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PRICEVATERHOUSE(QOPERS

ZAO PricewaterhouseCoopers
Audit

White Square Office Center

10 Butyrsky Val

Moscow, Russia, 125047

INDEPENDENT AUDITOR’S REPORT Telephone +7 (495) 967 6000
Fax +7 (495) 967 6001
To the Shareholders and Board of Directors of Open Joint Stock Wifwfpv\(,c‘m) °

Company “First Generating Company of the Wholesale Electric Power
Market” (JSC “OGK-1"):

We have audited the accompanying consolidated financial statements of JSC “OGK-1" and its
subsidiaries (the “Group”) which comprise the consolidated statement of financial position as at 31
December 2009 and the consolidated statements of comprehensive income, changes in equity and
cash flows 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 judgment,
including the assessment of the risks of material misstatement of the financial statements, whether
due to fraud or error. In making those risk assessments, t he 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 its financial performance
and its cash flows for the year then ended in accordance with International Financial Reporting

Standards.

% o @@?&ng«g&m’% Anmet

30 April 2010
Moscow, Russian Federation

The firm is an authorized licensee of the tradename and logo of PricewaterhouseCoopers,



OGK-1 GROUP
Consolidated Statement of financial position for the year ended 31 December 2009
(in millions of Russian Roubles)

Consolidated Statement of financial position

Notes 31 December 2009 31 December 2008

ASSETS

Non-current assets

Property, plant and equipment 8 36,866 33,677
Intangible assets 96 124
Other non-current assets 9 328 353
Total non-current assets 37,290 34,154

Current assets

Cash and cash equivalents 10 9,579 1,930
Accounts receivable and prepayments 11 4,277 4,377
Inventories 12 2,224 2,706
Loans issued 13 - 6,543
Other current assets 14 482 200
Total current assets 16,562 15,756
TOTAL ASSETS 53,852 49,910

EQUITY AND LIABILITIES

Equity 15

Share capital 25,660 25,660
Treasury shares (40) (40)
Other reserves (38) (62)
Retained earnings 10,358 7,229
Total equity 35,940 32,787
Non-current liabilities

Deferred profit tax liabilities 16 3,063 2,814
Non-current debt 18 8,211 3,316
Pension liabilities 17 424 419
Other non-current liabilities 7 7
Total non-current liabilities 11,705 6,556
Current liabilities

Current debt and current portion of non-current debt 19 2,717 7,356
Accounts payable and accrued charges 20 2,793 2,651
Taxes payable 21 697 560
Total current liabilities 6,207 10,567
Total liabilities 17,912 17,123
TOTAL EQUITY AND LIABILITIES 53,852 49,910

Executive Director Tolstogusov S.N.

Chief Accountant , Evdokimova M.R.

30 April 2010

The Consohdated Statement of financal position 1s 16 be read in conjunction with the notes 1o and forming part of the consobdared fnancial statemenis
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OGK-1 GROUP

Consolidated Statement of comprehensive income for the year ended 31 December 2009

(in millions of Russian Roubles)

Consolidated Statement of comprehensive income

Year ended

Notes 31 December 2009 31 December 2008
Revenues 22 49,292 49,898
Operating expenses 23 (46,317) (47,249)
Operating profit 2,975 2,649
Gain on dilution of interest in NVGRES Holding Ltd. 26 - 4,641
Finance income 24 961 628
Profit before profit tax 3,936 7,918
Total profit tax charge 16 (807) (461)
Profit for the period 3,129 7,457
Other comprehensive income after profit tax:
Change in fair value of available-for-sale investments 24 (62)
Total comprehensive income 3,153 7,395
Profit attributable to:
Shareholders of JSC OGK-1 3,129 7,457
Comprehensive income attributable to:
Shareholders of JSC OGK-1 3,153 7,395
Earnings per ordinary share for profit attributable to the 25
shareholders of JSC OGK-1 — basic and diluted 0.070 0.167

(in Russian Roubles)

Executive Director

Chief Accountant

"The Consohdared Statem
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OGK-1 GROUP
Consolidated Statement of cash flows for the year ended 31 December 2009
(in millions of Russian Roubles)

Consolidated Statement of cash flows

Year ended

Notes 31 December 2009 31 December 2008

CASH FLOWS FROM OPERATING ACTIVITIES:
Profit before profit tax 3,936 7,918

Adjustments to reconcile profit before profit tax to net cash provided
by operations:

Depreciation and amortisation 23 1,770 1,680
Loss on disposal of property plant and equipment 23 716 3
Write off of inventories to net realizable value 23 35 21
Write off of account receivables 23 13 -
Impairment of accounts receivable 23 570 127
Finance income 24 (961) (628)
Change of pension liabilities and unused vacation provision 33 (61)
Gain on dilution of interest in NVGRES Holding Ltd. 26 - (4,641)
Merger with JSC OGK-1 Holding - 181
Other 29 60
Operating cash flows before working capital changes and profit 6,141 4,660
tax paid

Working capital changes:

Increase in accounts receivable and prepayments (445) (706)
Increase in value added tax recoverable (179) (832)
(Increase) / decrease in other current assets (366) 89
Decrease / (increase) in inventories 447 (330)
Decrease in other non-current assets 107 10
(Decrease) / increase in accounts payable and accrued charges (157) 269
(Decrease) / increase in taxes payable (44) 215
Decrease in other non-current liabilities (1) 1)
Profit tax paid (379) (567)
Net cash generated by operating activities 5,124 2,807
CASH FLOWS FROM INVESTING ACTIVITIES:

Purchase of property, plant and equipment and intangible assets (4,085) (6,019)
Proceeds from sales of property, plant and equipment 19 25
Interest received 364 80
Proceeds from share issuance by NVGRES Holding Ltd. - 6.291
Proceeds from loans issued 6,850 -
Loans issued - (6,244)
Net cash generated by investing activities 3,148 (5,867)
CASH FLOWS FROM FINANCING ACTIVITIES:

Proceeds from current debt 3,700 12,060
Proceeds from non-current debt 4,628 1,800
Repayment of debt (7,550) (8,310)
Repayment of financial lease liabilities - (240)
Interest paid (1,434) (713)
Purchase of treasury shares - (32)
Net cash used by financial activities (656) 4,565
Effect of exchange rate fluctuations on cash and cash 33 -
equivalents

Increase / (decrease) in cash and cash equivalents 7,649 1,505
Cash and cash equivalents at the beginning of the period 1,930 425
Cash and cash equivalents at the end of the period 9,579 1,930
Executive Director @// Tolstogusov S.N.

Chisf Accountant / B Evdokimova M.R.

30 April 2010

The Consolidated Statement of cash flows i to be read i conjunction with the notes 16 and forming part of tie consoliduted fnancial stements sct

out on pages § to 48
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OGK-1 GROUP
Notes to the Consolidated Financial Statements for the year ended 31 December 2009
(in millions of Russian Roubles)

Note 1. The Group and its operations

Open Joint-Stock Company First Power Generating Company on the Wholesale Energy Market (JSC
OGK-1, or the “Company”) was established on 23 March 2005 within the framework of the Russian
electric power industry restructuring in accordance with Resolution No. 1254-r adopted by the
Government of the Russian Federation (“RF”) on 1 September 2003.

The Company is registered by the District Inspectorate of the Ministry RF of Taxation No. 3 of Tyumen
region. The legal address of the Company is 1/1, Odesskaya street, Tyumen, Tyumen Region, Russian
Federation.

The Company’s head office is located at 13/17, Bolshaya Cheremushkinskaya street, 117447, Moscow,
Russian Federation.

The OGK-1 Group (the “Group”) primarily consists of JSC OGK-1, three service subsidiaries and a joint
venture interest in NVGRES Holding Ltd. (Nizhnevartovskaya GRES). JSC OGK-1 has the following
power station assets: Permskaya GRES, Urengoyskaya GRES, Iriklinskaya GRES, Kashirskaya GRES,
and Verkhnetagilskaya GRES.

The Group primary activities are generation and sale of electric power, capacity and heat energy,
including re-sale of purchased electric power and capacity.

(a) Change in the Group

On 10 December 2007 JSC OGK-1 established a 100% owned subsidiary, CJSC Nizhnevartovskaya
GRES. The property of Nizhnevartovskaya power station, a branch of JSC OGK-1, was contributed to this

new entity.

Further, on 6 March 2008 JSC OGK-1 established a 100% owned subsidiary, NVGRES Holding Ltd.,
located in Cyprus. JSC OGK-1 contributed in return for the share capital of NVGRES Holding Ltd. (10,000
shares par value EURO 1.00) its 100% share in CJSC Nizhnevartovskaya GRES (5,806,456,876 ordinary
shares par value RR 1.00).

On 1 August 2008 NVGRES Holding Ltd. issued 3,335 additional shares with a par value of EURO 1.00
that comprised 25% plus one share of the increased share capital. All issued shares were acquired by
TNK-BP International Limited (TNK-BP) for EURO 230,082 thousand. TNK-BP is a leading Russian oil
and gas exploration and development company.

On 15 February 2008 JSC OGK-1 and TNK-BP International Ltd signed an Agreement to jointly operate
the existing units at the Nizhnevartovskaya power station and to finance, construct and operate a third
unit at that power station. Pursuant to the terms of the Agreement, JSC OGK-1 and TNK-BP International
Ltd jointly control NVGRES Holding Ltd.

(b) Reorganization of RAO UES

As at 30 June 2008 the Russian Federation owned 52.7% of Open Joint Stock Company Energy and
Electrification Unified System of Russia (“RAO UES”), which in turn owned 91.7% of voting ordinary
shares of JSC OGK-1.

On 1 July 2008 RAO UES completed a corporate reorganization (“the reorganization”) and ceased to
exist.

As a part of the reorganization, on 1 July 2008 JSC OGK-1 Holding was formed by the way of a spin-off
from RAO UES as a new legal entity. Simultaneously with its formation, OJSC OGK-1 Holding was
merged with JSC OGK-1 and its shares were converted into JSC OGK-1 shares.

As a result of the reorganization each holder of RAO UES shares, except for the Government of the
Russian Federation was entitled to a number of shares in JSC OGK-1 Holding in proportion to the
number of RAO UES shares held as at 6 June 2008. Subsequently, these shareholders became
shareholders of JSC OGK-1 upon conversion of JSC OGK-1 Holding shares to shares in JSC OGK-1.

Shares of JSC OGK-1 owned by the Government of the Russian Federation were allocated between JSC
Federal Grid Company ("FGC") and JSC RusHydro (“RusHydro®).



OGK-1 GROUP
Notes to the Consolidated Financial Statements for the year ended 31 December 2009
(in millions of Russian Roubles)

Note 1. The Group and its operations (continued)
(c) Relations with the State and current regulation

On 17 March 2009, JSC INTER RAO UES (“INTER RAO”) received under trust management
27,628,151,912 ordinary JSC OGK-1 shares. These shares had been held by FGC and RusHydro and
account for 61.9% of voting shares of JSC OGK-1.

In accordance with the agreements signed by FGC, RusHydro and INTER RAO, JSC OGK-1 shares have
been transferred under trust management for 5 years with the right for prolongation for the same period.
INTER RAO has obtained all rights, concerning the shares, except for the right of disposition.

On June 2009 shareholders of OGK-1 took the decision to transfer executive powers to the management
company — JSC INTER RAO UES. In July 2009 JSC INTER RAO UES and OGK-1 signed the agreement
“On Transfer of Powers of the Sole Executive Body of OGK-1 to the Management Organization’.

As at 31 December 2009 the State Corporation “Rosatom” owned 57.3% of INTER RAO, which in turn
managed 61.9% of the voting ordinary shares of JSC OGK-1 respectively. The Government of the
Russian Federation is the ultimate controlling party of the Group.

The Group’s customer base includes a large number of entities controlled by the State. Furthermore, the
State controls a number of the Group’s fuel and other suppliers.

The Government of the Russian Federation affects the Group’s operations through regulation by the
Federal Service on Tariff (“FST”), with respect to certain of its wholesale energy sales, and by the
regional services on tariff (“RSTs”), with respect to its heat sales. The operations of all generating
facilities are coordinated by JSC System Operator of Unified Energy System ("SO UES”). SOUES is
controlled by the Russian Federation.

The FST have not always permitted tariff increases in line with the Group’s costs and thus some tariffs
are insufficient to cover all the costs of generation. Moreover, increases in these tariffs consider costs
only on a Russian statutory basis and, accordingly, exclude additional costs recognized under an IFRS
basis of accounting.

Starting from 1 January 2009, the share of electric power and capacity traded in the wholesale electric
power and capacity market at non-regulated prices increased from 25% to 30%, from 1 July 2009 to 50%,
and starting from 1 January 2010 to 60%. The pace of such increase was set by the Government of the
Russian Federation in accordance with socio-economic development forecasts. It is expected that the
share of electric power and capacity traded at non-regulated prices will continue to increase and will, by
the end of 2011, be the primary market for the distribution and sale of electricity by the Group.

The Government of the Russian Federation’s economic, social and other policies could materially effect
the operations of the Group.

Note 2. Financial condition
(a) Operating environment of the Group

The first half of 2009 year was characterized by the effects of the financial and economic crisis,
expressed by higher lending rates, absence of liquidity on the debt market and reduction in energy
consumption.

However, during the second half of 2009, the situation on the Russian market began to stabilize gradually
allowing the Group to improve its financial and economic position through optimizing its credit portfolio,
including refinancing of short-term loans on more advantageous conditions.



OGK-1 GROUP
Notes to the Consolidated Financial Statements for the year ended 31 December 2009
(in millions of Russian Roubles)

Note 2. Financial condition (continued)

(b)  Financial condition of the Group

As at 31 December 2009, the Group had cash and deposit balances of approximately RR 9,579 million
(as at 31 December 2008: RR 1,930 million) and outstanding debt of RR 10,928 million (as at 31
December 2008: 10,672 millon). The outstanding debt amount includes short-tem debt of RR 2,717
million (as at 31 December 2008: 7,356 million). As at 31 December 2008 included in short-term debt
amount is RR 1,000 million due to CJSC Commerzbank which has been reclassified to current from long-
term debt as the Group was in violation of certain financial covenants. On 25 March 2009, CJSC
Commerzbank amended the financial covenants’ requirements to be based on IFRS financial statement
data rather than Russian statutory financial statement data. Based on this amendment, the Group is no
longer in violation of the covenants and as at 31 December 2009 debt from CJSC Commerzbank is
included in long-term debt.

As at 31 December 2009, the Group’s current assets exceeded its current liabilities by RR 10,355 million
(as at 31 December 2008: RR 5,189 million). The change in the current financial position is mainly
explained by short-term debt repayments in the total amount of RR 6,150 million and the attraction of fong
term financing.

These consolidated financial statements have been prepared by management in accordance with
International Financial Reporting Standards on a going concern basis which presumes that the Group will
be able to realize its assets and discharge its liabilities in the normal course of business for the
foreseeable future.

In preparing these financial statements on such a basis, management has considered the macro-
economic environment discussed above and the Group’s debt position as at 31 December 2009 and
believes that through its operations and through its ability to obtain additional financing the Group will be
capable of funding its obligations and funding investment and operational requirements for the
foreseeable future. In support, management considers the following factors to be significant:

e The Group has engaged in a number of measures to reduce costs and match expenditures to
available funding.

e In March 2010, the Group entered into a loan agreement with JSC INTER RAO UES - the sole
executive body (see Note 1), whereby INTER RAO provided RR 8 billion to the Group for the purpose
of construction of the Urengoyskaya power station (see Note 31).

e In December 2009, an extraordinary Shareholder's meeting approved an additional issue of shares
to fund the construction of the Urengoyskaya power station (see Note 15).

» In January 2009 Moody's Rating Agency rated JSC OGK-1 as having an international credit rating at
the level of Ba3/Stable Forecast. This credit rating has not been updated in 2010.

» Currently, the Group has unused open lines of credit amounting to approximately RR 8.27 billion.

The Group believes that the efforts and developments discussed above, will be sufficient to ensure the
long-term financial stability of the Group and allow for the completion of strategic initiatives to grow the
business.

Note 3. Basis of preparation

These consolidated financial statements (“Financial Statements”) for the year ended 31 December 2009
have been prepared in accordance with International Financial Reporting Standards (“IFRS”). The
Financial Statements are prepared on the historical cost basis except for certain financial instruments that
are measured at fair value as described in Note 4.

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, except for NVGRES Holding Ltd. which maintains its accounting records in Euros and
prepares its financial statement in accordance with IFRS. These Financial Statements are based on the
statutory records, with adjustments and reclassifications recorded for the purpose of fair presentation in
accordance with IFRS.

10



OGK-1 GROUP
Notes to the Consolidated Financial Statements for the year ended 31 December 2009
(in millions of Russian Roubles)

Note 3. Basis of preparation (continued)

The preparation of financial statements in conformity with IFRS requires the use of certain critical
accounting estimates. It also requires management to exercise its judgment in the process of applying the
Group’s accounting policies. The areas involving a higher degree of judgment or complexity, or areas
where assumptions and estimates are significant to the consolidated financial statements are disclosed in
Note 5.

Change in accounting estimates

Starting from 1 January 2009, the Group has changed its accounting estimates regarding the provision for
impairment of account receivables. The Group began to use percentage of impairment as determined
from the aging analysis (see Note 11). The change in approach gave approximately RR 260 million
increase in provision.

Change in presentation

Starting from 1 January 2009, the Group has changed its presentation of financial statements: the Group
began to present Intangible assets separately on the face of Consolidated Statement of financial position.
This change in presentation has the following effect on comparative figures:

e Consolidated Statement of financial position — Intangible assets (Software licenses) were reclassified
from Non-current assets (see Note 9);

» Operating expenses - Amortisation of intangible assets was reclassified from Other operating
expenses (see Note 23).

Starting from 1 January 2009, the Group changed its presentation of Consolidated Statement of cash
flows:” Increase in value added tax recoverable” is presented separately from “Increase in accounts
receivables and prepayments”.

Note 4. Summary of significant accounting policies

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 years presented, unless otherwise
stated.

4.1. Consolidation
(a) Subsidiaries

Subsidiaries are those entities over which the Company has the ability to control the financial and
operating policies generally accompanying a shareholding of more than one half of the voting rights.

Subsidiaries are fully consolidated from the date on which control is acquired by the Group. They are de-
consolidated from the date that control ceases.

Inter-company transactions, balances and unrealized gains on transactions between Group companies
are eliminated. Unrealized losses are also eliminated unless the cost cannot be recovered.

(b) Joint venture

A joint venture is a contractual arrangement whereby two or more parties undertake an economic activity
that is subject to joint control.

Investments in jointly controlled entities are accounted for using proportionate consolidation. The Group
discontinues the use of proportionate consolidation from the date on which it ceases to have joint control
over jointly controlled entities or where investments in joint ventures are reclassified to non-current assets
held-for-sale.

Gains, losses and balances on transactions between the Group and the joint venture are eliminated to the
extent of the Group’s interest in the joint venture.

11



OGK-1 GROUP
Notes to the Consolidated Financial Statements for the year ended 31 December 2009
(in millions of Russian Roubles)

Note 4. Summary of significant accounting policies (continued)
4.2. Foreign currency translation
(a) Functional and presentation currency

The national currency of the Russian Federation is the Russian Rouble (“RR”), which is the functional
currency of each of the Group’s entities and the currency in which these Financial Statements are
presented. All financial information presented in RR has been rounded to the nearest million.

(b) Transactions and balances

Monetary assets and liabilities, which are held by Group entities and denominated in foreign currencies at
the balance sheet date, are measured into RR at the exchange rates prevailing at that date. Foreign
currency transactions are accounted for at the exchange rates prevailing at the date of the transaction.
Gains and losses resulting from the settlement of such transactions and from the measurement of
monetary assets and liabilities denominated in foreign currencies are recognised in profit or loss.

(c) Group companies

Monetary assets and liabilities are translated into each entity’s functional currency at the official exchange
rate of the Central Bank of the Russian Federation ("CBRF") at the respective balance sheet dates.
Foreign exchange gains and losses resulting from the settlements of the transactions and from the
translation of monetary assets and liabilities into each entity’s functional currency at year-end official
exchange rates of the CBRF are recognized in profit or loss. Translation at year-end rates does not apply
to non-monetary items that are measured at historical cost.

As at 31 December 2009, the official rate of exchange, as determined by the Central Bank of the Russian
Federation, between the RR and the US Dollar ("USD") was RR 30.24: USD 1.00 (as at 31 December
2008: RR 29.38: USD 1.00), between the RR and EURO RR 43.39: EURO 1.00 (31 December 2008: RR
41.44: EURO 1.00).

4.3. Property, plant and equipment
(a) Recognition and measurement

As at 31 December 2009 property, plant and equipment are stated at the carrying value determined at the
date of their transfer to the Group by RAO UES, and adjusted for further additions, disposals and
depreciation charges. Deemed cost was initially determined by a third party valuation as at 31 December
1997 and restated for the impact of inflation until 31 December 2002.

Cost of acquired assets includes expenditure that is directly attributable to the acquisition of the asset.
The cost of a self constructed asset includes cost of materials and direct labour. Interest costs on
borrowings to finance the construction of property, plant and equipment are capitalized during the period
of time that is required to complete and prepare the asset for its intended use. Where an item of property,
plant and equipment comprises major components with different useful lives, they are accounted for as
separate items of property, plant and equipment.

Gains and losses on disposal of an item of property, plant and equipment are recognized net in “Gain
(loss) on disposals of property, plant and equipment” in profit or loss.

Advances for capital construction and acquisition of property, plant and equipment are included into
construction in progress.

(b) Subsequent costs

Renewals and improvements are capitalised and the assets replaced are retired. The costs of repair and
maintenance are expensed as incurred.

{c) Depreciation

Depreciation on property, plant and equipment is calculated on a straight-line basis over the estimated
useful life of the asset when it is available for use. The remaining useful lives are reviewed annually.
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(in millions of Russian Roubles)

Note 4. Summary of significant accounting policies {(continued)

The useful lives, in years, of assets by type of facility are as follows:

Type of facility Useful lives, years
Power equipment 10-50
Production buildings 20-75
Facilities 15-41
Substations 8-25
Hydrotechnical facilities 13-67
Electricity grids and heating networks 3-28
Other 2-18

(d) Leased assets

Where the Group is a lessee in a lease which transferred substantially all the risks and rewards incidental
to ownership to the Group, the assets leased are capitalised in property, plant and equipment at the
commencement of the lease at the lower of the fair value of the leased asset and the present value of the
minimum lease payments. Subsequent to initial recognition, the asset is accounted for in accordance with
the accounting policy applicable to that asset. The assets acquired under finance leases are depreciated
over their useful life.

(e) Impairment of property, plant and equipment

The carrying amounts of the Group’s property, plant and equipment are reviewed at each reporting date
to determine whether there is any indication of impairment. If any such indication exists, then the asset's
recoverable amount is estimated.

The recoverable amount of an asset or cash-generating unit is the greater of its value in use and its fair
value less costs to sell. In assessing value in use, the estimated future cash flows are discounted to their
present value using a pre-tax discount rate that reflects current market assessments of the time value of
money and the risks specific to the asset. For the purpose of impairment testing, assets are grouped
together into the smallest group of assets that generates cash inflows from continuing use that are largely
independent of the cash inflows of other assets or group of assets ("cash-generating unit”).

An impairment loss is recognized if the carrying amount of an asset or its cash-generating unit exceeds
its estimated recoverable amount. Impairment losses are recognized in profit or loss. Impairment losses
recognized in respect of cash-generating units are allocated to reduce the carrying amounts of assets in
the unit (group of units) on a pro rata basis. Impairment losses recognized in prior periods are assessed
at each reporting date for any indications that the loss has decreased or no longer exists. An impairment
loss is reversed if there has been a change in the estimates used to determine the recoverable amount.
An impairment loss is reversed only to the extent that the asset’s carrying amount that would have been
determined, net of depreciation, if no impairment loss had been recognized.

4.4. Intangible assets

Intangible assets that are recognised by the Group, which have finite useful lives, are measured at cost
less accumulated amortization and accumulated impairment losses.

Amortisation is recognized in the consolidated income statement on a straight-line basis over the
estimated useful lives of intangible assets. The estimated useful lives of intangible assets are in the range
of 2-10 years.

4.5. Financial assets
4.5.1. Classification

The Group classifies its financial assets into two categories: a) loans and receivables and b) available-for-
sale financial assets. The classification depends on the purpose for which the financial assets were
acquired. Management determines the classification of financial assets at initial recognition and re-
evaluates this designation at every reporting date.
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(in millions of Russian Roubles)

Note 4. Summary of significant accounting policies (continued)
(a) Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments that are
not quoted in an active market. They are included in current assets, except for maturities greater than 12
months after the balance sheet date. These are classified as non-current assets. Loans and receivables
comprise ‘trade and other receivables’ and ‘loans issued’ in the statement of financial position.

(b) Available-for-sale financial assets

Available-for-sale financial assets are non-derivative financial assets that are either designated in this
category or not classified in any other category. They are included in non-current assets unless
management intends to dispose of the investment within 12 months of the balance sheet date.

4.5.2. Recognition and measurement

Loans and receivables are carried at amortized cost using the effective interest method. Gains and losses
are recognized in profit or loss when the loans and receivables are derecognized or impaired, as well as
through the amortization process.

Available-for-sale financial assets are measured at fair value. Investments in quoted equity instruments
classified as available-for-sale financial assets are measured at quoted market prices as of the reporting
date. Investments in equity instruments for which there are no available market quotations are accounted
for at fair value. The fair value of unquoted debt instruments classified as available-for-sale financial
assets is determined using discounted cash flow valuation techniques based on prevailing market interest
rates for similar instruments.

Gains and losses arising from changes in the fair value of securities classified as available-for-sale
financial assets are recognized in other comprehensive income. When securities classified as available-
for-sale financial assets are sold or impaired, the accumulated fair value adjustments are included in profit
or loss as gains (losses) on disposal of available-for-sale financial assets.

4.5.3. Impairment of financial assets

A financial asset is assessed at each reporting date to determine whether there is any objective evidence
that it is impaired. A financial asset is considered to be impaired if objective evidence indicates that one or
more events have had a negative effect on the estimated future cash flows of that asset.

An impairment loss in respect of a financial asset measured at amortized cost is calculated as the
difference between its carrying amount and the present value of the estimated future cash flows
discounted at the original effective interest rate. An impairment loss in respect of an available-for-sale
financial asset is calculated by reference to its fair value.

Individually significant financial assets are tested for impairment on an individual basis. The remaining
financial assets are assessed collectively in groups that share similar credit risk characteristics.

All impairment losses are recognized in profit or loss. Any cumulative loss in respect of an available-for-
sale financial asset recognized previously in other comprehensive income is transferred to profit or loss.

An impairment loss is reversed if the reversal can be related objectively to an event occurring after the
impairment loss was recognized. For financial assets measured at amortized cost and available-for-sale
financial assets that are debt securities, the reversal is recognized in profit or loss. For available-for-sale
financial assets that are equity securities, the reversal is recognized in other comprehensive income.

4.6. Cash and cash equivalents

Cash comprises cash in hand and cash deposited on demand at banks. Cash equivalents comprise
short-term highly liquid investments that are readily convertible into cash and have a maturity of three
months or less from the date of acquisition and are subject to insignificant changes in value.
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Note 4. Summary of significant accounting policies (continued)
4.7. Accounts receivable and prepayments

Accounts receivable are recorded inclusive of value added taxes. Accounts receivable are recognized
initially at fair value and subsequently measured at amortized cost using the effective interest rate method
less provision for impairment. Such provision for doubtful debtors is established if there is objective
evidence that the Group will not be able to collect all amounts due according to the original terms of the
receivables. The amount of the allowance is the difference between the carrying amount and the
recoverable amount, being the present value of expected cash flows, discounted at the market rate of
interest for similar borrowers at the date of origination of receivables. Prepayments are carried at cost
less provision for impairment. Prepayment is classified as non-current when the goods or services
relating to the prepayment are expected to be obtained after one year, or when the prepayment relates to
an asset which will itself be classified as non-current upon initial recognition. Prepayments to acquire
assets are transferred to the carrying amount of the asset once the Group has obtained control of the
asset and it is probable that future economic benefits associated with the asset will flow to the Group.

4.8. Inventories

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

4.9. Share capital
(a) Ordinary shares

Ordinary shares are classified as equity. Incremental costs directly attributable to the issue of new shares
or options are shown in other comprehensive income.

(b) Treasury shares

When share capital recognized as equity is repurchased, the amount of the consideration paid, including
directly attributable costs, is deducted from equity attributable to the Company’s equity holders until the
equity instruments are cancelled, reissued or disposed of. Where such shares are subsequently sold or
reissued, any consideration received, net of any directly attributable incremental transaction costs and the
related income tax effects, is included in other comprehensive income.

4.10. Deferred profit tax

Deferred profit tax is provided using the balance sheet liability method for tax loss carry forwards and
temporary differences arising between the tax bases of assets and liabilities and their carrying amounts
for financial reporting purposes. In accordance with the initial recognition exemption, deferred taxes are
not recorded for temporary differences on initial recognition of an asset or a liability in a transaction other
than a business combination if the transaction, when initially recorded, affects neither accounting nor
taxable profit. Deferred tax balances are measured at tax rates enacted or substantively enacted at the
balance sheet date which are expected to apply to the period when the temporary differences will reverse
or the tax loss carry forwards will be utilised. Deferred tax assets for deductible temporary differences and
tax loss carry forwards are recorded only to the extent that it is probable that future taxable profit will be
available against which the deductions can be utilised.

Deferred tax movements are recorded in profit or loss except when they are related to the items directly
charged to other comprehensive income. In this case deferred taxes are recorded as part of other
comprehensive income.

Deferred tax is not provided for the undistributed earnings of subsidiaries, as the Group requires profits to
be reinvested, and only insignificant dividends are expected to be declared from future profits of the
subsidiaries. Neither these future profits nor the related taxes are recognized in these financial
statements.






