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INDEPENDENT AUDITOR’S REPORT
To the Shareholders and Board of Directors of Open Joint Stock Company Sollers:

We have audited the accompanying consolidated financial statements of Open Joint Stock Company
Sollers and its subsidiaries (the “Group”) which comprise the consolidated balance sheet as of
31 December 2009 and the consolidated income statement, consolidated statement of cash flows and
consolidated statement of changes in equity for the year then ended and a summary of significant
accounting policies and other explanatory notes.

Management's Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these consolidated financial
statements in accordance with International Financial Reporting Standards. This responsibility includes:
designing, implementing and maintaining internal control relevant to the preparation and fair presentation
of financial statements that are free from material misstatement, whether due to fraud or error; selecting
and applying appropriate accounting policies; and making accounting estimates that are reasonable in the
circumstances.

Auditor’'s Responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on our audit.
We conducted our audit in accordance with International Standards on Auditing. Those Standards require
that we comply with ethical requirements and plan and perform the audit to obtain reasonable assurance
whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditor's judgement, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control relevant to the entity’s
preparation and fair presentation of the financial statements in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of
the entity’s internal control. An audit also includes evaluating the appropriateness of accounting policies
used and the reasonableness of accounting estimates made by management, as well as evaluating the
overall presentation of the financial statements.

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

In our opinion, the accompanying consolidated financial statements present fairly, in all material respects,
the financial position of the Group as of 31 December 2009, and of its financial performance and its cash
flows for the year then ended in accordance with international Financial Reporting Standards.

Z Ao oo T L oc O Aok A~

Moscow, Russian Federation
3 June 2010



Sollers Group

Consofidated Balance Sheet at 31 December 2009
i miffons of Russian Roubles)

{Amounds fransiated into US Dollars for convenence pumoses, Nots 2]

Supplementary information

RR million USS million {Note 2)
Af 31 December At 31 December At 31 December At 31 December
 MNote 2008 2003 2008 2008
ASSETS
Non-current assets
Proparty, plant and squipment 7 23,038 23122 762 787
Goadwill 8 1,454 1,484 49 51
Davelopment cosis 9 328 838 27 32
Other intangible assels 16 813 870 30 33
Deferrad income lax assels 31 1,300 371 43 13
Other non-current assets 11 867 325 32 10
Other financial assets 12 251 165 - 8
Total non-current assets 48,782 27,375 951 o 93z
Current assels
invantories 13 13,181 20,877 438 714
Trade and other recaivables 14 £,882 14,188 228 483
Other current asgsets 27 10 1 -
Cash and cash equivalents 15 3.880 899 132 31
Total current assets S 24,080 36,075 797 1,228
TOTAL ABSETS 52,872 63,450 1,748 2,180
LIABILITIES AND EQUITY
Equity
Share capital 15 530 530 18 18
Treasury shares {892} {1,609 2% {55}
Share oplions 57 - 2 -
Share premium 5 337 6,058 176 208
Additional paid-in capital 1,438 1,438 48 49
Retained eamings R oL 4,063 I 138
Total capital and reserves
attributable to the Company's
_equity holders - 5076 10,480 169 357
Minority interest 5,210 4,764 172 162
Total equity 10,286 15,244 344 518
Liabilitles
Mon-current Habilities
Long-term borrowings 17 19,801 7,197 658 245
Trade accounts payable 2,884 - 89 -
Defarred income tax liabilities 31 918 574 30 33
Other long term liabilities 18 i54 240 -
Total non-current liabilities . 23867 8411 sz ... 285
Current liabilities
Trade accounts payable 7,655 20512 253 698
Advances received and other
payables 20 2,696 2,508 88
Taxaes payable 22 1,160 808 21
Warranty and other provisions 23 114 181 8
17 7,294 oooi8ses 544
18,819 38795 1,355
42,588 43,208 4,641
TOTAL LIABILITIES AND
EQUITY 52,872 63,450 1,745 2,180
Approved for lssug and signed on behalf of the Board of Directors on 3 June 2010
3 e Chief Financial Officer
MNA. Sonholey

The gccompanying notes on g2



Sollers Group

Consolidated Income Statement for the year ended 31 December 2009
(in miflions of Russian Roubles)

(Amounts translated into US Dollars for convenience purposes, Note 2)

Supplementary information

RR million US$ million (Note 2)
Year ended 31 December Year ended 31 December

Note 2009 2008 2009 2008
Sales 24 34,743 61,630 1,095 2,480
Cost of sales 25 (30,290) (50,253) (955) (2,022)
Gross profit 4,453 11,377 140 458
Distribution costs 26 (1,835) (2,527) (58) (102)
General and administrative
expenses 27 (3,954) (4,545) (125) (183)
Other operating expenses 28 (233) (338) 0] (13)
Operating (loss)/profit (1,569) 3,967 (50) 160
Finance costs, net 29 (4,191 (4,145) (132) (167)
Loss before income tax (5,760) (178) (182) (7
Income tax credit/(expense) 31 749 (198) 24 (8)
Loss for the year (5,011) (376) (158) (15)
(Loss)/ profit is attributable to:
Equity holders of the Company (5,027) (954) (159) (38)
Minority interest 16 578 1 23
Loss for the year (5,011) (376) (158) (15)
Weighted average number of
shares outstanding during the
period (in thousands of shares) —
basic and diluted 32 33,170 33,197 33,170 33,197
Loss per share
(in RR and US$) — basic and
diluted 32 (151.55) (28.77) (4.78) (1.16)

Other than as presented above, the Group did not have any items to be recorded in the statement of comprehensive
income and accordingly no such statement has been presented (2008: no items).

The accompanying notes on pages 5 to 53 are an integral part of these consolidated financial statements.



Sollers Group

Consolidated Statement of Cash Flows for the year ended 31 December 2009

{in millions of Russian Roubles)

(Amounts franslated into US Dollars for convenience purposes, Note 2)

Supplementary
information
RR million __USS$ million (Note 2)
Year ended Year ended
31 December 31 December

. Note 2009 2008 2009 2008
Cash flows from operating activities
Loss before income tax (5,760) (178) (182) (7)
Adjustments for:
Depreciation 1,443 1,177 46 47
Amortisation 390 328 12 13
Share options 16 57 - 2 -
Provision for impairment of receivables 14 (113) 249 4) 10
Provision for inventories 13 (144) 271 4) 11
Other provision movements (74) 77 (2) (3)
Loss on disposal of other non-current assets 3 11 - -
Revaluation of financial assets 12 (10) - - -
Post-retirement benefit obligations 21 - (53) - (2)
Amortisation of Government grants 19 (88) (88) 3) (4)
Development expenses write-off 9 11 26 - 1
Net losses on disposal of property, plant and
equipment 174 171 5 7
Finance costs 3,398 1,251 107 50
Operating cash flows before working capital
changes (713) 3,088 (23) 123
Decrease/ (increase) in inventories 13 7,930 (13,478) 250 (542)
Decrease/ (increase) in trade and other receivables
and other current assets 7,578  (7,462) 239 (300)
Decrease/ (increase) in trade accounts payable,
advances received and other payables (11,471) 13,798 (361) 555
Change in other long-term liabilities 2,697 - 85 -
Increase in taxes payable 291 693 9 28
Cash provided from/(used in) operations 6,312  (3,361) 199 (136)
Income taxes paid 27 (1,444 1 (58)
Interest paid (3,147) (760) (99) 31)
Net cash from/(used in) operating activities 3,192 (5,565) 101 (225)
Cash flows from investing activities:
Purchase of property, plant and equipment (3,560) (8,500) (112) (261)
Proceeds from the sale of property, plant and
equipment 181 134 6 5
Development costs 9 (166) (334) (5) (13)
Purchase of other non-current assets (141) (661) 4) (27)
Acquisition of minority interest in subsidiaries 8 - (498) - (20)
Net cash used in investing activities (3,686) (7,859) (115) (316)
Cash flows from financing activities
Proceeds from borrowings 18,154 29,403 572 1,183
Repayment of borrowings (14,390) (15,346) (454) (617)
Contribution from joint venture partner - 120 - 5
Dividends paid to the Group’s shareholders (1 (1,010) - (41)

,,,,,,,, Purchase of treasury shares (178) 874 (5) (35)
Net cash from financing activities 3,585 12,293 113 495
Net increase/(decrease) in cash and cash
equivalents 3,091 (1,131} 99 {46}
Effect of exchange rate changes on cash and cash
equivalents - - 2 (5)
Cash and cash equivalents at the beginning of the
year 899 2,030 31 82
Cash and cash equivalents at the end of the year 3,990 899 132 31

The accompanying notes on pages 5 {o 53 are an integral part of these consolidated financial statements.



Sollers Group

Consolidated Statement of Changes in Equity for the year ended 31 December 2009

(in millions of Russian Roubles)

Total
Attributable
to equity
Additional holders
Share Treasury Share Share paid-in- Retained of the Minority Total
RR million Note capital shares options premium capital earnings Group interest equity
Balance at 1
January 2008 530 (735) 39 6,019 1,438 6,697 13,988 4,426 18,414
(Loss)/ profit for
the year - - - - - (954) (954) 578 (376)
Total recognised
(expense)/
income for 2008 - - - - - (954) (954) 578 (376)
Treasury shares - 874) - - - - (874) - (874)
Share options - - (39) 39 - - - - -
Increase in share
capital of
subsidiary - - - - - - - 120 120
Acquisition of
subsidiary (Sollers-
Stola) - - - - - - - 6 6
Share of net
assets acquired
from minority
shareholders - - - - - (132) (132) (366) (498)
Dividends declared - - - - - (1,548) (1,548) - (1,548)
Balance at
31 December
2008 530 (1,609) - 6,058 1,438 4,063 10,480 4,764 15,244
(Loss)/ profit for
the year - - - - - (5,027) (5,027) 16 (5,011)
Total recognised
(expense)/
income for 2009 - - - - - (5,027) (5,027) 16 (5,011)
Disposal of interest
in subsidiary 36 - - - - - {(430) (430) 430 -
Purchase of
treasury shares - (178) - - - - (178) - (178)
Sale of treasury
shares - 895 - (721) - - 174 - 174
Share options - - 57 - - - 57 - 57
Balance at
31 December
2009 530 {892} 57 5,337 1,438  (1,394) 5,076 5,210 10,286

The accompanying notes on pages 5 to 53 are an integral part of the consolidated financial statements.



Sollers Group
Notes to the Consolidated Financial Statements at 31 December 2009
(in millions of Russian Roubles - RR)

1 The Sollers Group and its operations

These consolidated financial statements have been prepared in accordance with International Financial Reporting
Standards for the year ended 31 December 2009 for Sollers OJSC, previously called OAO “Severstal-auto”, (the
“Company”) and its subsidiaries (the “Group”). The Group adopted its new name “Sollers” in April 2008.

The Company and the Group's principal activity is the manufacture and sale of vehicles, including automotive
components, assembly kits, and engines. The Group’s manufacturing facilities are primarily based in the city of
Ulyanovsk, the Nizhniy Novgorod region, the city of Naberezhnye Chelny and Elabuga in the Russian Federation.

The Company was incorporated as an open joint stock company in the Russian Federation in March 2002 by
OAO “Severstal” (the predecessor) by contributing its controlling interests in OAO “Ulyanovsky Avtomobilny Zavod”
(OAQ *UAZ") and OAO “Zavolzhskiy Motor Works” (OAO “ZMZ"), which were acquired through purchases close to
the end of 2000, in exchange for the Company’s share capital.

The immediate parent company is Newdeal Investments Limited. The ultimate controlling party of the Group is
Vadim Shvetsov who is the principal shareholder of the Company.

The Company’s shares are listed on RTS and MICEX.

During the year ended 31 December 2009, the Group incorporated four subsidiaries: 000 “Sollers-Shtamp”, OO0
‘FPT-Sollers”, OO0 “Sollers-Partner” and OO0 “Sollers-Dal’'niy Vostok”, where the Group controls 100% of voting
rights. OOO “Sollers-Shtamp” is intended for stamping and sub-assembly. OO0 “FPT-Sollers” is intended for engine
production. OO0 “Sollers-Partner” is intended for car services and operating leasing services. OO0 “Sollers-Dal’niy
Vostok” is intended for passenger car assembly.

The registered office of the Company is Testovskaya street, 10, Moscow, Russian Federation.

These consolidated financial statements were approved for issue by the General Director and Chief Financial Officer
on 3 June 2010.

Operating Environment of the Group

The Russian Federation displays certain characteristics of an emerging market, including relatively high inflation and
high interest rates. The global financial crisis has had a severe effect on the Russian economy since mid-2008:

e Lower commodity prices have resulted in lower income from exports and thus lower domestic demand.
Russia’s economy contracted in 2009.

» The rise in Russian and emerging market risk premium resulted in a steep increase in foreign financing
costs.

e The depreciation of the Russian Rouble against hard currencies (compared to RR 25.3718 for 1 US Dollar at
1 October 2008) increased the burden of foreign currency corporate debt, which has risen considerably in

recent years.

* As part of preventive steps to ease the effects of the situation in financial markets on the economy, the
Government incurred a large fiscal deficit in 2009.

Customers of the Group were adversely affected by the financial and economic environment, which in turn has had
an impact on their ability to repay amounts owed. Suppliers and other business partners of the Group were also
impacted by the deteriorating economic conditions and their ability to provide extended credit terms or support
investment projects.

The volume of financing available in particular from overseas has significantly reduced since August 2008. However,
in the second half of 2009, in conjunction with the programmes announced by the Government particularly in support
of domestic production in the automotive sector, the Group has been able to obtain new borrowings and re-finance its
existing borrowings at terms and conditions similar to those applied to earlier transactions. More recently in 2010,
lower interest rates has enabled the Group to reduce the finance cost on its borrowings.

The reduced revenue budgets and the more challenging situation in the markets for the Group’s products and
services have led management to perform an impairment test of the Group's property, plant and equipment, goodwill
and intangible assets. Refer to Notes 3.3, 7, 8 and 10. The Group did not recognise any impairment loss as a result
of the assessment performed.




Sollers Group
Notes to the Consolidated Financial Statements at 31 December 2009
(in millions of Russian Roubles - RR)

1 The Group and its operations (continued)

Operating Environment of the Group (continued)

The tax, currency and customs legislation within the Russian Federation is subject to varying interpretations and
frequent changes, and other legal and fiscal impediments contribute to the challenges faced by entities currently
operating in the Russian Federation. The future economic direction of the Russian Federation is largely dependent
upon the effectiveness of economic, financial and monetary measures undertaken by the Government, together with
tax, legal, regulatory, and political developments.

Management is unable to predict all developments in the economic environment which could have an impact on the
Group’s operations and consequently what effect, if any, they could have on the future financial position of the Group.

2 Basis of preparation and significant accounting policies

Basis of preparation. These consolidated financial statements have been prepared in accordance with International
Financial Reporting Standards (“IFRS”) under the historical cost convention, as modified by the initial recognition of
financial instruments based on fair value and by the revaluation of available for sale securities. The principal
accounting policies applied in the preparation of these consolidated financial statements are set out below. These
policies have been consistently applied to all the periods presented, unless otherwise stated (refer to Note 4,
Adoption of New or Revised Standards and Interpretations).

The Group companies maintain their accounting records in Russian Roubles (*RR”) and prepare their statutory
financial statements in accordance with the Federal Law on Accounting of the Russian Federation. The consolidated
financial statements are based on the statutory records, with adjustments and reclassifications recorded for the
purpose of fair presentation in accordance with IFRS.

2.1 Presentation currency

All amounts in these consolidated financial statements are presented in millions of Russian Roubles ("RR millions"),
unless otherwise stated.

2.2 Supplementary information

US Dollar ("US$") amounts shown in the consolidated financial statements are translated from the Russian Rouble
(*RR”) amounts as a matter of arithmetic computation only, at the official rate of the Central Bank of the Russian
Federation at 31 December 2009 of RR 30.2442 = JS$1 (31 December 2008: RR 29.3804 = US$1). The income
statement and cash flow statement have been translated at the average exchange rates during the years ended
31 December 2009 of RR 31.7215 = US$1 (2008: RR 24.8551 = US§1). The US$ amounts are presented solely for
the convenience of the reader, and should not be construed as a representation that RR amounts have been or could
have been converted to the US$ at this rate, nor that the US$ amounts present fairly the financial position and results
of operations and cash flows of the Group.

2.3 Consolidated financial statements

Subsidiaries are those companies and other entities (including special purpose entities) in which the Group, directly
or indirectly, has an interest of more than one half of the voting rights or otherwise has power to govern the financial
and operating policies so as to obtain economic benefits. The existence and effect of potential voting rights that are
presently exercisable or presently convertible are considered when assessing whether the Group controls another
entity. Subsidiaries are consolidated from the date on which control is transferred to the Group (acquisition date) and
are deconsolidated from the date that control ceases.

The purchase method of accounting is used to account for the acquisition of subsidiaries. The cost of an acquisition
is measured at the fair value of the assets given up, equity instruments issued and liabilities incurred or assumed at
the date of exchange, plus cosis directly attributable to the acquisition. The date of exchange is the acquisition date
where a business combination is achieved in a single transaction, and is the date of each share purchase where a
business combination is achieved in stages by successive share purchases.

Identifiable assets acquired and liabilities and contingent liabilities assumed in a business combination are measured
at their fair values at the acquisition date, irrespective of the extent of any minority interest, except for contingent
income tax liabilities, which are measured in accordance with I1AS 12 “Income Taxes” The difference, if any, between
the fair values of the net assets at the dates of exchange and at the date of acquisition is recorded directly in equity.




Sollers Group
Notes to the Consolidated Financial Statements at 31 December 2009
{in miffions of Russian Roubles - RR)

2 Basis of preparation and significant accounting policies (continued)

2.3 Consolidated financial statements (continued)

Intercompany transactions, balances and unrealised gains on transactions between group companies are eliminated;
unrealised losses are also eliminated unless the cost cannot be recovered. The Group and all of its subsidiaries use

uniform accounting policies consistent with the Group’s policies.

Minority interest is that part of the net results and of the net assets of a subsidiary, including the fair value
adjustments, which is attributable to interests which are not owned, directly or indirectly, by the Group. Minority
interest forms a separate component of the Group’s equity.

2.4 Purchases and sales of minority interests

The Group applies economic entity model to account for transactions with minority shareholders. Any difference
between the purchase consideration and the carrying amount of minority interest acquired is recorded as gain or loss
directly in the statement of changes in equity. The Group recognises the difference between sales consideration and
carrying amount of minority interest sold as a gain or loss in the statement of changes in equity.

2.5 Purchases of subsidiaries from parties under common control

Purchases of subsidiaries from parties under common control are accounted for using the pooling of interest method.
Under this method the consolidated financial statements of the combined entity are presented as if the businesses
had been combined from the beginning of the earliest period presented or, if later, the date when the combining
entities were first brought under common control. The assets and liabilities of the subsidiary transferred under
common control are at the predecessor entity’s carrying amounts. The predecessor entity is considered to be the
highest reporting entity in which the subsidiary’s IFRS financial information was consolidated. Related goodwill
inherent in the predecessor entity’s original acquisitions is also recorded in these consolidated financial statements.
Any difference between the carrying amount of net assets, including the predecessor entity's goodwill, and the
consideration for the acquisition is accounted for in these consolidated financial statements as an adjustment to other

reserve within equity.
2.6 Associates

Associates are entities over which the Group has significant influence {directly or indirectly), but not control, generally
accompanying a shareholding of between 20 and 50 percent of the voting rights. Investments in associates are
accounted for using the equity method of accounting and are initially recognised at cost. The carrying amount of
associates includes goodwill identified on acquisition less accumulated impairment losses, if any. The Group’s share
of the post-acquisition profits or losses of associates is recorded in the consolidated income statement, and its share
of post-acquisition movements in reserves is recognised in reserves. When the Group’s share of losses in an
associate equals or exceeds its interest in the associate, including any other unsecured receivables, the Group does
not recognise further losses, unless it has incurred obligations or made payments on behalf of the associate.

Unrealised gains on transactions between the Group and its associates are eliminated to the extent of the Group’s
interest in the associates; unrealised losses are also eliminated unless the transaction provides evidence of an
impairment of the asset transferred.

2.7 Financial instruments - key measurement terms

Depending on their classification financial instruments are carried at fair value or amortised cost as described below.

Fair value is the amount for which an asset could be exchanged, or a liability settled, between knowledgeable, willing
parties in an arm’s length transaction. Fair value is the current bid price for financial assets and current asking price
for financial liabilities which are quoted in an active market. For assets and liabilities with offsetting market risks, the
Group may use mid-market prices as a basis for establishing fair values for the offsetting risk positions and apply the
bid or asking price to the net open position as appropriate. A financial instrument is regarded as quoted in an active
market if quoted prices are readily and regularly available from an exchange or other institution and those prices
represent actual and regularly occurring market transactions on an arm’s length basis.

Valuation techniques such as discounted cash flows models or models based on recent arm'’s length transactions or
consideration of financial data of the investees are used to fair value certain financial instruments for which external
market pricing information is not available. Valuation technigues may require assumptions not supported by
observable market data. Disclosures are made in these consolidated financial statements if changing any such
assumptions o a reasonably possible alternative would result in significantly different profit or loss, sales, total assets
or total liabilities.




Sollers Group
Notes to the Consolidated Financial Statements at 31 December 2009
(in miflions of Russian Roubles - RR)

2 Basis of preparation and significant accounting policies (continued)

2.7 Financial instruments - key measurement terms (continued)

Transaction costs are incremental costs that are directly attributable to the acquisition, issue or disposal of a financial
instrument. An incremental cost is one that would not have been incurred if the transaction had not taken place.
Transaction costs include fees and commissions paid to agents (including employees acting as selling agents),
advisors, brokers and dealers, levies by regulatory agencies and securities exchanges, and transfer taxes and duties.
Transaction costs do not include debt premiums or discounts, financing costs or internal administrative or holding

costs.

Amortised cost is the amount at which the financial instrument was recognised at initial recognition less any principal
repayments, plus accrued interest, and for financial assets less any write-down for incurred impairment losses.
Accrued interest includes amortisation of transaction costs deferred at initial recognition and of any premium or
discount to maturity amount using the effective interest method. Accrued interest income and accrued interest
expense, including both accrued coupeon and amortised discount or premium (including fees deferred at origination, if
any), are not presented separately and are included in the carrying values of related consolidated balance sheet

items.

The effective interest method is a method of allocating interest income or interest expense over the relevant period so
as to achieve a constant periodic rate of interest (effective interest rate) on the carrying amount. The effective interest
rate is the rate that exactly discounts estimated future cash payments or receipts (excluding future credit losses)
through the expected life of the financial instrument or a shorter period, if appropriate, to the net carrying amount of
the financial instrument. The effective interest rate discounts cash flows of variable interest instruments to the next
interest repricing date except for the premium or discount which reflects the credit spread over the floating rate
specified in the instrument, or other variables that are not reset to market rates. Such premiums or discounts are
amortised over the whole expected life of the instrument. The present value calculation includes all fees paid or
received between parties to the contract that are an integral part of the effective interest rate (refer to income and
expense recognition policy).

2.8 Classification of financial assets

The Group classifies its financial assets into the following measurement categories: (@) loans and receivables; (b)
available-for-sale financial assets; (c) financial assets held to maturity and (d) financial assets at fair value through
profit and loss. Financial assets at fair value through profit and loss have two subcategories: (i) assets designated as
such upon initial recognition, and (ii) those classified as heid for trading.

Certain derivative instruments embedded in other financial instruments are treated as separate derivative instruments
when their risks and characteristics are not closely related to those of the host contract.

Other financial assets at fair value through profit and loss are financial assets designated irrevocably, at initial
recognition, into this category. Management designates financial assets into this category only if (a) such
classification eliminates or significantly reduces an accounting mismatch that would otherwise arise from measuring
assets or liabilities or recognising the gains and losses on them on different bases; or (b) a group of financial assets,
financial liabilities or both is managed and its performance is evaluated on a fair value basis, in accordance with a
documented risk management or investment strategy, and information on that basis is regularly provided to and
reviewed by the Group's key management personnel. Recognition and measurement of this category of financial
assets is consistent with the accounting policy for trading investments.

Trading investments are financial assets which are either acquired for generating a profit from short-term fluctuations
in price or trader's margin, or are securities included in a portfolio in which a pattern of short-term trading exists. The
Group classifies securities into trading investments if it has an intention to sell them within a short period after
purchase, i.e. within 12 months The Group may choose to reclassify a non-derivative trading financial asset out of the
fair value through profit and loss category if the asset is no longer held for the purpose of selling it in the near term.
Financial assets other than loans and receivables are permitted to be reclassified out of the fair value through profit
and loss category only in rare circumstances arising from a single event that is unusual and highly unlikely to reocccur
in the near term. Financial assets that would meet the definition of loans and receivables may be reclassified if the
Group has the intention and ability to hold these financial assets for the foreseeable future or until maturity.

Loans and receivables are unquoted non-derivative financial assets with fixed or determinable payments other than
those that the Group intends fo sell in the near term.

Held-to-maturnity assets include quoted non-derivative financial assets with fixed or determinable paymentis and fixed
maturities that the Group has both the intention and ability to hold to maturity. Management determines the
classification of investment securities held to maturity at their initial recognition and reassesses the appropriateness
of that classification at each balance shest date.
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2 Basis of preparation and significant accounting policies (continued)

2.8 Classification of financial instruments (continued)

All other financial assets are included in the available-for-sale category, which includes investment securities which
the Group intends to hold for an indefinite period of time and which may be sold in response to needs for liquidity or
changes in interest rates, exchange rates or equity prices.

2.9 Classification of financial liabilities

Financial liabilities have the following measurement categories: (a) held for trading which also includes financial
derivatives and (b) other financial liabilities. Liabilities held for trading are carried at fair value with changes in value
recognised in the income statement in the period in which they arise. Other financial liabilities are carried at amortised
cost.

2.10 Initial recognition of financial instruments

Trading investments, derivatives and other financial instruments at fair value through profit and loss are initially
recorded at fair value. All other financial assets and liabilities are initially recorded at fair value plus transaction costs.
Fair value at initial recognition is best evidenced by the transaction price. A gain or loss on initial recognition is only
recorded if there is a difference between fair value and transaction price which can be evidenced by other observable
current market transactions in the same instrument or by a valuation technique whose inputs include only data from
observable markets.

All purchases and sales of financial assets that require delivery within the time frame established by regulation or
market convention (‘regular way” purchases and sales) are recorded at trade date, which is the date that the Group
commits to deliver a financial asset. All other purchases are recognised when the entity becomes a party to the
contractual provisions of the instrument.

The Group uses discounted cash flow valuation techniques to determine the fair value of options and bonds that are
not traded in an active market. Differences may arise between the fair value at initial recognition which is considered
to be the transaction price and the amount determined at initial recognition using the valuation technique. Any such
differences are amortised on a straight line basis over the term of the options and bonds.

2.11 Derecognition of financial assets

The Group derecognises financial assets when (a) the assets are redeemed or the rights to cash flows from the
assets otherwise expired or (b) the Group has transferred the rights to the cash flows from the financial assets or
entered into a qualifying pass-through arrangement while (i) also transferring substantially all the risks and rewards of
ownership of the assets or (i) neither transferring nor retaining substantially all risks and rewards of ownership but
not retaining control. Control is retained if the counterparty does not have the practical ability to sell the asset in its
entirety to an unrelated third party without needing to impose additional restrictions on the sale.

212 Valuation of investments

Available-for-sale investments. The Group classifies investments as available for sale at the time of purchase.
Available-for-sale investments are carried at fair value. Interest income on available-for-sale debt securities is
calculated using the effective interest method and recognised in profit and loss. Dividends on available-for-sale equity
instruments are recognised in profit and loss when the Group’s right to receive payment is established and inflow of
benefits is probable. All other elements of changes in the fair value are recognised in other comprehensive income
unti the investment is derecognised or impaired at which time the cumulative gain or loss is reclassified from other
comprehensive income to finance income in profit or loss for the year,

Impairment losses are recognised in profit and loss when incurred as a result of one or more events (“loss events™
that occurred after the initial recognition of available-for-sale investments. A significant or prolonged decline in the fair
value of an equity security below its cost is an indicator that it is impaired. The cumulative impairment loss —
measured as the difference between the acquisition cost and the current fair value, less any impairment loss on that
asset previously recognised in profit and loss ~ is reclassified from other comprehensive income to finance costs in
profit or loss for the year. If, in a subsequent period, the fair value of a debt instrument classified as available for sale
increases and the increase can be objectively related to an event occurring after the impairment loss was recognised
in profit and loss, the impairment loss is reversed through current period’s profit and loss.

Held-to-maturity investments. Held-to-maturity investments are carried at amortised cost using the effective inferest
method, net of a provision for incurred impairment losses.
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2 Basis of preparation and significant accounting policies (continued)

2,12 Valuation of investments (continued)

Trading investments. Trading investments are carried at fair value. Interest earned on trading investments
calculated using the effective interest method is presented in the consolidated income statement as finance income.
Dividends are included in dividend income within other operating income when the Group’s right to receive the
dividend payment is established and inflow of benefits is probable. All other elements of the changes in the fair value
and gains or losses on derecognition are recorded in profit and loss as gains less losses from trading investments in

the period in which they arise.

Embedded derivatives. Foreign currency forwards embedded into sales-purchase contracts are separated from the
host contracts and accounted for separately unless the contract is denominated in the functional currency of any
substantial party to the contract or in a currency that is commonly used in the economic environment in which the
transaction takes place, such as in US Dollars and Euros for contracts within the Russian Federation.

2.13 Property, plant and equipment

Property, plant and equipment are stated at cost, restated to the equivalent purchasing power of the Russian Rouble
at 31 December 2002 for assets acquired prior to 1 January 2003, less accumulated depreciation and provision for
impairment, where required. Cost includes borrowing costs incurred on specific or general funds borrowed to finance
construction of qualifying assets.

Costs of minor repairs and maintenance are expensed when incurred. Costs of replacing or renewing major parts or
components of property, plant and equipment items are capitalised and the replaced part is retired.

At each reporting date, management assess whether there is any indication of impairment of property, plant and
equipment. If any such indication exists, management estimates the recoverable amount, which is determined as the
higher of an asset's fair value less costs to sell and its value in use. The carrying amount is reduced to the
recoverable amount and the impairment loss is recognised in the consolidated income statement. An impairment loss
recognised for an asset in prior years is reversed if there has been a change in the estimates used to determine the
asset’s value in use or fair value less costs to sell.

Gains and losses on disposals determined by comparing proceeds with carrying amount are recognised in profit and
loss.

2.14 Depreciation

Land is not depreciated. Depreciation on other items of property, plant and equipment is calculated using the straight-
line method to allocate their cost amounts to their residual values over their estimated useful lives:

Useful lives in years

Buildings 35to 45
Plant and machinery 15t0 25
5t0 12

Equipment and motor vehicles

The residual value of an asset is the estimated amount that the Group would currently obtain from disposal of the
asset less the estimated costs of disposal, if the asset were already of the age and in the condition expected at the
end of its useful life. The residual value of an asset is nil if the Group expects to use the asset until the end of its
physical life. The assets’ residual values and useful lives are reviewed, and adjusted if appropriate, at each balance

sheet date.
2.15 Operating leases

Where the Group is a lessee in a lease which does not transfer substantially all the risks and rewards incidental to
ownership from the lessor to the Group, the total lease payments are charged to profit and loss on a straight-line
basis over the lease term. The lease term is the non-cancellable period for which the lessee has contracted to lease
the asset together with any further terms for which the lessee has the option to continue to lease the asset, with or
without further payment, when at the inception of the lease it is reasonably certain that the lessee will exercise the

option.

Leases embedded in other agreements are separated if (a) fulfilment of the arrangement is dependent on the use of
a specific asset or asseis and (b) the arrangement conveys a right fo use the assel. When assets are leased out
under an operating lease, the lease payments receivable are recognised as rental income on a straight-line basis
over the lease ferm.
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