Company Issued debt securities pursuant to the terms of Stack market Act
2471988 of July, 28" and the regulations that developed the law,
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The condltions of the issue are as follows:

Number of securities 2,238
Unlt par value 1,000
Issue price 100%
Annual interest rate payable annually 9.75%
Amortisation of securities 11/12/2013
Amortisation system At par

As stated in note 2.1.1) hereln, after the failure of the new debt Issue, for the explaied reasons, and given
the manlfest Impossibility to meet the coming debt repayment milestones, as the amaortization to maturity
of the debenture bond issue "Debentures Simple ZInkia 1st issue" was to mature in November 2013, the
Company requested, In October 31, 2013, the legal procedure under art . 5bis of the Insolvency Act In order
to renegotiate these conditions and reach a new agreement that would allow the full repayment of the

hands,

Thus, on December 9, 2013, the General Assembly of Bondholders "Debentures Simple Zinkia 1st Issue
approved the modiflcation of the Final Payment Conditions for the “Debenture Simple Zinkfa 1st Issue”

according to the following terms:

Number of securities 2,238
Unit par value 1,000
Issue price 100%
Annual Interest rate payable annually 11.00%
Anortisation of securities 11/12/2015
Amortisation system At par

Unfortunately, as it has been mentioned above, due to the refusal to renegotiate an amount of EUR
2,500,000 by a private lending institutlon, the Company has submitted an application for voluntary
arrangement with creditors. And therefore these conditlons are left vold and null, and shall depend on
what might be decided In the relevant stages of the arrangement procedure. The Company intends to
submit an Arrangement Proposal that Boiidholders may join or not, and If the majorities required by law
are achleved, the Proposal must be approved, as appropilate, hy the [nsolvency Administrator and the

competent judge.

current aceruals and deferred income

This amount arises in 2012 following the contract signed for development of content in educational apps
concept. In October was Invoiced the amount for seven apps developed. Accordance with the accounting
standards applied by the company incomes from this project will accrue at the delivery of materials. This
item will decrease according to allocation of incomes, I 2013 revenues were recorded in the Income

statement amounting to 1,248,256 euros.

14, Cash and cash equivalents

At December 31" 2013, the Company’s cash situation was as follows:
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_ 2013 2012
Cash at bank and in hand 903,439 2,530,618
Other cash equivalents 139 1,931
[Total | [ goss78 [ 2,532,549
15, Capltal and share premfum
a) Capital
Ewro
2013 2012
Registered capital 2,445,677 2,445,677
(Uncalled capital)
[Total 10 2485677 | 2885677

At December 31 2013, the registered capital consisted of 24,456,768 ordinary bearer shares represented by
book entries with a par value of EUR 0,10 each, fully subscribed and pald In.

At December 31 2013, the share capital was broken down as follows:

Shareholder % Interest
Jomaca 98, 5.1, 64.71%
Miguel Fernando Valtadai 11.20%
Stock market and other 22.94%
Treasury shares 1.15%
Total 100.00%

The Company's shares are listed on the Alternative Investment market (Mercado Alternativo Bursatil- MAB).

a) Share premlum account

This reserve Is freely avallable for distribution.

Euro
2013 2012

[share premium | [ 9570913 | 9570913 |

[Total [ 950918 | 9570913 |
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This caption also reflects, both Tn 2012 and 2013, the merger premium generated in. 2004 as a result of the
merger by absorption of the companies Gamecrew, S.L. and Motioncrew, S.L. in the amount of £UR

118,100,25,

16. Reserves and prlor-year results

Reserves
Euro
2013 2012

Legal and statutory
[ -Legal reserve [ 330475  237262]
[Total legal reserve [{ 330475 237,262
Other reserves

~Voluntary reserve 1,689,018 1,672,369

-Reserves far other adjustments | | (1,101,070} {915,278}
|Tota| otherreserves J [ 587,948 757,091|
[Total [ o18424  994,353]

legal reserve

The Iega_l reserves are funded In compliance with Article 274 of the Spanish Companies Act, which stipulates
that 10% of the profits for each year must be transferred to this reserve until It represents at least 20% of

share capltal.

The legal reserve is not avallable for distributton. Should It be used to affset losses In the event of no other
reserves helng available, it must be replenished otit of future profits.

17. Treasury shares

At the end of 2013, the Company carried out certaln transactions with its own shares, recording the

transactiofis as changes in the Company’s equlty.

The movements under the heading of “Treasury Stock” on the balance sheet during the year were as follows:

Eitro
2013
Number of shares Euro
Starting balance 281,503 403,841
Additions 347,554 404,187
Disposals {(347,554) {404,187)
{Endingbalance | | 281,503 | 403,841 |
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At the end of the year 2012 the movements were as follows:

Eirro
2012
Number of shares Euro
Starting balance 579,367 950,560
Additions 36,122 39,369
Disposals (333,986) {586,088)
[Ending balance [ 281,503 | 403,841 |

The treasury stock held by the Company at December 31* 2013 represented approximately 1.15% (1.15% at
y "

December, 31% 2012) of the share capltal with a nominal value of EUR 28,150 (EUR 28,150 at December, 31
2012) and an average acqulsition price of EUR 1,09 (EUR 1,09 at December, 31* 2012} per share. Also, the
average selling price of the treasury stock held by the Company in December 31, 2013 Is 1,75 euros per share

{1.75 euros at 31 December 2012),

The result of the purchase and sale of own shares fn the current year Is a loss of 185,793 euros recognized in
Reserves (157,170 euros in 2012)

18. Profit/{loss} for the year

a) Profit /{loss) for the period

The proposal of distrlbution of the result and reserves to be presented before the General Assembly of
Bondholders, is as follows:

Eitro
2013 2012
Available for distrlbution
IPr’ofit/(Ioss) for the year I I (1,020,297)| 932,131 |
[Total | (1,020,297)] 932,131
Application
Legal reserve 93,213
Retained losses offsetiing 838,918
To prior-year losses (1,020,297}
[Total | | (1,020,297)] 932,131 |

19, Based payment transactions in equlity instruments

a) Transactions with senior management and members of the Board of Directors

On October 10", 2011, the Company issued a Relevant Fact under Article 82 of Securities Market Law
24/1988 and Memorandum 9/2010 of the Spain’s Alternative Investment Market {Mercado Alternativo
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Bursatil-MAB) which reported an the Long-term Variable Compensation Plan according to resolution of the
Board of Directors,

This plan provides delivery of sharcs to senior management and members of the Board of Directors. The
characterlstics and conditlons are as follow!

The aggregate nuimber of shares that all beneflclarles of the plan shall be entitled ta will be of
1,200,000 shares.

The plan will be 5 year-long, and Its beneficlaries will be entitled to receive annually 20% of total
shares to which they were entitled.

Shares shall be delivered under the condltlon that at the time of execution of the plan, the value of
the stock has been appreciated by at least 30% of the value of share price as of june, 30th, 2011. In
addition, the Campany shall have obtained during the previous year distributable profits that will
afford by exclusively charging 30% thereof and subject to the avallablilty of sufficlent liquidity at

that time, responding to the acquisition of shares.

The delivery of shares corresponding to each beneficiary in terms of compliance with the established
Indicators can be made, in the apinfon of the Board, by delivery of shares and dellvery of the monetary
equivalent of the combined value of trading for same at the time of executioh.

On December 31"2013, there were no conditlons mentioned above te knplement the plan, so no need to
recognize hoth the good or services recelved as anincrease in equily.

b) Other share based payment

On March 11 2011, the Company Issued a Relevant Fact under Article 82 of Securities Market Law 24/1988
and Memorandum 9/2010 of the Spain’s Afternative Investment Market (Mercado Alternativo Bursatil —
MAB) which reported signing a loan with a private institution for amount of euro 2,500,000. In the loan
agreement sighed by both partles set out the compulsory purchase of own shares by the Cempany
amounting to euro 300,000, must provide, upan maturity of the loan- February 14™ 2014- the amount of
euro 2,200,000 plus shares acquired with the above euro 300,000.

The Company hought own shares amounting to EUR 300,000 in accordance with the agreement. These own
shares are registered in a separate account decreasing company het equity. In the bafance sheet are valued
at welghted average price. In the event that the value of the shares, at that date, Is less than that amount,

the Company undertakes ta cover the difference In share or cash.

Concernlng this operation, the number of shares purchased amounts to 206,881, and thelr market value at
year end was 148,954 euros and 239,982 euros at year-end 2012,

However, ac stated in the contract, the Company will cover the difference n shares or cash.

At the date of presentation of these annual financlal statements, the Company has been unable to reach a
satisfactory renegotlation agreement with the borrowling entity and loan-holder. In this slivatlon;, the Board
of Directors lias decided to present the application of the Veluntary Arrangement with Creditors of the

Company In February 26, 2014 (Note 28).

20, Capltal grants recelved

Below Is a breakdown of the non-repayable capital grants included In the balance sheet item “Grants,
cdonatlons and bequests recelved”:
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Gronting entity furo Purpose Grant date
E£ducatlon, Audlovisual and Culfure Agency 150,000 Pre-production of 3 audlovisual works 11/6/2007
Grant to promote capilal Investment in
Minlsiry of Culture modernlzation, Inndvation and téchnologlcal
25,000 adaplatlon of cultural Industcias for year 2010 8/3/2010
Grant to promote capltal Investment In
Minlstry of Culture modeynlzation, innovation and technological
25,000 adagtation of cultural Industries for year 2010 B/3/2010
Grant to promote capital Investmeént In
Minlstry of Culture modernization, innovation and technological
46,469 adaplalon of cultural Industrles for year 2010 8/3/2010)
Grant Lo pronmote capilal Investment in
Minlstry of Culture modernizatlon, fnnovatlon and techinological
60,000 adaplatlon of cultural Industrles for year 2012, /11/2012

Movements of these grants were as follows:

Etira
2013 2012
Opening halance 130,978 105,542
Increases 64,086 46,469
Release to income (16,342) (12,554}
Other decreases (24,206} {8,479)
[closing balance | | 154,515 | 130,978 |

As stated In Note 5 of this financlal statements, the Company has received during the year 2013 capital
grants for the development of Pocoyo Moving project amounting to 35,750 euros and for the development
of the Croupier Zinkia project amounting to 48,777 euros.These grants are subject to compliance with certaln
requlrements Imposed to the Company by the the corresponding Ministry granting each aid, so as a
precautlon, no such amounts are charged to equity until these requirements are not met and may he
therefore be considered as non-refundable. On the other hand, the Company has received notification of
the full recognition as subsidy from the Ministry of Education, Culture and Sport, of a grant amounting to
60,000 euros that had been granted in 2012 to the Company for the developmient of the project Zinkla fainily
& Kids I1PTV, Thus this grarit Is now consldered non-refundable, so this is the only sum charged to the assets

of the Company during the year, net of the tax effect,

The Company meets the requirements to be considered as nan-repayable grants. Grants are transferred to
the profit and loss account according to the amortization of the projecis funded.

21, Deferred taxes

Set out below is an analysls of deferred tax:

Euro 2013 2012
Debtors Craditors Pehtars Creditors
Tax Avithoritles Balgnce -
VAT 42,935 100,223
Withholding 2 128,467 731 301,648
Grants 152,557

Soclal Security Balunce -
Operating expenses 43,059 41,318
Shart term deferment 80,970 77,839
Total 42,937 405,093 100,954 420,805
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The changes In deferred taxes are as follows:
Eirg Addltfons 2013 addilens2012 | pdoryears Total

Tax credits for tax-loss carryfonvards 701,564 {338,743 1,732,103| 2,094,524
Other lax credils 191,879 174,845 2,857,555 3,224,278
Deferced tax assets 891,443 (i63,808) 4580,657| 5,319,202
Temporary differeaces related tolntome recogntzed directly In enuity [10,915) (8.479) {35,180) {54,574
Temporary différences-amortisation (2,386) - {18,627} {21,013)
Reversal of temparary differences-amortlsallon 4,894 4,001 2,607 11,593
Defercad tax llabllities {8,405) {4,388) {51,199) 163,939)
Deferred 1ax . 885,037 ___{168,2e5) 4,538,458 5,255,208

Deferred tax assets and llabllities are offset if at the time the Company has an enforceable right to offset the
amounts recognised antl Intends to settle the net amount, or to realise the asset and settle the llabllity

simultaneously.

Movement of deferred taxes has been as follows:

Eliro
2013 2012
Opening halance 4,370,171 4,538,458
Tax effect on income recognizes directly in equity {10,915) (8,479)
Charged to the income statement (Note 23) 895,952 (159,808}
[Closing balance | [ 5255208  4,370171]

Deferred tax assets arising from lax loss to carry-forwards are recognised to the extent that the
realisation of the related tax benefit through future taxable profits Is probable. The Company, despite its
current situation, Is confident in [ts abillty to generate future profits, so it has not made any accounting

change for thls item.
Year acquisitions of tax credits o tax losses are malnly attributable to the activation of tax losses amounting
to 1,343,042 euros In 2013 and the recognition of an additional 282,002 euros as credit deferred as the result

of the updating to 30% rate of the credits and recoghised In previous years to 25%, since it Is estlmated that
30% fs the tax rate that will be compensated In the future. The taxable bases pending compensation at

December 31, 2013 totalled 6,983,072 euros.

In 2013 the Company has capitallsed the deductions to be applied in the amount of EUR 91,721, This amount
corresponds mainly to double taxation deductions, which at end year 2013 amount ta 91,426€

Furthermore, due to the tax leglslation contalning a limitation on the expenses to deduct from the year
depreciation, at year end 2013 an asset amounting to 100,158 euros Is generated.

a) Other tax receivables and payables

At December 31, 2013, the Company has been granted a deferment by the Soclal Security General Treasury,
related to social securlty contributions. The amounts due over one year showed in non-current llabilltles
amotints to EUR 239.763. And the amount due in less than one year showed I this connection In current

liabilitles amount to 80,971 euros.

As stated In note 11 hereln, the Company has pledged as security for such postponement, the economic
rights of three clients. At year-end, there |s no amount in the account of recelvables related to these
customers.

Moreover, durlng 2013, the Coinpany settled the other deferment granted by the Tax Authoritles regarding

withholding taxes, such deferment thus is finished.
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22, Income and expense

a) Transactions denominated in forelgn currency

Transactions carrled aut in forelgn currency are as fallows:

b} Turnover

Euro 2013 2012
Sales 3,656,816 7,420,081
Services rendered 522,250 812,415
Total 4,179,066 8,232,496

The break down of the exchange rate dlfferences is as follows:

Euro 2013 2012
Arising during the year (10,260) 5,620
Arising for closing balance (413,320 (21,650)
Total (423,680) (16,030}

Revanues from the Company’s ordinary activities may be analysed geagraphically as follows:

Muirket 2013 2012
Domestic 25% 1%
International 75% 93%
Total 100% 100%
similarly, net turnover can be analysed by product line as follows:
Line 2013 2012
Content 40% 18%
Licensing: 28% 70%
Advertising 32% 12%
Total 100% 100%

¢} Raw materials and consumables

All of the work done by other companies, particularly with regard to scriptwriting, recording, etc., s
recognised under the heatting of "raw materials and consumables:

_ Euro 2013 2012
Raw materials and consumables 162,279 28,132
Total 162,279 28,132
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} Other operating expenses
The captton Hiled “other operating expenses” comprlses the following itemis:
Furo 2013 2012
Leases 251,330 304,763
Repalrs 16,577 29,480
Independent profeéssional services 1,758,114 | 1,646,860
Insurance 40,350 37,126
Bank fees 45,673 22,165
Advertising and public relations 244,998 225,871
Utilities 40,586 81,422
Other general expenses 201,724 263,969
Other taxes 3,332 11,348
Impairment losses on commerclal transactions 23 79,031
Losses on commercial transactions 63,709 -
Reversal of impairment losses on commercial transactions (63,709} -
Total 2,602,706| 2,702,036
e) Staff expenses
Euro 2013 2012
Wages, salaries and similar rem 1,643,347 2,397,185
Social Security 437,665 578,242
Other expenses 3,227 70,292
Tatal 2,084,239 3,045,718
The average number of employees by category during the period was as follows:
Average number of employees
CATEGORY
2013 2012
5-YR DEGREE HOLDER 20 23
3-YR DEGREE HOLDER 4 5
SR.VMANAGER 5 7
MANAGER 1 0
MANAGER 2 2 2
OFFICIAL 1L 7 15
OFFICIAL2 i 2
ASSISTANT 2 2
PROGRAMMER 1
OPERATOR 5 3
0
Total 47 58
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The distribution of the Company’s personnel at year-end, by gender and category, Is as follows:

CATEGORY 2013 2012
Men Women Men Women
5-YR DEGREE HOLDER 6 17 7 10
3-YR DEGREE HOLDER 3 i
SR.MANAGER 4 1 4 3
MANAGER 1
MANAGER 2 2
OFFICIAL L 7 1
OFFICIAL2 i
ASSISTANT 2 2
PROGRAMMER
OPERATOR 4 3 2
Total 27 25 26 16
f)  Qther gperating revenue
The caption titled "other operating revenue” comprises the following itens:
Euro 2013 2012

Services rendered to staff - 1,470

Other services -

Total - 1,470

23, Corporate Income tax and tax sltuation

‘The reconciliation between net income and expense for the year and the taxable base is set out below:

ncome siatement

Furo

Income and expense recognlsed directly In equlty

Incomefexpense forthe year 11,020,297) 44,763
Aumentos Disminudones Aumentos Disminudones
‘Corporate Inceme Tat {787,355}
Parmanent differences 114,436 - 114,436
Ternporary differences:
-arising during he year 333,861 333,861 .
arlslng from previous years 16,313 - 16,313 {44,763) {44,763)

Offsetilng tax-1055 carnyfenwards

The permanent differences relate malnly to a provision recognlzed in the amount of 100,000 euros
corresponding to the -administratlve decision of the CNMV (note 24) and the deterloration of the

participation of the Mexican subsldiary.

Time -differences arise from the tax Ieglslatl_on which estab_l'ishes guidellnes for charging depreclation
expense. Due to the limitatlon of the depreclation expense for the year, a tlme difference arlses at 31

December 2013 amounting to EUR 333, 861,
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The reconciliation for 2012 was set out as follows:
Furo
Income slatement In¢onte and expensa remgn'lsed dlredlyin equlty
licome/fexpense forthe year 932,134 . 30,758
[nereases  Decreases Increases Detreases’
Coqporale Intome Tax 328,114 {101,695) 216419
Permanent differences 113458, - 113,458
Temporary differances:
arising dvring the year - -
arlsing from prevlous years 16,365 - 16,365 {30,758} (30,758)
Offsetling tax-loss carrylonvards (1,288,373)
ihcome tax expense in 2013 is analysed below:
Chinza In ¢quiy
Curientyeartax |Ingoma Lax pald abrozd Nel charge deferradianasels Change Indefered laxdisHlitfes TOTAL
Temperiry dilfdiercay | loss carnderwards | Olher credits Tempeiznyd [Terenest
Charged teLha Ircome Siatement
Fq cortinvlng cparallons - {91,937} 100,158 621919 91,716 7.508 737,355
Total - [ELELD) 100138 685,919 21,16 250 787,355
Income tax expense in 2012 was:
Change In equity
Cuscenhyeariay |Tacaime tae pild sbroad Helchasge deferred tacainets: (hanza I deferced Lax Habllithes TOTAL
Temparzay différences | lors carnfonwards | Othéreredils Temparary ditferences
Charzed [olh= Income $tatement
l@nzo&uﬂms - [E6.612) - - lﬂﬂﬂu 1031| [265419)
Tota! - (e6,612)( - {334,743 174,848 4001 {r6419)

The Campany capitalised deductlons in the amount of EUR 6,983,075 at Deceimber 31*2013. (note 21a).

At December, 31°* 2013, the Compaiy's corporate tax returns for the years 2009 to 2012 were open to
Inspection, as were [ts tax returns for VAT, withholding taxes; business tax, capital gains tax and non-resident

tax returns for the years 2010 to 2013,

The Company estimates that tax credits will be recovered within a period not exceeding 10 years.

24, Risks

At December, 31 2013, the Company recorded a provislon amounting to 100,000 euros corresponding to
the administrative decision of the CNMV under a disciplinary proceedings. As for the rest of the demands
filed, no other provislon has been recorded at year end. The reasons for this lack of record of such provisions
is the advice of our legal department as well a3 that of the external law firm office in charge of the demands,
since they estimate the risk taken by the Company Is low. At the time of preparation of these financial
statements, it Is not possible to know the final econamic consequences, if any, of these events,

25, DIrector and senlor management compensation

.a) Reriuneration of the members of the Board of Diret_:tors

In 2013, the members of the Board of Dlrectors recelved no remuiieration for sitting on the Board.,

In 2013 as In 2012, o contributions were made to penslon plans or funds for former or current members of
the Company's Board of Directors. No such obligatlons were incurred-during the year.

‘The members of the Company’s Board of Directors have recelved no remuneration In respect of profit
sharing or premiums. They received no shares or stock options during the year and nor have they exer¢lsed
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any options and nor do they have any options to be exercised, The Company has undertaken with the

meimbers of the Board, a plan for long-term variable remuneratlon consisting of the delivery of shares. (Note
19)

b) Compensatlon and loans to senfor management personnel X

Th 2013 the compensation recelved by other senlor management personnel different than the members of
the Board of Directors of the Company has earned gross wages totalling EUR 193.642 at en year; In 2012
their gross wages totalled EUR 496.423. In 2013 the number of sentor manhagement staff hias been

slgnificantly reduced compared to the previous year.

We must underline the existence of spacial exit clauses set outIn & private agreement supplementary to the
labor contract. I this regard, the compensation of such employees could amount to 24 months' salary,
additional and regardless of the legal compensation due per year worked, If any of the conditions contalned

in these documents should ogcur.

h) Shareholdings and directorships_held by board members in companies with Identical or stmllar
business activitles

Atticle 229, paragraph 2 of the Spanish Capital Companies Act, as worded In Law 26/2003 (July 18",
whereby the Stock Market Act and the Spanish Capital Companies Act were amended 1o increase
transparency in lsted companles, obliges Board directors to inform the company of any shareholdings in
companles engaged In activities that are the same as or similar or complementary to the company’s
corporate purpose, any offices or dutles performed in such companies, and any activities that are the same
as or similar or complementary to the company’s objects, carried out for thelr own -account or for the

account of third partles.

To this end it is noted that the positions held by the members of the Board of Directors on the governing
badies of other group companies are as follows: José Marla Castile Oriol Is the Director of the company
Sonocrew, S.L. and is also a member of the Board of Directors of Cake Entertalnment Ltd, a Group company.

These posltions In Group companies are unremunetrated. The other members of the Board of Directors do
fiot participate In other companies with similar or complementary type of activity that constitutes the object

of the Comipany.

26. Other related-party transactlons

The transactions set out below were carrled out with related parties:

Furo 2013 2012

Expense Income Expense Income
Jomaca 98, S.L. 31,422 120,000 32,026
Sonocraéw, S.L. 3,493 40,193 7,000 70,336
Yeguada Floridallanca, 5.A, 50,000
Roatdn Comunicaciones 119,635
Armialda, 5.A. 312,500
Otras partes vinculadas 2,545 5,768 -
Cake Entertalnment, Ltd 189
Cake Distribution, Ltd 86,358 256,221 174,267 466,096
Total ' 524,531 327,336 357,035 568,646

The breakdown of the incomes Invoiced by Jomaca 98, 5.L. refers to financial incomes derived from the loan

to Jomaca 98, 5.L. Amounting to 413,218 euros (Note 11).
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The income Involced by Sonocrew, S.L. (Company In charge of managing the musical contents of Zinkla's
productions) and Cake Distrlbution (Company In charge of distributing cohtent) are generated by their

business activities.

On the other hand, the expenses amounting to 3.493 euros accrued In favour of Sonocrew due to the

reciprocal credit line agreement signed by and between the parties.

As for expenses breakdown in Roatan and Armlalda, they cortespond to advisory services in the field of
communlcation, the former, and consultancy, the latter.

Expenses amounting to 86,358 euros accrued favour of Cake Distributlon are derived from thelr-commissions

coming from thelr business activity.

Transactions with related parties are made on normal commerclal terms and market conditions,

Closing balances with related-partles

Euro

2013
Debit

Credit

2012
Dahit Credlt

Current aecount with subsidlores
Senocrew, S.L.
Producclones y Licencles Plura de Fspofla, $.A. de C.V.

139
193

223 -
193 -

20,688

4,755

Long-term debls with subsidiarles
Sonocrety, 5.4,

- 61,401

Advance from trade receivalile
Sonocrew, 5.t

Long-term tode recelvable
Cake distelbution, Lid

54,619

Trade recelvoble
Sonocrew, S.L.
Cake distribullon, Lid
Coke Entertolnment, Ltd

25
111,996

10,000
292,429
158,807 .

Trade payable
Maria Doolea
Roaldn Comunicaciones
Bruno Consultores
Armifalda
Jomuoca 98, 5.1
Coke Entertolaiment, Ltd
Coke Distribution,
Armioldo, S.A.

248,161
59,926
44,700

333,287

11,634
43,674

171,558
50,000

20,184
- 11,885

Short-term credils
Jomuca 98, S.L.

476,666

445,244 -

Short-term lomns
Other reloted partles

27,927

88,111

Long-term logns
Other reloted porties

28,755

20,839

Jomaca 98, $.1, as ma]ority shareholder, has granted guarantees to the Company agdinst flnancial creditors.
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27. Envlronmental information

All operations destgned mainly to minlmlse environmental Impacts and protect and imprové the
enviroriment are deeimed to be envirenmental activitles.

In 2013, there were no major environmental expenditures.

28, Events after the halance sheet date

On February 26, 2014, the Company filed a procedure of voluntary arrangement with creditors such as It has
been stated in note 2 of these financial statements.

29. Audltors' fees

The_ professional feés for auditing individual and consolidated financial statements for the Company in 2013

totalled EUR 9,500, and 8,847 euros were additionally accrued from other audit services {six-monthly review

in 2013).

The professlonal fees charged by Garrido Auditores, S.L. amounted to EUR 8,144., and 4,000 euros were

additionally accrued from other audt services (six-monthly review in 2012).

The professional fees charged by Garrido Abogados y Asesores Fiscales, S.L. amounted to EUR 41,160 in the
same perlodl. Those fees ralsed to 50.558 euros in the previous year.

30. Other disclosures

The Group Is coritrolled by Jomaca 98, S.L,, which owns 64.71% of the Company's shares, the largest amount
possessed by any shareholder.
The parent company, which flles its accounts with the Madrld Business Registér, has claimed the exemption

detalled In article 43 of the Commerce Code _and does. not flle consolidated annual accaunts. By officlal
decision of December 12, 2013, JOMACA 98, SL has flled for voluntary Insolvency.

Impact of nternational Financlal Reporting Standards in the Interlm Financial Statements

Article 537 of the of the Corporate Enterprises Act provides that, the companies which have Issued securities
admltted to trading on a regulated market of any Member State of the European Unlon -and, according to
current regulations, only published individuals Annual Accounts, must Inform in the Notes of the main
varlations that would arise In equity and the profit and loss account If they had applied the International
Financlal Reporting Standards adopted by the European Union Regulations ( IFRS-EU) indicatlng the

evaluation criterla applled.

Thie Campany; ‘in the current year, is subnitting interim consolidated financtal statements, 5o all the above

does not apply..

Information on the deferred payments to suppliers, Thitd additional provision of Law 15/2010 of July 5"
on the “Duty to Inform’”:

Pursuant to the terms of this law, at end-year 2013, the Company had a halance payable to suppliers in the
amount of EUR 1,502,342, During this period, the Company made payments to suppliers amounting to EUR
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3,192,890, out of which 48% exceeded the legal limit, The welghted average term of payment amounts to
293 days.

In 2012 the Compariy had a balance payable to suppllers in the amount of EUR 1,223,414 which had
exceeded the legally-established payment deadline, During this year, the Company made payments to
suppliers amounting to EUR 1,970,000, which 42% exceedéd legal limit. The welghted average term of

payment ainounts to 170 days.
Issurance of Amerlcan Depositary Receipts (ADRs} on shares of the Company

On November 10" 2011, the Company Issued a Relevant Fact under Artlcle 82 of Securitfes Market Law
24/1988 and Memorandum 9/2010 of the Spaln’s Alternative Investment Market (Mercado Alternativo
Bursatil-MAB) which reported on the approval by Securitles Exchange Commission (SEC) of USA for the
Issuance of American Deposltary Receipts (ADRs) on shares of the Company bound fof placement among U.S.
investors. Each ADR representlng 5 shares of the Company ,This transactlon did not Increase in capltal or
Increase funding for the Company to be made with shares already issued.

31, Guarantees

At year-eind, the Company has 1he following guarantees:

Two from Avalmadrid SGR amounting each to EUR 200,000 and EUR 2,000,000, both are guaranteeing the
[oans taken with a financial entity for the same amounts (Note 13).

The third guarantee taken with another financial entity amounts to EUR 748,198, whose funds to pledge
have beeh deposited by the Company. This guarantee was required by the Minlstry of Industry, Energy and
Tourlsm in order 1o obtain funds from the Avanza programme (Note 13), regarding the call for “Strategic
Action Plan for Telecommunications and Information Soclety”, 2012 annuity, within the sub-program
“Competitivity R+D". At June, 30"™ 2013, the guarantee has already been pledged on Company funds.

Also, the Company hias deposited 101,619 euros in cash, at the General Deposit Bank as a guarantee for the
Ministry of Industry, Energy and Tourism who required it in order for the Company to obtaln the grant for

the call "Strategic Action Plan for Telecominunlcations and Informatlon Society "2013 annuity, within the
sub-program" Strategic Action Plan for Digital Economy and soctety. "(Note 13}.

32, Slgned Interim Financial Statements

These Annual Statements are signed by the members of the Board of Directors on August.
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ZINKIA ENTERTAINMENT, §.A.
DIRECTORS’ REPORT of 2013

Business Performance and Company Situation

The current tension in the financial markets resulting from the current economic downturn has adversely
affected the economic activity around the world and Spain In particular. The Company Is conditioned by
same of the trends that have taken place in the Spanish and Internatlonal econamy In recent years and the
revenue from most of its products depend essentially on the state of markets and economies. These trends,
among which we must Include the slowdown In consumption and the limited bank funding, have affected
sales of the products offered reducing therefore the Company tncome. The global econamic crisis and the
clirrent adverse market slttratlon in recent years has made It very difficult and burdensome for any operator
to access credit. Far the Ceimpany, this situation has worsened even further due to the existing difficulties In

order to generate the cash flows necessary to meet the payment of Ilts debts in the short term.

Zinkia has been working for alinast two years In finding approprlate funding sources, analysing all possible
alternatives to generate additional Liquidity, so that the financial resources will be generated in order for the
Company to be capable of meeting all of its commitments and of undertaking the Investment projects in the
Business Plan. Zinkia conducted the launch of two debt issues authorized by the Natlonal Securitles Market
Comnmilsslon fin 2013, in July and October. In absence of alternative sources of funding and given the outcome
of the above referred debt issues, the Coinpany was not capable of facing the mllestones of the debt

repayment at the end of 2013 and early 2014,

With the aim of protecting the assets of the company and In order to allow the Company to continue with
buslhess as usual under the legal umbrella of protection, Zinkla filed on October 31, 2013, the legal
procedure under art. 5bis of the insolvency Act in order to renegotiate and continue negotiations with all the

different creditors of the parent company.

During the process of debt negotfation with ereditors, a refinanclig agreement was reached with
Bondholders, and main Flnancial Mstitutions and Trade creditors, yet ultimately no satisfactory agreement
was reached with a private entity, halder of a [oan to the parent company amounting to 2.5 million euros.

Given the situation and as an act of responsibility, the Board of Directors decided to submit an application for
Voluntary Arrangement with Creditors last February 26, 2014.

All the above descrlbed is the reason why the 2013 figures have not reached the estimated forecast, Zinkla is
today actively working 1n the preparation of this document, as well as In a payment plan and an early
proposal of arrangemént with the creditors of the company, in order to close a schedule of payments in the
coming years to enable the Company to meet its commitments, and in turn, to continue on with its Business
Plan, The company esthinates that, were the above arrangement accomplished, the Company shall be

capahle of reaching the expected results for the coming years.

During 2013 the turnover figure has dropped 36% summing -up to 5,290,982 euros ¢tompared to the
8,239,438 euros of the previous year.

The "content” income has Increased 43%, primarily generated from sales felated to the delivery of the
educational apps developed by the Company.

The "advertising" Income has increased 70% over the previous year. Thls increase in sales is considerable,
and In line with expectations, and as a consequence of the Company decision to support this business line
within its own sales plans, by adding new resources and efforts to it, the positive impact of It all has been
refnarkable. Zinkia still expects great results In the coming years.
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The year Net sales for the Income carresponding to "operating license" have significantly decreased over the
previous year. The current situation of the Company has led to delays in the hegotiatlon of license
agreements which, in some cases, can last for months. It should be neted that, although the number of
licenses has decreased, In recent months major mllestones have heen reached which lay the foundations of
the increase In sales and business activity for the future. As an example, ZInkia has reached agreements with
prestiglous firnis In order to collaborate in the commercial exploitation of merchandising licenses, by means
of agency agreaments in key territories for the Group, such as the United States, Britain and Italy.

In the past financlal year 2012 Zinkia signed a llicensing agreement for the distrlbution of infant ¢are products
In the territory of the Unitedl States that represented 54% of thé total turnover. Since this type of contracts
that Individually represent a high percentage of total sales, are not necessarily signed every year, such
agreements may hot be recurring. Therefore, ZINKIA conslders Interesting analysing the evelution of the
2013-2012 sales excluding the effect of that specific contract. Flgures are shown as follows:

CRNNNN 202 2013

Content 1,483,099 2,114,311
Licensing 1,351,159 1,679,057
Advertisiiig 988,733 1,497,614
Total 3,822,991, 5,290,982

* Figures without consider Diapers dgreement

It may be noted the good performance of the sales consldered without the Dlapers agreement, as well as the
positive trend shawed by the different business lines,

Zinkia is currently implementlng business sirategies worldwide that shall enable it to achleve its objectives
and continue with the geographic diversification of sales. However, It Is to be hoted that the business has

been affected by the econonilc situdtion experlenced by the Company.

Due to the difficult conditions of access to fundhng, Zinkia has condutted a thorough survey of the
expenditure items, so that It has heen capahle of generating savings on almost all cost items over 2012,

Staff costs were réduced by 32% since in 2012 a workforce reduction was implemented by means of a
collective dismissal of workers, and therefore the number of employees in 2013 was smaller. Other operating

expehses have been reduced hy 4%.

The Company's Working Capital presents a negative figure amounting to EUR 3.3 nilllion at end year end In:
2013. Given the situation and as an act of respansibllity, the Boar¢ of Directors declded fo submit an
application for Voluntary Arrangement with Creditors procedure last February 26, 2014.

At December 31, 2013 the financial position of the Company shows a Net Financial Debt, of 10,157,628 euros
and Equity amounts to 8,979,829 euros showing a debt ratlo over equity of 113%.

Events after the date of end of these yéar-eni Financial Statements

The Board of Directors decided to submit an application for-Voluntary Arrangement with Credltors procedure
last February 26, 2014.

Qutlook for the Company

zZinkta Is today actively working In the preparation of this document, as well as In a payment plan and an
early proposal of arrangement with the creditors of the company, In order to close a schedule of payments In
the coming years to enable the Company to meet its comniltments, and In turn, to continue on with its
Business Plan. The company estimates that were the above arrangement accomplished, the Company shall
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be capahle of reachlng the expected results for the coming years.

For the years 2014 and the following ones, a substantlal Increase ls expected In the furnover of the Company
based oi the introductton of Pocoya into new markets, the increase of business lines regarding content and

advertisements, as well as the developing of new audiovlsual content and brands.

with regard to new projects, the Company 15 still working on their development and on the achlevement of
commerclal and financlal agreements that will afford the stage of production. Projects In progress shall not
he abandaried, but their production Is postponed to comling years when the econonilc and financial sltuation

shall be adequate,

Research & Development

Zinkla engages in ongoing research, development and technological Innovatlon, always striving to optimize
our productlon processes and acqulre: technical skills that allow us to malntain ourselves as a leading

company In the sector.

Financial Risk Hedging

In particular, at December 31, 2013, 82% of the total debt of the Company was referenced to fixed Interest
rates, which means a higher financtal cost to the one that waould apply if the debt were referenced to
varlable interest rates (l.e. Furibor), due to reduced levels the later currently present. As a result of this
unfavourable situation, the cost of credit has increased and its availability has been reduced, which has
caused many companies to experience difficulties or even the impossibllity to make investments financed
with credit and bank loans, Furthermore, these funding difficultles arc further aggravated due to the current
crisis in the banking and financlal sector in Spain, where the company is headquartered. At December 31,
2013 the average debt rate Is 6.51%, At year end 2012 the average debt rate was 6.49%,

However, regarding floating-rate debt, the Company performs [nterest rate hedglng transactions in ordérto
reduce the impact of the fluctuations in interest rates on the Income Statement.

Acqulsitlon of treasury shares

[ii 20313, 347,554 treasure values were acqulred on the Company's will and subsequently sold, ebtalning an
overall result of 185,793 euros recorded as an increase in equity in the Balance. At December 31, 2013,
281,503 shares are held by the.Company with a nominal value of 28,150 euros, and representing 1.15% of

share capital.
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DECLARATION OR RESPONSIBILITY FOR FINANCIAL REPORTING

The members of the Board of Directors of ZINKIA ENTERTAINMENT, S.A. listed below
declare that, to the best of their knowledge, the financial information for the Company, which
includes the Individual and Consolidated Financial Statements of ZINKIA
ENTERTAINMENT, S.A. and subsidiaries as at the end of the year 2013, formulated by the
Board of Directors at the meeting held on March 31* 2014 and prepared according to the
applicable accounting principles, offer a true image of the equity, financial situation and results
of ZINKIA ENTERTAINMENT, S.A. and subsidiaries and that the Directors’ Report includes
an accurate analysis of the Company’s business results and position, along with a description of
the principal risks and uncertainties faced by the Company and subsidiaries.

Madrid, March 31* 2014

VIr. José Maria Castillejo Oriol Mr. Alejandré‘ﬁal}é%féro de Diego

Mr. Julio C




TEMPLATE SCHEDULE Il ANNUAL REPORT ON CORPORATE GOVERNANCE OF
ENTITIES -OTHER THAN SAVINGS BANKS- THAT ISSUE SECURITIES TRADED ON

OFFICIAL MARKETS
ISSUER IDENTIFICATION

YEAR END REFERENCE DATE 31* DECEMBER 2013

C.I.F, AB2659061
Gompany name: ZINKIA ENTERTAINMENT S.A.
Company address: CALLE INFANTAS 27-28004 MADRID

ANNUAL REPORT ON CORPORATE GOVERNANCE OF ENTITIES -OTHER THAN
SAVINGS BANKS- THAT ISSUE SECURITIES TRADED ON OFFIGIAL MARKETS

A.- OWNERSHIP STRUCTURE

A Spacify the most signiticative shareholders or holdings in your entily at year-end dale:

NIF or GIF Name or company hame of .
the shareholder or holdlng | % over capltal share
(2310993E MIGUEL FERNANDO | 11,20
VALLADARES GARCIA _
B§2158379 JOMACA 98, S.L. 64,71
05257311V ALBERTO DELGADO | 3,75
GAVELA .

A.2 Specify, in each case, the family, commercial, contractual .or corporate relations amohg
significant shareholders or holdings, as long as they are known by the enfily, save if they are
hardty relevant or derive from ordinary trading:

NiF or CIF Names or company ]
names related Type of relatlon Brief desctiption




A3 Specify, in each cass, the. family, commercial, contractual or corporate relations among
significant sharahiolders or holdings, as long as thiey are known by the entily, save if they are

hardly relevant or defive from ordinary trading:

NIF or GIF Names or company ,
names related pany Type of relatlon Brlef description
882158379 JOMACA 98, S.L. CONTRACTUAL LOAN GRANTED BY
ZINKIA ‘
ENTERTAINMENT
S.A.

A.4 Specily, in each case, the restrictions on voling rights as well as any restriction on the
acquisition or transfer of capital share:

YES NO

Description of restrictions
None

B.- SHAREHOLDERS MEETING OR EQUIVALENT BODY

B.1 List the List the quorum for the Shareholders Meetling or equivalent body established by the
company's statutes. Describe how it differs from the minimum provisions of the Companies Act

(LSC), or the rules applied to it

As slated in Article 10 of the Company's Statues, the Shareholders Meeting is ruled by the Law,
the Company's Statutes and the Regulatlons of the Shareholders Meeting which develop and
complete the legal and statutory regulations In malters relating {o their call, preparation, and
development, arid the exercise of the right to information, support, representation and
shareholder voling.

According to Article 15 of the Rules of the Shareholders Meeting:

"The Shareholders Meeting shall be validly conslilitéd on first call when the shareholders
present, or represented, hold at least twenty-five percent of the share capital with voling rights.
At second call, any constitution regardless of the atlending share capital shall be valid.”

For the ordinary or extraordinary Shareholders Meeting to resolve on the increase or reduction
of capilal and any other amendment of the Company's Statues, the [ssuance of bonds, the
elimination or restriction of the right of first refusal of new shares and the transformation,
merger, spin-off or transfer of asséts and liabilities and the transfer of the registered office
abroad, it Is necessary, in the first meeting, a quorum of shareholders present or represented

hold of at least fifty percent of capital share with voting rights.

On second call, a twenty-five percent of the capital will be sufficient, although when
sharcholders represent less than fifty percent of the share capital with voting rights, the




agreements referred to in this paragraph may be taken only validly by the affifmative vote of
two-thirds of the capital share present or represented al the Shareholders Meeting

Absences occurdng once the Shareholders Meeting is constituted shall not affect the validity of
the mesling. "

Thé regime st out in the Regulations of the Shareholders Meeting of the Gompany does nol
differ from the minimum provisions of the Companies Act.

B.2 Explain the rules of adoption of corporale resolutions. Describe how it differs from the
regulation under the CA, or in any oiher applicable regulation.

As slated in Arlicle 13 of the Company's Stalutes and Arlicle 26-of the Rules of the Shareholders
Mesting, resolutions will he approved by a simple majority of the votes of the shareholders
present. or represented, except In cases where the applicable law or the slatites require a
greater majorily. To Increase or reduce capital or any other amendment of the Company's
Statues, the Issuance of bonds, the elimination or restriction of the right of first refusal on new
shares as well as the transformalion, merger, spin-off or transfer assels and liabllities and the
transfer of residence abroad, the affirmative vote of two-thirds of the capltal present or
represented at the Meeling is reguired when, on second call, shareholders representing tweniy-

five percent or more of the share capital wilh voting rights withiout reaching fifty percent.

This form of action does not differ from provisions In the Companias Act.

Company's statues. Article 10.- General Shareholders Meeting.

...] Shareholders attending the General Meeling, validly called for or universal, shall decide on
the matters within the competence of the Meeling, by the legal majority or by the majority

established in the slatues [...]
Company's statues. Article 13.- Acting In General Meotings.

[..] Each of the items on the agenda will be discussed and voted on separately, and must, in
order to bo valld, resolutions must be adopted by a simple majority of votes unless legally a
different majority is required for any kind of patticutar resolulions [...)

B.3 Briefly Indicate.the resolutions adopted by the general meefings or equivalent bodles during
the year referred to in this report, and the vote percentage that served to adopt such resolulions.
L

A General Shareholders Meeting took place on 27™ June 2013, and the followirig resolutions
were. submitted ot he approval of the Shareholders, and were actually approved by the

following favour votes:

First.- Exain and approval, where possible, of the Annual Financial Statements (Balance
sheet, Income, Change in Equily, Cash-Flow and Memoir) and Management Reporls,
corresponding to ZINKIA ENTERTAINMENT, S.A. and its cohisolidated Group in 2012.

Approved by 100% votes.

Second.- Exam and approval, where possible, of the proposal for the distiibution of
restifts for the financial year




Approved by 100% voles.
Third.- Exam and approval, where possible, of the Boar of Directions management.

Approved by 96,85 % voles.

Fourth.- Ratification and appointment of direclors.

_ Approved by 96, 85 % voles.

Fifth.- Delegation of powers to the development, nolarisation and registration of previous
resolutions and also to make the mandalory filing of the .anniual individual and
consolicated financial statemenls in the Commercial Registef.

Approved hy 100% voles.
B.4 Specify address and access lo the website of the enlity containing the Information on
corporale governance.

Governance ¢an be found by accessing the company's website
bottom information for shareholders and investors placed on the
lete address to reach that point is as follows:

The informalion on Corporate
www.zinkia.com, selecling the
left side of the web menu. The comp

hllD:IIwww.zinkia.comiinformacioncorporatiVaI

B.5 Indicate whether there have been meelings of the various unions thal might exist, of the
holders of securities lssued by the entity, the purpose of the meetings held during the year to

which this report and refers major decisions taken.

Zinkia has currenlly issued Simpls bonds denoiinated Debentures Simple ZINKIA 1st ISSUE,
which Final Terms were approved by the CNMV on October 7th 2010, under the Base Paper of
the Program for Fixed Income Securities registered with the CNMV at September 28th, 2010.

the Company, at October 8th 2013 the market was

communicated by Relevant Fact published on the same date, that the Commissioner of the
Bondholders, Mr. Hilario Alfaro Moreno had proceeded to call for a Bondholders Meeting,which
was scheduled to be lield at the Barbieri room of the Hotel Lusso Infantas, [ocated at calle
Infantas 29 of Madrid on November 8th 2013, at 12:00 am on first call, and at the same time
and in the same venus, on Deceniber 9th 2013, on sacond call, with the following agenda:

First.- Exam and approval, where possible, of the management by the Commissloner of the
Bondholders.

Second.- Ratification of the appoinimenht of the Comrnissioner of the Bondholders or
appointment of a new Commissioner.

Glven the economic situation of

Third- Exam and approval, where possible, of the Rules of the Bondholders
Union.Fourth- Writing-off date of the bonds. Resolutions to be adopted in his respect.

¢ Fifth.- Powers deiegalion.

Sixth.- Reading, and, where possible, approval of the meeting's deed.
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The Mesting took place on second call, and the following resolulions were agreed upon: First.-
Exam and approval, where possible, of the management by the Commissioner of the

Bondholders.

Appraved by 100% voles.
Second.- Ratification of the appointment of the Commissioner of the Bondholders or
appoiniment of a new Commissioner.

Approved hy 100% voles.

Third.- Exam and approval, where possible, of the Rules of the Bondholders Union.

Approved by 100% voles.
Fourth- Writing-off date of the bonds. Resoclutions to be adopted in this respect,
Approved hy 99,37% votes.
Fifth.- Powers delegation,
Approved by 100% voles.

Sixth.~ Reading, and, where possible, approval of the meeling’s deed.

Appioved by 100% voles.

C ENTITY'S MANAGEMENT STRUGTURE

C.1 Board or managing body
C.1.4 List the maximum and minimum number of board dlrectors or members in the
managing body, as provided by the Company’s Statues:

Maximum number of board directors/ | 10
members managing hody

Mininum number of board directors/ | 3
members managing bocdy

G.1.2 Fulfil the following table on the board directors or managing hody memhers, and
thelr different status:
BOARD DIRECTORS/MEMBERS OF THE MANAGING BODY

Director NIF or CIF Nawie or- company | Represeritative Last date of

name of the appointment’

director! managing
body merber.

00.397.125-F José Maria Gastillejo -26/05/2009
Oriol

B-82168379 Jomaca 98, S.L. Julio Govacho Lopez | 26/05/2009




{0022538307Z)

B-83522201

Angel-Martin ~ Orliz
Abogados, S.L.

Bugno (02616945M

05.257.311-V Alberio Delgado 26/05/2009
_ _ Gavela
03.849.162-X Algjandro Ballestero 26/05/2009
de Diego
Angel-Martin  Orliz | 27/06/2013

C.1.3 Identlfy, in each caso, the membaers of the board or the managing body holding 4
position as diréctors or managers in other entities part of the group holding:

Director NIF
or CIF

Compa
Name or company | the gro
name of the
director/ managing
hody membhet,

ny namne of | Group entily
up entity NIF or CIF

Position

00.397.125-F | -José Maria | SONOCREW, B83363705 Sole Director
Castillejo Oriol s.LU.
00.397.125-F | José Maria | CAKE GB Director
Castillejo Oriol ENTERTAINMENT, | 927507412
LTD,

C.1.4 Fulfll the following fable with the information related to the number of female
directors in the board and thelr fees, as well as their evolution during the last four years:

Nuinber 0
fomale directors

Year t| Year
Number % Numb

t-1 | Year
er % Numbher %

t-2

Year
Number%

t-3

Board director No female | -

directors

Executive
commission

No feimale
member

Audlt Commitfee No female

tirectors

Cominlssion

¢.1.5 Fullil the following table with the aggregate remuneration of the ¢lirectors or
members of the managing body, dwing the yeat:

Remunearation Concepl

Thousands of euros

Individual Group




Fixed remuneration

Variable remuneration

Allowances

Other Allowances

o o o |t o
o (o | o o

TOTAL: |

rectors who are not at the same timo hoard directors or

C.1.6 Identify those managing di
ing hody and speclfy their remuneration accrued during

exacutive members of the manag

the year;
]
NIF or CIF Name or coimpany name Positlon
0022538302 JULIO COVACHOQ LOPEZ DIRECTOR GENERAL
07496832M LOREA GARCIA JAUREGU! | DIRECTOR LEGAL and
HUMAN RESOURCES

Total remumeration of high managers 163

{thousands euros)

any's statutes or the rules of the hoard establish a time limit to

C.1.7 Speclfy if the comp
he members of the managing body:

the hoard of directors ort

YES  NO
0 i

Maximum number year mandates

1e Annual FInancial Statements, consolltated and individual, submilted

C.1.8 Specify it tl
f the board or managing hody, are previously certiflad:

to the approval o

YES NO

Identify In each case, the person/people who have certified the Annual Financilal
statements, consolidated and individual, in order to be prepared by the board. or

managing botdly,

NIF Name Posltion

the mechanlsm established by the board or managing

C.1.9 Explaln, where possible,
I individual and consolidated financial sfatemonts

body in order to prevent the annua




from boing submitted to the General Shareholders Meeting or equivalent body with
qualifications in the audlit report.

According to art. 39, 3 in the Rules of the Board of Directors of the Company, the Board of
Plractors shall try to prepare the final financial statements so as to avold qualifications from the
awditor. However, whenever the Board thinks suitable to hold on to its own criterion, the board
shall explain publicly the conlent and the extent of its discrepancy.

G.1.10 Doss the Secretary to the Board of Directors or Managlng body hold the status of

Director?

YES NO

C.1.11 Specify, when possihle, the mechanism established to preserve the Independence
of external auditors, financial analysts, bank of investments and qualification agencles.

According to article 13 of the Rules of the Board of Directors of the Company, the Audit
Commiltes will be in charge of llaising with the exlernal audilors in order to receive Information
on any Issues lhat may jeopardize their independence and any other data related to the audit
process, as well as any other communications provided for in the auditing legislation and

technical auditing standards,

C.2. Comiisslons of the hoard or managing hocly

C.2.1 List the managing bodies:

Body name Number of members Functions

Audit Commiitee 1 As detailed in C.2.3

C.2.2 Speciiy all the commissions in the hoard or managlng hody and their members:

EXECUTIVE OR DELEGATE COMMISSION

NIF or GIF Name or company name Position

AUDIT COMMITTEE

NIF or CIF Name of company name Position _

B-82158379 JOMACA 98,
5.L.SECRETARY MEMBER

COMMISSION FOR APPOINTMENTS AND REMUNERATION




NIF or CIF Name or company hame Posltion

COMMISSION FOR STRATEGY AND INVESTMENTS

NIF or GIF Name or company name Pasitlon
COMMISSION
NIF or CIF Name or company name Position

C.2.3 Describe the organization and operating rules, as well as the responsibilitles of
each commission of the hoard or member of the managing body. When possible,

describe the powers of the managlny director.

Draft limit 4.000 characters (3.572)

AUDIT COMMITTEE (AC) Members: from 3 fo 5 Directors, mostly non executive -and at ledst
one of them being independent. 4 year mandale, re-elected after 1 year of the end of the
mandate, President elected among the non execulives. All the Commitlee membérs shall be
appolnted, when possible, according to their knowledge and know-how in accounts and

auditing.

“Their mandate shall explre at the same lime as their stalus as hoard directors, or, whenever the

Board of Directors so agrees (BoD). Al least two annual meelings are held in order to réview
the periodical financial data required by the market authorities and to be approved and
published by the BoD. Meelings shall be held whenever the President so considers, and he
shall always call for a meeting when the BoD or himself require a report or the adoption of
proposals by the BoD, and whenever a member of the BoD should ask. The AC shall have the
following functions, among others: - Inform the Shareholders Meeting on the malters of ils
competence consldered by the shareholders — Proposing to the BoD, before submilling to the
Shareholders Meeting, the appointment of external auditors (condilions, mandate, revocation
and renewal...) - Monitoring the Internal sysleins of audiling; to walch over its independeiice
and effectiveness — Review the accounts, watch over the compliance of the legal requirements
and the suilable application of the accountancy principles, collaboration with the external and
internal auditors — To know and monitor the efaboration process and integrily of the financial
dala, walching over the compliance of legal requirements and the application of accolntancy
criteria; to know and monitor the integrity and suitabllity of the internal control syslems, andl
appolnting or removing its heads — Revising the internal syslems of contral and Ttisk
management, in order to [dentify risks and disclaim them ~ Ligising the relationi with the
external auditors in order to recelve informiation on questions that might imply a risk for their
Independence.and in order to recelve any other information related to the audit process, as wall
as any other information required by the audit regulations and ils technical rules. - Monitoring
the compliance of the audit contract,with the aim of reflecting clearly their report on the annual
statementé and the main conlent of the audit report, as well as evaluating the result of every




aydit, - Revising the financial dala that the Board has to submit periodically lo the miarket and
its monitoring hodies, making sure that the interim statenients are prepared according lo the
same accounting criterla as the annual stalemenls. - Exam the compliance of the Internal Rules
of Conduct of the Rules of the BoD and the governance regulations, and submit the necessary
proposals so as to improve. - Inform the BoD, prior to the adoplion of resolutions on the
followlng matters: a) creation or acquisition of holdings in entitles with a speclal aim or
‘headquartered ofi-shore, as well as other similar {ransactions and operations complex enough

to impalr the group transparency; b) related operations.

MANAGING DIRECTOR: The BoD can appaint 1 or more Managing Direclors, on whom all
powers that are transferable s¢cording lo the laiw and Company's Slatules can be tolally or

partally delegaled.

C.2.4 Specify the number of meetings held by the audit committee during the year:

[ Number of Meetings |2 ]

C.2.5 If there is a commission for appointiments, specily if all its members are board
directors or members of the external body of administration.

YES No
D RELATED AND INTRA GROUP OPERATIONS

D1 Llst the operations among the entity/entitles in the group, and the entity
shareholders, cooperative holders, holders of ownership riglits or any other equlvalent

rights.
NIF or CIF rﬁg?g:!.nolder ar | Type of relation Brief description Amount
‘Company Name _
B82158379 JOMACA 98, S.L. | CONTRACTUAL ACCRUED 31
INTERESTS ON
LOAN GRANTED
BY ZINKIA
ENTERTAINMENT
SA.
B81092645 | Reatan CONTRACTUAL PROVISION  OF [ 119
Comunicacion SERVIGES TO
S.L. ZINKIA
ENTERTAINMENT,
S.A.

D.2 Specify the operations between the entity/ontlties In your group, and the directors or
members of the managing body, or executlve dlrectors of the entity.

NIF or CIF Shareholder
Name or
‘Company Name

Type of relation Brief description Amount




82158370 | JOMACA 98, | GONTRAGTUAL | ACGRUED INTERESTS | 31
S.L. ON LOAN GRANTED BY
ZINKIA
ENTERTAINMENT S.A,

D.3 List the Intra-group operatlons.
The operatlons in force inside the Zinkia Group are as follows:

Distributions agreement between Cake Entertainment, Ltd, and ZINKIA ENTERTAINMENT, S.A.
In order to distribute In television the audiovisual content of the latter in some terrilories in
exchange for a fee or commission on the distributed conlent.

Reciprocal credit agreement between ZINKIA ENTERTAINMENT, S.A. and SONOGREW,
S.L.U. Amountifig to FOUR HUNDRED THOUSAND EUROS A YEAR (400,000 €fyear).

D.4 Specify any mechanism establishedin order to detect, identify and solve the possible
conflicts of interests between the entity and its group, its directors or members. of the

managing hody, or executive directors.
There is no conflict of interast whalsoever, according to the Corporates Acl.

To this aim, the Company has established the following mechanism in art. 29 of the Rules of the
Board of Direclors:
1, A Director must disclose the existence of any such conflict, direct or indirect, as it may have

with Ihe Company's Interest. The affected Director must refrain from paricipating in the
resolutions or decisions regarding the lransaction to which the conliict relates.

2. Directors also must disclose such difect or indiréct interesls as either they or the related
persons referred to in anlicle 231 of the Capital Companies Acl may have in the capital of a
company with a business that is the same as, or comparable or complementary to the business
constituting the corporate purpose, and also will disclose the offices or funclions they- fill ‘or

pesform therein.
3. The conflicls of interest contemplated in the preceding subsections will be reported in the.
notes to the financial statements.

E CONTROL AND RIKS SYSTEMS

E.1 Explain the scope of the entity's Control and Risks Systems.

The Company has systems to control the risks lo which it is exposed, these systems are based
on the ideritification and assessment of factors that may affect somehow the compliange of
goals by the Company.

The aclivity of the Company Is exposed to various financial risks: market risk, credil risk arid
liquidity risk. The program's overall risk management of the Company focuses on the

unpredictabllity of financial markets and seeks to minimize the potential adverse effects on its
financial return. The Company uses derivatives to hedge certain risks.

E.2 Identify the bodies responslble for the preparation and Implementation of the Risk
Management System.




The management of such risk factors depends on the Financlal Area of the Company, who
identifies, evaluates and covers' the financial risks according to the policies approved by the
Board of Directors.The Board of Directors provides for guidelines of manags the labour risk, as
well as some other specific areas as exchange rate risk, interest rate risk, cash-flow risk, use of
derivates and non derivates and investment of the cash-flow excedents.

Also, the Audit Commiltee revises periodically the internal systems of control and risk
management, so as to idenlify the main risks, and get them to be managed and disclaimed

adequately

E.3 List the main risks that can affect the meeting of the buslness goals.

Draft limit 4.000 characlers (3.976)

‘simulaled for fiablliligs representing the most significant interest-hearing positions.

AUDIT VERSION ACCORDING TO FINANCIAL STATEMENTS

(3.324)

Market risk! 1. Exchange rate risk: The Company operales in the international scene and
therefore Tt Is exposed to this risk due to the foreign currency operations (i.e. USA Dollar and
Sterling Pound). Risk arises from future commercial transaclions, aclives and receivables
recognized and net investments in operations abroad. Currently the Company has no hedge
against the forelgn currency exchange fluctuations and it Is exposed to fluctuations as a result
of its business oultside the euro environmént, and as a result of the polential fluctuations in the

currency dencminations of its trade debt.

If the Company's turnover In other currencies grows, the Company's exposure to exchange rate
fluctualions shall increase.

2. Price risk: The Company Is not exposed to equity instrument price risk begause of the
invesiments held and classified on the balance sheet elther as available for sale or carried at
fair valite through profit or loss. The Company Is not exposed to commodity price risk.

3. Interest rate cash flow and fair value risk; Since the Company does not hold significant
interest-hearing assets, the income and cash flows generated by operating aclivities are
relatively protected from fluctuations in market interest rates. The Company's interest rate risk.
arises from long-term borrowings. Borrowings Issued at variable rates expose the Company to
Ihe cash flow interest rate risk. Fixed interest rate borrowings expose the Company fo fair value
interest rate risks. The Company analyses ‘ils intérest rale expostre in a dynamic manner. A
simulation is performed of various sceharios, taking into @account the refinancing, renewal of’
current positionis, alterative financing and hedging. On the basis of these scenarios, lhe
Gompany calculates the effect on results of a certain variation in the interest rats. For each
simulation; the same vartation in interest rates is used for all currencles. Scenarios are only

Credit risk: Credit risk is managed by groups. The credit risk results from cash and cash
equivalents, derivative financial instruments and deposils with banks and financial inslitutions
also wholesalers and retailers, including accounls receivable outstanding and commilted
fransactions. The Company only does business wilh reputable banks and financial institutions.

Liquidily risk: Prudent liguidity risk management implies malntalning sufficient cash and
markelable securities, keeping funds available through sufficient commilted credit facilittes and

having the abilily fo close out market positions.

Given the dynamic features of the underlying business, the Financial Area is aimed at keeping
funding flexible by means of the availabilily of the credit lines agreed,




E.4 Identify if the entity counts on a tolerance degree to risk,

The Company count, In the exercise of their activity, and the preparation of budgets and
business plans, on the existence of the risks identified, and allempls to manage the assets of:
the company with the due flexibility while applying very conservative ciiteria, so that if any
potential risks that may occur, the Gompany would not be affected. Therefore, there is-a cerlain
level of tolerance for risk, although depending o the -poteritial risk that might oceur, ‘the
necessary mechanisms already planned to minimize any damage would be Impleniented,

E.b Specily tiie actual risks faced during the year.

YES
[n 2013 risks of credit and liquidity had to be faced.

Given 1hé restricted access to financial markets and this impact on the Campany's cash-flow,
together with the tensions thal were punclually communicated as Relevant Facts to the Market,
and glven the malurily to be faced by the Company during the last term Ih 2013 and the first
term In 2014, the Company implemented during 2012 and 2013 relevant measures on sXpenses
control and minoration, while trying to access alternative funding lo financial entlties, as i.e. By
means of the Simple Debentures Issue, approved by the CNMV but that was not finally placed.
In view of the results, the Company communicated the Mercantile courts of Madrid at 31
Oclober 2013 the continuation of the negotiations with the main creditors, according to art. 5 Bis
in the Insoivency Act. Anyhow, the economic situation and the Company's equily siluation, led
the Board of Directors, once it was deemed impossible to reach an agreement with some of the
main creditor, to file for the voluntary arrangement with creditors, so on 26" February 2014, the
Cempany submitted a declaration of voluntary arrangement wilh Creditors before the Mercantile
Courts of Madrid. Currently, the Company is negotialing an Arrangement with ils Creditors.

In broad tenms, and regarding the ensemble of risks faced during [lie year as hereby described,
the Board of Directors, acting according to its powers, has monitored and control such risks,
implementing the due internal control and information systems. As a means to enhance this, the
Company has counied on the monitaring and review functions of the Audit Commilltee, and on
{he management activities implémented by the head of the different affected areas.

E.6 Explain the response and moniloring regarding the main risks for the entity.

The Board of Direclors provides for some guidelines in order lo manage overall risk, and to
mandge particular risks such as exchange rate risk interest rale risk, liquidity risk, use of
derivates and non derivates and investinent of cash-flow superlative.,

According to art. 5.1.vii of the Rules of the Board of Direclors, the Board of Directors approves
the policy of risk control and management, and also monilors periodically fhe interal syslems
of information and control.

Also, according to the art. 13.2.c of thie Rules of the Board of Directors, the Audit Commiliee

reviews periodically the internal systems of risk control-and management, so as to identify the
main risks and afford their disclosure and due management,




F INTERNAL SYSTEMS FOR THE RISK CONTROL AND MANAGEMENT REGARDING THE
PROGESS OF FINANCIAL DATA ISSUE (SCIIF)

Describe your enlity‘é iechanisms part of lhe systems of rigk control and management
regarding the process of financial data issue (SCIIF)

F.1 Entity's control environment

Report on the main features-of at least:

F.1.1. Bodies and powers responsible for; {i} the creation and malntenance of an
adequate and effective SCIIF; (i) Iits implementation; y (ifl) Its monitoring.

The. Board of Directors Is the highest responsible for the crealion and maintaining of an
adequate and effeclive SCIIF, both directly and through the Audit Committee,

According to art. 13,2 of the Rules of the Board of Direclors, the Audit Commiltee will exercise
the following basic functions related to the systems of internal control and infonmation:

o Monitoring the effectiveness of the internal control of the Company, the internal audit, i
any, and the risk management systems, and discussing slgnificant weaknesses in the
internal contro! system detected In the course of the audit with the auditors or audit
firms.

¢ Supervising the process of preparallon and presentation of regulated financial
information related to the Gompany and, if applicable, the group.

e Establishing the appropriale relationships with the auditors or audit firms to receive
information regarding such questions as may compromise their independence, for
review by the Committee, and any others related to the process of audiling accounts,
and such other communicalions as may bhée contemplated in the legislation regarding
auditing of accounts and audit slandards. In any event, annually it must receive wrilten
confinnation from the auditors or audit firms of thelr independence as regards the entily
or directly or indirectly refated entities, and information on additional services of any
kind provided to these entities by the aforesaid auditors or firms, or by the pearsons or
enlities related thereto in -accordance with the provisions of Agcount Auditing Law
112011,

e Annually, prior fo the issue of the audit report, issuing a report staling an opinion
regarding the independence of the auditars or audit firms. This report must address the
provision of any addilional services referred to In the preceding section.

o Examining compliance with the Internal Code of Conduct, these Regulations and, In
general, the company's govefnance rules, and making the proposals necessary for

improvement.

Regarding the supervision of the process of preparation and présentation of regulated financial
information related to the Company and. if applicable, the group, the Audit Head is aimed at
watching over the internal systems of information and control, as well as at evalualing the

internal control by the external auditor, and so:

— The Head is responsible for the conception, Implementation and operalion of the SCIIF.
Such function s executed through the Financial Head, who is responsible for the
elaboration of the financlal slalements and for establishing and maintaining the due




pritary control that operate over the transactions and other aperations In the process
of the data that are the source of such stalements. Checks on the adequacy and
conslstency of the intérnal syslems of control and revising the appolniment and
reptacement of the staff responsible for It as well as on the elaboralion process of the
accountancy principles and policies.

Knowing and checking on the integrily of the élaboralion process and presentalion of
the financial dala related to the Company and, when possible, thie Group, by revising
the degree of compliance of legal requirerients, the due delimftatlon of the
consolidation environment and the right application of the accountancy criteria.

Revising petiodically the effectiveness of the internal contro} of the Company, and the
risk inanagement systems, so as 1o have the maln risks identified, managed and duly
disclaimed, while also discussing significant weaknesses in the internal confrol system
detected in the course.of the audil with the audilors or audit firms.

Walching over the independence and effectivity of the internal confrol functions arid the

legal compliance.

FA.2. If there are, specifically regarding the process of financial information, the

following elements:

a » Departments andfor mechanisms [n charge of: (i) the conception and revislon of the
organizatlon structure; (ii) the clear definition of guidelines regarding resgonslbility and
authority, with a suitable distribution of tasks and functions; and (iii) the creailon of
procedures enough as fo proceed to the right disseminatlon within the entity.

The conception and review of the organizational slructure and the definition of the lines of
respansibility and authorlly are the responsibility of tha Board of Directors,

The implementation of such a structure is carried out by lhe Managing Director who will
determine the appropriate distribution of tasks and functions.

The CEO will also ensure that there is an adequate segregalion of duties and that the lines of
authority and responsibilily are perfectly defined.

The dissemination of the organizational structure to the whole entily is performed periodically,
either through electroriic means and through regular meetings with the staff-of the entity.

h « Code of conduct, body of approval, degree of dissemlnation and information,
principles and values included {pointing at specific mentlons regarding the recording of
operation and financial data process) body in charge of analysing lack of compliance

and proposing correcting responses and penalties.

The Company has a Code of Gonduet in the Securities Market approved by the Board of
Directors at. 8" June 2009, applicable to Directors, Executive Direclors, exiernal advisers and
everyone providing services for the Cormpany in relation to the market, and in pailicular, it
financial area,

Said Code determines the behaviour crileria that its recipients shall follow in operations
exectted an these markels, with the aim of contributing to their transparency and to protecling

investors. The principles that inspire the standards hereln are those of impariiality, good falth,
of general interests prevalling above one's own, care and diligenice in making use information




" and, when acling on markets, rules of behaviour provided by the guidelines amployees must

observe in order to avoid unethical conduct..

The Management shall be in charge of watching over its compliance, analysing the lack of
compliance and proposing correcsting aclions and penalties, except when any member ¢f the
Government Bodies are Involved, In Which case, the Board of Directors shall intervene,

¢ * Channel that affords reporting to the Audit Committee any financlal and accounting
irregularities, as well as hreaches of the code of conduct and malpractice within the
organization, reporting also on the confidentiality of such information.

The entity is considering the implementallon of a channel o reporl Information to the Audit

Commiltee regarding the financlal and.accountancy hreaches, and granting confidentiality.

d + Perlodical tralnlng and updating programmes for the staff involved it he preparation.
anil revision of the financial data, as well as on the valuatioh of the SCIIF, covering at
least accountancy and audit rules, internal control and risk management.

The staff i the financial area in charge of the processing and revision of the financial data, must
have the updated knowledge fo be qualified in order to act according to their powers and
funclions. To this aim, the staff is selected paying special altenfion to thelr training in
accountancy, audit and risk management, although if need bs, additfonal training would be

provided in such subject

The Financial Head, In coordination with the Head of Human Resources, determines lhe
training plans, both internal and external, suitable in order to grant the ongoing training and
campelence of ali the staff in the Area.

F.2 Risk evaluation In the process of financial data.

Report at least on:

F.2.1. The maln features of the process of Identification of rIsks, Including fraud and
error, regarding:

A+ The actual procedureand its recording.

The procedure of risk identification in the financial dala is done periodically by the Financial
Head, but such procedure is stil unrecorded.

The enlity is considering the implementation of the recording procedures that shall afford the
communication to the Audit Committee of such risk identification, including error and fraud, and
establishing the different lines of action as a response to such idenlification, as well as the
corresponding prevention, identification and regularizalion processes

This process is the fundamental base of any adequate Internal control system, so il involves
{he participation of the area in charge of processing the financial data, and the Risk Control of
the Gompany, the Financial Head, the Management, as supervisors and responsible for their
raview, and the Board of Direclors as highest body responsible for the internal control of the

finanicial data.

B « Whether the procedure fully covers the alms of financial information {existence and
occurrence; integrity; valuation; presentation, breakdown and comparability; and rights




and obligations), whether and how often it is updated.

The scope of the process of identification of fisks in the firancial information ranges from
occurrence, valuation to presentation and breakdown.

The Einanclal Head identilies the possibilily of errors in every risk source, by applying different

measures of identification according to the source or origin.

Auloinatic identification imeans are used to alert phases of occurrence, recording and
measurément using logical securily measures on financlal information systems, and automatic

tabulaled on the listed information.

Technologlcal systems ensuire a correct process of the aclivities associated with a large volume
of information, transagtions and computational complexity.

The breakdown of the financial Information and presentation are alsc ensured by the
procedures stipporled on lechnical applications in the preparation of financial staterments,
regarding both their logical security and accuracy of their calcutations.

The process of idenlifying the risks of financial information will be updated through the
proceditre that the entlty is considering to record-with regards the identification and conlrol of
risks by establishing securily policies In the flnancial reporting and creating -a handbook of
accounting policies, all to be approved by the Board of Direclors, and later updated to the

frequency decided.

G » The exlstence of a procass of identifying the scope of consolidation, taking into
account, among other things, the possible exlstencé of complex corporate structures, or

speclal purpose entities.

The scope of consolidation is determined by the criteria set in the International Standards of
Financial Reporting and reviewed according fo policy changes by the Finance Head of the

Group.

D » Whether the procedure takes into account the. effects of other types of risk
{operational, technological, financlal, legal, repetiuonal environmental, etc..) to the
extent that they affect the financlal statements,

The entily shall consider, in addition to the confrols on the risks identified in the E3 section of
the Annual Corporate Governance Report, as part of the process of risk identification, the

following risks:

Accounting risks:Thiese are risks affecting the reliability of financial reporting
and the compliance with the applicable accounting standards

Operational risks: They represent the chance of suffering losses due lo
inadequate technical and human processes, or due to their. failure, and also due
to the lack of resources, trafning, or necessary tools in the declslon-making.
Technological risks:They are due to fallure in the systems or to errors In lhe
processes relying on them. Apart form the arrors fn the software and sysiems,




there are other indirect technological risks that might have serious
consequences such as ielecommunication fallures, external altacks or

malaware. ]
Compliance risks: Derived from Internal activities that might cause a negative

perceplion in our groups of inlerest (clients, Public Adfninistr‘aﬁon, or local

environment).
Reputation risks:They are produced as a result of external faclors and might

cause modifications in the Inlernal control of the financial information,

E *Managing body monitoring the process.

The bodies responsible for oversesing the pracess of identifying risks of financlal Information
are the Financlal Department, the Manadgement aind the Audit Commillee, a_'nﬂ of course, the
Board of Directors as ultimate responsible bady for the financial information of the Company.

The Financial Head:

- supervises the recording, valuation, breakdown and presentation of the financlal

information and the right eslimate of the forecasts. _
- [denlifies and checks the right recording in the financial information of the risks

deriving from the credil aclivily, market and treasury, as well as those that can be

caused by operalional risk, and
- supervises the right application of rules together with the Legal Head of the Company,

avoiding errors of application, or lack of knowledge leading to errors in the financial
information.

The Management Committee shall valldate the right presentalion and breakdown of the
financial data as well as the estimates and projections.

The Audit Commiltee is in charge of controlling and mohitering the whole process of risk
idenlification int he financial data.

The Board of Directors, as maximum governmant body in the Company, shall approve of the
policies regarding the financlal data secutily and the accountancy policy handbooks.

F.3 Control actlyitles
Report, by pointing Its main features, in case the‘Company has at least:

F.3.1. Procedures for reviewing and authorizing financial informationi -and dascription of
ICFR, fo.be published in the securlties markets, stating who'is résponslble for It, as well
as for the documentation describing the flow of actlvitfes and controls {including those
relating to fraud risk} in the different types of transactlons that may materially affect the
financial statements, including the process accounting closure and the specific review of

relevant esthmates, valuations and projections,

According to art. 5 of the Rules of the Board of Directors, such Board as the highest decislon-
making authorily of the Company Is responsible for the preparation of the annual accounts, the
management report and the proposal for allocalion of the Company's profits, as well as the
consolidated accounts and management report; The estimales an which the most relevant items
of the financial slatements or the different projeclions -are based, are revised by the

Manageiment and the Board of Direclars.




This review Is considered a control activ_ity,_ pr’for_ to the issuance of financial information, and is
relavant to the extent that it ensures that the slatements and projections used are aligned with
those made by the managing staff and have béan reviewed by them.

The Audit Committee is responsible for reviewing the financlal informaticn,

Ih order fo ensure lhe accuracy of the information, individual controls are established In
different areas on the transaclions affecting the financial reporting.

All the financial informalion is ¢aptured through the {ransactions in the computer applications,

‘whelher deparmental or at office level, so that the accuracy, authenticity, assessment and

recording of information is assured.

Regarding the conlrol procedures of transaclions materially affect the financial stalements, ils

‘objeclive Is to ensure proper registration, valuation, presentation and diselosure thereof in the

financlal information.

As fo the control procedures on the-lransactions materially affecting the financlal statements,
their alm is to ensure their adequale recording, -valuation, presentation and breakdown in the

tinancial report,
There are two type of conlrals:

o Those implemented on the technological plaiforms supporing the systems of

financial information.
e Those Implemented from the Financlal Area in order to ensure the accuracy and

integrity of the transactions.

.The Financial Head is responsible for revising the conlrol procedures, by paying special

altentiohs to a syjlable segregation of functions.

F.3.2. Policies and procedures of internal control over Information systems (inciuding,
access securily, change control, operation thereof, business continuily and segregation
of duties) supporting the relevant processes of the organization in relation to the process

and publishing of financial information.

The enlily has established a syslem of internal control, which are expected to be recorded in the
relovant documents for Security Policy and Control over financial reporting, based on a set of
guidefines, obllgations, security measlires and technological malters relaling to financial
reporting, authorization levels in accounting applications, and specific controls to detect possible
incidents.

The general principles of information securily are focused on maintaining and ensuring the
securily of the Inforimalion processed, so lhat the -service, while ensuring optimal levels of
confidentiality, integrily and continuily, also ensure business continuily, harm minimization
caused by a disaster, .a quick res'po_ﬁse to ‘any incidents, and the maintenance of a level of
quallty In the service aclivilies and cijlical processes,

The Finance Department is rasponsible for monitoring the policy and its updates,

The HR Management and Techn_ology Head will be responsible for the implementation and
monitoring of this policy, that-shall be submilted to the Board of Directors approval.




F.3.3. Pollcles and internal contrel procedures for monitoring outsourced activities, as
well as the appraisal, calculation or valuation commissioned from independent experls,
which may materially affect the financlal statements.

The entity does nothave a poiicy of olitsotircing rélated to financial information services.

If services related to financial information have to be cutsourced, not only economic criteria are
taken Into consideration but also experience, qualily and prestige of the various providars of

{hese services are key in the decision,

Since the oulsourced services are audit and consulting (including tax consultancy), such
services are appointed by the Board of Directors, given thelr cyclical nalure the outsourcing
related financial information-will be authorized by the Financial Head.

F.4 Informatlon and commuinlcat/on
Report, by pointing at the maln features, if there Is any such:

F.4.1. Specific function in charge of defining, updating the accountancy policies ( area of
accountancy policies) and solving the questions or conflicts raised from their
interpretation, while keeping a fluent communication with those people responsible for
the operations In the organlzation, as well as a handbook of accountancy policies to he
updated and disseminated to all the operating units In the Company.

The Financial Area is responsible for the definition and updating of the accountancy policies,
and for their communication to the staff related to the process of financial data, and the Board of

Directors s the bady respansible for approving such policies.

Such policies are updated lo legal changes whenever these happen, and they are reviewed at
least once a year.

The Financial Area is responsible for solving the questions and conflicts of interpretatlon
regarding the accountancy policles.

F.4.2, Mechanisms for gathering and preparing the finaiicial information in standard
forimats, to be applied and used by all units of the enfity or the group, which support the
main financial statements and notes, as well as Information concerning ICFR,

Accountancy functions are focused on the application of Genéral Accountancy, that is only
controfled -and managed by the Financial Area, and which integrates the accountancy of the

whole entily.
The system has the following features:

¢ multi-currency

grants access to infermation depending on the authorised levels (user-lransaction and
operating cenlre-account).

« Affords the recording and validation of statements in real fime.

« Different lype of accounts are identified wilhin the system.




o Affords inlerfaces wilh operating application that supply movements reflecting the
accounting event produced.

o Authorised users can mainialn the fixed parameters of the system through the screen,

o Inloimation show different fevels of aggregalion.
F.6. Monitoring of the operation system

Report, pointing out the imaln féatiires, of at least:

F5.4. The ICFR monitoring activitles ¢onducted by the audlt commiitee and indlcate
whether the entity has an internal audit function supporting the commiltee In its
monlitoring of the Internal contro! system, Including IGFR.The scope of the assessment
of ICFR shall he reported as well as if the entity has an actlon plan detailing any
corrective measures, and whether it has consldered its impact on financial reporting.

The Rules of the Board of Directors-establish the powers of the Audit Commiltee in relation to
information syslems and Internal control, tesling effecliveness; adequacy and integrity of
internal control systems, as well as understanding and monitorinig the integrity and the process
and presentation of financial information, moniloring the systems of internal control periodically
and ensuring the independence and monitoring the effectiveness of the internal audit functlions,

The Financial Head depends from the Director General and in functional terms depends from
the Audit Committee, when supporting audit and managing the daily conlrol and supervision of

the system of internal control.

F.5.2. If you have a discussion procedlure hy which the auditor (in accordance with the
provisions of the Technical Standards on Auditing}, the internal audit function and other
experts can report to senior management and the Audit Committee or Company
management on significant internal control weaknesses identifled during the review
process of the annual accounts or other. Also report on whether you have a plan of
action to correct or mitigate the weaknesses cbserved,

The role of internal control performed by the Finance Area, within the works included in the
Annual Plan of aclivily, reporis to'the_z Management! (through the Management Cotirnittes) and
the Audit Commiltee (in sessions held periodically) on the resulls oblained in the evaluation of

internal control of financial.

On the other hand, 1he Head also communieates the significant internal control weaknesses
that may be Identifled in other processes made during the year.

In {hese cases, action plans are developed and monitored In order to mitigate the
aforementioned deficiencies ohserved,

Regarding the Auditor, and according to tie procedure established he is to allend at meefings
of the Audit Gommiltea of the company, in order to report on the result of the work done and,
where appropriate, to disclaim the details of the weaknesses of Internal control observed-and

the action plans implemented to remedy these weaknesses.

F.6 Other relevant data
According to the Company, there is no other relevaiit data that has not besn communicated to

the market or included In this paper,




F.7 Report of the external audit

Repoit on;

F.7.1. Whether the SCIIF data sent to the arkets has heen subject to revision by the
external auditor, in which case the Gompany should include the corresponding report as
Annex, Otherwise, the reasons should be disclilinad,

The enlity has hot submilted its system of internal controls on the issue of financial data to the
review of an external expert, given that such conlrols are made immediately without being
subject to specific procedures of documentation and approval,and since, to thls date, there are
no homogenous processes which will be implemented once the final procedures are
documented and approved. However, the auditors of the Group review, according to the
applicable audit regulations {s Spafn, the internal control procedures -as part of their annual

review.
Nolwithstanding the aforementioned, this paper is sent to the external auditor as part of the

Annual Corporate Governance Report, which is part of the managemerit report, with the aim of
adding It to the audit on the corresponding Afinual Financial Statements for 2013.

G. OTHER RELEVANT DATA

If there Is a relevant aspect relalinJ corporate governance In the company or companies
the group that is not recorded in the other sections of this report, but It Is deemed
necessary to inclutle herehy In order to collect inore complate and reasoned Information
on the strucfure and governance practices in the company or Its group, hriefly explain,

This section also may lnclude any other informatlon, clarification or detail related to
previous sections of the report to the extent that they are relevant and not repetitive.

Speclfically, indicate whether the entity Is it subject to corporate governance rules other
than the Spanlsh legislation and, where appllcable, include the information required and

that is different from that specliled in this report.

The entity may also indicate whether it has voluntarlly adhered to other ethical principles
or codes of good practice, be them international, sectorlal or other. Where appropriate,
the entity shall identify the relevant code and the date of adhesion.

As a consequence of dala under C.1. 2 y C.21. y G.2.2., we confirm that the information
included fn such item is In force at 31 December 2013, whtch is complemented with the

following Information:

Angel-Martin Ortiz Abogados, S.L. was appointed Director by co-oplation representing the
shareholder Mr. Miguel Valladares by desision of the Board of Diréclors at the meeting held at
19" December 2012, and ratified and appointed by resolution of the General Sharehaldors

Meeting held at 27™ June 2013.

At 10" Oclobsr 2013, Mr, Juan José Giiemes communicates the Board of Directors his
resignation as member of the Audit Commiltee and the Board of Direclors of the Company,

crealing therefore a vacancy In both positions.

At 10" December 2013, Mr. Alberto Delgado Gavela communicates the Board of Directors his
resignalion as member of the Audit Commitlee of the Company, crealing therefore a vacant in

such Commiltee.

To this aim, the Company is doing everything necessary in order to provide for such vacancies
in the Audit Commitlee.




—

—_ - -

After year-end, at 11™ February 2014, the Extraordinaiy General Sharehclders Meeling
approves by majorlly the resignations of Mr.. Alberto Delgado Gavela and Mr. Angel-Marlin Ortlz
Ahogados, S... as members of the Board of Administration, therefore two vacancies were

created in the Board of Directors.

Al these changes were coimmunicated to the CNMV and MAB by means of the corresponding
Relevant Facts the same day the decision was learrit by the Gompany.

Also, it has to be detailed that the Informalion hereby provided under €.1.7., wherein It is
explained thal there Is no maximum limitation for the mandate in the Board of Direclors,
according to art. 17 of the Company's Statules and art. 20 of the Rules of the Board of
Directors, Direclors shall hold thélr positions for five years, and they can be re-elected, In ils
turn art. 21,1 of the Rules of the Board of Directors of the Company, independent directors shall
cease i thelr positions alter having held their position for an ininterrupter perlod of 12 years,
from the time the shares of the Gompany are fraded on the MAB,

And last, it should be noted that as to the information provided for under C.1.6. there are no
sentor managers contracls in the Company, according to the interpratation of the CNMV, and In
order to abtain a grealer lransparency, just like previous years, all the information is hereby
included regarding those directors of the Company who have been dependant on the Managing
Director at some time in 2013, nolwithstanding the fact that the appoiniment 6f-a Director
General has diminished considerably the first level reparts, which results in the deorease of the
number of people dependant directly form the Managing Director.

Lasl, the entity has not adhered other ethical or good practices codes, be they International,,
national, sectorial or other.

This annual corporale governance report was approved by the board or governing body of the
entily, in its meeting held on 31 MARCH 2014, Indicate directors or board members who voted

against or abslamed on connectlion with the adoption of this report,




