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STATEMENT OF MANAGEMENT'S RESPONSIBILITIES FOR THE PREPARATION AND
APPROVAL OF THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2010

The following statements, which should be read in conjunction with the independent auditor's responsibilities stated in
the independent audiior's report, is made with a view to distinguishing the respective responsibiliies of management
and those of the independent auditor in refation to the consolidated financial statements of Open Joint Stock Company
‘Kazanorgsintez” and its subsidiarias {the "Group™.

Management is responsible for the preparation of consolidated financial statements that present fairy the financial
position of the Group at 31 December 2010, and the consclidated results of its operations, changes in shareholdars'
equity and cash flows for the year then ended, in accordance with International Financiat Reporting Standards
("IFRS™.

It preparing the consofidated financial statements, management is responsible for:
. Selecting suitable acoounting principles and applying them consistently,
. Making judgments and estimates that are reasonable and prudent;

. Stating whether IFRS have been followed, subject to any material departures disclosed and explained in the
consolidated financial statements, and

. Preparing the consolidated financial statements on a going concern basis, unless it is inappropriate to presume
that the Group will continug in business for the foresseable future,

Management is also responsible for:
» Designing, implementing and maintaining an effective system of internal controls throughout the Group;

. Maintaining statutory accounting records in compliance with local legislation and accounting standards in the
respective jurisdictions in which the Group operates;

. Taking steps o safeguard the assets of the Group: and
. Preventing and detecting fraud and other irregularities.

The consolidated financial statements for the year ended 31 December 2010 were approved on 25 March 2011 in
Kazan, Republic of Tatarstan, Russian Federation, by

L.S. Alekhin N.F. Gainullina
General Director Chief Financial Officer
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Independent Auditor’s Report

To the Shareholders and Board of Directors of Open Joint Stock Company “Kazanorgsintez”:

We have audited the accompanying consolidated financial statements of Open Joint Stock Company
“Kazanorgsintez” and its subsidiaries (the “Group™), which comprise the consolidated statement of
financial position as at 31 December 2010 and the consolidated statements of comprehensive income,
cash flows and changes in equity for the year then ended, and a summary of significant accounting
policies and other explanatory notes.

Management’s Responsibility for the Consolidated Financial Statements

Management is responsible for the preparation and fair presentation of these consolidated financial
statements in accordance with International Financial Reporting Standards, and for such internal
control as management determines is necessary to enable the preparation of financial statements that
are free from material misstatement, whether due to fraud or error,

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 about whether the consolidated financial statements are free from material
misstatement.

Y

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures
in the consolidated financial statements. The procedures selected depend on the auditor’s judgment,
including the assessment of the risks of material misstatement of the consolidated 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 consolidated 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 managernent, as well as evaluating the overall presentation of the
consolidated 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 consolidated financial statements present fairly, in all material respects, the

financial position of the Group as at 31 December 2010, and its financial performance and cash flows
tor the year then ended in accordance with International Financial Reporting Standards.

“an Vi dh j%z(

25 March 2011
Moscow, Russian Federation

ZAO PrivewaterhouseConpers Audit, White Square Office Center, 10 Butyrsky Val, Moscow, Russia, 12r047
47 (495) 967 6000, Fi +7 (495) 067 60041, wwu.pive.ru



KAZANORGSINTEZ Group
Consolidated Statement of Comprehensive Income
{in millions of Russian Roubles)

Year ended
Note 31 December 2010

Year ended
31 December 2009

Sales 8 33,567 21,996
Cost of sales 9 (27,304) (19,010)
Gross profit 6,263 2,986
Selling, general and administrative expenses 10 (2,576) (2,085)
Loss from other sales, net 11 (150} (118)
Finance costs 12 (2,957) (2,233)
Finance income 13 306 3
Foreign exchange gain/(loss), net 582 (630)
Other expenses, net 14 (146) (388)
Profit/(loss) before income tax 1,322 (2,465)
Income tax (expense)/ credit 15 (316) 378
Profit/{loss) for the year 1,006 (2,087)
Other comprehensive income:

Currency translation differences (4) 2
Total comprehensive income for the year 1,002 (2,085)
Profit/(loss) attributable to:

Shareholders of the parent company 1,005 (2,088)
Non-controlling interest 1 1

Profit/(loss) for the year 1,006 {(2,087)
Total comprehensive income attributable to:

Shareholders of the parent company 1,003 (2,087)
Non-controlling interest )] 2

Total comprehensive income for the year 1,002 (2,085)
EARNINGS/LOSS) PER SHARE {(RUB)

Basic and diluted 33 0.55 (1.19)

The accompanying notes on pages 5 to 35 are an integral part of these consolidated financial statements



KAZANORGSINTEZ Group
Consolidated Statement of Financial Position
{in millions of Russian Roubles)

As at Ast Asat
Note 31 December 2010 31 December 2009 1 January 2009
ASBETS
NON-CURRENT ASSETS:
Properiy, plant and equipment 18 37,438 38,443 403,150
Intangible assels 17 1,136 1,264 920
Gther financial agsets 18 53 53 53
Other non-current assets 19 131 167 567
Total non-current assets 38,758 39,917 41,680
CURRENT ASSETS:
Invertories 20 4,220 3,700 3,758
Trade and other receivables 21 192 668 864
Income tax prepaid 5 5 71
Other prepaid and recoverable taxes 22 399 an 370
Other current assets 23 698 432 207
Cash and cash equivalents 24 907 1,014 325
Total current assets 8,421 6,130 5,693
Assets held for sale 25 146 100 -
TOTAL ASSETS 45328 46,147 47,283
EQUITY AND LIABILITIES
EQUITY AND RESERVES:
Share capital 26 1,905 1,805 1,805
Treasury shares 26 (99 - -
Additional paid-in capital 26 1,515 1,515 1,515
Currency translation differences (n 1 -
Retained samings 8,872 5867 7,955
Equity attributable to shargholders of the
parent company 10,192 8,288 11,375
Non-controfling interest g 10 8
Total equity 10,201 9,298 11,382
NCOMN-CURRENT LIABILITIES:
Long-term borrowings 27 28,375 440 948
Deferred tax liabilities 15 613 289 876
Financial lease labilities 28 135 - 552
Total non-current Habifities 28,123 739 2,179
CURRENT LIABILITIES:
Short-term borrowings 28 695 29,054 27,841
Trade accounts payable 30 1,708 3,803 4,028
Gther payables and accrued fiabilities 31 1,501 1,982 1,348
Advances from customars 1.831 1,012 283
Other taxes payvable 3z 142 179 112
Total current liabilities 5878 36,030 33,72
Liabilities associated with assels heid for
sale 25 123 &0 -
TOTAL EQUITY AND LIABILITIES 45,325 46,147 47 283

The accompanying notes on pages 5 to 35 are an integral part of these consolidated financial statements
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KAZANORGSINTEZ Group
Consolidated Statement of Cash Flows
{in millions of Russian Roubles)

OPERATING ACTIVITIES:

Profitiloss) before income tax

Adjusiments for:

Depreciation of property, plant and equipment and amortisation of
intangible assels

Finance income

Provision for impairment of financial investments
Change in provision for doubtful debls

Change in obsolescence provision

Gain on disposal of property, plant and eguipmant
Finance costs

Foreign exchange {(gain} / loss, net

Operating cash flows before working capital changes

Decrease f{increase) in trade and other receivables

{Increasa)decrease in prepaid and recoverable taxes, other than income

tax

{Increase)/decrease in invenlories

Decrease in other non-current assels
{Increase)/decrease in rade and other payables
increase in advances from customers

Increase in other currend fiablliies
{Decrease)increase in other taxes payable

Net cash generated from operating activities
Income taxes paid
Imterest paid

Cash inflow from operating activities
INVESTING ACTIVITIES:

Purchase of property, plant and equipment

Proceeds on disposal of property, plani and equipment
Advances paid for licenses

Interest received

Net cash used in investing activities
FINANCING ACTIVITIES

Proceeds from shorl-term borrowings
Repayment of short-term borrowings
Proceeds from long term borrowings
Repayment of long term-borrowings
Dividends paid

Purchase of treasury shares

sale of treasury shares

Repayment of obligations under finance lease

Cash generated from {used in} financing activities
Net (decreasellincrease in cash and cash equivalents

Cash and cash equivalents at the beginning of the year

Effacts of exchange rate changes on the balence of cash held in foreign

CUITBNCIEs

Cash and cash equivalents at the end of the year

Year ended Year ended
31 December 2010 31 December 2008
1,322 {2,465}
3,212 2,748
{308) 3

- 4

(33) 112
(11) (274)
9 (11)
2,057 2.233
(5823 829
8,540 2.873
393 207
(88) 125
(359) 531
24 -
(1,244) 74
819 710
9 554

(38) 64
6,038 4,833
(2) -
(4.867) {1,720
1,169 3,113
(2,377 (1,587
- 203
- 4N

14 1
(2,363} {1,430
341 1,556
(4,731} (2,289)
25,155 487
{19,085) (575)
{14 -
(102) -

3 -
479 {145)
1,088 {984}
{108} 699
1,014 325
4 1o

907 1,014

The accompanying notes on pages 5 to 35 are an integral part of these consolidated financial statements



KAZANORGSINTEZ Group
Notes to the Consolidated Financial Statements
{in milfions of Russian roubles, unless otherwise stated)

1. GENERAL

Open Joint Stock Company “Kazanorgsintez” {the “Company”) was incorporated in Kazan, Republic of Tatarstan,
Russian Federation on 1 September 1993, The principal activity of the Company and its subsidiaries (the *Group”) is
production of chemical products and derivatives thereof (mainly polyethylene) which are marketed and sold primarily in
the Russian Federation.

Major production facilities of the Group are located in Kazen, Republic of Tatarstary, Russian Federation. The regisiered
office of the Company i Jocated at the following address: 101, Belomorskaya street, 4200581, Kazan, Republic of
Tatarstan, Russian Fedsration.

Details of the Company's subsidiaries are in Note 37.
2. OPERATING ENVIRONMENT QF THE GROUP

The Russian Federation displays ceriain characteristics of an emerging market, including relafively high inflation and high
interest rates. In 2010, the Russian economy experienced a moderate recovery of economic growth, The recovery was
accompanied by a gradual increase of household incomes, lower refinancing rates, stabilisation of the exchange rate of the
Russian Rouble against major foreign cumencies, and increased liquidity levels in the banking sector.

Exchange rates of hard foreign curencies as at 31 December 2010 were: RUB 304769 per USD 1 (RUB 30.2442 at
31 December 2000), RUB 40.3331 for EUR 1 (RUB 43.3883 at 31 December 2008},

The tax, currency and customs legislation within the Russian Federation is subject to varying interpretations and frequent
changes. The future economic direction of the Russian Federation is largely dependent upon the effectiveness of economic,
financial and monetary measures underlaken by the Government, together with tax, legal, regulatory and political
developments,

Management determined impairment provisions by considering the economic situation and outiook at the end of the
reporting period. Provisions for trade receivables are determined using the ‘incurred loss' model required by the applicable
accounting standards. These standards require recognition of impairment losses for receivables that arose from past events
and prohibit recognition of impairment iosses that could arige from future events, na matter how likely those future events
are.

Management is unable to predict all developments which could have an impact on the economy and consequently what
affect, if any, they could have on the future financial position of the Group. Management believes it is taking ali the
necessary measures to support the sustainabifity and development of the Group’s business.

3. ADOPTION OF NEW OR REVISED STANDARDS AND INTERPRETATIONS
Standards affective for annual periods beginning on or after 1 January 2010
Certain new IFRS standards and interpretations became effective for the Group from 1 January 2010

IFRIC 17, Distribution of Non-Cash Assets to Owners (effective for annual periods beginning on or after
1 July 2009). The interpretation clarifies when and how distribution of non-cash assets fo owners in the form of
dividends should be recognised. The Group should measure the liability to distribute non-cash assets to owners in the
form of dividends at the fair value of the assets to be distributed. A gain or loss on disposal of the distributed non-
cash assets should be recognised in profit or loss for the year when the enfity selties the dividends payable. IFRIC 17
did not have an impact on these financial statements.

IFRIC 18, Transfers of Assets from Customers (effective for annual periods beginning on or after 1 July 2008}. The
interpretation clarifies accounting for fransfers of assets from customers, namely, the circumstances in which the
definition of an asset is met; recognition of the asset and the measurement of its cost on initial recognition;
identification of separately identifiable services {one or more services in exchange for the transferred asset);
recognition of revenue, and accounting for transfers of cash from customers. IFRIC 18 did not have an impact on
these financial statements.

IAS 27, Consolidated and Separate Financial Statements (revised January 2008; effective for annual periods
beginning on or after 1 July 2009). The revised IAS 27 requires an entity to attribute total comprehensive income to
the cwners of the parent and to the non-conirolling inferests (previously "minority interests”} even if this resulls in the
non-controlling interests having a deficit balance (the previous standard required the excess losses to be allocated fo
the owners of the parent in most cases). The revised standard also specifies that changes in a parent’s ownership
interest in a subsidiary that do not result in the loss of control should be accounted for as equity transactions. It also
specifies how an entity should measure any gain or loss arising on the loss of control of a subsidiary. Af the date when
controi is iost, any investment retained in the former subsidiary should be measured at fair valug.



KAZANORGSINTEZ Group
Notes to the Consolidated Financial Statements
(in millions of Russian roubles, unfess otherwise stated)

3. ADOPTION OF NEW OR REVISED STANDARTS AND INTERPRETATIONS {CONTINUED)

IFRS 3, Business Combinations (revised January 2008; effective for business combinations for which the
acquisition date is on of after the beginning of the first annual reporting period beginning on or affer 1 July 2009}, The
revised IFRS 3 will allow entiies 1o choose to measure non-controlling interests using the oid IFR8 3 methed
(proportionate share of the acquiree’s identifiable net assets) or at fair value. The revised IFRS 3 is more detailed in
providing guidance on the application of the purchase method % business combinations. The requirement to measure
at fair value every asset and liability at each step in a step acquisition for the purposes of calculating a portion of
goodwill has been removed. instead, in a business combination achieved in stages, the acquirer will have to
remeasure its previously held equity interest in the acquiree at its acquisition-date fair value and recognise the
resulting gain or loss, if any, in profit or l0ss for the year, Acquisition-related costs will be accounted for separatoly
from the business combination and, therefore, recognized as expenses rather than included in goodwill. An acquirer
shouid recognise at the acquisition date a liability for any contingent purchase consideration. Changes in the value of
this kability after the acquisition date will be recognised in accordance with other applicable IFRS's, as appropriate,
rather than by adjusting goodwill. The revised IFRS 3 brings into its scope business combinations volving only
mutual entities and business combinations achieved by contract alone. The revised IFRS 3 did not have a material
impact on these financial statements.

Group Cash-settled Share-based Payments — Amendments to IFRS 2, Share-based Payments, (effective for
annual periods beginning on or after 1 January 2010). The amendments provide a clear basis to determine the
classification of share-based payment awards in both consolidated and separate financial statements. The
amendments incorporate into the standard the guidance In IFRIC 8 and IFRIC 11, which are withdrawn. The
amendments expand on the guidance given in IFRIC 11 fo address plans that were previously not considerad In the
interpretation. The amendments also clarify the defined terms in the Appendix to the standard. The amendment did
not have a material impact on these financial statements.

Eligible Hedged ltems — Amendment to IAS 39, Financial Instruments: Recognition and Measurement (effeclive
with refrospective application for annual pericds beginning on or after 1 July 2008). The amendment clarifles how the
principles that determine whether a hedged risk or portion of cash fows is eligible for designation should be applied in
particular situations. The amendment did not have a material impact on these financial statements,

IFRS 1, First-time Adoption of International Financial Reporting Standards (following an amendment in
December 2008, effective for the first IFRS financial statements for a period beginning on or after 1 July 2009). Tha
revised IFRS 1 retains the substance of its previous version but within a changed structure in order to make # easier
for the reader to understand and to better accommodate future changes. The revised standard did not have a material
impact on these financial statements,

Improvements to International Financial Reporting Standards {issued in April 2008; amendments to IFRS 2, 1AS
38, IFRIC @ and IFRIC 16 are effective for annual periods beginning on or after 1 July 2009; amendments to IFRS 5,
IFRS 8, IAS 1, IAS 7, 1AS 17, |1AS 368 and 1AS 39 are effective for annual periods beginning on or after 1 January
2010} The improvements consist of a mixture of substantive changes and clarifications in the following standards and
interpretations: clarification that contributions of businesses in common contral transactions and formation of joint
ventures are not within the scope of IFRS 2; clarification of disclosure requirements set by IFRS 5 and other standards
for non-current assets {or disposal groups) classified as held for sale or discontinued operations; requiring fo report a
measure of total assets and liabilities for each reportable segment under IFRS 8 only if such amounts are regularly
provided to the chief operating decision maker. amending 1AS 1 to allow classification of certain fiabilifies settled by
entity’s own equity instruments as non-current; changing 1AS 7 such that only expenditures that result in a recognrised
asset are eligible for classification as investing activities; allowing classification of certain long-term land leases as
finance leases under 1AS 17 even without transfor of ownership of the land at the end of the lease; providing
additional guidance in IAS 18 for determining whether an entify acts as a peincipal or an agent; clarification in 1AS 36
that a cash generating unit shall not be larger than an operating segment before aggregation; supplementing 1S 38
regarding measurement of fair value of intangible assets acquired in a husiness combination; amending 1AS 39 {i} o
include in its scope option contracts that could result in business combinations, {ii) to ctarify the period of reclassifying
gains or losses on cash flow hedging Instruments from equity to profit or loss for the year and {iii} 1o state that a
prepayment option is closely related to the host contract if upon exercise the borrower reimburses economic loss of
the Jender, amending IFRIC § 1o state thaf embedded derivatives in contracts acquired in common conirol
transactions and formation of joint ventures are not within its scope; and removing the restrigtion in IFRIC 18 that
hedging instruments may not be heid by the foreign operation that itself is being hedged. In addition, amendments
clarifying the classification of assets as held for sale under IFRS 5 in the event of a Ioss of control over a subsidiary,
which were published as part of the annual improvements to Infernational Financial Reporting Standards issued in
May 2008, become effective for annual periods beginning on or after 1 July 2009. The amendment did not have a
material impact on these financial siatements,

Uniess ctherwiss siated, these amendments and interpretations did not significantly affect the Group's consolidated
financial statements.



KAZANORGSINTEZ Group
Notes to the Consolidated Financlal Statements
{in millions of Russian roubles, unless otherwise stated)

4. NEW ACCOUNTING PRONOUNCEMENTS

Certain new standards and interpretations have heen published that are mandatory for the Group's accounting
periods beginning on or after 1 January 2011 or later periods and which the Group has not early adopted:

IFRS 8, Financial instruments Part 1: Classification and Measurement. IFRS 0 was issued in Novernber 2000 and
replaces those paris of 1AS 38 relating fo the classification and measurement of financial assets. Additional changes
were infroduced to IFRS § in October 20110 with regards to ¢lagsification and measurement of financial fiabilities,

Key features arg as follows:

. Financial assets are reguired to be classified into two measurement categories: those {o be measured
subsequently at fair value, and those to be measured subsequently at amortised cost. The decision is o be
made at initial recognition. The classification depends on the entity’s business model for managing its financial
instruments and the contractual cash flow characteristics of the instrument,

+«  Aninstrument is subsequently measured at amortised cost only if it i a debt instrument and both (i} the objective
of the enfity’s business model is to hold the asset to collect the contractual cash flows, and §l) the assel's
contractual cash flows represent only payments of principal and interest {that is, it has only ‘basic loan
features™). All other debt instruments are to be measured at fair value through profit or loss.

. All equity instruments are to be measured subsequently at fair value. Equity instruments held for trading are to
be measured at fair value through profif or loss, For all other equity instruments, an irrevocable slection can be
made at initial recognition, to recognise unrsalised and realised fair value gaing and losses through other
comprehensive income, rather than profit or loss. There is to be no recycling of fair value gains and losses fo
profit or loss. This election may be made on an instrument-by-instrument basis, Dividends are to be presented in
profit or loss, as long as they represent a retum on investment.

. Most of the requirements in 1AS 39 for classification and measurement of financial iabilities were carried forward
unchanged to IFRE 8. The key change is that an entity will be required 1o present the effects of changes in own
credit risk of financial liabilities designated as at fair value through profit or loss in other comprehensive income,

While adoption of IFR8 § is mandatory from 1 January 2013, earlier adoption is permitted. The Group is currently
considering the implications of the standard, the impact on the Group and the timing of its adoption by the Group.

Classification of Rights Issues — Amendment to IAS 32 {publishad on 8 October 2008, the amendment is effective
far annual periods beginning on or after 1 February 2010). The amendment exempts certain rights issues of shares
with procesds denominated in foreign currencies from classification as financial derivatives. The Group does not
expect the amendments to have any material effect on its financial statements.

Amendment to IAS 24, Related Party Disclosures (issued in November 2009 and effective for annual periods
beginning on or after 1 January 2011). 1AS 24 was revised in 2000 by: (a) simplifying the definition of a related party,
clarifying its intended meaning and eliminating inconsistencies; and by (b) providing a partial exemption from the
disclosure requirements for government-related entities. The Group does not expect the amendments io have any
material effect on its financial statements.

IFRIC 18, Extinguishing Financial Liabilities with Equity Instruments (effective for annual periods beginning on or
after 1 July 2010). This IFRIC clarifies the accounting when an entity renegotiates the terms of its debt with the result
that the Habiiity & extinguished through the debtor issuing its own equity instruments to the creditor. A gain or loss for
the year is recognised in profit or loss based on the fair veive of the squity instruments compared o the camrying
amount of the debt. The Group does not expect IFRIC 18 o have a material impact on its financial statements.

Prepayments of a Minimum Funding Requirement - Amendment to IFRIC 14 (effective for annual periods
beginning on or after 1 January 2011). This amendment will have a limited impact as it applies only to companies that
are required o make minimum funding coniribulions fo a defined benefit pension plan. It removes an unintended
consequence of IFRIC 14 refated to voluntary pension prepayments when there is a minimum funding requirement,
The Group does not expect the amendments to have any material effect on its financial statements.

]
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Notes fo the Consoligdated Financial Statorments
(in mitlions of Russian roubles, uniess otherwise stated)

4. NEW ACCOUNTING PRONOUNCEMENTS (CONTINUED)

Improvements (o International Financial Reporting Standards (issued in May 2010 and effective from
t January 2011). The improvements consist of a mixture of substantive changes and clarifications in the following
standards and interprefafions: IFRS 1 was amended (i) to allow the carrying value determined in accordance with
revaluation for the purposes of the prior accounting standards to be used as initial cost of an item of property, plant
and equipment or an infangible asset if the revaiuation result at the revaluation date was comparable to the fair value
or the residual value of the item adjusted to the price index, (i) to allow an event driven revaluation to be used as
initial cost of property, plant and equipment even if the revaluation occurs during a period covered by the first IFRS
financial statements and (i) to require a first-time adopter to explain changes in accounting policies or in the IFRS 1
exemptions between its first IFRS interim report and its first IFRS financial statements; IFRS 3 was amended () to
require measurement at fair value (unless another measurement basis is required by other IFRS standards) of non-
controiling inlerests that are not present cwnership interest or do not entitle the holder to a proportionate share of net
assels in the event of liquidation, (ii) to provide guidance on acquiree’s share-based payment arrangements that were
not replaced or were voluntarily replaced as a result of a business combination and (jii) to clarify that the contingent
considerations from business combinations that occurred before the effective date of revised IFRS 3 (issued in
January 2008} will be accounted for in accordance with the guidance in the previous version of IFRS 3; IFRS 7 was
amended to clarify certain disclosure requirements, in particular (i) by adding an explicit emphasis on the interaction
between qualitative and quantitative disclosures about the nature and extent of financial risks, (i} by removing the
requirement to disclose carrying amount of renegotiated financial assets that would otherwise be past due or
impaired, (jii) by replacing the requirement to disclose fair value of collateral by a more general requirement to
disclose its financiat effect, and (iv) by clarifying that an entity should disclose the amount of foreciosed coliateral held
at the reporting date and not the amount obtained during the reporting period; IAS 27 was amended by clarifying the
transition rules for amendments to IAS 21, 28 and 31 made by the revised 1AS 27 (as amended in January 2008); IAS
34 was amended to add additional examples of significant events and transaclions requiring disclosure in a
condensed interim financial report, including transfers between the levels of fair value hierarchy, changes in
classification of financial assets or changes in business or economic environment that affect the fair valuss of the
entity’s financial instruments: and IFRIC 13 was amended to clarify measurement of fair value of award credits. The
Group does not expect the amendments to have any material effect on its financial statements, except the
arnendment to IAS 1 which was early adopted by the Group as explained in Note 5,

Limited exemption from comparative IFRS 7 disclosures for first-time adopters - Amendment to IFRS 1
(effective for annual periods beginning on or after 1 July 2010). Existing IFRS preparers were granted refief from
presenting comparative information for the new disclosures required by the March 2009 amendments to IFRS 7,
Financial Instruments: Disclosures. This amendment to IFRS 1 provides first-time adopters with the same transition
provisions as included in the amendment to IFRS 7. The Group does not expect the amendments to have any effect
on its financial statemants.

Disclosures — Transfers of Financial Assets - Amendments fo IFRS 7 (issued in October 2010 and effective for
annual periods beginning on or after 1 July 2011). The amendment requires additional disclosures in respect of risk
exposures arising from fransferred financial assets. The amendment includes a requirement to disclose by class of
asset the nature, carrying amount and a description of the risks and rewards of financial assets that have been
transferred to another party yet remain on the entity’s balance shest. Disclosures are also required to enable a user to
understand the amount of any associated liabilities, and the relationship between the financial assets and assaciated
liabilities. Where financial assets have been derecognised but the entity is still exposed to certain risks and rewards
associated with the transferred asset, additional disclosure is required to enable the sffects of those risks to be
understood. The GCroup is currently assessing the impact of the amended standard on disclosures in its financial
staternents, These amendments are not expacted to have an impact on the Group's financial statements.

Unless otherwise described above, these new standards and interpretations are not expected to significantly affect the
Group's financial statermnents.

5. SUNMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Statement of compliance

These consolidated financial statemenrds have been prepared in accordance with international Financisd Reporting
Stendards ("IFRS").

Basls of preparation

The entities of the Group maintain their accounting records in accordance with the laws, accounting and reporting
regulations of the Russian Federafion. Accounting principles and financial raporting procedures in the Russian
Federation may differ substantially from those generally accepted under IFRS. Accordingly, financial statements of
individuat entities of the Group have been adjusted 1o enstire that the consolidated financial statements are presented
in gecordance with (FRS,



KAZANORGSINTEZ Group
Notes fo the Consolidated Financial Statements
{in millions of Russian roubles, unless otherwise stated)

5. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
The consolidated financial statements of the Group are prepared on the histerical cost basis, as medified by:

. Fair valuation of assets, liabillies and contingant Habiliies of subsidiaries and associates acquired at the
acquisition date, in accordance with IFRS 3 Business Combinations;

. Mark-to-market valuation of financial instruments, In accordance with IAS 38 "Financial Instrumerts: Recognition
and Measurement”,

Basis of consolidation
Subsidiaries

Subsidiaries are those companies and other entiies (including special purpose entities {"SPE™)} 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 fo obtain benefits. SPEs are consolidated in the same manner as subsidiaries
when the substance of the relationship indicates that the SPE is controlled by the Group. 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.

Intercompany transactions, balances and unrealised gains on transactions between group companies are eliminated.
Unrealised losses are also ellminated, unless the cost cannot be recoverad.

When preparing the consolidated financial stafements, adjustments are made to the financial statements of
subsidiaries fo bring their accounting policies into line with those used by other members of the Group,

Non-controlling interest is that part of the net results and of the equity of a subsidiary attributable to interests which are
not owned, directly or indirectly, by the Group. Non-controlling interest forms a separate component of the Group’s

equity.
Business combinations

The Group uses the purchase method of acoounting to account for the acquisition of subsidiaries. Identifiable assets
acquired and liabilities and confingent iabilities assumed in a business combination are measured at their fair values
at the acquisition date, irrespective of the extent of any nor-controlling interest.

The Group measures non-controtling inferest on a transaction by transaction basis, either at: (a) fair value, or {b) the
nen-controifing interest's proportionate share of net assets of the acquiree.

Goodwill is measured by deducting the nat assets of the acquiree from the aggregate of the consideration fransferred
for the acquiree, the amount of non-controlling interest in the acquiree and fair value of an interest in the acguiree held
immediately before the acquisition date.

The consideration transferred for the acquires is measured at the fair value of the assets given up, equity Instruments
issued and liabilities incurred or assumed, including fair value of assets or ligbilities from contingent consideration
arrangements but excludes acquisition related costs such as advisory, legal, valuation and similar professional
services. Transaction costs incurred for igsuing equity instruments are deducted from equily; transaction costs
incurred for issuing debt are deducted from its carrying amount and all other transaction costs associated with the
acquisition are expensed.

Goodwill is carried at cost less accumulated impairment losses i any.

For the purpose of impairment testing, goodwill is allocated to each of the Group's cash-generating units expected to
benefit from the synergies of the combination,

Cash-generating units to which goodwill has been allocated are tested for impairment annually, or more frequently
when there is an indication that the unit may be Impaired. i the recoverable amount of the cash-generating urdt is less
than the carrying amount of the unit, the impairment loss is allocated first to reduce the carrying amount of any goodwil
aliocated to the unit and then fo the olher assets of the unif pro-rata on the hasis of the carrying amourdt of sach assef in
the unit. Anirmpairment fogs recognised for goodwill is not reversed in a subsequent period.

If acauired at bargain priva, when the fair value of net sssets exceeds the aggregate of the consideration transferred
for the acquiree, the amount of non-controlling inferest in the acquiree and fair value of an interast in the acquires held
immediately before the acquisition date, any excess ["negalive goodwill”) is recogmised in profit or loss, after
management reassesses whether it identified all the assets acquired and all fiabilties and contingent liahilities
assumed and reviews appropriateness of thelr measuremant.

Purchases and sales of non-controlling imerests

The Group appiies the individual sconomic entity model to account for ransactions with owners of nonr-controfling
interest. Any difference between the purchase consideration and the sarrying amourt of non-controling interest
acquired is recorded as a capital transaction directly in equity. The Group recognises the difference betwesn saies
consideration and carrying amount of non-conirolling interest sold as a capital transaction It the statement of changss
in aquity.




KAZANORGSINTEZ Group
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5. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
Investments in associates

Associates are entities over which the Company has significant influence (directly or indirectly), but not control,
generally accompanying a shareholding of between 20 and 50 percent of the voting rights. lnvestments in associates
are accaunted for using the equity method of accounting and are initially recognised at cost. Dividends recetved from
associates raduce the carrying value of the investment in associates. Other post-acquisition changes in Group's share
of net assets of an associate are recognised as follows: (i) the Group's share of profits or losses of associates i3
recorded in the consolidated profit or loss for the year as share of result of associates, (i) the Group’s share of other
comprehensive income is recognised in other comprehensive income and presented separately in the statement of
comprehensive income.

Losses of associates are initially recognised in the consolidated financial statements as long as investments in
associates are not written down to nil. Then losses are recorded in the consolidated financial statements to the extent
it has incurred obligations or made payments on behaif 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 fransaction provides evidence of an
impairment of the asset transferred,

Disposals of subsidiaries or associates

When the Group ceases to have control or significant influence, any retained interest in the entity is remsasured to ils
fair value, with the change in carrying amount recognised in profit or loss. The fair value is the initial carrying amount
for the purposes of subsequently accounting for the retained interest as an associate, joint venture or financial asset,
In addition, any amounts previously recognised in other comprehensive income in respect of that entity are accounted
for as if the Group had directly disposed of the related assets or liabilities. This may mean that amounts previously
recagnised in other comprahensive income are recycled to profit or loss.

If the ownership interest in an associate is reduced but significant influence is retained, only a proportionate share of
the amounts previously recognised in other comprehensive income arg reclassified to profit or loss where appropriate.

Revenue and income recognition

Revenue is measured at the fair value of the consideration received or receivable net of VAT and discounts.
Revenue from the sale of goods is recognised when all the foliowing conditions are satisfied:

. the Group has transferred to the buyer the significant risks and rewards of ownership of the goods;

. the Group retains neither continuing managenial involvement to the degree usually associated with ownership
nor effective control over the goods sold,

s the amount of revenue can be measured reliably,

« itis probable that the economic benefits associated with the transaction will flow to the entity; and
s the costs incurred or to be incurred in respect of the transaction can be measured reliably,
Interest income is recognised on a time-proportion basis using the effective inferest method.

The income from other sales includes revenuss from sale of ancillary items, net of cost of sales. Other sales primarily
consist of sales of electricity, water and heal.

Leasing

Leases are classified as finance leases whensver the terms of the lease transfer substantially all the risks and
rewards of ownership to the Group. Assets subject {o finance leases are capitalised as property, plant and equipment
al the lower of fair value or present value of fufure minitum lease payments at the date of acquisition, with the related
lease obligation recognised at the same value, Assets held under finance leases are depreciated over their sstimated
useful lives or over the term of the lease, if shorter. If there is reasonable certainty that the lessee will oblain
owrership at the end of the lease term, the period of expected use is useful e of the asset.

Finance lease payments are aflocated using the sffective interest rate method, between the lease finance cost, which
is included in finance costs, and the capital repayment, which reduces the retated lease obligation to the lessor so as
ta achiove a constant rate on the finance balance ouistanding. The corresponding rental obligations, net of future
finance charges, depending on mafurity, are included in other long-term liabilities or trade and other payables.

Leases where the lessor retaing substantially all the risks and benefits of ownership of the asset are classified as
sperating leases. Operating lease payments are recognised as an expense in the consolidated statement of
comprehensive income on a straight-line basis over the jease term,
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5. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {CONTINUED)
Foreign currency transactions

The individual financial statements of each Group entity are presented in the currency of the primary economic
environment in which the entity operates (ts functional currency). For the purposes of the consolidated financial
statements, the results of operalions and finandlal pusifion of each entity are presented in the Russian Roubles
("RUB"). RUR has been selected as the presentation currency for the consolidated financial staterments of the Group.

Transactions in currencies other than the entity’s functional currency (foreign surrencies) are recorded at the
exchange rates of the Central Bank of the Russian Federation CBRF"} effective at the date of the transactions. The
assets and liabilities (both monetary and non-monetary) of the Group entities whose functional currency is not the
Russian Rouble are translated into Russian Roubles at the closing exchange rate at each balance sheet date. All
items included in the shareholders’ equity, other than profit or loss, are translated at historical exchange rates. The
financial results of these entities are translated into Russian Roubles using average exchange rates for each reporting
period.

All resuiting exchange differences are treated as a separate component of equity and recognised as provision for
exchange difference in the consolidated statement of changes in equity and the consolidated siatement of
comprehensive income. When control over a foreign operation is lost. the previously recognised exchange differences
on translation to a different presentation currency are reclassified from other comprehensive income to profit or loss
for the year as part of the gain or loss on disposal. On partial disposal of a subsidiary without loss of control, the
related portion of accumulated currency franslation differences is reclassified to non-controlling interest within aquity.

Borrowing costs

Borrowing costs that are directly attributable to the acquisition, construction or production of an asset that takes a
substantial period of time to get ready for use or sale (@ qualifying asset) are capitaiised as part of the costs of thig
asset, until such time as the asset is substantially ready for its intended use or sale, if the commencement date for
capitalisation is on or after 1 January 2008,

The commencement date for capitalisation is when (a) the Group incurs expenditures for the qualifying asset; (b) it
incurs borrawing costs; and (o} it undertakes activities that are necessary to prepare the asset for its intended use or
sale.

Capitalisation of borrowing costs continues up to the date when the assets are substantially ready for their use or sale,

The Group capitalises borrowing costs that could have been avoided if it had not made capital expenditure on
qualifying assets. Borrowing costs capitalised are calculated at the group's average funding cost (the weighted
average interest cost is applied to the expenditures on the qualifying assets), except to the extent that funds are
borrowed gpecifically for the purpese of obtaining a qualifying asset. Where this oceurs, actual borrowing costs
incurred less any investment income on the temporary investment of those borrowings are capitalised.

Employes benefits

Rermuneration to employees in respect of services rendered during a reporting period is recognised as an axpense in
that reparting period. Vacation allowances paid in the reporting period but attributable to future vacations are recorded
in the statement of financial position within deferred expenses and are written off as expenses in the reporting period
an employee actually takes vacation.

The Group is legally obliged o make defined contributions to the Russian Federation State Pension Fund. The only
obligation of the Group is fo make the specified contributions in the period in which they arise. These contributions
are expensed as incurred.

In the Russian Federation all obligatory social contributions, including contributions to the Russian Federation State
Pension Fund, are collected through insurance contributions calculated by the application of a regressive rate of the
annual gross remuneration of each employee specified by law.

Income taxes

Income laxes have been provided for in the consolidated financial statements under Russian law enacted or
substantively enacted at the balance sheet date. The income tax chargeferedit comprises current tax and deferred tax
and is recognised in the consolidated statement of comprehensive income in profit or loss or other comprehensive
inoome.

Current tax is the amount expected to be paid to or recovered from the taxation authorities in respect of taxable profits
ar losses for the current and prior periods. Taxes other than on income are recorded within operating costs.

1
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5. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {CONTINUED)

Deferred income tax is provided using the balance sheet liability method for tax loss carry forwards and temporary
differences arising between the tax bases of assefs and liabilities and their carrying amounts for financial reporting
purposes. In accordance with the inifial 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 i tha
transaction, when initislly recorded, affects neither accounting nor taxable profit. Deferred tax liahiitios are not
recorded for temporary differencas on initial recognition of goodwill. Deferred tax balances ars measured at tax rates
enacted or substantively enacted at the balance sheet dafe which are expected to apply to the period when the
temporary differences will reverse or the tax loss carry forwards will be ulilised (enacted or substantively enacted at
the balance sheet date). Deferred tax assets and liabilities are offset if there is a legal right for the offset of the current
tax assets and liabilities, and when they relate to income taxes levied by the same taxation authority and the Group
intends to settle its tax assets and liabilities on a net basis. 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.

The Group controls the reversal of temporary differences relating to taxes chargeable on dividends from subsidiaries
or on gains at their disposal. The Group does not recognise deferred tax liabilities on such temporary differences
except o the extent that Management expecis the temporary differences to reverse in the foreseeable future.

Uncertain tax positions

The Group's uncertain tax positions are reassessed by management at every balance sheet date. Liabiliies are
recorded for income tax positions that are determined by management as more likely than not to result in additional
taxes being levied if the positions were 1o be challenged by the tax authorities. The assessment is based on the
interpretation of tax laws that have been enacted or substantively enacted by the balance sheet date and any known
court or ather rulings on such issues. Liabilities for penaltiss, interest and taxes other than on income are recognised
based on management's best estimate of the expenditure required to setlle the obligations at the balance sheet date.

Property, plant and equipment

A significant portion of the Group's property, plant and equipment was valued by an independent firm of professionally
qualified appraisers, as at 1 Jaruary 2001, The basis of the valuation was fair value, which is defined as the amount
for which an asset could be exchanged between knowledgeable willing parties in an arm's length transaction. The fair
value of marketable assets was determined as their market value. Property, plant and equipment of a specialised
nature were valued on the depreciated replacement cost basis. For each item of property, plant and equipment, the
new replacement cost was estimated as the current cost to replace the asset with a functionally equivalent asset. The
new replacement cost was then adjusted for accumulated depreciation, including both physical depreciation and
functionat and economic obsolescence, to arrive at the fair value of the asset,

ltems acquired after 1 January 2001 are recorded at cost less accumulated depreciation and impairment provision of
any. Capitalised cost includes acquisition cost and material expenditures for improvements and replacements that
extend the useful lives of the assets or increase their revenue generating capacity. Repair and maintenance
expenditures that do not meet the foregoing criteria for capitalisation are charged to the statement of comprehensive
income as incurred,

Depreciation is computed under the straight-lins method over the estimated useful lives of the assets, which are:

Buildings 20-80 years
Machinery and equipmeant 5-30 years
other 3-10years

Land occupied by the Group’s facilities is owned by the Group. Land is not depreciated and is included in properiy, plant
and equipment,

Assets held under finance leases are depreciated over their expected useful lives on the same basis as similar owned
assets or, where shorter, the term of the relevant leass,

The gain or logs arising or the disposal or retirement of an asset is determined as the difference between the sales
proceads and the carrying amount of the asset and is recognised in the statement of comprehensive income in line
“other expenses, net”.

Construction in process

Construction-in-progress comprises costs directly related to the construction of property. plant and equipment. Cost
also includes finance charges capitalised during the construction periods where such costs are financed by
borrowings. Depreciation of these assets commences when the assets are put into operation.
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5. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {CONTINUED)
Intangible assets

Intangible assets acquired separately are reported at cost less accumulated amerfisation and accumulated impairment
losses. Amortisation is charged on a siraight-line basis over thelr estimated useful lives.

The Group has purchased various licenses for the use of technologies used in the production of Bisphenol-A,
polycarbonate and high densily polyethylene. The cost of acquiring these licenses are initially recorded as advances
paid for licenses. The terms of the licenses are 10 years from the commencement of commercial production as
defined in the respective agreements. Upon commencement of commercial production, these licenses are reclassified
te intangible assets and amorfized on a siraight line basis over the term of the license.

The estimated useful life and amortisation method are reviewed at the end of each annual reporting period, with the
effect of any changes in estimate being accounted for on a prospective basis.

Software costs incurred for the development, implemeniation and enhancement of the operating gystems, are
capitalised and amortised over the expected useful life of the system. Software costs relating to the maintenance of
the operating system are recognised as an expense in the period in which they occur.

Inventories

Inventories are recorded at the lower of cost and net realisable value. During the release of inventory to production or
other disposals the cost of inventory Is determined on the weighted average basis. Cost of finished goods and semi-
finished products comprises raw material, direct labour, other direct costs and those variable costs but excludes
borrowing costs and other costs directly not related to production. Inventories and materials are valued using weighed
average method less impairment provision. Net realisable value is the estimated selling price in the ordinary course of
business, less the estimated cost of completion and selling expenses.

Work in progress is valued at the net unit cost of production allocated to the estimated stage of completion.

Inventories, depending on planned write-off perind, are recorded in the statement of financial position within current
assets (line “inventories”) or non-current assets (fine “other non-current assets”).

Value added tax

Value-added taxes Value-added taxes ("VAT") related to sales are payable to the tax authorities on an accrual basis
based upon invaices issued to the customer. VAT incurred for purchases may be reclaimed, subject to certain
restrictions.

Prepayments

Prepayments are carried at cost less provision for impairment. A 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 prepaymant
relates to an asset which will itself be classified as non-current upon initial recognition. Prepayment on services
{including insurance services) is included into expenses of the period or into assets value in the course of rendeting
services. If there is an indication that the assets, goods or services relating to a prepayment will nof ba received, the
carrying value of the prepayment Is written down accordingly and a corresponding impairment loss is recognised in
profit or loss for the year in ling “other expenses, net”,

Impairment of assets except for goodwiil and financial assets

Group reviews the carying amounts of its tangible assets to determine whether there is any indication that those
assels have suffered an impairment loss. If any such indication exists, the recoverable amount of the assef is
estimated in order o determine the extent of the impairment loss (if any). Where it is not possibie to estimate the
recoverable amount of an individuat asset, the Group esfimates the recoverable amount of the cash-generating unit {o
which the assel belongs.

The recoverable amount is the higher of fair value less cost to sell and value-in-use, In assessing value-in-use, the
estimated futurs cash flows are discounted o their present value using a pre-tax discount rate that reflects current
market assessments of the fime value of money and the risks specific to the assef. i the recoverable amount of an
asset (or cash-generating unit) is estimated to be less than its carrying amount, the carrying amount of the asset {vash-
generating unit) is reduced fo its recoverable amount. An impairment loss is recognised in the consolidated statement
of comprehensive income in line “other expenses, nef”.

Where an impairment loss subsequently reverses, the canying amount of the asset {cashrgenerafing unit) is
ncreased to the revised estimate of its recoverable amount, but so that the increased carrying amount does not
exceed the carrying amount that would have been determined had no impairment loss been recognised for the asset
(vash-genarating unity in prior years. A reversal of an impairment loss is recognised in the consolidated statement of
comprehensive income in fine "other expenses, net’,
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5. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
Financial assets

Financial assets are recognised when the Group has become a party to the contractual arrangement of the instrument
and are initially measured at fair value, plus transaction costs, except for those financial assets classified as at fair
value through the statement of comprehensive income, which are initially measured at fair value.

Financial assets of the Group are classified into the following specified categories:
¢ financial assets at fair value through profit or loss;

o Available-for-sale financial assets;

¢ held to maturity;

¢ loans and receivables.

The classification depends on the nature and purpose of the financial assets and is determined at the time of initial
recognition.

Effective interest method — applied to financial assets

The effective interest method is a method of calculating the amortised cost of a financial asset and of allocating
interest income over the relevant period. The effective interest rate is the rate that exactly discounts estimated future
cash receipts {including transaction costs and other premiums or discounts) through the expected life of the financial
asset.

Income is recognised on an effective interest basis for debt securities other than those financial assets designated as
at fair value through profit or loss.

Financial assets available for sale
Available-for-sale financial assets mainly include investments in listed and unlisted shares.

Listed securities held by the Group that are traded in an active market are stated at their market value. Gains and
losses arising from changes in fair value of these investments are recognised in equity in the investments valuation
reserve with the exception of impairment losses, interest calculated using the effective interest method and foreign
exchange gains and losses on monetary assets, which are recognised directly in the consoclidated statement of
comprehensive income. Where the investment is disposed of or is determined to be impaired, the cumulative gain or
loss previously recognised in other comprehensive income is included in the consolidated statement of
comprehensive income for the period in profit and loss.

Dividends on available-for-sale equity instruments are recognised in the statement of comprehensive income when
the Group's right to receive the dividends is established.

Investments in unlisted shares that do not have a quoted market price in an active market and whose fair value cannot
be reliably measured are recorded at cost.

Loans and receivables

Trade receivables, loans and other receivables that have fixed or determinable payments that are not quoted in an
active market are classified as loans and receivables.

Loans and receivables are measured at amortised cost using the effective interest method, less any impairment.
Interest income is recognised by applying the effective interest rate, except for short-term receivables when the
recognition of interest would be immaterial.

Impairment of financial assets

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

For unlisted shares classified as available-for-sale, a significant or prolonged decline in the fair value of the security
below its cost is considered to be objective evidence of impairment.

For certain categories of financial asset, such as trade receivables, assets that are assessed not to be impaired
individually are subsequently assessed for impairment on a collective basis. Objective evidence of impairment for a
portfolio of receivables could include the Group's past experience of collecting payments, an increase in the number of
delayed payments as well as observable changes in economic conditions that correlate with defaults on receivables.

For financial assets carried at amortised cost, impairment losses are recognised through making a provision in the
amount to make assets carrying amount reach the present value of expected cash flows (which exclude future credit
losses that have not been incurred) discounted at the original effective interest rate of the asset. The calculation of the
present value of the estimated future cash flows of a collateralised financial asset includes the cash flows that may
result from foreclosure less costs for obtaining and selling the collateral, whether or not foreclosure is probable.
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KAZANORGSINTEZ Group
Notes to the Consolidated Financial Statements
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§. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

With the exception of available-for-sale equity insfruments, if in a subsequent period, the amount of the impairment
toss decreases and the decrease can be related objectively to an event occurring after the impairment was
recognised, the previously recognised impairment loss is reversed through profit or loss. The carrying amount of the
financial assets at the date the impairment is reversed does not exceed what the amortised cost would have been had
the impairment not besn recognised.

Uncollectible assets are written off against the related impairment loss provision after all the necessary proceduras to
recover the asset have been compileted and the amount of the loss has been determined. Subsequent recoveries of
amounts previously written off are credited to impairment loss account within the profit or loss for the year. When a
decline in fair value of an available-for-sale equity investment has been recognised in equity and there is objective
evidence that investment is impaired, the cumulative loss that had been recognised in other comprehensive income is
transferred to the consolidated statement of comprehensive income in profit and loss even though the invesiment has
not been derecognised. impairment fosses previously recognised in the consoclidated statement of comprehensive
incoma through profit and loss are not reversed through profit and loss. Any increase in fair value subsequent to an
impairment loss is recognised directly in other comprehensive income,

Derecognition of financial assets

The Group derecognises financial assets when (a) the assets are radeemed 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 substantialty all the risks and rewards of
ownership of the assels 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 ssli the asset in its
entirety to an unrelated third party without needing to impose additionai restiictions on the sale.

Cash and cash equivalents

Cash and cash equivalents comprise cash balances, cash deposits and highly liquid investments with origina
maturities of three months or less, which are readily convertible to known amounts of cash and are subject to an
insignificant risk of changes in value.

Disposal group

Assets and liabilities of disposal groups (which may inciude bath non-current and current assets, non-current and
current liabilities) are classified in the statement of financial position as “disposal group assets” and “disposal group
liabilities” if the carrying value is recovered principally through a sale transaction (including loss of control of a
subsidiary holding the assets and liabiiities) within twelve months after the reporting period. The disposal group assets
and liabilities are reclassified when all of the following conditions are met: (a) the assets are available for immediate
sale in their present condition; (b) the Group’s management approved and initiated an active programme to locate a
buyer; (¢} the assets are actively marketed for a sale at a reasonable price; (d) the sale is expected to occur within
one year and (d) it is unlikely that significant changes to the plan to sell will be made or that the pian wilt be withdrawn.

Disposal groups held for sale as a whole are measured at the lower of their carrying amount and fair value less costs
to sell.

Share capital
Ordinary shares and non-redeemable preference shares with discretionary dividends are both classified as equity.
Treasury shares

Where the Company or ils subsidiaries purchase the Company's equily instruments, the consideration paid, including
any directly attributable incremental costs, net of income taxes, is deducted from equity attributable to the Company's
owners until the equity instruments are cancelled, refssued or disposed of. Where such shares are subsequently sold
or reissued any tonsideration received net of any directly atfributable incremental transaction costs and the related
income tax effects s included In equity attributable to the Company’s equity holders.

Dividends

Dividends payable and refated taxation thereon are recognised in the period in which they have heen declared and
become legally payable.

Accumudated profits legally distributable are based on the amounts availabie for disiribution in accordance with the
Russian legisiation and as reflected in the statutory financial statements of the individual entities of the Group. These
amounts may differ significantly from the amounis caiculated on the basis of IFRS,

Dividends are disciosed in Note “Subseguent events” when they are declared after the reporting date but before the
date of approval of consolidated financial statemends.

Earnings per share

tarnings per share is determined by dividing the profit or loss attributable to owners of the Company, adjusted by
dividends attributable to preference shareholders, by the weighted average number of participating shares
outstanding during the reporting vear.
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5. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {CONTINUED)}
Begment reporting

The Group oversees its business activity as one operating segment as the majority of the Group's business
operations are located In the Russian Federation and relate solely to the production and marketing of chemical
products {mainly polyethylene) and derivafives theraof. It is consistent with the internal reporting provided io the chief
operating decision maker of the Company ("CODM") {the management executive committee).

Financial liabilities

Other financial labilities, including borrowings, are initially measured at fair value, net of transaction costs,
Subsequently, the financial liabllities are caried at amortised cost using effective interest method.

Effective interest method — applied to financial liabilities

The effective interest method is a method of calculating the amortised cost of a financial liabilities and of allocating
interest expenses over the relevant period. The effective interest rate is the rate that exactly discounts estimated
future cash outflows through the expected life of the financial liability.

Amortised cost of financial assets and liabilities

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 fransaction costs deferred at initial recegnition (including expenses
attributable to third-party collateral) and of any premium or discount to maturity amount using the effective interest
methad. Accrued interest income and accrued interest expense, including both accrued coupon 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 assets and liabilities in the statement of financial position.

Derecognition of financial liabifities

The Group derecognises financial liabilities when, and only when, the Group's obligations are digcharged, cancelled or
they expire.

Offsetting

Financial assets and liabilities are offset and the net amount reported in the statement of financial position only when
there is a legally enforceable right to offset the recognised amounts, and there is an intention to either settle on a net
basis, or to realise the asset and settle the liability simultaneously.

Provisions for liabilities and charges

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

The amount recorded as provisions is the best estimate of payments required to setile obligations at the balance
sheet date accounting for obligation related risks and uncertainty. Where a provision is measured using the cash flows
estimated to setile the obligation, its carrying amount is the present value of those cash flows.

6. CRITICAL ACCOUNTING JUDGEMENTS AND KEY SOURCES OF ESTIMATION
UNCERTAINTIES

Going concern

Management has prepared these financial statements on a going concern basis. In making this judgment management
constdered the Group's financial posifion, current intentions, profitability of operations and access o financial
resources, and analysed the impact of the recent finandial crisis on future operations of the Group.

In the application of the Group's accourting policies management is reguired 1o make judgements, estimates and
assumptions abotd the catrying amounts of assets and llabilties that are not readily apparent from other sources. The
estimates and associated assumptions are based on historical experience and other factors that are considerad to be
relevant, Actual results may significantly differ from those estimates.

The estimates and underlying assumptions are reviewed on an engoing basis. Revisions to accounting estimates are
recognised in the period In which the estimate is revised if the revision affects only that pericd or in the period of the
revision and fulure periods if the ravision affects both current and future periods.

16



KAZANQRGSINTEZ Group
Notes to the Consolidated Financial Statements
{in miltions of Russlan roubles, unless otherwise stated)

6. CRITICAL ACCOUNTING JUDGEMENTS AND KEY SOURCES OF ESTIMATION
UNCERTAINTIES {CONTINUED)

Critical judgments in applying accounting policles

The following are the oritical judgments, apart from those involving estimations, that management has made in the
process of applying accounting policies and that have the most significant effect on the amounts recognised in
financial statements.

Taxation
Judgments are required in determining current income tax liabilities. The Group recognises liabilities for taxes based
on estimates of whether additional texes will be due. Where the final outcome of various tax matiers is different from

the amounts that were initially recorded, such differences will impact income tax and deferred tax provisions in the
period in which such determination is made.

The Group has not recognised a deferred tax liabllity in respect of lemporary differences associated with investments In
subsidiaries. The Group controls the timing of the reversal of those temporary differences and does not expect their
reversal in the foreseesable future.

The recognised deferred tax asset represents income taxes recaverable through future deductians from taxable profits
and is recorded on the statement of financial position. Deferred income {ax assets are recorded to the extent that
realisation of the related tax benefit ls probable. The future taxable profits and the amount of tax benefits that are
probable in the future are based on medium term business plan prepared by management and exirapolated resulls
thereafter. The business plan is based on management expectations that are believed to be reasonable under the
circumstances. Key assumptions in the business plan are obtaining refinance, sales volumes, sales prices and raw
materials prices.

Refinancing of borrowings

As a result of the receipt of the refinancing described in Note 27, the Group considered the raquirements of IAS 39 in
determining whether a gain or loss on debt modification should be recognised in the income statement and statement
of comprehensive income. Managemaent's consideration focused on Group’s long and short term loans from Sherbank
existing at 31 December 2008 and the refinancing obtained from Sberbank after the balance sheet date,
Management assessed that no modification has taken place because the gualitative factors of the Sberbank loans
outstanding at 31 December 2009 and the subsequent refinancing received ara significantly different, principally in
length and repayment terms. Consequently during the year 2010 the loans existing at 31 December 2009 were
derecognised and the new loans received from Sberbank and borrowing from the parent company were recognigsed at
fair value less transaction expenses.

Environmental obligations.

The Group’s activities are subject to various laws and regulations governing the protection of the environment. The
Group pays fees to the regulatory authorities for the right to discharge within legal norms. Management believes this
fea covers all environmental obligations, and this fee is recorded as an expense in the period incurred. No provisions
for environmental obligations are recorded.

Key sources of estimation uncertainty

The following are the key assumptions concerning the future, and other key sources of estimation unceriainty at the
balance sheet date, that have a significant risk of causing a material adjustment to the carrying amounts of assets and
liabilities within the next financial year.

Management assesses the useful economic lives of property, plant and equipment considering the current technical
condition of assets and potential changes In technology and demand. Any changes of these conditions could affect
prospective depreciation of property, plant and equipment and their carrying value,

Irapairment of assets

The Group reviews the carrying amounts of ifs tangible and intangible assets to determine wheather there is any indication
that those assets are impaired. In making the assessment for impairment, assets that do not generate independent cash
flows are aflocated to an appropriate cash generating unit. Management necessarily applies its judgment in allocating
assets that do not generate independent cash flows to appropriate cash generating units, and aiso in estimating the
timing and value of underlying cash flows within the value in use caiculation. Key assumptions in Management's analysis
relate to oblaining refinance, sales volumes, sales prices and raw materials prices. Subsequent changes 1o the cash
generating unit aliocation or fo the timing of cash flows could impact the carrying value of the respective assets.

Allowances for doubtfid debls

The Group crestes sllowances for doubtful debts o asccount for estimated losses resuiting from the inability of
customers tc make required paymenis. When evaiuating the adequacy of an allowance for doubtful debis,
management bases its esfimates on the current overall economic conditions, the aging of accounts receivable
balarices, historical write-off experience, customier creditworthiness and changes in payment terms,
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6. CRITICAL ACCOUNTING JUDGEMENTS AND KEY SOURCES OF ESTIMATION
UNCERTAINTIES (CONTINUED)

Changes in the economy, industry or specific customer conditions may require adjustments to the aflowance for
doubtful debts recorded in the consolidated financial statements.

7. CHANGES IN THE PRESENTATION OF FINANCIAL STATEMENTS
If necessary, comparative data is adjusted to conform to the current year results presentation.

In 2010 the Group reclassified catalysts with service lives of over 12 months on the reporfing date into Other non-
current assets. The catalysts serve as chemical agents used in production. In 2009 these assets were recorded in
Inventories.

The effect of reclassifications in the financial statemenis as of 31 December 2009 ig given in the table helow:

Amount reported in Post-reclassification

the previous financial amount as of

statements Reclassification 31 December 2009

Other Non-Current Assets - 157 187
Inventory 3 887 {157) 3,700

These financial staternents include the third statement of financial position as of 1 January 2009 due to the above
changes in the presentation of the financial information. The requirement to submit additional opening statement of
financial position when the entity makes adjustments or reclassification includes the requirement to present addiional
disclosures in the relevant notes. Management considered the materiality of this requirement and came fo the
conclusion that for the company it s sufficient to disclose this information only in those notes, which were affected by
adjustments or reclassifications made and disclose in the financial statements that the adjustment or reclassification
made had no effect on other notes. Consequently, management believes that the absence of notes relating fo
additional opening staternent of financial position is not material.

The reclassification in the statement of financial position impacted the disclosures in Notes 19 and 20 but had no
effact on other items of the statement of financial position and disclosures in the relevant notes.

In 2010 the Group has afso made reclassifications in 2009 statement of comprehensive income that had no impact on
the statement of financial position. The following reclassifications have been made to the comparative figures in the
consolidated statement of comprehensive income to conform to the current period presentation:

. insurance expenses, services provided by water and wastewater treatment facilities as well as other personnel
and tax expenses totaling to RUR 418 million were reclassified to cost of sales from selling, general and
administrative expenses as such presentation more appropriately reflacts the nature of such costs.

. Sales and cost of sales of non-core business goods in the amount of RUR 163 million and RUR 169 million,
respectively, were reclassified into losses from other sales.

The effect of reclassifications on the data presentation in the financial statements as of 31 December 2008 is
presented in the table below:

Amount reported in Amount after

the previous financial reclassifications as of

statoments Reclassification 31 December 2008

Cost of sales 18,762 248 16,010
Selling, general and administrative

expenses 2.503 (418) 2,086

Sales 22,159 (183 21,9606

Lasses from other sales {112} (65} {118}
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8. SALES

By geographic regions:
Domestic sales
Export sales

Total

By products:

High density polyethylene

Low density polyethylene

Polycarbonate

By-products of Phenol, Acetone, Ethyiene, Polycarbonate
Crganic products

Plastic goods

Bisphenol A

Tolling services

Total

Tolling agreement was terminated starting from 1 January 2010,
9. COST OF SALES

Raw materials

Energy and water

Depreciation of property, plant and equipment
Labour costs

Auxiliary materials

Production services

Other

Inventory ohsolescence provision released

Decrease in work in progress and finished goods

Total

10. SELLING, GENERAL AND ADMINISTRATIVE EXPENSES

Labour costs

Taxes, other than income tax
Transportation and storage

Materlal costs (energy, materials, efc.)
Services

Depreciation and amorization
Insurance expensas

Bank charges

Other

Total

11. LOSSES FROM OTHER SALES, NET

Cther revenue
Cost of other sales

Total

2010 2009
24 559 15,568
8,908 8,438
33,567 21,996
15,013 9,427
8,901 4,577
4,592 2,256
1,731 1,218
1,621 1,566
1,396 1,331
313 218

- 1,403
33,567 21,996
2010 2009
18,847 9,885
4,068 3,727
3,047 2,495
1,854 1,353
946 884
307 207
215 309
(11) (274)
77,273 18,586
31 424
27,304 19,010
2010 2009
921 751
356 337
315 218
178 75
166 168
165 215
46 34

45 84
384 205
2,576 2,085
2010 2009
873 862
(823) (780)
{150} (118}

Other revenue and cost of other sales comprise revenua and the corresponding costs of sales of products of

subsidiary units and auxiliary shops.

19



KAZANORGSINTEZ Group
Notes fo the Consolidated Financial Statemnenis
{in millions of Russian roubles, unless otherwise stated}

12. FINANCE COSTS

2010 2000
Interest expense and commissions on ioans and borrowings 3,422 26818
Interest expense on obligations under finance lsases 35 83
Less: amount included in the cost of qualifying assets (5000 (438)
Total 2,987 2,233

13. FINANCE INCOME

2010 2008
Income from redemption of Euroborgds (Note 273 292 -
Interest income 14 2
Dividends received - 1
Total 308 3

14. OTHER EXPENSES, NET

2010 2009
Penalties on cantracts 116 55
{Decreasel/increase in debt provision (33) 112
Maintenance of social infrastructure 108 95
Income on disposal of property, plant and equipment {19) (11
income from disposal of materials {423 BN
Provision for the impairment of financial investments . 4
Rent of land . - 188
Other expensesfincome) 18 {1y
Total 148 388

fn 2010 penalties on contracts mainly include penalties for breach of supply contracts with OAQ Tatenergosbyt and
OAQ Tatteplosbyt.

Maintenance of social infrastructure comprises primarily operating costs of facilities such as hotel, dormitory and other
sports facilities,

16. INCOME TAX

The Group’s provision for income tax is as follows:

2010 2009
Curtent income tax 2 2
Deferred tax chargef(credit) 314 (380}
Total 36 {378)

The foliowing presents a reconciliation of theoretical income tax calculated at the rate effective In the Russian
Federation {20%) to the amount of actual income tax expense recorded in the statement of comprehensive income.

2010 2009
Profit /{loss) before income tax 1,322 {2.485)
Theoretical income fax expensef{credit) at 20% 264 (483}
Effect of non-deductible expenses and other permanent differences. net 52 118
income tax expensef{credit] 316 {378}

Temporary differences between the Russian sfatutory tax accounts and these financial staternents give rise to the
following deferred tax liabilities. The fax effect of the movements in these temporary differences is detailed betow and
is recorded at the rate of 20%.
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15. INCOME TAX (CONTINUED)

Property, plant and
aquipment and other assets
Allowance for doubthll debis
Accrued liabiliies

Tax losses carried forward

Net deferred income tax
lability

Balance at the beginning of the year

Recognised in the statement of comprehensive income

Balance at the end of the year

16. PROPERTY, PLANT AND EQUIPMENT

Cost
At 1 January 2009

Additions
Disposals
Transfers

At 31 December 2008

Additions

Disposals

Transfers
Reclagsifications

At 31 December 2010

Accumulated depreciation
At 1 January 2009

Charge for the year
Wite-off upon disposal

At 31 December 2008
Charge for the vear
White-off upor disposal
Reclassifications

At 31 December 2010

Net carrying amount
At 31 December 2008

At 31 December 2010

Tax effect of Tax effect of
Year ended movement Year ended movement in Year ended
31 December intemporary 31 December temporary 31 December
2010  differences 2008 differences 2008
2,140 {47} 2,187 577 1,810
3] 2 4 5 {1}
{15) 17 (32) @1 (11)
{1,518) 342 {1,860} (941) (919)
613 314 299 {380) 879
As at As at
31 December 2010 31 December 2008
299 679
314 {380y
613 299
Land Construc-
and Machinery and Other tionin
buildings equipment assots progress Total
10,740 22,916 2,054 19,264 54,964
2 134 ] 1,012 1,154
685} (196) (18) {190} {413}
4,037 6,878 348 {11,263) -
14,770 29732 2,390 8,813 55,7058
18 158 42 2,007 2,225
4) (7) 4) {183 {178}
344 269 - {B13) -
(46} 37 - «
18,082 30,188 2,437 10,044 57,782
{4.847) {9,141} (826) - {14,814}
(264} {2.081) (264) - (2,839
5 170 186 - 1
i5,138) {11,082) {1,074} " {17,262}
{383 {2,508} (177 “ {3,064)
2 B 4 - 12
50 (40) (10} - -
{5,468} {13,581} (1,257} . {20,314}
8,634 18,680 1,316 8,813 38,4423
9,818 16,598 1,180 10,044 37,438

The Group’s plant sites presently acocupy approximately 489 8 heetares of land for which the Group holds the title.
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16. PROPERTY, PLANT AND EQUIPMENT

At 31 December 2010 property, plant and equipment with the camying valug of RUR 23,335 milion (2008
RUR 8,637 million) were pledged to secure certain long-term loans granted to the Group {refer to Note 27 and 29). In
addition, property, plant and equipment with the carrying value of RUR 14,994 million were pledged to secure a long-
term loan.

During the year ended 31 December 2010, interest of RUR 500 million has been capitalized in property, plant and
equipment (2008: RUR 438 million), refer to Note 12. The average interest capitalization rates for 2010 and 2009 were
11.98 percent and 8.21 percent, respactively,

At 31 December 2010, property, plant and equipment include assets held under a number of finance lease
agreements (refer to Note 28). At the end of the lease term the Group takes automatic ownership of these assets. The
carrying value of such asssts was RUR 783 million: RUR 889 million of equipment, and RUR 94 million of construction
it progress (2009 RUR 871 million: RUR 832 million of equipment, and RUR 140 million of construction in progress).

17. INTANGIBLE ASSETS

Intangible assets primarily comprised costs incurred in connection with acquisition and implementation of the
management information system SAP R/, as well as license costs associated with production of Bisphenol A,
Polycarbonates and High density polyethylene. SAP R/3 costs are amortised over a perod of thirteen years, costs of
license technology acquisition ~ ten years, in accordance with license agreements,

Licences, franchises

and other intangible
Software assets Total
Cost
At 1 January 2009 108 g21 1,030
Additions - 453 453
Disposals - {13 1)
At 31 December 2009 109 1,373 1,482
Additions 19 - 18
At 31 December 2010 128 1,373 1,501
Accumulated amortisation
At 1 January 20098 {94) {16} {110}
Charge for the year (8) (100} {168}
At 31 December 2008 (102) (118} {218)
Charge for the year (1 {137) {147)
At 31 December 2010 (112} (253} (388}
Net carrying amount
At 31 December 2008 7 1,257 1,264
At 31 December 2010 18 1,120 1,136
18. OTHER FINANCIAL ASSETS
31 December 2010 31 December 2009

% ownership Amount % ownership Amount
QJSC Tatneftekhiminvestholding 7% 39 7% 39
Nationat non-state pansion furd 2% 10 2% 10
OJBC Kazanskaya Yarmarka 2% 3 2% 3
LLC Taitlnvest 3.168% 1 3.18% 1
Total 53 53

Group Management was unable fo determine fair value of unquoted shares using valuation technigues that are
supported by publicly available marke! information. As a result, available for sale invesimenis are presented at cost,
net of impairment provision. The company has no intention to dispose of these financial assets.

The Group does nat hold any collateral as securily.
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19. OTHER NON-CURRENT ASSETS

As at As at As at

3 December 2010 31 December 2009 31 December 2008

Catalysts . 131 167 147
Advances for licenses - - 417
Investments in associalas - - 3
Total 131 157 587

As at 31 December 2010, other non-current assels comprise catalysts used in production whose operating period
exceads 12 months,

20. INVENTORIES

As at As at As at

31 December 2010 31 December 2009 31 December 2008

Stores and materials 3,300 2,748 2,630
Finished goods 383 410 894
Work in progress and semi-finished goods 514 518 474
Other inventory 24 37 45
Less: inventory impairment provision {nH {(13) (287)
Total 4,220 3,700 3,758

21. TRADE AND OTHER RECEIVABLES

As at Ag at

31 December 2010 31 December 2008

Trade receivables 201 713
Cther receivables and deferred expenses 59 81
Less: bad debt provision (68} {128)
Total 192 568

The majority of sales of goods are contracted on a prepayment basis, Post payment sales are used to promote new
types of product to the markets. The maximum credit period on post payment sales of goods is 30 days. In case of
delay, interest is charged at 3% (2% for export contracis) per month on the outstanding balance, The Group has
analyzed all receivables over 45 days for recoverability historical experience indicates that accounts receivable aged
between 45 and 80 days are recovered by 50 percent and receivables over 90 days are generally not recoverable.
Based on resulis of this analysis, and in the cazes where the Group has no collateral and no counter liabilities, the Group
identified specific accounts and provided fully for the receivables that are past due beyond 90 days and provided 50
percent for the receivables between 45 days and 80 days.

Before accepting any new customer, the Group uses an infernal procedure to assess the potential customer's credit
quality and defines credit limits by cusiomer. Credit sales are made only to customers, which have a long-term
refationship with the Group and a good credit history. All new customers have to pass accepling procedures, which
include: security check, check of set up documents, tax regisiration, Teasibifity study and credit history.

As of 31 Dacember 2008, trade receivables of RUR 38 million (2008 RUR 117 million) were past due but not
impaired. These relate fo a number of independent customers for whom there is no recent history of defaudt.

The ageing analysis of these trade and other receivables is as foliows:

As at Ay at

31 December 2010 31 December 2008

90-180 days - 5
180-365 days - 108
1 year-3 years 38 5
Total 38 117

The maximum exposure 1o credit risk at the reporting dale is the falr value of each dlass of trade and other accounts
receivable mentionad above. The Group does not hold any collateral as security,
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21, TRADE AND OTHER RECEIVABLES {CONTINUED)
Movement in bad debt provision

As at 31 December 2010 receivables of RUR 72 million (2009 RUR 126 million) were past due. The amount of the
provision was RUR 68 million at 31 December 2010 (2009: RUR 126 million). It was assessed that a portion of the
receivables is expected to be recovered. Movements in the Group provision for impairment of these recelvables are

as follows:

As at As at

31 December 2010 31 December 2008

Balance at beginning of the year 128 17
knpairment losses recognised on recelvables 8 138
Amaunts wriften off as uncollectible {143 -
Amounts recovered during the year {50 28)
Balance at end of the year 68 126

in determining the recoverability of a trade receivable, the Group considers any change in the credit quality of the
trade receivable from the date cradit was initially granted up to the reporting date. The concentration of credit risk is .
fimited due to the customer base being large and unrelated. Accordingly, management believes that there is no need to
make any additional bad debt provisions.

22. OTHER PREPAID AND RECOVERABLE TAXES

As at Asg at

31 December 2010 31 December 2008

Value added tax 398 310
Soctal tax 1 1

23. OTHER CURRENT ASSETS

As at As at

31 December 2010 31 December 2009
Advances paid 730 458

Less: bad debt provision {32} (24}
Total 698 432

24. CASH AND CASH EQUIVALENTS

As at As at
M December 2010 31 December 2008

Current accounts, including:

RUR-denominated deposits 356 -
USD-denominated deposits 347 -
RUR-denominated accounts 123 562
EUR-denominated accounts 75 38
USD-denominated agoounts 5 385
Other cash and cash equivalents 1 1
Total 807 1,014

25. ASSETS HELD FOR SALE (DISPOSAL GROUP)

The assets and liabilities related to LLC Eimer, a 50%-owned subsidiary, engaged primarily in trade and distribution
activity in Hungary, have been reported as a Disposal Group following the decision of the management of the Group
i June 200% to dispose of iis share in the subsidiary. Further development of this subsidiary is not considered
strategically important fo the Group. The Group has initiated an active programme to locate a buyer. Net assets within
the Disposal Group were measured at the lower of thelr carnrving amount and fair value less costs o sell,
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25. ASSETS HELD FOR SALE (DISPOSAL GROUP) (CONTINUED)
Below is the breakdown of major classes of assets and liabilities within the Disposal Group:

As at As at
31 December 2010 31 Decembaer 2008

Properly, plant and equipment & ¥
Trade and other accounts receivable 110 78
Inventory 28 14
Other assets 1 1
Total assets held for sale 146 100
Trade and other accounts payabie 55 47
Short-term borrowings 68 33
Total Habilities held for sale 123 80

Total liabilities do not inciude intercompany transactions for RUR 4 million with seftiements made in the ordinary
course of business. The net assets of LLC Eimer at 31 December 2010 are equal to RUR 19 million {2008
RUR 20 million). No impairment of assets was necessary as a result of the decision to sell this subsidiary.

26. SHARE CAPITAL AND ADDITIONAL PAID IN CAPITAL

As at As at
31 December 2010 31 December 2009
‘000 shares ‘OO0 shares
Authorised number of shares
Ordinary shares at par value of RUR 1 each 26,785,114 26,785,114
Preferred shares at par vaiue of RUR 1 each 119,508 119,596
Total authorised shares 26,904,710 26,804,710
Issued and fully paid number of shares
Ordinary shares at par value of RUR 1 each 1,785114 1,785,114
Preferred shares at par value of RUR 1 each 119,596 119,606
Total issued and fully paid shares 1,904,710 1,904,710
Treasury shares
At the beginning of the year - .
Re-acquired by the Group 22,852 -
Re-issued from treasury shares (707} -
At the end of the year 21,945 -

Treasury shares reducing fssued and fully paid share capital as at 31 December 2010 amounted to RUR 89 million
2009:none ).

Share capital balance was adjusted for the effects of inflation in accordance with 1AS 29 “Financial Reporling in
Hyperinflationary Economies’. The effect of such adjustments was recorded as Additional paid-in capital. The adiustment
was determined using the inflation rate index from 1 September 1683, the date the Company was established as a joint
stock company, through 31 December 2002,

In accordance with Russian legislation, the Company distitbides profits as dividends on the basis of financial statements
prepared in accordance with Russian Accounting Rules. Under Russian Accounting Rules the net profit for 2010 is RUR
1,142 mitkon {2008 net loss was: RUR 2,115 million).

Group’s ownership structure was as follows:
% of ownership

Ag at As at

31 December 2010 31 December 2008

OJSC Svyazinvestneftekhin 26.6% 26.68%
LLL Telecom-Management 50.2% 50.2%
Ciher legal entiles and individuals 23.2% 23.2%
Total 100.0% 100.0%
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26. SHARE CAPITAL AND ADDITIONAL PAID IN CAPITAL (CONTINUED)

Common shareholders are allowed one vote per share. Preferred shares are non-voting. All common shares and
preferred shares are eligible for distribution of earnings available in accordance with Russian statutory accounting
regulations. Preferred shares holders are entitled to an annual payment of dividends in the amount equal to 25% of
their par value. Shareholders of preferred shares have a preferred right to recover the par value of preferred shares in
liquidation.

Due to the decision not to accrue dividends in respect of the years ended 31 December 2008 and 2009 on ordinary
and preferred shares, holders of the latter have acquired voting rights of one vote per share. The voting rights cease
upon the resumption of the receipt of preferred share dividends.

One share of the Company, held by the Government of Tatartstan, carries the right to veto certain decisions taken at
shareholders' and Board of Directors' meetings. Decisions subject to veto include: increases and decreases in share
capital, amendments to the Company's charter, liquidation or reorganization of the Group or any of its subsidiaries or
branches and investments in other legal entities. This veto right is referred to as “Golden Share”, and the term was
extended indefinitely in 1998 by a decree of the President of Tatarstan and may be utilized by the Government of
Tatarstan notwithstanding its voting rights are less than 25% of the Group.

The ultimate controlling party and ultimate parent is OJSC “TAIF” (*TAIF"), which controls LLC “Telecom-
Management”.

27. LONG-TERM BORROWINGS

As at As at

31 December 2010 31 December 2009
Banks:
USD-denominated fixed rate 8 2,976
RUR-denominated fixed rate 18,652 7,217
USD-denominated floating rate 126 4158
EUR-denominated floating rate - 3,652
RUR-denominated floating rate - 1,183
Loans:
OJSC Taif loan with fixed rate 6,646 440
Non-convertible bonds (loan participation notes) fixed rate 3,122 6,112
Total long-term borrowings 28,554 25,738
Less: Current portion repayable within one year and shown
under short-term borrowings (refer to Note 29) (179) (9,519)
Less: Non-convertible bonds (loan participation notes) with covenants
breach (refer to Note 29) - (6,016)
Less: Obligations under agreements with covenants breach and cross-
default event (refer to Note 29) - (9,763)
Net long-term borrowings 28,375 440

Loan participation notes in the amount of USD 101 million, bearing interest at 10%, due on 19 March 2015 are issued
by Kazanorgsintez S.A., a special purpose entity, on a limited recourse basis for the sole purpose of funding a loan to
the Company. The notes are fully and unconditionally guaranteed by the Company. Interest payments on the notes are
due semi-annually in March and September of each year.

The interest rates per annum on these long-term horrowings vary as follows:

As at As at

31 December 2010 31 December 2009

USD-denominated fixed rate 1% 6.71% to 15%
RUR-denominated fixed rate 11% to 14% 8.5% t014.5%

LIBOR + 0.75%
to LIBOR + 8%, Cost

USD-denominated floating rate PRIME RATE + 0.75% of Funds + 2.45%

EURIBOR + 0.4%
EUR-denominated floating rate - to EURIBOR + 1.25%
RUR-denominated floating rate - MOSPRIME + 2%
0OJSC Taif loan 11% to 14% 14%
Non-convertible bonds 10% 9.25%
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27. LONG-TERM BORROWINGS (CONTINUED)

As at 31 December 2010, long-term borrowings totalling RUR 18,652 million (2009: RUR 10,203 million) are secured
by the pledge of equipment and transport means with the carrying value of RUR 186,644 million, real estate assets
under mortgage agreement with the carrying value of RUR 186 million and construction in progress with carrying
value of RUR 6,505 million (2009: equipment amounting to RUR 6,689 million, finished goods amounting to
RUR 201 million and by the pledge of contract revenue amounting RUR 1,220 million). A long-term borrowing from
0OJSC TAIF totalling RUR 6,646 million is secured by the consecutive pledge of equipment and transport means with
the carrying value of RUR 14,994 million collateralised to Sberbank of Russia.

On 28 December 2009, the Group signhed two loan agreements with Sberbank of Russia totalling amount of
RUR 20 billion and a loan agreement with the Group’s parent OJSC “TAIF” for the amount of RUR 15 billion for the
purposes of restructuring the Group’s credit portfolio over a term of five years. The loan agreements with Sberbank of
Russia are secured by a pledge of the Group’s property, state guarantees of RUR 10 billion and shares in the Group
held by LLC “Telecom-Management”, as well as surety issued by OJSC “TAIF” on interest payments. The loan issued
to OJSC “TAIF” is secured by a consecutive pledge of property collateralised to Sherbank of Russia.

In 2010 the Group also restructured its non-convertible Eurobonds resulting in the repurchase of USD 99 million par value
bonds, an extension of the maturity of the remaining outstanding Eurobonds to 2015 and an increase in the interest rate
from 9.25% to 10% per annum.

During the reporting period interest on loans provided by OJSC Sbherbank of Russia and OJSC Taif decreased as follows:
13 May 2010 - from 14% to 13%;
6 July 2010 - from 13% to 11%;

On the 22th of December 2010 the decision of Credit committee of the Sbherbank of Russia on decrease in the interest
rate up to 10 % per annum was made (Note 37).

As at 31 December 2010, the contractual undiscounted maturity profile for fixed rate borrowings is calculated using
the applicable fixed interest rate and for variable rate borrowings is calculated using interest rates in effect at
31 December 2010 are as follows:

Between 1 and 5

Less than one year years Total
Banks:
USD-denominated fixed rate 8 - 8
RUR-denominated fixed rate 2,090 21,978 24,068
USD-denominated floating rate 53 75 127
Loan of OJSC Taif 756 7,856 8,612
Non-convertible bonds 396 4,022 4418
Total 3,303 33,931 37,233

As at 31 December 2009, the undiscounted maturity profile for fixed rate borrowings is calculated using the applicable
fixed interest rate and for variable rate borrowings is calculated using interest rates in effect at 31 December 2009 are
as follows:

Less than one year Between 1 and 5
{only interest) years Total
Banks:
RUR denominated fixed rate 68 686 754
Total 68 636 754

27



KAZANORGSINTEZ Group
Notes fo the Consolidated Financial Statements
{in millions of Russian roubles, uniess otherwise stated)

28. OBLIGATIONS UNDER FINANCE LEASES

As at As at
31 December 2010 31 December 2008

Minimum lease payments

Bue within one year 142 254
Due fater than one year and not later than five years 148 390
Total future lzase payments 280 844
Lass: future finance charges (28) (73
Present value of minimum iease payments 264 8§71
Less: current portion of finance lease obligations (Note 31) {129) -
Less: amounts reclassified to due within one year as a result of breach of

payment obligations (2009} - 5713
Non-current finance lease obligations 135 -

The Group has no right to sell or sub-lease the assets under the lease arrangemeants until transfer of ownarship.
29. SHORT-TERM BORROWINGS

As at As at
31 December 2010 31 December 2009

RUR denominated fixed rate - 720
USD denominated floating rate 516 1,509

RUR denominated floating rate 1,526
Naon-convertible bonds (loan participation notes) with covenants breach

fixed rate - 6,016
Obligation under agreements with covenants breach and cross-default

event {refer to Note 27) - 9,763
Current portion of long-term borrowings repayable within one year 179 9,520
Total short-term horrowings 695 29,054

As at 31 December 200¢ short-term borrowings to the fotal amount of RUR 720 million were secured by the pledge of
equipment. The carrying amount of the pledged equipment was RUR 1.948 million.

The annual interest rates on these borrowings are represented as follows:
As at 31 December Ag at 31 December

20140 2009
RUR denominated fixed rate - 10% to 18%
Cost of Funds + 2.25%
USD denominated floating rate LIBOR 1m +8.50% to 8.0%
Cost of Funds + 5%
inner bank rate + 8%,
RUR denominated floating rate - 8%
Non-converlibie bonds - 8.25%

As at 31 December 2010, the contractual undiscounted maturity profile for fixed rate borrowings s calculated using
the applicable fixed interest rate and for variable rate borrowings is calculated using interest rates n effect at
31 December 2010 are as follows:

Between 3
Less than 3 months and 1
months year Total
Banks:
RUR denominated fived rate 532 1,887 2089
USD denaminated fixed rate & 2 8
USD denominated foating rate 36 5458 584
QARG Taif loan with fixed rate 1692 5654 786
Non-convertible bonds fixed rate 1685 232 397
Fotal 931 2,903 3,834
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29. SHORT-TERM BORROWINGS (CONTINUED)

As at 31 December 2009, the undiscounted maturity profile for fixed rate borrowings is calculated using the applicable
fixed interest rate and for variable rate borrowings is calculated using interest rates in effect at 31 December 2009 are

as follows:
Between 3
Lessthan3 months and 1
months year Total

Banks:
RUR denominated fixed rate 731 - 731
USD denominated fixed rate 1,509 - 1,509
USD denominated floating rate 1,533 - 1,533
Non-convertible bonds fixed rate - 6,016
Obligation under agreements with covenants breach and cross-
default event (refer to Note 27) 9,763
Current portion of long-term borrowings 9,519 - 9,518
Total 13,292 - 29,071

30. TRADE PAYABLES

At 31 December 2010 the majority of trade accounts payable was primarily denominated in RUR and included
payables on purchases of raw materials, energy, maintenance services, spare parts and consumables. The fair value

of trade accounts payable approximates their carrying amounts.

The table below shows liabilities at 31 December 2010 by their remaining contractual maturity. Amounts presented in
the schedule represent undiscounted cash flows including gross contractual obligations. Foreign currency payments
are translated into reporting currency using the spot exchange rate at the balance sheet date.

Within 90 days
From 90 to 365 days

Total

31. OTHER ACCOUNTS PAYABLE AND ACCRUED LIABILITIES

Dividends payable

Accrued employee benefit costs

Land plot lease obligations

Current portion of finance lease liabilities (Note 28)

Deferred income

Obligations on penalties charged under lending loan agreement.
Other accounts payables and accrued charges

Total

As at As at

31 December 2010 31 December 2009
1,708 2,936

1 867

1,709 3,803

As at As at

31 December 2010 31 December 2009
769 781

389 220

195 195

129 571

2 5

- 184

17 26

1,501 1,982

Dividends payable were due for payment before 19 April 2009. As at 31 December 2010 and 2009 dividends payable

are past due.
32. OTHER TAXES PAYABLE

Property tax

Land tax

Unified social tax
Personal income tax
Other taxes

Total

As at As at

31 December 2010 31 December 2009
41 43

40 40

34 22

20 19

7 55

142 179
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33. EARNINGSHLOSS) PER SHARE
Basic eamnings/({loss) per share:

2010 2009

Waighted average number of ordinary shares gutstanding (thousands) 1,785,114 1,785114
Adjusted for weighted average number of treasury shares {thousands) {353) -
Weighted average number of ordinary shares In ssue {thousands) 1,784,781 1,785,114
Profit / {loss) for the year attributable to the Group’s equity hoiders (million

roubles) 1,005 (2,088}
Less: after-tax amount of preferred dividends (million raubles) (28) {30
Basic and diluted earnings / (loss} per share {RUR} 0.55 {1.19}

The Group does not have shares with diluting effect,
34. RELATED PARTY TRANSACTIONS

Related parties of the Group Include two sharsholders (QJSC "Svyazinvestneftekhim® and LLC "Telecom-
Management”), associates, entiies under commen contral and key management personnel according to 1AS 24
‘Related Party Disclosure”. In considering each possible refated party relationship, attention is directed to the
substance of relationships, not merely the legal form,

Transactions with shareholders, associates and other related parties are conducted in the ordinary course of business
under the terms and conditions similar fo transactions with third parties.

Presented below is information regarding transactions and balances with shareholders and other related parlies not
disclosed in other notes to the consolidated financial statements.

Trade and other Doubtful debt Trade and other Dividend
reteivables provision payables Borrowings payable

At 31 December 2010

- controlling shareholder and

ultimate parent - - 2 6,638 403
- significantly influencing

shareholder - - - - 154
- other related parties (incl. enfities

under common control) 47 - 1,065 - -
- other related parties (incl. entities

under control of significantly

influencing shareholder) 87 - 1 -
Total 114 - 1,068 6,638 597
At 31 December 2009

- controfling shareholder and

ultimate parent - - 6 489 403
- significantly influencing

shareholder - - - - 184
- gesociates 42 (42 - - -
- other related parties {incl. entities

urder comimon control) 42 - 1,267 - -
~ other related parties (incl. entities

under control of significantly

influencing shareholder) o2 - 1,118 - -
Total 176 {423 2,282 488 597
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34. RELATED PARTY TRANSACTIONS (CONTINUED)

Purchase of goods
and services and Re-issuing of
Sales of products  interest on loans troasury
and services accrued Dividends received shares
Year ended 31 December 2010
- controlfing shareholder and
ultimate parent - 815 - -
- other related parties (incl. entities
under common control) _ 729 5,786 - 3
- other releted parties {incl. entities
under control of significantly
influencing shareholder) 34 4218 - -
Total 783 10,8186 - 3
Year ended 32 December 2009
- controfling shareholder and
ultimate parent - 98 - -
- agsociates 51 7 - -
- other related parties {incl. entities
under common control} 383 4,108 1 -
- ather related parties {incl. entities
under control of significantly
influsncing shareholder) 8 4,038 - -
Total 440 8,248 1 -

Key management compensation for the year ended 31 December 2010 amounted to RUR 53 min {2009: RUR 39 min)
and included salaries and bonuses to employees of the Group and related social security contributions.

35. COMMITMENTS AND CONTINGENCIES
Litigation

The Group has been and continues to be the subject of legal proceedings and adjudications from time to time, none of
which has had, individually or in the aggregate, a material adverse impact on the Group. Management balieves that
the resclution of any ongoing legal proceedings will not have a material impact on the GGroup's financial position or
operating results.

Russian taxation contingencies

The taxation system in the Russian Federation is at a relatively early stage of development, and is characterised by
numerous taxes, frequent changes and inconsistent enforcement at federal, regional and local levels.

The Government of the Russian Federation has commanced a revision of the Russian tax system and passed certain
laws implementing tax reform. The new laws reduce the number of taxes and overall tax burden on businesses and
simplify tax laws. However, these new tax laws continue to rely heavily on the interpretation of local tax officials and fail
to address many existing problems. Many issues associated with the practical application of new isgislation are
unclear and complicate the Group's tax planning and related business decisions.

In terms of Russian tax legislation, authorities have a period of up to three years {o ra-open tax declarations for further
inspaction. Changes in the tax system that may be applied retrospactively by authorifies could affect the Group's
prewviously submitted and assessed tax declarations.

While management befieves that #f has adequalely provided for tax labiliies based on its interpretation of current and
previous legislation, the risk remains that tax authorities in the Russian Federation could take differing positions with
regard to issues of interpretation. This uncertainty may expose the Group to additional taxation, fines and penalfies that
oould be significant.

Russian Federation rigk

As an emerging market, the Russian Federation does not possess a fully developed business and regulatory
infrastructure including stable banking and judicial systems, which would generally exist in a more mature market
economy. The econcmy of the Russian Federation i characterized by a currency that is not fresly convertible cutsida of
the country, currency confrols, low liquidity levels for debt and equity markets, and continuing inflation. As a result,
operations in the Russian Federation involve risks that are not typically associated with those in more developed
markets.

Btability and sucoess of Russian economy and the Group's busiiess mainly depends on the effectivensss of sconomic
measwres undertaken by the government as well as the development of legal and political systems.
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35. COMMITMENTS AND CONTINGENCIES {CONTINUED)
Environmental matters

The Group’s management believes that it Is in compliance with all current existing environmental laws and regudations of
the Russian Federation. However, environmental laws and regulations continue to evolve. The Group is unable fo
predict the timing or extent to which those environmental laws and regulations may change. Such change, if It occirs,
may require that the Group madermnize technology to meet more stringent standards or start 1o provide for costs o
rehabilitate the environment.

Russian insurance environment

The Russian insurance industry is in a developing state and many forms of insurance protection commen in other
parts of the world are not yet generally available in Russia.

The Group maintains insurance cover for major production assets including insurance cover for damage related to
explosion or environmentat damage arising from accidents on the Group’s property or related o the Group's operations.
The Group does not have coverage for business interruption. Management believes that the axisting level of
insurance coverage addresses all major risks wihich could have a material effect on the Group's operations and
financial position.

36. FINANCIAL RISK MANAGEMENT
Key financial risk factors

The Group's activities expose it to a variety of financial risks: market risk (including currency risk, fair value interest
rate risk, cash flow interest rate risk and price risk), credit risk and liquidity risk. The group’s overall risk management
programme focuses on the unpredictability of financial markets and seeks to minimise potential adverse effects on the
group's financial performance in these markefs.

Risk management is carried out by a freasury department under policies approved by the board of directors. The
Treasury Department identifies, evaluates and hedges financial risks in close co-operation with the Company's
operating units.

Capital risk management

The group’s objectives when managing capital are to safeguard the Group’s ability to continue as a going concem in
order to provide returns for sharehciders and benefits for other stakeholders and to maintain an optimal capital
structure to reduce the cost of capital. Note 2 details the impact of the current economic conditions on the Group's
capital structure.

In order to maintain or adjust the capital structure, the Group may adjust the amount of dividends paid to
shareholders, return capital to shareholdars, issue new shares or sell assets to reduce debt.

The capital structure of the Group consists of debt which includes the borrowings disclosed in Notes 27 and 29, cash
and cash equivalents in Note 24 and equily attributable to equity holders of the parent, comprising issued capital as
disclosed in Note 26, reserves and retained eamings.

Consistent with others in the industry, the Group monitors capital on the basis of the debt to EBITDA ratio. This ratio is
calculated as the ratio of debt as proportion of eamings before interest, taxes, depreciation and amartization.

Major classes of financial instruments

The following table sets out the carrying amount of the Group's financial instruments per categories at the following
dates:

As at As at
3 December 2010 31 December 2008

Financial assets

Cash and cash equivalents 807 1014
Trade and other accounts mcelvables 192 668
Cther financial assels 53 53
Total 1,152 1,735
Financial liabilities

Finance lease lahilities 264 571
Long-term beorrowings 28375 44
Short-term borrowings 595 28,084
Trade acoounts payables 1.708 3,803
Cther payebles and accrued Habilifies 980 1,186
Total 32,023 35,084
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36. FINANCIAL RISK MANAGEMENT (CONTINUED)
Liquidity risk management

Prudent fiquidity risk management implies maintaining sufficient cash and marketable financial instruments, the
availability of funding through an adequate amount of committed credit facilities and the ability to close out market
pasitions. Due to the dynamic nature of the economic environment, the group treasury maintains flexibility in funding
by maintaining availability under commitied credit lines.

The liguidity risk is a rigk that the Group won't be able to repay its liabilities as they mature. The Group manages its
fiquidity risk through a combination of short-term and long-term financing and self generated funds.

The summaries of the maturity profile of the Group’s financial liabilities at 31 December 2010 and 2008 on contractual
payments are presented in Notes 27, 28, 20 and 30.

Foreign currency risk management

Currency risk is the risk that the financial results of the Group will be adversely impacted by changes in exchange
rates to which the Group is exposed. The Group performs certain transactions denominated in foreign currencies.
Hence, exposures to exchange rate fluctuations arise.

The Group is exposed to currency risk because a significant portion of its long-term borrowings are denominated in
foreign currencies. The Group management controls this risk by aligning the foreign currency borrowings with
expected currency sales proceeds.

The carrying amounts of the Group's foreign currency denominated monetary assets and monetary liabilities at the
reporting date are as follows:

Liabilities Assets
As at 31 As at 31 As at 31 As at 31
Becember December December December
) 2010 2009 2010 2008
USD denominated (3.882) (15127 378 477
EUR denominated {386} (4,209} 75 44

Foralan exchange sensitivity analvsis
The Group is mainly exposed to USD and EUR exchange rates.

The following table details the Group’s sensilivity to a 5% (15% for 2009) increase and decrease in RUR against
US dollar and 5% (15% for 2009) against Euro. The above estimates are based on development of exchange rates
during 2010 and beginning of 2011. The sensitivity analysis includes only outstanding foreign currency denominated
maonetary items and adjusts their translation at the period end for a relevant change in foreign currency rates. Positive
numbers below indicate an increase in profit and equity where RUR strengthens against the relevant currency. For a
similar weakening of RUR against the relevant currency, there would be an equal and opposite impact on the profit,
and the balances below would be negative.

USD impact EUR impact
2010 2009 2010 2009
5% 15% §% 15%
Increase in profit before tax 175 2,198 16 626

This is mainty atributable to the exposure to USD and EUR borrowings outstanding as of the year end.

The Group's sensitivity to foreign exchange exposure has decreased during the current period due to the stabilisation
of Russian Rouble against USD and EUR and repayment of liabilities denominated in foreign currencies.

interest rate risk management

The Group is exposed to interest rate risk as entiies in the Group borrow funds at both fixed and floating interest rates.
The risk is managed by the Group by maintaining an appropriate mix between fxed and floating rate borrowings,

interest rate sensitivity analy

The sensitivity analyses below have been determined based on the exposure to interest rates for non-derivative
instruments at the balance sheet date. For floating rate fiabflities, the analysis is prepared assuming the amount of
kability outstanding at the balance sheet date remained cutstanding for the whole year. A 100 basis point increase or
decrease is used when reporling interest rate risk intermally to key management personnel and rapresenis
management's assessment of the reasonably possible change in inferest rates.

if interest rates had been 100 basis points higher! lower and all other variables were held constant, the Group's profit
before income tax for the year ended 31 December 2010 and equity at 31 Decamber 2010 would decreasefincreasse
by RUR & min (2008 - decreasefincrease by RUR 76 min). This is mainly aitributabie o the Group's exposus 1o
interest rates on its variable rate borrowings,

The Group’s sensitivity to interest rates has decreased during the current period mainly due to the stabilisation and
reduction in variable interest rates on liabiliies and repayment of variable rate lizbilities.

33



KAZANORGSINTEZ Group
Notes to the Consolidatod Financial Statements
{in millions of Russian roubles, unless otherwise statad)

36. FINANCIAL RISK MANAGEMENT {CONTINUED)
Credit risk management

Credit rigk refers to the risk that a counterparty will default on its contractual obligations resulting in financial loss to
the Group. The Group has adopted a policy of only dealing with creditworthy counterparties and obtaining sufficient
collateral, where appropriate, as a means of mitigating the risk of financial loss from defaults. New customers are
dealt only on 100% prepayment terms. The Group uses available financial information and its own trading records to
rate its major customers. The Group’s exposure and the credit ratings of its counterparties are continuously
monitored and the aggregate value of iransacfions concluded is spread amongst approved counterparties.

The Group does not have any significant credit risk exposure to any single counterparty or any group of counterparties
having similar characteristics. Group defines counterparties as having similar characteristics if they are related
entities. Concentration of credit risk did not exceed 5% of gross monetary assets at any time during the vear.

Cash Is placed in financial institutions, which, at the time of deposit, are considered %o have a minimum risk of default,

Credit risk is managed at the Group level. For wholesale customers there is no independent rating and therefore the
Group assesses the credit quality of the customer, taking into account its financial position, past experience and other
factors. The following ratings have been assigned to Groups' financial assets:

Rating A — history of business relations of more than one year, no creditworthiness dificuities:

Rating BB — history of business refations of more than one year, potential creditworthiness difficulties are anficipated,
and

Rating C — others, creditworthiness difficuities are possible.

Rating A Rating B Rating C
At 31 December 2010
Cash and cash equivalents 907 - -
Trade and other receivables 188 4 -
At 31 December 2008
Cash and cash equivalents 1,014 - -
Trade and other receivables 668 -

Management does not expect any losses from non-performance by these counterparties, other than those amounts
afready provided for,

The maximum exposure to credit risk comprises the carrying amount of frade and other receivables totailing
RUR 192 min (2009: RUR 688 min) and cash and cash equivalents totalling RUR 907 min (2009: RUR 1,014 min).

Fair value of financial instruments

The estimated fair value of financial assets carded at amortized cost is determined by discounting estimated future
cash flows expected to be received. Expected cash flows are discounted at current market rates availabie to the
Group for similar financiat instrumerts. At 31 December 2010 and 31 December 2009 the fair value of financial
ligbiliies which Is estimated by discounting the future contractual cash flows at the current market interest rate
available to the Group for similar financial instruments with the same remaining maturity, did not materially differ,
unless otherwise stated, from the carying amount of these financial liabilities.

The carrying amounts of financial assets and liabiliies with maturity of less than one year are assumed to
approximate their fair values,
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37. INVESTMENTS IN SUBSIDIARIES
The Company’s ownership interest in consolidated entities is as follows:

% of ownership

As at As at 31

Nature of business 31 December 2010 December 2009
Subsidiaries
Incorporated in the Russian Federation
LLC Tatkhimremont Repairs & maintenance 100 100
LLC DK Khimikov Entertainment 100 100
Incorporated in Hungary
LLC Elmer Trading 50 50

Special purpose entity

Incorporated in Ltixemburg
Kazanorgsintez S.A. Financing - -

The Group does not own a majority of the voting shares of LLC Elmer. However, management believes that the Group
has the power to govern the financial and operating policies of this entity so as to obtain benefits from their activities
through significant operational influence and accordingly LLC Elmer is considered as a subsidiary and consolidated.
The Group exercises control over LLC Elmer through supplying the majority of goods for resale to this entity.

38. SUBSEQUENT EVENTS

In January 2011 the Group signed additional agreements with OJSC Sberbank of Russia and OJSC Taif to decrease its
long-term borrowing interest rate to 10% per annum.
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