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INDEPENDENT AUDITOR'S REPORT
To the shareholders of open joint stock company Lebedyansky:

We have audited the accompanying consolidated financial statements of open joint stock company
Lebedyansky and its subsidiaries (the “Group™) which comprise the consolidated balance sheet as
at 31 December 2007 and the consolidated income statement, consolidated statement of cashfiows
and consolidated statement of changes in equity for the year then ended and a summary of
significant accounting policies and other explanalony notes.

Management's Responsibilify for the Financial Statements

Management is responsible for the preparation and fair presentation of these consolidated financial
statements in accordance with International Financial Reporting Standards. This responsibility
includes: designing, implementing and maintaining intermal control relevant to the preparation and
fair presentation of financial statements that are free from material misstatement, whether due 1o
fraud or error; selecting and applying appropriate accounting pelicies; and making accounting
estimates that are reasonable in the circumstances.

Auditor's Responsibility

Qur 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 reascnable assurance whether the financial statements are free from material misstatement.

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

We believe that the audit evidence we have oblained is sufficient and appropriate to provide a
basis for cur audit opanion.

Cipirign

In our cpinion, the accompanying consclidated financial statements present fairly, in all material
respects, the financial position of the Group as of 31 December 2007, and its financial performance
and its cash flows for the year then ended in accordance with International Financial Reporting
Standards.

B Bncuduietloctts Mt

Moscow, Russian Federation
2 June 2008
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OJSC Lebedyansky

Consolidated Balance Sheet as at 31 December 2007

(

{al iterns are measured in Russian Roubles and prassnied in thousands of US Dollars (Nofe2)) e 2o
MNote 31 December 31 December
2007 2008
ASSETS
Non-current assets
Property, plant and equipment 7 354 8186 215,107
Goodwill 8 6,052 5572
Other intangible assels ] 15412 13,218
Prepayments for assets under construction and equipment 28,569 13,397
Total non-current assets 404,849 247,284
Current assets
Inventories 10 118,900 90,129
Trade and other receivables 1 179,672 123,283
Available-for-sale investments 24 241
Cash and cash equivalents 12 9,372 4,328
Total current assets 308,968 217,981
TOTAL ASSETS 713,817 465,275
EQUITY
Share capital 13 507 473
Share premium 33 282
Treasury shares (4,727) (4,406)
Share option 14 2678 1,843
Currency translation difference 2 44 193 2330
Retained earmnings 275,608 218,022
Equity attributable to the Company’s equity holders 318,573 237,525
Minority interest 5,790
TOTAL EQUITY 318,573 243,315
LIABILITIES
Non-current liabilities
Borrowings 15 131,840 49,708
Finance leases payable 16 57,283 25222
Deferred income tax lability 24 13,906 13,790
Other non-current liabilities i e
Total non-current liabilities 203,129 88,762
Current liabilities
Bomowings 15 103,847 73,310
Finance leases payable 16 8027 4,455
Trade and ather payables 17 75,281 50,580
Tax payable 18 4,080 2528
Other current liabilities = 2,304
Total current liabilities 192.11&__1 133,188
TOTAL LIABILITIES Ssﬁ/ﬁl 221,960
TOTAL LIABILITIES AND EQUITY 713,817 465,275

Approved for issue and signed on behalf of the Board of Directors on 2 June 2008.

M. B. Tavkazakov
Executive Director
Py

The accompanying notes on pages 5 to 30 are an integral part of these consolidated financial statements.



0JSC Lebedyansky

Consolidated Income Statement for the year ended 31 December 2007

S

LEBEDYAMSKY

{all items are measured in Russian Roubles and presented in thousands of US Dollars, uniess otherwise sfated (NoteZ))

Note 2007 2006

Revenue 944 898 709,779
Cost of sales 19 (548,352) (413,243)
Gross profit 396,546 296,526
Selling and distribution costs 20 (210,010) (131,588)
General and administrative expenses 21 (61,568) (42,363)
Other operating expenses (528) (114}
Operating profit 124,440 122,461
Finance income 22 3,620 2,702
Finance costs 23 (17,603) (5,734)
Profit before income tax 110,457 119,429
Income tax expense 24 (31,126) (31,750)
Net profit for the year 79,331 87.673
Profit is attributable to:
Equity holders of the Company 78,931 86,068
Minarity interest 400 1,611
Net profit for the year 79,331 87,679
Earnings per share for profit attributable to the Company's
equity holders (expressed in US$ per share)

- basic 25 3.89 4.24

- diluted 3.88 423

The accompanying notes on pages 5 to 30 are an integral part of these consclidated financial statements.



OJSC Lebedyansky
Consolidated Statement of Cash Flow for the year ended 31 December 2007

O

(all items are measured in Russian Roubles and presented in thousands of US Daollars (Note2)) e i s
Note 2007 2006

Cash flows from operating activities
Profit before income tax 110,457 119,429
Adjustments for:
Expense to share oplion program 14 672 1,020
Depreciation of property, plant and equipment 721 31,152 16,317
Amortisation of other intangible assets 21 458 184
Impairment of trade and other receivables 21 705 169
Allowance for obsolete inventory 181 236
Deferred income (2,372) {2,232)
Losses on disposals of property, plant and eguipment 638 120
Interest income, expense and finance lease charges 22,23 13,118 2414
Granted treasury shares 13 - 587
Reversal provision for Orisfei (168) =
Unrealised foreign exchange losses less gains on non-operating items (125) 471
Operating cash flows before working capital changes 154,726 138,725
Increase in trade receivables {30,408) {19,084)
Increase in advances and other receivables (3,103) (3,297)
Increase in VAT and other tax receivables {19,453) {(12,017)
Increase in inventories (22,473) (21,748)
Increase in trade and other payables 16,508 8417
Increase/{decrease) in taxes payable 2,247 3,512
Cash generated from operations 98,046 94,508
Income taxes paid (24,931) (27,252)
Interest paid (11,382) (2.777)
Net cash generated from operating activities 61,733 64,479
Cash flows from investing activities
Purchase of property, plant and equipment and prepayments for assets
under construction and equipment {125,408) (69,372)
Purchase of intangible assets (1,462) (1.208)
Proceeds from sale of property, plant and equipment 513 1,070
Loan provided - (29}
Receipts from repayment of loans 173 773
Interest received 21 346
Change in available-for-sale investments 225 106
Acquisition of subsidiaries net of cash acquired - (45,014)
Acquisition of additional interest in subsidiary 27 (2,205) -
MNet cash used in investing activities (128,143) (113,328)
Cash flows from financing activities
Proceeds from borrowings 626,547 142,048
Repayment of borrowings (527 .655) (38.,901)
Repayment of financial lease liability (5,390) {4,510)
Dividend paid (22,250) (51,213)
Net cash generated from financing activities 71,252 47,424
Net increasel/(decrease) in cash and cash equivalents 4,842 {1,425)
Cash and cash equivalents at the beginning of the year 4,328 4,777
Currency translation difference on cash and cash equivalents 2 202 976
Cash and cash equivalents at the end of the year 12 8,372 4,328

The accompanying notes on pages 5 to 30 are an integral part of these consolidated financial statements.



OJSC Lebedyansky

Consolidated Statement of Changes in Equity for the year ended 31 December 2007

“*:’eﬁf

(ol itevns are moeaswred in Russian Roubles and presenfed in thousands of US Dolliws (Nofe2)) LEBEDYANSKY

Attributable to the Company's equity holders Minority Total

Interest equity

Share capital Share Treasury Share Cumulative Retained Total
premium shares options currency  earmings
translation
difference

Balance at January 2006 432 32 {4,351) T23 4,870 181,167 182,873 3,775 186,648
Currency translation difference (Note 2) 41 1" (393) 100 18,431 - 18,190 404 18,594
Met income recognised directly in equity 41 11 {393) 100 18,431 - 18,190 404 18,594
Profit for the year - - - - 86,068 86,068 1,611 87,679
Total recognised income 41 11 (393) 100 18,431 86,068 104,258 2015 106,273
Share based compensation (Note 14) - - 1,020 - - 1,020 1,020
Sale of treasury shares (Note 13) 249 338 4 = 587 587
Dividends paid (Mote 13) - . 51.213) (51,213) (51,213)
Balance at 31 December 2006 473 292 (4,406) 1,842 23,30 216,022 237,525 5,790 243,315
Balance at 1 January 2007 473 292 (4,4086) 1,843 23,30 216,022 237,525 5,790 243,315
Currency translation difference 34 21 (3z21) 163 20,802 - 20,789 171 20,960
Mot income recognised directly in equity 34 2 (321) 163 20,892 - 20,789 171 20,960
Profit for the year - - - = 78,931 T8.9M 400 79,31
Total recognised income 34 21 {321) 163 20,892 78,931 99,720 571 100,291
Share based compensation (Note 14) - - 672 - . 672 672
Dividends paid (Note 13) - - - (23,500) (23,500) (23,500)

Acquisition of additional interest in subsidiary

{Note 27) 2 - 4,156 4,156 (8,361} {2,205)
Balance at 31 December 2007 507 M3 (4,727) 2678 44,193 275,609 318,673 - 318,573

The accompanying noles on pages 510 30 are an inlegral part of these consolidated financial statements,



0JSC Lebedyansky Y&
Notes to the Consolidated Financial Statements - 31 December 2007

{8l itgrms are measured in Russion Roubles and presented in thousands of US Dollars (Nete2)) LESEDANEICY

1 0OJSC Lebedyansky and its Operations

Open joint stock company Lebedyansky (“the Company” or “Lebedyansky’) and its subsidiaries (the Group”)
principal activities are production and distribution of juices, juice based drinks, baby food juices and purees and
mineral water, The Group's juices and juice based drinks are distributed under the brands Ya, Tonus, Fruktovy Sad,
Frustail, Privet, Vitamin, Tusa Jusa, Dolka, Severnaya Yagoda, Nektarinka; baby food juices are distributed under the
brands Frutonyanya and Malysham; baby food purees under the brand Frutonyanya; ice tea is distributed under the
brand Edo; mineral water is distributed under the brand Lipitskiy Buwvet. The Group's manufacturing facilities ane
primarily based in the Lipetsk region, Russian Federation. The parent company, open joint stock company
Lebedyansky was incorporated and domiciled as an open joint stock company in the Russian Federation in 1982,

The major shareholders of the Company are Bortsow N, 1., Bortsov ¥, N., Belyaviseva O. A. and Fadeev D_ A, who
held respectively 309, 25% 18.4% and 2% shares of the Company at 31 December 2007, At 31 December 2006 the
majar shareholders of the Company were Borisov M. |, Bortsov Y. M., Belvaviseva O. A. and Fadeav D. A, who held
respectively 30%, 25%, 18.4% and 2% shares of the Company.

The Company’s shares are on the RTS Stock Exchange ("RTS") and subzequently on the Moscow Interbank
Currency Exchange (MICEXT).

The principal subsidiaries consclidated within the Group and the degree of conirol exercised by Lebedyansky are as
follows:

% share at

Entity Country of Activity 31 December 31 December

Incorporation 2007 2006
OJSC Progress Russia Juice production 100% 75%
LLC Troya Ultra Russia Juice production 100%%: 100%
DP Sandance Ukraine Juice distribution 100% 100%
Sandance Kazakhstan Kazakhstan Juice distribution 100% 100%
CJSC Enter-Logistica Russia Warehouse facilities 100% 100%
CJSC Lebedyansky O.P. Russia Investing 1005 100%
LLC Progress Activ Russia Water distribution 100%% 100%
LLC Progress Detskoe Fitanie  Russia Baby food distribution 100%% 100%

In August 2007 the Company acquired additional 25% shares in OJSC Progress and increased its share in
OJSC Progress to 100% (Note 27).

The registered office of the Company is ul. Matrosova 7, Lebedyan, Lipetsk region, Russian Federation.

2 Basis of Preparation and Significant Accounting Policies

Basis of preparation. The consclidated financial statements of QJSC Lebedyansky have been prepared in
accordance with International Financial Reporting Standards. These consolidated financial statements have been
prepared under the historical cost convention excep! as disclosed in the accounting policies below.

The preparation of financial statements in conformity with IFRS requires the use of certain critical accounting
estimates, It also requires management to exercise its judgement in the process of applying the group's accounting
policies. The areas involving a higher degree of judgement or complexity, or areas where assumplions and estimales
are significant to these consolidated financial statements are disclosed in Note 3.

Functional currency. The functional currency for the Group's subsidiaries located in Russia is the national currency
of the Russian Federation, Russian Rouble ("RR"). In the case of subsidiaries located in other lerrifories, where the
functional currency is not the RR, the financial statements have been measured in local currency and translated inlo
presentation currency at the applicable exchange rates as required by 1AS 21 “The Effects of Changes in Foreign
Exchange Rates” ("lAS 217) for inclusion in these consolidated financial statements.

Transiation from functional to presentation currency. These consclidated financial statements have been

presented in US dollars (USS"), which management believes is the most useful currency to adopt for users of these

consolidated financial statements. The results and financial position of each group entity (functional currency of none

of which is a currency of a hyperinflationary economy) are transiated into the presentation currency using the official

exchange rate of the Central Bank of the Russian Federation (hereinafter “CBRF”) as follows:

(i) assets and liabilities for each balance sheel presented are translated at the closing rate at the date of that
balance sheet;

(i} income and expenses for each income statement are translated at average exchange rates (unless this average
is not a reasonable approximation of the cumulative effect of the rates prevailing on the transaction dates, in
which case income and expenses are franslated at the dates of the transactions); and

(iii) all resulting exchange differences are recognised as cumulative currency translation difference, a separate
component of equity.

At 31 December 2007 the principal rate of exchange used for translating foreign currency balances was
USD 1 = RR 24.5462 (2006: USD 1 = RR 25.3311).



OJSC Lebedyansky ““x{eﬂ
Notes to the Consolidated Financial Statements = 31 December 2007
(a ifarms ane Messwred m FUS2e0 Roubies And preseaed in thousands of LS Dolars (Notedi) SRS ALY

2 Basis of Preparation and Significant Accounting Policies (Centinued)

Foreign currency translation, Functienal currency of each of the Groug's consolidated entties s the currency of the
primary economic environment in which the enlity operates

Monetary assets and liabiities are translated ino each entity's functional currency at the oficial exchange rate of the
CBRF al the respective balance sheel dates. Foresgn exchange gains and losses resulting rom the setilement of the
transactions. and from the translation of monetary assets and liabdties inMo each enlity’s Tuncional currency al year-
end offizal exchange rates of the CBRF are recognised in profit or loss. Translation ai year-end rates does nol apply
lo mon-fmonelary Mems, includng equity investrments. Effects of exchange rate changes on the fair value of equity
secufities ane recorded as part of the fair value gain or loss.

Goodwill and fair value adiusiments arising an the acquisition of a foreign antity ane irealed as assels and liabities of
1he foreign entity and iransiated at the closing rate. When a subsidiary is disposed of through sale, liquidation,
repayment of $hare capilal or abandenment of all, or pan of, thal entity, the axchange differances defermed in egquity
ang reclassified to profit of loss,

Aceounting for the effects of hyperinfiation. The Russian Federation has previously experienced rélatvely high
levels of inflation and was considered 1o be hypennflationary as defined by IAS 2% “Financial Reposting in
Hyperinfationary Economies” [(IAS 297, I1AS 20 requires that the fnancial statements prepared in the currency of a
hyperinflationary economy be slated in terms of the measuring unil current al the balance sheet date. As the
charactenstics of the economic environment of the Russian Federation indicate that hyperinflation has ceased,
effective from 1 January 2003 the Group no longer apphes the provisions of 1AS 29, Accordingly. the amsounts
expressed in the measwing unit curent at 31 December 2002 are trexed as the basis for the carrying amounts in
these financial statements.

Consolidated financial statements, Subsidiaries are those companies and other entities (including specal purpose
entities) in which the Group, directly or indirectly, has an interest of maore than one hall of the voling rights or
ciherwise has power to govemn the financial and operating policies 50 a3 to obtain economic benefits. The existence
and effect of potential voting rights that are presently exercisable or présenily convenible are considered when
assessing whether the Group controls angther entity. Subsidianes are consolidated from the dabe on whach control is
transferred to the Group (acquisition date) and are de-consolidated from the date thal control ceases.

The purchase method of accounting is used 10 account for the acquisition of subsidianes. The cost of an acquisition
is measured at the fair value of the assets gven up, equity instruments issued and liabiities incurmed or assurmed at
the date of exchange. plus costs directy attributable 1o the acquisition. The date of exchange i3 the acquistion dale
where a business combination is achieved in a single transacton. and is the date of each share purchase where &
business combinaten ts achiewed in siages by successive share purchases

The excess of the cost of acquisition over the fair value of the net assels of ihe acquirée 8% each exchange
tfransaction represents goodwil. The excess of the acquirer’s interes! in the net fair value of the identifiable assets.
liabilities and contingent kabilites acquired over cost (negative goodwill’) i recognised immedately in profit or loss.

Identifiable assets acquired and Eabilites and contingent liabisties assumed in @ busingss combinalion ane measured
a1 thedr fair values a1 the acquisition date, irespective of the exient of any minority inlerest

Intercompany iransactions, balances and wnrealised gaing on transactions behwasn group CoMPanias are aiim_inabad_
unrealised losses are also eliminated unless the cost cannat be recovered. The Company and all of its subsidianes
use unifoem accounting policies consisient with the Group's policies

Minority interest is that pan of the net results and of the net assets of a subsidiary, including the fair value
adustments, which is atiributable to interests which are not ewned. directly or indirectly, by the Company. Minority
inlerest forms a separale component of the Group's equity.

Purchases of minorily interest. The Group applies a policy of treating transactions with minonty inerests as
fransactions with equity owners. of the Group. For purchases from mingrity interests, the difierence between any
consideration paid and the relevant share acquired of the carrying value of ned assels of the subsidiary is reconded in
equity. Gamns or losses on disposals to minodity interests are also recorded in gquity.

Froperty, plant and equipment. Property, plant and equipment are stated at historical cost, resiated to the
equivalent purchasing power of the Russian Rouble at 31 December 2002 for assels acquired phor 10 1 Jamuany
2003 bess accumulated depreciation and provision for impairment. where required. Historical cost ncludes
expendiure that is direcily atiributed to the acguisition of the items. Such cost includes borrowing costs incurred on
specific or general funds borowed 1o finance construction of qualifying assets.

Subsequent costs are included in the assets canying amount or recognised as a separate assel, as appropriate, only
when it is probable that futue economic benefits associated with the item will fiow 1o the group and the cost of the
Hem can be measured reliably. The carrying amount of the replaced pan is derecognised. All other repairs and
maintenance are charged to the income slaternent during the fnancial period in which they are incurred.



0JSC Lebedyansky ‘6(:
Notes to the Consolidated Financilal Statements = 31 December 2007
fadl iferns are measered in Russian Roublas and pressated in thousancts of US Dalars (a2 LEBEDTAMNERY

2 Basis of Preparation and Significant Accounting Policies (Continued)

Depreciation. Land is not depreciated. Depreciation on other assets is calculated using the siraight-Ene method to
allocate their o5t of revalue amounts 1o their residual values over their estimated useful Fves, as follows:

fulBye |
Buildings and constructions 1010 50
Machingry and equipment Tini15
Computer hardware dws
Motor vehicles 7

The assets’ residual values and useful lives are réviewsd, and adjusted if appropriate, a1 each balance sheet date.

An asset's carrying amount is wiitlen down immediately to its recoverable amount if the asset’s camying amount is
greater than its estimated recoverable amount,

Gaing and logses on disposals are detérmined by comparing the proceeds wih ihe camying amount and are
recognised within “Other operaling expenses” in the income slaternent,

Operating leases. \Where the Group s a lessee in a lease which does not transfer substantially all the risks and
rewards incidental to ownership from the lessor 10 the Group, the total lease payments, including those on expected
termination, ang charged 10 profil or loss on a straight-ling bagis over the penod of the lease.

When assets are leased oul under an operating lease, the lease payments receivable are recopnised as rental
income on a straight-line basis over the lease temm,

Finance lease liabilities, \Where the Group is a lessee in a lease which transferred substantially all the risks and
renwards incigental 1o ownership to the Group, the assets leased ang capitalised in properly, plant and equipment a1
the commencement of the lease at the lower of the fair value of the leased assel and the present value of the
minimem lease payments, Each lease payment is allocated between the liability and finance charges $o as o
achieve a constant rate on the finance balance cutstanding. The comesponding rental obligations, net of future
finance charges. are included in borrowings. The inferest cost is charged o the income stalément over the lease
pericd using the affective intarest method. The assets acquired under finance leases are deprecialed over their
useful life or the shorter lease term if the Group is not reasonably certain that it will obtain ownership by the end of
the lease temm.

Goodwill. Goodwill represants the excess of the cost of an acquisition over the fair value of the soquarer's share of
the nat identfiable assets, liabSties and contingent labilities of the acquired subsidiary 1 the date of exchange.
Goodwill on acquisitions of subsidiares is presented separately in the consolidated balance sheet. Goodwill is carried
at cost less accumulated Empaiment lasses, if any.

The Group tests goodwill for impainment annually and whenever there are indications that goodwill may be impained
Impainment losses on goodwill are nol reversed. Gains and losses on the disposal of an entity include the carrying
amount of goodwill redating to the entity sold

Goodwill is allocated to the acquirer's cash-genarating wnits, or groups of cash-generating units, that ane expected to
benefit from the synergies of the business combination. Such units or group of units represent the lowes! level at
which the Group monitors goodwill and are not larger than a segment. Gains or losses on disposal of an operation
within a cash generating unit to which goodwill has been aliocaled include the carrying amount of goodwill associaled
with the operation disposed of, generally measured on the basis of the relative values of the operation disposed of
and the pertion of the cash-generating unit which is retained.

Other intangible assets. The Group's other intangible assets include trademarks, capialised palents, Boences.
computer softwane and custorers ksts. All of the Group's other intangible assets are capitalised on the basis of the
costs inturnid b doquing and bring them 1o use.

Intangibhe assets are amorised uging the strasghi-line method over their useful lives:

Usafyl ives in vears
Softerane licenses ST
Orther (inchuding customer lists and patents) S5to 10

Agquired trademarks are not amontised, the Group tests the assels for impairment at each repodting data.

If impained, the carrying amount of intangible assels ks written down to the higher of value in use and fair value less
cost fo sell

Impairment of non-financial agsets. Assels thal have an indefinite usaful life, for example goodwill, ang not subﬂ::t
1o amertisation and are fested annually for impairment. Assets that are subject to amorntisation are reviewed for
impairment whenever évents of changes in circumsiances indicale that the canmying amount may not be recoverable.
An impairment loss is recognised for the amount by which the asset’s carmying amount exceeds ils recoverable
amount. The recoverabla amount is the higher of an assel’s fair value less costs to sell and value in use, For the
purposes of assessing impairment, assets are grouped at the lowest levels for which there are separately identfiable
cash flows (cash-generating units). Non-financial assats other than goodwill that suffered a impairment are reviewed
for possible reversal of the impainment at each reporting date.



©JSC Lebedyansky 2 |
Notes to the Consolidated Financial Statements = 31 December 2007
{all fema A Measured in Russian Roukies &g prosented in thousands of US Dodars (Note2)) T e

2 Basis of Preparation and Significant Accounting Policies (Continued)

Financial assets. The group classfes its Snancial assets in the following categories: at fair value through profit or loss,
loans and receivables, and available-for-sale. The classfication depends on the purpose for which the fnancial assets were
acquired. Management delenmines the classificaion of its financial assets at insal recogniticn.

(#) Financial assets at fair value through profit or loss. Financial assets at far value through profit or loss are finandial
assats held for trading. A fnancial asset is classified in this categary o acquired principally for the purpose of selling in the
shor-lerm. Derivatives are also categorised as held for trading unless they are designated as hedges. Assets in this
calegory are classified as cument assets.

(&) Loans and recelvables. Loans and receivables are non-dervative Enancial assets with fiogd or determmable payments
that are not quoted in an active market. They ae included in cument assets. axcapd for maturities greater than 12 months
afer the balance sheet date. These are classified as non-cument assats. The group's leans and receivables comprise Trade
and ofher recehvables’ and cash and cash equivalents in the balance sheet.

(c] Available-for-sale financial asseds. Avadabie-for-sale fnancial assels are non-dervatives that ane either designated in
this category of not classified in any of the other categornes. They are included in non-cument assets unless management
intends 1o dspose of the investment within 12 months of the alance shee date.

Regular purchases and sakes of financal assels are recognised on the trade-date — the date on which the Group commits
o purchase of Sell the assel. Invesiments are intially recognised at fair value plus transaction costs for all financial assets
mmnﬁmmnp{nﬁmm Financial assets camed at fair value through profit or loss are initially

whien the rghts 1o receive cash flows Fom the nvesirnents have expired of have been transfemed and the group has
transfemed substantially all risks and rewands of cumership. Available-for-sale financial assets and financial assets at fair
value thicugh prof of loss ane subsequently carried ol fair value, Loans and receivables afe camied 81 amortised cost using
the effectise inenest method,

The Growp assesses at each balance sheet date whether there is objective evidence that a financial asset or a group of
Enancial assets it impaired. In the case of equity securnties classified as avaitable-for-sale, a significant or prolonged decline
in the fair valee of the security below its cost is congidered as an indicator that the securities are impaired. If any such
evidence fdsts for avalable-for-sale financial assets, the cumulative 1048 ~ measured a3 the difference between the
acquisiion cost and the curment fair value, less any impairment loss on that financial asse! previously recognised in profit or
loss — is remaved from equity and recognised in the ncome statement. Impainment kades recognised in the income
statement on equily instruments ane ot reversed throwugh the income staternent. Impainment testing of trade recaivables is
described in note “Trade and other recatvables™.

Current and deferred income tax. Income taxes have been provided for in these consalidated financial statements
in accordance with Russian legislation enacted or substantively enacted by the balance shee! date. The income fax
charge comprises current tax and deferred tax and is recognised in the consolidaled income statement unless it
relabtes to transactions that ane recognised, in the same or a different period. directly in equity.

Cusrent tax is the amount expecied to be paid 10 or recovered from the taxation authorties in respect of taxable
profils or losses for the current and prior pericds. Tawes, other than on income. are recorded within operating
EXDENSEE.

Deferred incoma tax is provided using the balance sheet Eability methed for tax loss camy forwards and temparary
differences arising between the tax bases of assets and Eabilities and their carrying amounts for financial reparting
purposes. In accordance with the initial recogniion exemption, deferned taxes are not recorded for temparary
differences on initial recognition of an asset or a liability in a transaction other than a busingss combination if the
transaction, when initially recorded, affects neither accounting nor taxable profit

Deferred tax balances are measwred at tax rates enacled or substantively enacted at the balance sheel date which
are expected te apply to the peried when the temporary differences will reverse or the tax loss carry forwands will be
utiised. Deferred tax assels and liabdities are netbéd only within the individual companies of the Growp. Deferred fax
assels for deductible lemporary differences and 1ax loss canry forwards are recorded only to the exdent that if is
probable that future laxable profit will be available agains! which the deducions can be utilised,

Inventories. Inventornes are recorded at the lower of cost and net realisable value, Cost of mventory i determined on
the weighted average basis. The cost of finished goods and work in progress comprises raw material, direct labour,
olher dwecl costs and relaled production overheads (based on normal operating capacity) but excludes bomowing
costs, MNet realisable value i3 the estimated seling prce in the ordinary cowse of business, less the cost of
completion and selling expénses,
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2 Basis of Preparation and Significant Accounting Policies (Continued)

Trade and other recelvables. Trade receivables are recognised initially at fair value and subsequently measured at
amortised cosl using the effective interest method, less provision for impaiment. A provision for impairment of trade
receivables i3 established when there is objective evidence that the Group will not be able to collect all amaounts due
acconging 1o the onginal terms of the recevables. Significant financial defficulties of the deblor, probabdity that the
deblor will enter bankrupicy of financial recrganisation, and defaull or delinquency in payments (more than three
months overdus) ane considered indicators that the trade receivable is impaired. The amouwnt of the provision is the
difference between the asset's canrying amount and the present value of estimated fulure cash Rows, discounted al
the original effective interest rale. The carrying amound of the asset is reduced through the use of an allowance
accound, and the amount of the loss is recognised in the income statemend within ‘general and administrative
expenses’. When a trade receivable is uncollectible, it is wrilen off against the allowance account for trade
receivables. Subsequent recoveries of amounts previously written off are credited against 'general and administrative
expenses’ in the income statement.

Cash and cash equivalents. Cash and cash equivalents includes cash in hand, deposits held a1 call with banks. and
other short-term haghly liquid invesiments with anginal maturities of three months or less. Cash and cash equivalents
are cafmed a1 amortised cosl using the effective interesl method. Restricted balances are excluded from cash and
cash equivalents fior the purposes of the cash flow stalement. Balances restricted from being exchanged or used 1o
setthe a liability for at least twelve momhs after the balance sheet date are included in other non-current assets. Bank
overdrafts ang shown within borrewings in current liabiities on the balance sheet,

Share capital. Ordinary shares are classified as equity. Incremental costs directly attributable to the issue of new
shares or oplions are shown in equity a3 a deduction, ned of tax, from the proceeds. Any excess of the fair valuee of
congideration recened over the par value of shares issued is presented in the nobes &5 a share premiwm,

Treagury shares. Where any Group company purchases the Company's equity share capital, the consideration pasd,
including any directly attibutable incremental costs (net of income taxes) is deducted from equity altibutable to the
Company's equity holders until the shares are cancelled, reissued or disposed of \Where such shares are
subgequently sold of reissued, any congideration received, nel of any direclly altrbutable incremental iransaction
costs and the related income tax effects. is included in equity atiributable 1o the Company’s equity holders.

Dividends. Dividends ane recognised as a liabdty and deducted from equity al the balance sheel date cnly if they are
approved (and declared) by the Company's shareholders before o on the balance shee! date. Diidends are
disclosed when they are proposed before the balance shee! date of proposed or approved (and declared) by the
Company's shareholders after the balance sheet date but before the financial statemnents are autharised for igsue.

Value added tax. Outpul value added tax related o sales is payable to tax authorites upon collection of receivables
from customers. Input VAT is generally reclaimable againgt oulpit VAT wpon receipt of the VAT invoica. The tax
authorties permit the seftlement of VAT on a nel basis, VAT related 1o sales and purchases which have nol been
seitied at the balance sheet date (VAT deferred) i récognised in the Dalance sheel on a gross basis and disclosed
separately as an assel and liability. VWhere provision has been made for impairment of réceivables, impaimment loss
is recorded for the gross amound of the debtor, including VAT,

Borrowings. Borrowings ane recopnised intially at fair value, net of transacton costs incurred. Borrowings are
subsequently measured a1 amortised cost using the effective interest method. InMerest cos1s on bormowings to finance
the construction of propery, plant and equipment are capitaksed, during the perod of timé that is required to
complete and prepare the assel for its intended use. AN other borrowing cosis ane expinsed.

Trade and other payabies. Trade payables ane accrued when the counterparty performed its cbligations under the

contract and are recognised initially at fair value and subsequently measured at amortiged cost using the effective
imerest mathod.

Revenue recognition, Revenues from sales of goods ane recognised at the peant of ransfer of rigks and rewards of
ownership of the goods, normally when the goods are shipped. If the Group agrees 1o transpon goods to a specified
location, revenue is recognised when the goods are passed bo the customer al the destination paint

Sales are shown net of VAT, sales tax, sales incentive payments (including: retrospective bonuses, slotting fees,
wolume discounis) and after eliminating sales within the Group.

Revenves are measured at the fair value of the consideration received or receivable,

Segment reporting. In the context of 1AS 14 “Segmend micrmation” the Group has one repenable business and
geographical segmant.

Employee benefits. Wages, salares, contributions 1o the Russian Federation siale pengion and social insurance
funds, paid annual leave and sick leave, bonuses. and non-monetary benefits (such as healih services and
kindergarten services) are acerued in the year in which the associaled senvices ane rendered by the employees of the
Group.
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2 Basis of Preparation and Significant Accounting Policies (Continued)

Share based compengation. The Group operates an equity-setiled, share-based compensation plan. The fair value
of the employee services received in exchange for the grant of the options is recognised as an expense. The total
amount 10 be expensed over the vesting peried i$ determined by reference to the fair value of the options granted,
eocluding the impact of any non-markel vésting conditions (for example, prefitability and sales growth targets). Non-
market vesting conditions ane included in assumplions about the number of oplions that are expecied o become
exarcisable. Al each balance sheet dale, the enlity revisas its estimates of ihe numbaer of options that are expecied to
become exercisable. I recognises the impact of the revision of original estimates, i any. in the income slatement,
and with a corresponding adusiment to equity owver the remaining westing period.

The proceeds received nel of any directly atiributable transaction costs ane credited 1o share capital (nominal value)
and share premivsm when the oplions are exercised.

Earnings per share. Eamings per share is determined by dividing the profit or loss atiributable 10 equity holders of
the Company by the weighted average numbser of participating shares outsianding during the repoting year,

3 Critical Accounting Estimates, and Judgements in Applying Accounting Policies

The Group makes estimates and assumptions that affect the reporied amounts of assets and kabilibes within the next
financial year. Estimates and judgements ane continually evaluated and are based on management's experience and
other factors, including expectations of future events that are believed o be reasonable under the circumstances,
Management also makes cerlain judgements, apart from those involving estimations, in the process of applying the
accounting policies. Judgements that have the most significant effect on the amounts recognised in the fnancial
staternents and estimates that can cause a significant adjustment to the carmying amount of assets and liabdties
within the next financial year include:

(a) Tax legisiation. Russian tax, curency and cusloms legislation is subject to varying interpratations. Refer 1o
MNate 26.

() Goodwill impairment calculations. The group test annually whether goodwill has suffered any impairment, in
accordance with the policy stated in Note 2. The recoverable amount of cash-generating units have been determined
based on walue in use calculations. These calculation require the use of estimates (Mote 8). i growth rate in the
impairment test of goodwill related 1o acguisition of 000 Troya-Ulira had been 10%, with all other variables held
constant, this goodwill would have been on breakeven. The goodwill related to acquisition of OJSC Progress and
QUSC Enter-Logistica would have been impaired, if growth rate used for impadrment test had been negative, with all
other variables held constant.

(e} Trademarks with indefinite usuful iife. The Group accounted trademarks Dolka, Privel and Severnaya Yagoda
acruired in 2006 as a part of 000 Troya-Ultra acguisition 8s inangible asseis with indefinite useful life. The Group
decigion 10 accoun] these irademarks a3 imangible assels with indefinite useful life was driven by the following
factors: () these trademarks have been well known in the north-west region of Russia and the Group's intention s 1o
continue production of juices under these trademarks, () independence of these trademarks from technology of juice
production: and (i) indefinite life cyce for the Group's products. The Group tests annually whether trademarks with
indefinite useful life has suffered any impairment, in accordance with the policy siated in Mote 2. The recoverable
amount of irademarks have been determined based on value in use calculabions. These calculation require the use of
estimates (Mote 8). If growth rate in the impairment test of trademarks Dolka, Privet and Sevemaya Yagoda had been
10%, with all cther variables held constant, these trademarks would have been on breakeven.

4 Adoption of New or Revised Standards and Interpretations

Certain new IFRSs became effective for the Group from 1 January 2007. Listed below are those new or amended
standards or interpretations which are of in the fulure could be relevant to the Group's operations and the nature of
thair impact on the Group's accounting policies, All changes in accounting policies were applied retrospectively with
adjustments made to refained eamings a1 1 January 2008, unléss otherwise described below.

IFRS 7, ‘Financial instruments: Disclosures’, and the complementary amendment fo IAS 1, Presentation of
financial statements = Capital disclosures’, introduces new disclosures relating 10 financial instruments and did not
have any empact on the classification and valuation of the group's Bnancial instruments, or the disclosures relating fo
taxation and trade and other payables.

IFRIC 8, 'Scope of IFRS X', requires congideration of ransactons involving the issuance of equity instnements,
where the identifiabde consideration received is less than the fair value of the equity insgtruments issued in onder o
establish whether or nol they fall within the scope of IFRS 2. This standard does nol have any impac] on the group’s
financial statements.

IFRIC 10, Tnterim financial reporting and impaimment’, prohibits the impairment losses recognised in an intesm
period on goodwill and investments in equity instruments and in financial assets camied at cost 10 be reversed at a
subsequeni balance sheel dale. This siandard does not have any impact on the Group's consolidated financial
Statements.
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4 Adoption of New or Revised Standards and Interpretations (Continued)

The following standards, amendments and interprefations to published standards are mandatory for accounting
pericds beginning on or afler 1 January 2007 bt they are not relevant to the Group’s operations:

+  Revised guidance on implementing IFRS 4, Insurance contracts’,

« IFRIC T, "Applying the restatement approach under IAS 28, Financial reporting in hyper-inflationary
economies’; and

+ [FRIC %, 'Re-assessment of embedded derivatives’.

5 MNew Accounting Pronocuncements

Cartain new standards and intérpretations have been published that are mandalory for the Group's accounting
pernicds beginning on or afler 1 January 2008 or later pericds and which the Group has not early adopted:

IFRS B, Operating Segments (effective for annual periods beginning on or after 1 January 2009). The standard
applies 1o entities whose debt or eguity instruments ate traded in a public marke! or that file, or are in the process of
filing. their financial stalements with a regulatory crganisation for the purpase of issuing any class of instruments in a
public market. IFRS 8 requires an entity 1o regort financial and descriptive information about its operating segments
and specifies how an entity should report such information. The Group is cumently assessing the impact of this
standard on its consolidated financial statemants.

Purtable financial instrumants and cbligations arsing on Nguidation — IAS 32 and IAS 1 Amendment
(effective from 1 January 2008). The amendment reguires classification as equity of some financial instruments that
meet the defnition of a financial liabikty. The Group does not expect the amendment to affect is consolidated
fnancial stalements,

1AS 23, Borrowing Costs (revised March 2007; effective for annual perfods beginning on or after
1 January 2008). The revised |AS 23 was issued in March 2007. The main change to 1AS 23 is the removal of the
option of immediately FECOQNISInG A% an expense bormowing cosls that relale 1o assets that lake a substantial period
of time 10 get ready for use or sale, An entity is, therefore, required to capitalise such borrowing costs as part of the
cost of the assel. The revised standard applies prospectively to bomowing costs relating 1o qualifying assets for which
the commencement date for capalisation i on or afler 1 January 2009. The Group does not expect the amendment
to affect its consolidated financial statemnents. due 1o the fact that the Group already capitalise all borrowing costs as
part of the cost of assets that take a substantial pericd of time to get ready for use.

IAS 1, Presentation of Financial Statements (revised September 2007; effective for annual periods beginning
on or after 1 January 2009). The main change in LAS 1 is the replacemnent of the mcome statement by a slatement
of comprehensive income which will also include all non-owner changes in equity, such as the revaluation of
available-for-sale fnancial assels. Alematively, entities will be allowed to present two Statements: 4 Separale income
statemant and a statement of comprehensive income. The revised 1AS 1 also introduces a requirement 10 présent a
stalement of financial position (balance sheet) at the beginning of the earliest comparative period whenewer the enlity
restales comparatives due to reclassifications, changes in accounting policies, or cormections of emors, The Group
expects the revised IAS 1 to affect the presentation of its financial statements bul fo have no impact on the
recognition or measurement of specific transactions and balances.

1A% 2T, Consolidated and Separate Financial Statements (revised Janvary 2008; effective for annval periods
beginning on or after 1 July 2008). The revised 1AS 27 will require an entity to atiribute iotal comprehensive income
1o the owners of the parent and to the non-controlling imerests (previcusly “minorty interasts™) evan if this results in
the non-controling interests having a deficit balance (the current standard requires the excess losses lo be allocated
o the owners of the parent in most cases). The revised standard speciies that changes in a parent’s ownership
imerest in a subsidiary that do not result in the loss of control must be accounted for as equity transactions. i also
specifies how an enlity should measure any gain or loss arising on the loss of contrel of a subsidiary. At the date
when control is l0s1, any invesiment retained in the former subsidiary will have to be measured at its fair value. The
Group is curmently assessing the impact of the amended slandard on ils consolidated financial staternents.

IFRS 3, Business Combinations (revised January 2008; effective for business combinations for which the
acquisition date is on or after the beginning of the first annval reporting peried beginning on or after
1 July 2009), The revised IFRS 3 will allow entities 1o choose 10 measure non-contralling interests using the existing
IFRS 3 mathed (proporionate share of the soquinee’s identifable nel assets) of on the same basis as US GAAP (at
fair value). The revised IFRS 3 is more detaded in providing guidance on the application of the purchase method o
business combinations. The requiremant to measure al fair value every asset and liability at each siép in a sbep
acquisition for the puposes of calculating a portion of goodwill has been removed. Instead, goodwill will be measured
as the difference al acgquisiion date between the fair value of any investment in the business held before the
acquisition, the consideration transfered and the net assets acquired. Acquisition-related costs will be accounted for
separately from the business combination and therefore recognised as expenses rather than included in goodwill. An
acquirer will have to recognise al the acquisition date a kability for any contingen purchase consideration. Changes
in ihe value of that Kability after the acguigition date will be recognised in accordance with other applicable IFRSs, as
appropriate, rather than by adjusting goodwill, The revised IFRS 3 beings into its scope business combinations
involving only mutual entities and business combinations achieved by conlract alone. The Group s cumently
assessing the impact of the amended standard on its consolidated financial stalements,

i1
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& Mew Accounting Pronouncements (Continued)

Vesting Conditions and Cancellations — Amendment to IFRS 2, Share-based Payment (issued in January
2008; effective for annual periods beginning on or after 1 January 2008). The amendmen! clarifies that only
service conditions and performance conditions ang vesling conditions. Other features of a share-based payment are
nat wisting conditions. The amendment specifies that all cancellations. whither by the entity or by olhér paries,
should receive the same accounting treatment. The Group is cumently assessing the impact of the amended standard
on s consolidated financial staternents.
IFRIC 13, 'Customer loyalty programmes’ (issued in June 2007; effective for annual perieds beginning on or
after 1 July 2008), IFRIC 13 cladifies that whene goods or services ang sold togethaer with & customer loyalty incentive
(for example, loyalty points or free products), the arrangement is a mulliple-element arrangement and the
consideration receivable from the customer is allocated between the components of the arrangement using fair
values. IFRIC 13 is not relevant to the Group's operations because no Group companies operate any loyalty
programmes.
Other new standards or Inferpretations. The Group has not early adopled the foliowing cther new standards or
interpeatations:
= IFRIC 11, IFRS 2 - Growp and Treasury Share Transactions (effective for annual perods beginning on or
after 1 March 2007);
+ [FRIC 12, Service Concession Arrangements (effective for annual periods beginning on or after
1 January 2008}
= IFRIC 14, IAS 19 - The Limit on a Defined Benefi Asset, Minemum Funding Regquirements and their
Interaction (effective for annual periods beginning on or after 1 January 2008).

Unless otherwise described above, the new standards and interpretations are nol expected fo significantly affect the
Group's financial slatements.

& Balances and Transactions with Related Parties

Parties are considered to be related if one pary has the ability to control the other party of exercise significant
influence over the other party in making financiad or operational decisions. In considering each possible related party
relationship, attention i direcled to the substance of the relationship, not meredy the legal form.

Related parties may enier inlo transactions which unrelatled pamies might not, and transactions between related
parties may not be effected on the same terms, conditions and amounis &s transactions between unrelated parties.

The natwre of the related party relationships for those refated parties with whom the Group entered info significant
transactions or had significant balances outstanding at 31 December 2007 and 31 December 2008 are detaied
bedorw,

| LLC Pervomayskoe

LLC Pervomayskoe is 8 company conirolled by one of the Group's major shareholders (Mote 1). The Group
purchased amicles of food (254 tonn of straw in 2007 and 8 tonn of meat in 2006) and rent warehouse from
LLE Pervomayskoe in the amount of USS 145 thousand for the year ended 31 Decamber 2007 (US55 31 thousand for
the year ended 31 December 2006).

The Group sold 1o LLC Pervomayskoe other sendces and materials in the amount of USS 81 thousand for the year
ended 31 December 2007 (USS 2 thousand for the year ended 31 December 2006). Receivable from
LLC Pervorayskoe were USS 772 thousand and USS 737 thousand st 31 December 2007 and at 31 Decamber
2006, respectively.

Before 2005 the Group had acquired promissory notes of LLC Pervomayskoe at par value. The noles are interest
free and payable upon dermand. The Group held USS 1435 thousand of promissory noles issued by
LLC Pervormayskos 8t 31 Decernber 2008 and did not hold promassory notes issued by LLC Pervomayskoe at
31 December 2007, At 31 December 2008 and 31 December 2005 management recognised impairment provision in
the full amount against promissory notes of LLC Pervomayskoe, These promissory notés were deracognised in 2007
in full amount.

ii LLC Orisfey

LLC Orisfay is a company engaged in the production and sale of low alooholic cocktails and is controlled by one of
the Group's major shareholders (Note 1)

In 2004 the Group provided LLC Orisfey with @ RR dentminated loan in the amount LSS 6,135 thousand for the
acquisition of equipment and maintaining working capdal. In 2005 an additional lean of USE 108 thousand was
provided to LLC Orisfey by the Group The loan bears imerest of 2% per annum. The amount of loan principle due
fram LLC Orisfey was USS 4,980 thousand and USS 4,578 thousand a1 31 December 2007 and at 31 December
2006, respectively. Managemen! became aware of LLC Orisfey shareholders’ decision to shut down the project and
afer considering financial position of LLG Orisfey recognised an impairment provision against the full amount of the
loan outstanding at 31 December 2007 and at 31 December 2006, In the year ended 31 December 2007 LLC Ovisfey
repaid USS 173 thousand of the loan and USS 41 thousand of interest. The Group reversed impainment provision
against the lean for an amound répaid (Naobe 11)

12
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& Balances and Transactions with Related Parties (Continued)
ii LLC Orisfey (continued)

In 2004 the Group incurred advertiging and marketing expenses in the amount of USS 1,344 thousand on behall of
LLE Orisfey and recharged these expenses 1o LLC Orisfey a1 cost. At 31 December 2007 and at 31 December 2006
USS 1.081 theusand and USS 996 thousand respectively, was due from LLG Orisfey, The amount is included in
advances to suppliers and other receivables balance. Management recognised an impairment prowision in the
amount of LSS 1,061 thousand and LSS 996 thousand at 31 December 2007 and 31 December 2008 respectively
against this receivabie.

Receivable from LLC Orisfey was LS5 1.5 thousand and USS 1 thousand at 31 Decembar 2007 and at 31 December
2006, respectively.

Payables to LLC Orisfey were USS 54 thousand and LSS 55 thousand at 31 December 2007 and a1 31 December
2006, respectively.

iii LLC Pharma Trade

LLC Phasma Trade is a company owned by LLC Onsfey and is engaged in the production and sale of coygenated
cockiails. The Group had receivable for the promissory notes from LLC Pharma Trade amounting o USS 24
thousand and USS 208 thousand at 31 December 2007 and at 31 December 2006, respectively.

The Group purchased oxygenated cocktais from LLC Pharma Trade in the amount of LSS S8 thousand for the year
ended 31 December 2007. In the year ended 31 December 2007 the Growp used promissory notes of LLC Pharma
Trade 1o settle the lkability for the oxygenated cockiails in the amount of USS 182 thousand. The Group had trade
payable to LLC Fharma Trade amount of USS 0.4 thousand and USS 85 thousand at 31 December 2007 and at
31 Decamber 2006, respectively.

iv LLC Assol
LLE Assol is a company controlled by cartain of the Group sharehclders.

In the year ended 31 December 2007 the Group has purchased from LLC Assol services in the amount of USS 181
thousand. The Group's accounts payable to LLC Assol were USS 28 thousand and USS 25 thousand a
31 December 2007 and at 31 December 2008 respectivaly.

v Key management personnel compensation

Compensation paid to directors for their services in full or pan time executive management positions is made wup of a
contractual salary and a discretionary bonus depending on operating résults, Discretionary bonuses are payable to
directors, which are approved by the shareholders, provided the Group has proft for the period,

Total compensation of key managemen personnel including discretionary bonuses recorded in general and
administrative expenses in the consolidated income statemnent amounted to USS 4,198 thousand for the year ended
31 December 2007 (2008: USS 4,920 thousand). The amounl includes short term benefis in the armcunt of
LS5 3,355 thousand (2008: USS 3,728 thousand), an expense refating 1o the share option program in the amound of
US55 872 thousand (2006 LSS 1,020 thousand) and unified social tax in the amount of LSS 170 thousand (2006
LSS 162 thousand).

In January 2008 the Group also sold to the key management personnel 9,000 shares of the Company at par value of
RR 0.01 per share. The market value of the Company's ardinary share was USS B5.3 (RR 1.774) a1 the dale of sale.
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7 Property, Plant and Equipment
Movemants in tha camying amount of property, plant and equipment were a5 folows:

Buildings and Machinary and Computer Maotor Other  Assets under construction Total

constructions equipment hardwarne wehicles and equipment

— for installation
Cost
Balance at 1 January 2006 19,286 B9.802 1,908 9,769 2818 25,8489 140,462
Acquisition of subsidianies 13,670 10,705 148 2 6316 648 31,488
Additions 3 18,235 41 177 103 54,149 T2, 708
Disposals (428} (284} {1209 (958) (187) (392) (24780
Internal movemenls 2,550 45918 1,034 4,533 1,085 (56,008) =
Currency translation difference 2,165 10,650 21 1,035 439 2351 16,851
Balance at 31 Docombaor 2006 37,248 175,914 3,222 14,578 10,554 26,547 268,061
Accumulated Deprociation
Balance al 1 January 2006 (3, 388) (25.610) (056) (3,008) (1.163) - (34.217)
Depreciation change (1.088) (11.283) (G28) (2. 763) (455) - (16,317)
Disposats 173 ] T2 GaT 122 - 1,283
Currency transkation dilference (345) (2.762) (107} (358) (131) - (3.703)
Balance at 31 December 2006 [4,643) (39.476) (1.619) (5.583) (1,627} - [52,954)
Carrying amount
Balance at 1 January 2006 15,097 64,152 952 6,690 1,655 25,889 115,275

Balance at 31 Decomber 2006 32,597 136,438 1,603 5,995 8,927 26,547 215,107
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7 Property, Plant and Equipment (Continued)

Buildings and Machinery and Computer Motor Other Assets under construction Total

constructions equipment hardware vehicles and equipment for

installation

Cost
Balance at 1 January 2007 37,246 175,914 3,222 14,578 10,554 26,547 268,061
Additions 145 38,573 57 e 318 119,775 159,184
Disposals (2,268) {4,496) {137) (831) (586) (7.030) (15,348)
Internal movements 8,735 21,465 1,062 5,761 13,829 (50,852) -
Currency translation difference 2,984 15,660 275 1,281 1,372 4 530 26,102
Balance at 31 December 2007 46,842 247 116 4479 21,105 25,487 92,970 437,999
Accumul iation
Balance at 1 January 2007 (4,649) {39.476) (1,619) (5,583) {1,627) - (52,954)
Depreciation charge (1,903) {21,082) (981) {4,168) (3,018) - (31,152)
Disposals 1,204 4,075 105 630 303 - 6,317
Currency translation difference {389) {3,409) (201) (554) (841) - (5,394)
Balance at 31 December 2007 (5,737) (59,892) (2,696) (9,675) (5,183) - (83,183)
Carrying amount
Balance at 1 January 2007 32,597 136,438 1,603 B,995 B,927 26,547 215,107
Balance at 31 December 2007 41,105 187,224 1,783 11,430 20,304 92,970 354,816

Property, plant and equipment of with net book value of US$ nil (2006:

USE 8 576) have been pledged as collateral for bank loans (Mote 15).
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7 Property, Plant and Equipment (Continued)

Leased assets included in the table above, where the Group is a lessee under a finance lease arrangements,
comprise machinery and equipment:

2007 2006
Cost: capitalised finance leases 108,884 65,314
Accumulated depreciation (22,988) (15,108)
Carrying amount at 31 December 86,898 50,208

The additions of finance leases in the year ended 31 December 2007 and 31 December 2008 amounted to
US§ 38,216 thousand and US$ 18,223 thousand respectively.

Total borrowing cost capitalized relating to assets under construction,at a rate of 4.85% (2006: 4.73%) in the year
ended 31 December 2007 amounted to USS 42 thousand (2008: USS 679 thousand).

8 Goodwill
Movements in goodwill arising on the acquisition of subsidiaries are:
2007 2006
Gross book value as previously reported at 1 January 5572 486
Carrying amount at 1 January 5,572 486
Acquisition of subsidiaries - 4853
Currency translation difference 480 133
Carrying amount at 31 December 6,052 5572
Gross book value at 31 December 6,052 5,572
Carrying amount at 31 December 6,052 5,572

Goodwill Impaimment Test

Goodwill is allocated to cash-generating units (CGUs) which represent the lowest level within the Group at which the
goodwill is monitored by management and which are not larger than a segment as follows:

2007 2008
LLC Troya Ultra 4,639 4,325
CJSC Enter-Logistica 843 715
0OJSC Progress 570 532
Total carrying amount of goodwill 6,052 5,572

The recoverable amount of QJSC Progress, LLC Troya Ultra and CJSC Enter-Logistica was determined based on
value-in-use calculations. These calculations use cash flow projections based on financial budgets approved by
management covering a five-year period.

Assumptions used for value-in-use calculations to which the recoverable amount is most sensitive were;

000 Troya Ultra OJSC Progress CJSC Enter-Logistica

2007 2007 2007

Growth rate 15% p.a. 10% p.a. 20% p.a.
Pre-tax discount rate 13% p.a 13% p.a. 13% p.a.

Management determined budgeted gross margin based on past performance and its market expectations. The
weighted average growth rates used are consistent with the forecasts included in industry reports.
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9 Other Intangible Assets
Trademarks Software and Total
Other
Cost at 1 January 2006 193 2,534 2,727
Accumulated depreciation - (192) (192)
Carrying amount at 1 January 2006 193 2,342 2,535
Acquisitions of subsidiaries 8,051 Bag 8,885
Additions 4 1,566 1,570
Amortization charge - (203) (203)
Cumrency translation difference 145 276 421
Carrying amount at 31 December 2006 8.393 4,825 13,218
Cost at 31 December 2006 8,393 5,242 13,635
Accumulated depreciation - (447) (417)
Carrying amount at 31 December 2006 8,393 4,825 13,218
Additions - 1,641 1,645
Amortization charge - (458) (458)
Curmrency translation difference 611 400 1,007
Carrying amount at 31 December 2007 8,004 6,408 15,412
Cost at 31 December 2007 8,004 7.291 16,295
Accumulated depreciation - (8B3) (883)
Carrying amount at 31 December 2007 9,004 6,408 15,412

Trademarks include Dolka, Privel and Severnaya Yagoda, with a carrying amount of USS 9,004 thousand at

31 December 2007 (2006: US $ 8.393 thousand) have an indefinite useful life.

The Group did not recognise impairment of these trademarks at 31 December 2007 as recoverable amount
determined based on value-in-use calculations exceeded their carrying amount. The main assumptions used for

value-in-use calculations are stated in the MNote 8.

10 Inventories

2007 20086
Raw materials a0.408 50,700
Woark in progress 7.199 9,598
Finished products 32.554 30.262
Less obsolescence provision (262) (431)
Total inventories 119,900 90,129

11 Trade and Other Receivables

2007 2006
Trade receivables 115,676 77.584
Less: impairment provision (2,656) (2,622)
Loan to LLC Orisfey 4,980 4,578
Less: impairment provision against loan to LLC Orisfey (4. 980) (4,578)
Total financial assets 113,020 74,972
VAT recoverable 43,278 249 2659
Advances to supplier and other receivables 21,442 17,291
Profit tax advance 1,932 1,751
Total trade and other receivables 179,672 123,283
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11 Trade and Other Receivables (Continued)

The above financial assets will have matured in less than one year; therefore the carrying amounts are assumed o
e approximale their fair values.

Trade receivables that ane less than three months past due ane not considered impaired. As of 31 December 2007,
trade receivables of USS 15081 thousand (2008: USS 10,038 thousand) were past due bul nol impaired. These
relate 1o a number of independent customers for whom there is no recent history of default, The ageing analysis of
thesa trade receivables is as follows:

2007 2006

Up to 3 months 14,040 10,038

3 to & months B35 -
Past due more than & months 188

15,081 10,038

As of 31 December 2007, trade receivables of USS 2,655 thousand (2008: USS 2,822 thousand) wene impained and
prowided for. It was assessed that a portion of the receivables is expected to be recovered. The ageing of these
recenvables i as follows:

2007 2008
3 to & months 1877 1.088
Orver B months fohi] 1.823
2,656 2,822

The carrying amounis of the Group's trade and other receivables are dencminated in the following currencies:
2007 2008
Russian roubs 175,473 121,887
United States dollar 2054 T
EURD 338 )
Other cumencies 1.807 1,067
178,672 123,283

Movements on the Group provision for impairment of trade receivables are as follows:

2007 2008
AL 1 January 2822 2,748
Prowision for receivables impasnmient 05 168
Receivables written off during the year as uncollectible (T08) 802y
Currency transkation dfference k1 304
At 31 December 2,656 2,522

The creation and release of provision for impaired recaivables have been induded in General and Adminisirative
expenses in the income stalement (Mote 21). Amounts charged o the allowance account are generally writien off,
when there is o expectation of récovering additional cash.

Loan io LLC Orisfey was fully impaired at 31 December 2007 and 31 December 2008. The olher classes within trade
and other receivables do not contain impaired assets.

Thes maxirmsm mumbmmatmmwmhmam“mdmmmmm mantioned
above. Analysis of the credit quality of receivables at the reporting date is presented in Note 28.

The Group does not hold any collateral a3 security.
12 Cash and Cash Equivalents

2007 2006
RR denominated cash on hand and balances with bank BTST 4313
Foreign curmency denominated balances with bank (LAH) 58 -
Fargign curency denominated balances with bank (KZT) 518 15
Total cash and cash equivalents 5,372 4,328

Cash balances with banks bear interesi from 0.1 1o 3.5% per annum degending on the kvel of daily balances.
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12 Cash and Cash Equivalents (Continued)
All bank balances are neither past due nor impaired, Analysis of credit quality of bank balances is a3 follows:

2007 2006

AAA rated 5845 2,842

B8 to BBB+ 3613 1,365

Cash on hand 114 121

Total cash and cash equivalents 9372 4,328
13 Share Capital

Number of Numberof  Total number of

outstanding shares irgasury shares igsued shares

At 1 January 2006 20,288,832 122,488 20,411,300

Treasury shares sokd 9,000 {9.000) .

At 31 December 2008 20,297 832 113,468 20,411,300

At 31 December 2007 20,297 832 113,458 20,411,300

The issued share capilal walue was USS 507 thousand at 31 December 2007 (31 December 2006
USS 473 thousand). Mominal valve of the issued share capital was RR 204.113 a1 31 December 2007 and
31 December 2008, The authorized and issued number of ordinary shares was 20,411,300 at 31 December 2007
and 31 December 2006 wilth a nominal value per share of RR 0.07. All the shares were fully paid up at 31 December
2007 and 31 Decemiber 2006

The company shares have been admstted to placement and listing on the RTS Siock Exchange ("RTST) and on the
Moscow Inferbank Curency Exchange ("MICEXT).

In April 2005 the Groug acquired from cne of the Company’s shareholders. 122 488 ordinary shares of Lebadyangky
for USS 4,499 thousand at RR 1,022 per share (market price al the date of agreement was RR 1,092 per share). The
Compary reserved these treasury shares for a share oplion program for senior management

In January 2006 the Group sold 9,000 treaswury shares to senior managemeant at par value (market price at the date of
sale was RR 1,774 per share).

Distributable reserves. In accordance with Russian legislation, the Company distributes profits as dividends or
transfers them to resenes (fund accounts) on the basis of financial statements prepared in accordance with Russian
Accounting Rules. The statutory accounting reports of the Company are the basis for profit distribation and other
appeopriations. Russian legislation identifies the basis of distribution as the net profit. For 2007, the curment year net
statulory profit for the Company as reporied in the published annual stabutory reporting forms was USS 78757
thousand al average exchange rate of RR 25.5770 per USS (2006: USS 85,344 thousand a1 average exchange rate
of RR 27.1852 per USE) and the closing baltance of the accumulated profit including the cwment year net statulory
profit iotalled USS 311,951 thousand ai official exchange rate of Ceniral Bank of Russian Federation at 31 December
2007 of RR 24.5562 per USS (2006 USS 236,638 thousand at official exchange rate of Central Bank of Russian
Federation at 31 December 2008 of RR 26,3311 per USS). However, this legisiation and other statulory laws and
regulations are open to legal interpretation and accordingly management believes at present that it would not be
appropriate to disclose an amount for the distibutable resendes in these consolidated financial statements.

Dividends. On 20 June 2007 Shareholders approved Board of Dweclors' decision to pay dividends in the amount of
USS 22,374 thousand (RR 28.42 per ordinary share of USS 1.1 per share a1 official exchange rate of Central Bank of
Russian Federation at 20 June 2007 of RR 25,9268 per USS). The dividends were fully paid out in 2007. The cash
paid outside the Group tolalled USS 22,250 thousand, since USE 124 thousand related 1o treasury shared held by
one of the Group subsidiaries remained within the Group.

On 30 June 2008 Sharehoiders approved Board of Directors’ decision 1o pay dividends in the amount of USS$ 51.213
thousand (RR 88.55 per ordinary share or USS 2.53 per share a1 official exchange rate of Central Bank of Russian
Federation at 30 June 2006 of RR 27.08 per USS).
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14 Share Option Plan

In March 2005 the Group granted senior management options to acquire in total 65,500 of the Company’s ordinary
shares al par value of RR 0.01. The opbons are exercisable afer the Company publishes its financial resulls for the
founth quarter of 2007 (vesting date), subject to cenain conditions, including remaining in employment in the Group by
the vesting date and achievernent of a targeted market capitalization. The number of vesting options is adjustable
upon dchigvement UH!I'B!M market capitalization at the vesting dale and this was considered in determining oplion
values at the grant date, The WHMWMMMBWWSMMHHIWI&M in the event
that present shareholders cease control over the Company. In case of death of the holder of the oplions the Group
must repurchase the oplions at a price calculated based on a special formula, linked 1o EBITDA and long-term
liabiliies. The amount of the Company's shares that may be granted under this option proegram should not exceed
122,468

At 31 December 2007 the Group had 65500 outstanding options with exercise price of RR 0.01 per share
{31 Decamber 2006: 65,500). The westing and expiry date of culstanding options is publication of the Group's
financial resulls for the fourth guarter of 2007. In March 2008 the options were exercised by the holders. In the year
ended 31 December 2007 the Growp recognized an expanse in the amount of USS 672 thousand (in the year ended
31 December 2006 LSS 1,020 thousand).

The Group has not granted options in the year ended 31 Decamber 2007,

15 Beorrowings
The Group bomowings are dencminated in the following curencies:
2007 2008

Non-current
Bank borrowings dencminated in Euro 30,33 27,709
Bank borrowings denominated in US Dollars 31.500 22,000
Bonds issued denominated in Russian roubles &1.109 .
Total non-¢urrent borrowings 131,840 49,708
Current
Bank borrowings denominated in Eure 14.905 B&21
Bank borrowings denominated in US Dollars 4217 .
Bank borrowings denominated in Russian roubles 84725 B4,789
Total current borrowings 103,847 73,310
Total borrowings 235,787 123,019

All bank borrewings ank unsecured at 31 December 2007, Bank borrowings denominated in Russian roubles and
amaunted 10 USS 1,834 thousand a1 31 December 2008 were secured by property plant and equipment (Maote 7).

Bank borrowings dencminated in Eund in the tofal value of USS 24,394 thousand as of 31 December 2007 are
unsecured and bear foating interest rates ranging from EURIBOR +0.4% to EURIBOR =1% at 31 December 2007
and from EURIBOR +0.8% to EURIBOR +1% at 31 December 2008,

Bank bormowing denominated in Euro in the amount of LISS 20,842 thousand as of 31 December 2007 is unsecured
and bear foced interes! rates ranging from 4.51% 10 6.43%.

Bank bomowing denominated in US Dollars in the amount of USS 35,717 thousand as of 31 December 2007 is
unsecured and bears a foating interest rates of LIBOR +2.5%,

Bank bormowings dencminated in Russian roubles in the amount of USS 44,557 thousand as a1 31 December 2007
ane: unsecured and bear floating interest rate ranging from MOSPRIME +1.15%.

Bank bormowings dencminated in Russian roubles in the amount of USS 39,766 thousand as a1 31 December 2007
bear fioed inerest rates ranging from 7% to 8.95% (2008 ranging from T.85% 1o 8.00%%),

Issued bonds dencminated in Russian roubles in the amount of USS 61,511 thousand as at 31 December 2007 bear
floating interest rate of MOSPRIME +1.43%,

On & March 2007, the Group placed 1,500 thousand bonds at par value RR 1,000 each thiough Moscow Interbank
Currency Exchange (MICEX") with maturity date i 2010, Coupon rate of intérest is MOSPRIME rate for three
maonths plus a premium of 1.43%. Issued bonds compeised USS 81,108 thousand as of 31 December 2007, Accrued
inlerest comprised USS 3,445 thousand for the year ended 31 December 2007 of which unpaid balance was
USS 401 thousand as of 31 December 2007. The fair value of the bonds at 31 December 2007 was USS 60,650
thousand (RR 1,468,750 thousand at exchange rate of RR 24.55 per USS) based on MICEX quotation of $5.25% at
28 Decamber 2007.
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15 Borrowings (Continued)

The exposure of the Group's bormowings o interest rate changes and the contractual reprising dates at the balance
sheet dales, are as follows:

2007 2008

Borrowings due: less than 1 year 103 847 73,310
- between 1 and 5 years 128,440 425830

- over § years 3.500 7349

Total borrowings 235,787 123,019

Management believes that the fair value of these borrowings is not materially different from their carrying amounts.

16 Finance Leases Payable
Minimum lease payments under finance leases and their present values are as follows:

2007 2008
Finance leases liabilities — minimum lease payments
Mot later than 1 year 12,238 5,783
Later than 1 year and not later than 5 years 47,700 22,700
Later than 5 years 20,937 6,621
80,876 35,104
Future finance charges on finance leases (14.656) (5.417)
Present value of finance leases labilities 66,210 28,687
Mot later than 1 year 8827 4,466
Later than 1 year and not later than 5 years 38,115 19291
Later than 5 years 19,168 5,830
65,210 29,687

The Group leases machinery and equipment for a period of 42-96 months with an option o acquire leased assels at
5% of contract value at the end of the lease. Inlerest rates for finance leases are determined as LIBOR plus premium
within the range of 1.65% - 2.5%.

17 Trade and Other Payables

2007 2008

Trade payables 56,368 38,380
Payables for property, plant and equipment T80T 3048
Total financial payables 64,066 42,336
Accrued salaries and bonuses to personnel 9,846 6,841
Advances received 1.369 1,313
Trade and other payables 75,281 50,590

The carrying amounts of the company's trade payables are denominated in the following currencies:

2007 2006

Russian Roubles 49,887 23,757
United States dollar 13,440 16,547
EURD 11,762 10,164
Cther currencies 192 122
75,281 50,590
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18 Tax Payable
2007 2006
Income tax 105 185
Payroll taxes 1,057 920
Property tax a7s 206
Cither taxes 1,823 1127
4,080 2,528

In 2007 the Group settled income tax liability in the amount of LSS 7,853 thousand against VAT recoverable (2006:

USS 7,356 thousand).

19 Cost of Sales

2007 2008
Materials and components used 488177 373,885
Labour cost 21,241 15,163
Depreciation 22715 12,078
Production overheads 18219 12,119
548,352 413,243
20 Selling and Distribution Expenses

2007 2008
Advertising 47,533 33.068
Transportation 77,898 43,980
Labour cost 47,740 32,842
Warehousing 21,482 11,862
White-off of inventories and finished goods 6,855 3441
Cither 8,502 6,405
210,010 131,598

21 General and Administrative Expenses
2007 2008
Labour cost 27,733 20,669
Depreciation and amortisation 8,895 4 435
Taxes 2450 839
Telecommunication expenses 1.832 1,304
Provision for impairment of receivables 705 189
Business Irip expenses 1.916 1,627
Office rent 4,450 3182
Cther 13,577 10,158
61,568 42,383

The total staff costs included in all income statement caplions amounted to USS 96,714 thousand (2006; USS 68,674
thousand), induding shor-term benefits of USS 79,706 thousand (2006 USS$ 55,730 thousand), unified social lax of
USS 16,336 thousand (2006: USS 11,337 thousand), an expense relating to the share option program of USS 672
thousand (2008: USS 1,020 thousand) and fair value of the shares amounted to LSS 587 (Note &) granted to the

management in 2006

The total depreciation and amortization expenses included in all income statement captions amounted to USS 31,610

thousand (2008: USS 16,511 thousand).

22 Finance Income

2007 2008
Interest income on originated loans and bank deposits 25 453
Foreign exchange gain 3422 1,925
Reversal of provision for impairment of loan granted o LLC Orisfey (Note 8) 173 323
3,620 2,702
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23 Finance Costs

2007 2008
Interest expense on bank loans and bonds 11,051 2212
Finance lease charge 1,864 (1L
Forelgn exchange losses 4408 2670
Caher 280 187
17,603 5,714
24 Income Taxes
Income tax expense compeises the Tollowing:
2007 2006
Income lax expense - curment 32,081 .91
Tax effect of deductible tax losses in previous ye (&4} :
Deferred tax expense - erigination and rwmdmm differences (B51) {161)
Income tax expense for the year 31,128 31,750
A reconciliation between the expected and the actual taxation charge is provided below.,
IFRS profit before tax 110,457 115,425
Theoretical tax charge at statulory rate of 243 (2006: 24%) 26,510 28,663
Tax effect of tems which ane nol deductible or assessable for taxation
PUPOSES:
Non deductible expenges
= Write-off of spoiled finished goods and riw materal storage 1,659 710
- Non-production unit expanses 248 340
- Options 161 245
- Advertising 168 45
- Other non-deductible expenses 2.749 1,824
- Provision against promissory notes and available-for-sale investments (387) (TE)
Income tax expense for the year N 31750

Differences between IFRS and Russian siatutery laxation regulations give rise 1o temporary differences between the
carrying amoun! of assets and liabilties for financial reporting purposes and thedr tax bases. The tax effect of the
movernents in these temporary diferences is detalled belew and is recorded ai the rate of 24% (2006: 24%).

The net effect of the changes on deferred 1ax balances recognised at 31 December 2007 and 31 December 2008 are
reflected in the consolidated statermnents of income for the year ended 31 December 2007 and 2008, respectively.

In the context of the Group's cumrent siructure, 1ax losses and current tax assets of the different companies may not
be set off against cwment tax llabiities and taxable profits of other companses and, accordingly, 1axes may accrse
even where there i3 a nel consobdated 1ax loss. Therefore, deferred 1ax asset of one company of the Group is not
offset against deferred tax liability of anather comparry.

The Company has not recognised deferred tax liabdity of USS 1,557 thousand and USS 1,581 thousand at
31 December 2007 and 31 December 2006 in respecl of temporary differences associated with invesiments in
subsidianes as the Company i3 able to control the timing of the reversal of those temparary differences and does not
intend 10 reverse them in the foresesable futune.
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24 Income Taxes (Continued)

Mel deferred tax liability in the amount of USS 8,884 and USS 8738 thousand at 31 December 2007 and
31 Decamber 2006 respectively is expected to be settled after more than 12 months from balance sheet dales.

31 December Differences Currency 31 December
2006  recoegnition and translation 2007
reversals mevement

Tax effects of deductible temporary differences:

Accounts payabledreceivable 21,014 12,309 2,044 35357
Inwveniories 224 1,433 78 1.735
Tax effects of taxable temporary differences:

Property, plant and equipment (25,699) {12,085) (2,376) (40,160)
Accounts payableresenable (7.839) (388) (571) (8,596)
Cther {1,690} (420) (142) (2.252)
Total net deferred tax (liability)/assets {12,790} 851 (967) (13,908)

31 December  Differences  Acquisition of  Currency 31 December
2005  recognition  Subsidiaries  translation 2008

and reversals rmoverment
Tax effects of deductible temporary differences:
Accounts payablaiecetvable 8.118 10,6554 818 1,124 21,014
Inventones 54 180 - 10 224
Tax effects of taxable ternparary differences:
Property, plant and equipment {12.340) (5.285) (8.E21) (1.453) (25,899)
Accounts payablafrecenvable (1.523) (4,5948) (T42) (325) (7.635)
Other (883) {718) (180} (BE) (1.690)
Total net deferred tax
(liabilityNassets (5,484) 181 {6.735) (732) {13,790}

25 Eamings per Share

Basic. Basic eamings per share are calculated by dividing the profit or loss asnbutable 1o equity holders of the Company by
the weighted average number of ordinary shares in isswe during perod. The weighted average number of ordinary shares
for the year ended 2007 and 2006 was afusted for the effect of treasury shares hold by the Geouwp.

2007 2008
Weighied average number of ordinary shares in issue 20,411,300 20,411,300
Adjugiment for weighled average number of treasury shares acguired (113.468) (114,218)
Weighted average number of ordinary shares cutstanding 20,297 832 20,207 082
Profit for the penod attributable to the equity holders of the Company 78831 BE.DEE
Basic earnings per share Uss 380 Uss4.24

Dilrted. Diluted eamings per share are calculated adjusting the weighled average number of ordinary shares
outstanding 1o assurne conversion of dlutive potential ordinary shares under the share based compensation program
(Note 14), For the share options used in the share based compensation program a calculation is done 1o detemmine
the number of shanes that could have been issued at the balance shee! dates if these dates were the vesting date.

2007 2006
Wesghted average number of ordinary shares in issue 20,411,300 20,411,300
Adjustment for wesghted average number of treasury shares acquired (113,468) (114.218)
Wedghted average number of crdinary shares outstanding 20,287 832 20,297 082
Adjustment for webghted average number of share options 54 363 52,450
Waeighted average number of ordinary shares cutstanding 20,352,105 20,348,532
Profit fior the period atiributable to the equity holders of the Company T8.831 85,068
Diluted earnings per $hare USS 3.88 USS 4.23
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26 Contingencies, Commitments and Operating Risks

Legal proceedings. From time 1o time and in the normal course of business, claims against the Group are received,
On the basis of #s own estimates and both infernal and external prefessional advice the Management is of the
opinion that no material losses will be incurred in respect of clasms in excess of provisions that have been made in
these consolicated financial statements.

Tax contingencies. Russian tax and customs legislation ks subject to varying interpretations, and changes, which can
occur frequently. Management's interpretation of such legisiation as applied 1o the transactions and activity of the
Group may be chalenged by the relevant authorities.

The Russian tax authorities may be laking a more asserive position in their interpretation of the legislation and
assessmenis, and it is possible that transactions and activities that have not been challenged in the past. including
those relating 1o transfer pricing. may be chafenged. The Supreme Arbitration Court issued guidance 1o lower courts
on reviewing fax cases providing a systemic roadmap for anti-avoidance claims. and it is possible that this will
significantly increasa the level and frequency of tax authodities scrutiny.

As a result, significant additional taxes, penalties and interest may be assessed. Fiscal penods rémain opén 1o nevidw
by the authorities in respect of tawes for three calendar years preceding the year of réview. Under certain
circumsiancas reviews may cover longer pariods.

Russian tax legislation does not provide definitive guidance in cerain areas, From time to time, the Group adopts
interpratations of such uncertain areas thatl reduce the overall tax rate of the Group. As noted above, such tax
positions may come under heightened scrutiny as a result of recent developments in administrative and coun
practices; the impact of any challenge by the tax suthorities canncd be reliably estimated; howewver, it may be
significant 1o the financial condition andior the overall operations of the Group entities.

As al 31 December 2007 management beleves that its imerpretation of the relevant legisiation is generally
appropaiate and the Group's lax, currency and cusioms positions will be susiained.

Capital expenditure commitments. At 31 December 2007 the Group has contraciual capdal expenditure
commitments in respect of property, pland and equipment totalling USS 64576 thousand (2006:
US% 14,587 thousand).

Oparating lease commitments. The Group's future minimum lease payments under non-cancellable operating
leases comprised USS 374 thousand a1 31 December 2007 (2008: USS 112 thousand). Operating leases mainky
represent rent of office and warehouse premises with fxed monthly charges. The maturity of cperating lease liabiities
(minimum lease paymenis) is as follows:

2007 2008
Not later than 1 year 374 112
Later than 1 year and not later than § years - -
Later than 5 years
Total operating lease commitments T4 12

Insurance policies. Commencing from August 2008 the Group holds insurance policy in respect of public liability
and a policy relating 1o buildings. machinery and equipment cwned by OJSC Lebedyansky, cowering property
damage and business interruption.

The Group atso holds insurance policies covering equipment leased under finance lease agreements and molor
vehiches.

Environmental matters. The enforcement of environmental regulation in the Russian Federation is evolving and the
enforcement posture of government authorties is continually being reconsidered. The Group pencdically evaluates
s obligatons under environmental regulations. As oblgations are determined, they are recognised |

Potential kabilites, which might arise as a resull of changes in existing regulations, civil Migation or legislation, cannat
be estimated bul could be material In the cument enforcement climate under existing legislation, managament
pelieves that there are no significant labilites for environmental damage.

Operating emvironment of the Group. VWhilst there have been imgrovements in economic trends in the Russian
Federation, the country continues to display certain characteristics of an emernging market. These characleristics
include, but are nat limited 10, the exstence of @ currency that is not freely convertible in most countries cutside of the
Russian Federation, restrictive cumency controls, and refatively high inflation, The tax, cumrency and customs
legislation within the Russian Federation is subject 1o varying intérpredations. and changes, which can octur
frequenthy.

The futwe economic direction of the Russian Federation is largely dependent upon the effectiveness of econamic,
financial and monetary measwres underiaken by the Government, logether with tax, legal, regulatory, and political
developments.
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27 Acquisition of Additional Interest in OJSC Progress

In August 2007 the Group acguired the further 25% (75,000 shares) of OJSC Progress, the Group's T5% subsideary.
These shares were acquired from govemmental authorities of Lipetsk region for a consideration of USS 2205
thousand (58388 thousand Roubles at RR 25577 for 1 USS, an average official CBRF exchange rate for 2007), paid
in cash,

For purchases from minodly interests, the difference between the consideration paid and the relevant share acquired
of the canying value of net assets of OJSC Progress is recorded in equity.

28 Financial Risk Management

The Group's activites expose it 1o a variety of Gnancial risks: market risk (including cumency risk, fair value inberest
rate rigk, cash flow imerest rale rigk and price rigk), credit risk and Bquidity risk. The overall risk management
pregramme seeks 1o manimize potential adverse effects on the financial performance of the Group.

{a) Market risk

Feoreign exchange risk. Foreign currency risk is the risk of losses resulling from adverse movements in different
currency exchange ratés against the Group funclional currency. Foreign cummency risk arises from the intermational
operations of the Group, future commercial transactions in foreign currencies, including repayment of foreign
currency denominated borrowings and recognition of assats and kabilities denominated in a currency which ks not a
functional currency of the Group.

The chjective of the Growp's foreign exchange risk managerment acthities is to menimese the volatility of the Group's
financial results. The Group does not currently hedge foreign exchange exposure using financial instruments, The
foreign exchange rate sensitivity is calculated by aggregation of the net fareign exchange sk exposure and prmarily
anses from US dollar/ Euro denominated bormowings. finance lease contracts and raw matenals accounts payable. In
2007 some suppliers of raw materials foed lability in Rubles 3t USDVEURD rates a1 the dates of deliveries and as the
result these BS liabiities are not exposed to cumency rate fAucluations. B5% revenue of the Group s in Russian
Roubles and the policy of the Group i to ketp as much as possible expenses in Russian Roubles, monitor currency
rate fluctuation for US/Eure based expensas and increase product selling prices 10 offset negative currency trends.

The sensilivity analysis of the Bareign exchangt risk is shown in the table bilow:

A 31 December 2007, if the US Dellar had weakened'strenghened by 5% against the Russian Roubles with all ather
variables held constant, post tax profit for the year and equity would be hagher or lower by the following:

2007 2006
Post tax profit 1712 1,403
Equity 1712 1,403

Profit increasel decrease ts explained by US dollar exchange rate expenses due to revaleation of US dollar based
receivables and payables,

Al 31 Decerber 2007, if EURDO had weakened/ strengthened by 5% against the Russian Roubles with all other
variables held constant, post tax profit for the year and equity would be higher or lower by the following:

2007 2008
Post lax profit 4,389 2,458
Equity 4,399 2458

Profil increase/ decrease is ewplained by EURD exchange rate expenses due io revaluation of EURD based
recefvables and payables.

Price Risk. The Group is not exposed o equity secunties price risk, because the available-for-gale imesiment is
considened immaterial.

Cash flow and fair value interest rate risk. Borrowings and finance leases payable issued al variable rabes
(EURIBOR, LIBOR, MOSPRIME) expose the Group to cash flow interest rate risk. The Group has no signficant
interesi-beanng asgals.

Interest rate risk anses from movements in interest rates which could affect the Group's financial results or the valug
of the Group's equity. A change in imerest rates may cause variations in interest income and expense. The primary
objective of the Group's imerest rale management is to profect the net inlerest result. Interest risk management is
carmied cut by the corporate finance and conporate treasury functions of the Group.

All entities of the Group oblain any reguired financing through the corporate treasury function of the Group in the form
of loans or get corporate treasury approval for extemal leans. Generally, the same concept is adopted for deposits of
cash generated by the units.
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28 Financial Risk Management (Continued)
{a) Market risk (continued)

Manitoring of curren marke! imerest rales and analysis of the Group's interesi-bearing position is performed by the
coqporate treasury and corporate finance functions as a part of interest rate risk managemen! procedures. Manitoring
is performed taking inte consideration refinancing, renewal of existing positions and alternative financing.

At the end of 2007 Group had approximately 309 of itg borrowings in fixed rate instruments and 70% in variable rate
instruments. During 2007 and 2006, the Group’s bormowings were denominated in US Dollars, EURD and Russian
Roubles.

At 31 Decembaer 2007, if interest rates on currency-denominated borowings had been 19 higherlower with all other
variables held constant, post-tax profit and equity for the year would have been:

2007 2006
Post tax profi 1,869 861
Equity 1,669 851

The Group does not use any hedging instruments to manage s exposure to changes in inlerest rates because
management considers that there is no necessity 10 do s,

fb) Credit rigk

Credit risk anses from cash and cash equivalents and credit exposures 10 rade receivables. Cash and shon term
deposits are placed in majer mullinabional and Russian banks with independent credit rating. Reler 1o analysis by
cridit quality of bank balances in Note 12

The monforing and controlling of credit risk is performed by the Credt depariment of the Group. The credit policy
requines the performance of credil evaluation of customers. The credit quabty of each new cusiomer is analyzed
before the Greup provides it with the standard terms of goods supply and payments. The credit quality of customers
i$ assessed taking into account their financial position, past experience and other factors. The Group classifies its
customers by the following credit quality categories: retail chains, distributors and wholesalers: and other. The Group
grants different payment period for the above categornies of its customers. Retail chains are granted with the highest
payment period from the shipment date comparing with other categones. Customers which do not meel the credit
quakty requirgments ang supplied on @ pregayment basis only,

The table below shows trade receivables by category in acoordance with Group's Credit policy (ranged by increass in
credit risk):

Trade receivables 31 December 2007 31 December 2006
Ratail chains 43,034 30,380
Distributors and wholasalers 59,185 33478
Cithers 10821 B.114
Taotal 113,020 74,972

Trade receivables of relail chaing and destributors and wholesalers are mode reliable for cash collection in contrast to
olhers irade receivables. Although the collection of receivables could be influenced by economic factors,
managemen believes that there is no significant risk of logs o the Group beyond the provision already recorded
(Note 11}

(e} Liguidity risk

Lbguidity risk results from the Group's potential inability to meet its financial liabiities, such as seftliemants of financial
debt and payments 1o suppliers. The Group's approach te lquidity risk management is 1o maintain sufficient readily
available reserves in order 1o meet its Buidity requirements at ary point in tme.

Liquidity planning is performed by the corporate treasury funciion and corporate finance and reporied to the
management of the Group, Beyend cash management, the Group mitigates liquidity risk by keeping committed credit
Ings available,

In oeder fo take advantage of inancing opportunities in local and internaticnal capital markets the Group has obiained
credit ratings from Moody's, This ingtitution have rated the Group as BAS with stable cutlook.

The table below analyses the Group's financial liabilties into relevant maturity groupings based on the remaining
period at the bakance sheet 10 the contractual matunty date, The amounts disclosed in the table are the contractual
undiscounied cash flows. Balances dut within 12 months equal their carrying balances, as the impact of discounting
is not significant,

27
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28 Financial Risk Management (Continued)

(e} Liguidity risk {continued)

Less than 1 year Between 1 and 5 Over § years
years

At 31 December 2007
Trade accounts payable 55,369 - -
Payables for property, plant and equipment TB9T . -
Borowings 114,406 144,133 3,588
Finance leases payable 12,239 47,700 20,937
Total 190,711 191,833 24,508
At 31 December 2006
Trade accounts payable 38,390 - -
Payables for property, plant and equipment 3,946 - =
Borrowings 78.522 49616 7.747
Finance leases payable 5,783 22,700 6,621
Total 124,841 72,3156 14,368

The liquidity ratio of the Group, calculated as ratio of current assets to cumrent liabilities were 1.6 at 31 December
2007 (2008: 1.8).

29 Capital Management

The Group’s cbjectives when managing capital are to safeguard its ability to continue as a geing concern, 1o provide
returns for shareholders and benefits for other stakeholders, to have available the necessary financial resources for
investing aclivities and to maintain an optimal capital structure in arder to reduce the cost of capital,

The Group monitors capital an the basis of the gearing ratio. This ratio is calculated as net debt divided by net debt to
shareholder's equity. Net debt is calculated as total borrowings (including “current and non-current borrowings' as
shown in the consolidated balance sheet and Payables for property, plant and equipment as shown in note 17) less
cash and cash equivalents. Tolal capital is calculated as 'equity’ as shown in the consolidated balance sheet plus net
debt.

The group's strategy, which was unchanged from 2005, was to maintain the gearing ratio within 80%. The gearing
ratio at 31 December 2007 and 2006 were as follows:

2007 2008
Total borrowings (Mote 15) 235,787 123,019
Finance leases payable (Mote 16) 66,210 29,687
Payables for property, plant and equipment 7,687 . 3945
Less: cash and cash equivalents (Mote 12) (8.372) (4,328)
et debt 300,322 152,325
Total equity 318,574 237,525
Total capital 618,856 389,850
Gearing ratio 48% 38%

The increase in the gearing ratio during 2007 resulted primarily from bonds’ issue.

The Group has established a policy thal the ratio of the Group indebtedness to its EBITDA should not exceed three
times. For this purpose debt is determined as the sum of borrowings, finance leases payable and payable for
property, plant and equipment outstanding.

The ratio of Debt to EBITDA as of 31 December 2007 and 31 December 2005 is shown in the table below:

2007 2006
Operating profit 124 440 103,748
Add: depreciation and amortization 31610 16,511
EBITDA 156,050 120,258
Ned dabt 300,322 152,325
Debt/EBITDA 1.9 1.3
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28 Capital Management (Continued)

There are cerain requirements on siatutory capital in Russian Federation. In pasticular share capdal of open joint
slock companies should be not less than RR 100 thousand. The Growp's accounting and legal departments monitor
compliance of the Company's staiulory capital 1o the applicable legislation at each reporting date.

30 Fair Value of Financial Instruments

Fair vales i3 (he armount 81 which a ﬁl‘l‘ﬂﬁﬂ inglrument oould be Emﬁd in a current transachon betweaan 'ﬁ"l"W
parties, olher than in  forced sale or Bquidation, and is best evidencad by an active quoled market price.

The estimated fair values of financial ingfrumenis have been determined by the Group using avadable market
information, whene i exists, and appropriate valuation methadologees. However, judgement is necessarily required 1o
interpret marke! data 1o determing the estimated fair value. The Fussian Federation continues to display some
characteristics of an emenging market and econamic conditions continue 1o limit the volume of activity in the financial
markets, Marke! quotations may be ouidaled or reflect distress sale transactions and therefore not represent fair
values of financial instrurnents. Management has used all available market information in estimating the fair value of
financial instruments.

Financial instruments carried at fair value. Avaiablefor-sale invesimants are carried on the consolidated balanca
sheet at their fair value. Cash and cash equivalents are carried af amortised cost which approximates current fair
valug.

Financial assets carried at amortised cost. The fair value of ﬁoming rabe instrurnents is normally thes carrying
amount. The estimated fair valuee of fived interest rate instrurments is based on estimated future cash flows expecied
te be received discounted a1 current interest rates for new instruments with similar credit risk and remadning maturity.
Discount rates used depend on credit risk of the counterparty. Carrying amounts of trade receivables ane presenbed
below.

Liabilities carried at amortised cost The fair value is based on quoted market prices, if available. The estimated
fair value of fixed interes! rale instruments with stated maturity, for which a quoted market price is notl available, was
eslimated based on expected cash flows discounted at current inlerest rates for new instrements wilth gamilar creda
risk and remaining maturity. The fair value of Eabilities repayable on demand or afler a notice period (“demandable
liabilities”) is estimated as the amoun payable on demand, discounted from the first date that the amount could be
required to be paid. Camying amouwnts of borrowings is presanted below.

Loans and  Available-for- Taital Tatal
receivables sale Carrying valug Fair Value
31 December 2007
Assets per the balance sheet
Available-for-sale financial assets E 24 24 24
Loans . % . g
Trade receivables 113,020 - 113,020 113.020
Cash and cash equivalents 8372 B 8,372 8472
Total 189,045 24 191,724 189,069
Other financial Taotal Tatal
liabilities Carrying value Fair Valug
Liabilities as per balance sheet
Bomowings 235787 235,787 235328
Leasa kabilibes 88210 65,210 68210
301,557 301,987 301,997
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30 Fair Value of Financial Instruments (Continued)
Loans and Available-for- Total Total
receivables sale Carrying value Fair Value
31 December 2006
Assets per the balance sheet
Available-for-sale financial assets - 241 241 241
Loans - - - -
Trade receivables 74,8972 - 74972 74,972
Cash and cash equivalents 4328 - 4,328 4,328
Total 127,611 241 130,503 127,852
Other financial Total Total
liabilities Carrying value Fair Value
Liabilities as per balance sheet
Borrowings 123,019 123,019 123,019
Lease liabilities 29,687 29,687 29,587
152,708 152,706 152,706

31 Events after the Balance Sheet Date

Disposal of Progress. On 20 March 2008, the four largest individual shareholders of JSC Lebedyansky entered into
a conditional agreement with PepsiCo to sell their shares in Lebedyansky totalling 75.53%, excluding the baby food
and mineral water business, for LI5S 1,357 million or USS 88.02 per share,

Share option plan. In March 2005 the Group granted senior management oplions to acguire in total §5.500 of the
Company's ordinary shares al par value of RR 0.01. In March 2008 all the options were exercised and the Group
delivered the ordinary shares of the Group at the price RR 0.01 per share



