Merrill Corporation 07-17036-1 Sat Jun 23 03:59:47 2007 (V 2.247w--P66552CHE) Chksum: 704327 Cycle2.0
20-F Wimm Bill Dann Foods OJSC
105255 c:\fc\17435858713 p66532che 2209447\17036-1-BA.pdf EDGAR :Redline:OFF Doc 1 Pagel

SECURITIESAND EXCHANGE COMMISSION

Washington, D.C. 20549

Form 20-F

| Registration Statement pursuant to Section 12(b) or (g) of the Securities Exchange Act of 1934

Annual report pursuant to Section 13 or 15(d) of tokr1e Securities Exchange Act of 1934 for the fiscal year ended
December 31, 2006

O Transition report pursuant to Section 13 or 15(d)(gf the Securities Exchange Act of 1934

O Shell company report pursuant to Section 13 or 1;r(d) of the Securities Exchange Act of 1934

Commission file number: 1-31232

WIMM-BILL-DANN FOODS OJSC

(Exact name of Registrant as specified in its charter)
RUSSIAN FEDERATION
(Jurisdiction of incorporation or organization)
16 Yauzsky Boulevard, M oscow 109028, Russian Feder ation
(Address of principal executive offices)
Securities registered or to be registered pursuant to Section 12(b) of the Act:

Title of Each Class Name of Each Exchange on Which Registered
AMERICAN DEPOSITARY SHARES, EACH NEW YORK STOCK EXCHANGE
REPRESENTING ONE SHARE OF COMMON STOCK
COMMON STOCK, PAR VALUE NEW YORK STOCK EXCHANGE(1)

20 RUSSIAN RUBLES PER SHARE
Securities registered or to be registered pursuant to Section 12(g) of the Act:

NONE
(Title of Class)

Securities for which there is a reporting obligation pursuant to Section 15(d) of the Act:

NONE
(Title of Class)

Indicate the number of outstanding shares of each of the issuer’s classes of capital or common stock as of the close of the period covered by the annual report.

44,000,000 shares of common stock, par value 20 Russian rubles each, as of December 31, 2006.

14,405,337 American Depositary Shares, each representing one share of common stock, as of December 31, 2006.

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act.

Yes: O No:

If thisreport isan annual or transition report, indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or 15(d) of the
Securities Exchange Act of 1934.

Yes. O No:

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act of 1934 during
the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject to such filing requirements for the past
90 days.

Yes: No: O

Indicate by check mark whether the registrant is alarge accelerated filer, an accelerated filer, or anon-accelerated filer. See definition of “accelerated filer and

large accelerated filer” in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer: O Accelerated filer: Non-accelerated filer: O
Indicate by check mark which financial statement item the registrant has elected to follow:
Iltem 170 Item 18
If thisis an annual report, indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).
Yes O No:

(1) Listed, not for trading or quotation purposes, but only in connection with the registration of ADSs pursuant to the requirements of the Securities and Exchange
Commission




Merrill Corporation 07-17036-1 Sat Jun 23 11:41:43 2007 (V 2.247w--P66551CHE) Chksum: 255912 Cycle2.0
20-F Wimm Bill Dann Foods OJSC

105235 c:\fc\174114058434 p66528che 2210167\17036-1-BG.pdf EDGAR :Redline:OFF Doc 1 Page?2
CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING STATEMENTS 3
PART | 4
Item 1. Identity of Directors, Senior Management and Advisors 4
Item 2. Offer Statistics and Expected Timetable 4
Item 3. Key Information 4
Iltem 4. Information on Our Company 40
Item4A. Unresolved Staff Comments 76
Item 5. Operating and Financial Review and Prospects 76
Item 6. Directors, Senior Management and Employees 103
Iltem 7. Major Shareholders and Related Party Transactions 112
Item 8. Financial Information 113
Item 9. Offer and Listing Details 115
Item 10. Additional Information 116
Item 11. Quantitative and Qualitative Disclosures about Market Risk 138
Item 12. Description of Securities Other than Equity Securities 141
PART 11 142
Item 13. Defaults, Dividend Arrearages and Delinquencies 142
Item 14. Material Modifications to the Rights of Security Holders and Use of Proceeds 142
Item 15T. Controls and Procedures 142
Item 16A. Audit Committee Financial Expert 145
Item 16B. Code of Ethics 145
Item 16C. Principal Accountant Fees and Services 146
Item 16D. Exemption from the Listing Standards for Audit Committees 146
Item 16E. Purchases of Equity Securities by the Issuer and Affiliated Purchasers 146
PART 111 147
Item 17. Financial Statements 147
Item 18. Financial Statements 147
Item19. Exhibits 148

Unless the context otherwise requires, referencesto “WBD,” “Company,” “we,” “us,” or “our” refer to Wimm-Bill-Dann Foods
0JSC and its subsidiaries.

In thisannual report, referencesto “U.S. dollars’ or “$” are to the currency of the United States, referencesto “rubles’ or “RUR”
are to the currency of the Russian Federation, and referencesto “€” or “euro” are to the lawful currency of the member states of the
European Union that adopted a single currency in accordance with the Treaty of Rome establishing the European Economic
Community, as amended by the treaty on the European Union, signed at Maastricht on February 7, 1992.
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CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING STATEMENTS

Matters discussed in this document may constitute forward-looking statements. The Private Securities Litigation Reform Act of
1995 provides safe harbor protections for forward-looking statements in order to encourage companies to provide prospective
information about their businesses. Forward-looking statements include statements concerning plans, objectives, goals, strategies,
future events or performance, and underlying assumptions and other statements, which are other than statements of historical facts.

We desire to take advantage of the safe harbor provisions of the Private Securities Litigation Reform Act of 1995 and are
including this cautionary statement in connection with this safe harbor legislation and other relevant laws. This document and any
other written or oral statements made by us or on our behalf may include forward-looking statements, which reflect our current views
with respect to future events and financial performance. The words “believe,” “expect,” “anticipate,” “intend,” “estimate,” “forecast,”
“project” and similar expressions identify forward-looking statements. Forward-looking statements appear in a number of places
including, without limitation,

“Item 3. Key Information—D. Risk Factors,” “Item 4. Information on Our Company” and “Item 5. Operating and Financial
Review and Prospects,” and include statements regarding: strategies, outlook and growth prospects; future plans and potential for
future growth; liquidity, capital resources and capital expenditures; growth in demand for our services; economic outlook and industry
trends; developments of our markets; the impact of regulatory initiatives; and the strength of our competitors.

The forward-looking statementsin this document are based upon various assumptions, many of which are based, in turn, upon
further assumptions, including without limitation, management’s examination of historical operating trends, data contained in our
records and other data available from third parties. Although we believe that these assumptions were reasonable when made, because
these assumptions are inherently subject to significant uncertainties and contingencies which are difficult or impossible to predict and
are beyond our control, we may not achieve or accomplish these expectations, beliefs or projections. In addition to these important
factors and matters discussed el sewhere herein and in the documents incorporated by reference herein, important factors that, in our
view, could cause actual resultsto differ materially from those discussed in the forward-looking statements including the achievement
of the anticipated levels of profitability, growth, cost and synergy of our recent acquisitions, the timely development and acceptance of
new products, the impact of competitive pricing, the ability to obtain necessary regulatory approvals, the impact of general business
and global economic conditions and other important factors described from time to time in the reports filed by us with the Securities
and Exchange Commission.

Except to the extent required by law, neither we, nor any of our respective agents, employees or advisors intend or have any duty
or obligation to supplement, amend, update or revise any of the forward-looking statements contained or incorporated by referencein
this document.
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PART |
Item 1. I dentity of Directors, Senior Management and Advisors
Not applicable.

Item 2. Offer Statistics and Expected Timetable
Not applicable.

Item 3. Key Information
A. Selected Financial Data

The selected consolidated and combined financial data set forth below at December 31, 2006, 2005, 2004, 2003 and 2002 and for
the years then ended have been derived from our audited financial statements prepared in accordance with U.S. GAAP. The selected
consolidated and combined financia data should be read in conjunction with our Consolidated Financial Statements as of
December 31, 2006 and 2005 and for the years ended December 31, 2006, 2005, and 2004 included under “Item 18. Financial
Statements” and “Item 5. Operating and Financial Review and Prospects.”

For the years ended December 31,

2006 2005 2004 2003 2002

Statement of Operations Data:
Sales 1,762,127  1,394,590(1) 1,183,986 938,459 824,734
Cost of sales (1,194,159)  (999,006) (858,767)  (665,104)  (579,707)
Gross profit 567,968 395,584 325,219 273,355 245,027
Selling and distribution expenses (246,054)  (191,990) (173,433) (140,746)  (109,527)
General and administrative expenses (134,481)  (109,642) (92,816) (75,973) (62,955)
Other operating expenses (31,812) (6,457) (6,047) (7,481) (6,497)
Operating income 155,621 87,495 52,923 49,155 66,048
Financial income and expenses, net (15,480) (22,868) (14,618) (15,273) (14,131)
Income before provision for income taxes

and minority interest 140,141 64,627 38,305 33,882 51,917
Provision for income taxes(2) (41,560) (30,712) (12,170) (10,717) (14,249)
Minority interest (3,197) (3,649) (3,161) (2,012) (1,922)
Net income 95,384 30,266 22,974 21,153 35,746
Earnings per share—basic and diluted:

Income from continuing operations 217 0.69 0.52 0.48 0.83

Income from discontinued

operations — — — — —

Net income 2.17 0.69 0.52 0.48 0.83
Dividends per share(3) 0.55 — — — —
Weighted average number of shares

outstanding 44,000,000 44,000,000 44,000,000 44,000,000 43,063,014
Other Data:
Capital expenditures 129,963 75,110 72,639 107,186 136,100
Cash provided by (used in) operating

activities 167,252 113,937 71,720 29,940 (6,863)
Cash used in investing activities (228,158)  (125,157) (73,808) (95,142)  (122,677)
Cash (used in) provided by financing

activities 1,359 82,619 (16,159) 73,399 152,600

(1) Where necessary, corresponding figures have been adjusted to conform with changes in the presentation of the current period.
Previoudly, we classified as sales revenue amounts from sales of
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non-milk inventory and services; related expenses were included in the cost of sales. Commencing 2006, we began classifying
such items in other operating expenses. Prior net sales and cost of sales have been reclassified accordingly for comparative
periods presented in the accompanying financial statements. This change in classification has no effect on previously reported net
income,

(2) Provision for income taxes includes the tax benefit in our juice business relating to the small enterprise tax legislation.

(3) Dividends paid in 2006 are attributable as follows: $0.17 per share—for years 2002-2004, $0.08 per share—for three months
ended March 31, 2006, $0.30 per share—for nine months ended September 30, 2006.

At December 31,

2006 2005 2004 2003 2002
Balance Sheet Data:
Total assets 1,175,936 920,557 796,088 743,885 589,093
Total net assets 497,494 387,043 370,916 324,618 282,884
Total debt(1) 442,999 371,646 283,168 283,442 186,039
Total liabilities 659,465 508,895 407,845 398,099 284,660
Total liabilities and shareholders’ equity 1,175,936 920,557 796,088 743,885 589,093

(1) Total debt represents long-term and short-term loans, including the current portion of long-term loans, notes payable and vendor
financing obligations.
Exchange Rates and Inflation

The following tables show, for the periods indicated, certain information regarding the exchange rate between the ruble and the
U.S. dollar, based on data published by the Central Bank of Russia. These rates may differ from the actual rates used in the
preparation of our financial statements and other financial information appearing herein.

Rubles per U.S. dollar

Period
High L ow Average(1) End

Year ended December 31,
2006 2848 26.18 27.09 26.33
2005 29.00 27.46 28.31 28.78
2004 29.45 27.75 28.73 27.75
2003 3188 29.25 30.61 29.45
2002 3186 30.14 31.39 31.78

(1) Theaverage of the exchange rates on the last business day of each full month during the relevant period.

Rubles per U.S. dollar

High Low
May 2007 25.92 25.69
April 2007 26.01 25.69
March 2007 26.24 25.97
February 2007 26.55 26.16
January 2007 26.58 26.45
December 2006 26.39 26.18
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On June 5, 2007, the exchange rate between the ruble and the U.S. dollar was 25.89 rubles per $1.00.
The following table shows the rates of inflation in Russiafor the years indicated:

Inflation
rate

Year ended December 31,
2006 9.7%
2005 10.9%
2004 11.7%
2003 12.0%
2002 15.1%

Source: Central Bank of Russia.

Effective from January 1, 2003, Russia no longer met the criteriafor a highly inflationary economy. Inflation continued to slow
down in Russiain the period from January 1, 2004 till now days. Inflation dynamics were affected by several factors resulting both to
international energy and oil market prices and to administrative decisions and controlling factors of Bank of Russia.

Our results of operations are affected by the relationship between the rate of inflation and the nominal rate of

devaluation/appreciation of the ruble against the U.S. dollar (i.e., by the real appreciation or depreciation of the ruble against the U.S.
dollar). In 2006, 2005 and 2004, the ruble appreciated in real terms against the U.S. dollar.

2006 2005 2004

Inflation(1) 9.7% 10.9% 11.7%
Nominal appreciation/(depreciation) of the ruble relative to the U.S. dollar(1)

2 40% 1.9% 6.5%
Real appreciation of the ruble relative to the U.S. dollar(2) 10.7% 10.8% 15.1%

(1) Source: Central Bank of Russia

(2) For purposes of calculating the interest rate of our U.S. dollar-denominated notes, we used the Russian ruble/U.S. dollar exchange
rates at December 31, 2006, 2005 and 2004, which appreciated/(depreciated) at the rates of 8.5%, (3.7)% and 6.1%, respectively.

B. Capitalization and Indebtedness
Not applicable.

C. Reasonsfor the Offer and Use of Proceeds
Not applicable.

D. Risk Factors

An investment in our shares and ADSs involves a high degree of risk. You should carefully consider the following information
about these risks, together with the information contained in this document, before you decide to buy our shares or ADSs. If any of the
following risks actually occurs, our business, financial condition, results of operations or prospects could be materially adversely
affected. In that case, the value of our shares and ADSs could also decline and you could lose all or part of your investment.

We have described the risks and uncertainties that our management believes are material, but these risks and uncertainties may
not be the only ones we face. Additional risks and uncertainties, including those we
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currently are not aware of or deem immaterial, may also result in decreased operating revenues, increased operating expenses or
other events that could result in a decline in the value of our ADSs.

Risks Relating to Business Operationsin Emerging Markets

Emerging markets such as the Russian Federation are subject to greater risks than more developed markets, including significant
legal, economic and political risks.

Investors in emerging markets such as the Russian Federation should be aware that these markets are subject to greater risks than
more devel oped markets, including in some cases significant legal, economic and political risks. Investors should also note that
emerging economies, such as the economy of the Russian Federation, are subject to rapid change and that the information set out
herein may become outdated relatively quickly. Accordingly, investors should exercise particular care in evaluating the risksinvolved
and must decide for themselves whether, in light of those risks, their investment is appropriate. Generally, investment in emerging
markets is only suitable for sophisticated investors who fully appreciate the significance of the risksinvolved and investors are urged
to consult their own legal and financia advisors before making an investment in our securities.

Risks Relating to Our Business and Industry
Economic downturns could hurt our turnover and materially adversely affect our strategy to increase our sales of premium brands.

Demand for dairy and certain beverage products depends primarily on demographic factors and consumer preferences, aswell as
factors relating to discretionary consumer spending, including the general condition of the economy and general levels of consumer
confidence. The willingness of consumers to purchase branded food and beverage products depends, in part, on local economic
conditions. In periods of economic uncertainty, consumers tend to purchase more economy brands and, to the extent that our business
strategy depends on the expansion of the sales of premium brands and value-added products, our results of operations could suffer.
Reduced consumption of our productsin any of our key markets could reduce our turnover and profitability.

Thefailure of our geographic expansion strategy could hamper our continued growth and profitability.

Our expansion strategy depends, in part, on funding growth in additional markets, on our ability to identify attractive
opportunities in markets that will grow and on our ability to manage the operations of acquired or newly established businesses.
Should growth decline in our existing markets, not increase as anticipated in markets in which we have recently acquired or
established businesses, or not increase in markets into which we subsequently expand, our geographic expansion strategy may not be
successful and our business and profitability may suffer.

In addition, we currently have production facilitiesin Ukraine, Kyrgyzstan and Uzbekistan and trade operations in Kazakhstan,
and our strategy contemplates the acquisition of additional operationsin the countries of the Commonwealth of Independent States, or
the CIS. Aswith Russia, these countries are emerging markets subject to greater political, economic, social and legal risks than more
developed markets. In many respects, the risks inherent in transacting business in these countries are similar to those in Russia,
especially those risks set out below in “—Risks Relating to the Russian Federation.”

Moreover, these countries represent new operating environments for us, which are located, in many instances, a great distance
from our Russian operations and across multiple international borders. We thus expect to have less control over their activities. In
addition, we may face more uncertainties with respect to the operational and financial needs of these businesses. These factors may
hurt the profitability of our current and future operations in these countries.
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Our growth strategy relies on acquisitions and establishing new businesses, and our future growth, results of operations and
market share would be adversely affected if we fail to identify suitable targets, outbid competing bidders or finance acquisitions on
acceptable terms.

Our strategy depends on us being alarge manufacturer in the dairy and juice sectors so that we can benefit from economies of
scale, better satisfy customer needs and compete effectively against other producers. Our growth will suffer if we are unable to
implement our acquisition strategy, whether because we fail to identify suitable targets, outbid competing bidders or finance
acquisitions on acceptable terms or for any other reason. Furthermore, any acquisitions or similar arrangements may harm our
business if we are unsuccessful in our integration process or fail to achieve the synergies and savings we expect.

We cannot assure you of the successful integration of existing or newly acquired businesses. | f we fail to integrate our businesses
successfully, our rate of expansion could slow and our results of operations and financial condition could be materially adversely
affected.

We have grown through numerous acquisitions and are in the process of integrating and restructuring some of our businesses. We
may make additional acquisitionsin the future. Achieving the benefits of our acquisitions and our restructuring efforts will depend, in
part, on integrating our businesses in an efficient manner. We cannot assure you that such integration will happen or that it will happen
in atimely manner.

Theintegration of our businesses, as well as of any businesses we may acquire in the future, requires significant time and effort
from our senior management, who are also responsible for managing our existing operations. The integration of new businesses may
be difficult for avariety of reasons, including differing culture, management styles and systems and infrastructure and poor records or
internal controls. In addition, integrating new acquisitions may require significant initial cash investments. Furthermore, even if we are
successful in integrating our existing and new businesses, expected synergies and cost savings may not materialize, resulting in lower
than expected profit margins. We cannot assure you that we will be successful in realizing any of the anticipated benefits of the
companies that we are now in the process of integrating or that we may acquire in the future. If we do not realize these benefits, our
financial condition, results of operations and prospects could be materially adversely affected.

We also may acquire or establish businessesin countries that may represent new operating environments for us and which may
be located a great distance from our headquarters in Moscow. We may thus have less control over the activities of these companies
and may face more uncertainties with respect to the operational and financial needs of these businesses, which may hinder our
integration efforts.

Rapid growth and expansion may cause us difficulty in obtaining adequate managerial and operational resources, restricting our
ability to expand successfully our operations.

We have experienced substantial growth and development in arelatively short period of time, and we believe that our businesses
will continue to grow for the foreseeable future. The operating complexity of our business, as well as the responsibilities of
management, have increased as aresult of this growth, placing significant strain on our managerial and operational resources. Our
future operating results depend, in significant part, upon the continued contributions of our management and technical personnel.

We will need to continue to improve our operational and financial systems and managerial controls and procedures to keep pace
with our growth. We will also have to maintain close coordination among our logistical, technical, accounting, finance, marketing and
sales personnel. Management of growth will require, among other things:

¢ the ability to integrate new acquisitions into our operations,

e continued development of financial and management controlsand IT systems and their implementation in newly acquired
businesses,
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¢ increased marketing activities;
¢ hiring and training of new personnel; and

¢ the ability to adapt to changesin the markets in which we operate, including increased competition and demand for our
Services.

Our inability to manage our growth successfully could have a material adverse effect on our business, financia condition and
results of operations.

There are material weaknesses in our internal control over financial reporting and we may not be able to remedy these material
weaknesses or prevent future material weaknesses. If we fail to do so there isa more than remote likelihood that a material
misstatement of the annual or interim statements will not be prevented or detected.

The material weaknesses in our internal control over financial reporting as identified by our management for the year ended
December 31, 2006 are summarized below:

e Our financial statement closing process and the transformation of our statutory financial statementsinto U.S. GAAP
consolidated financial statements has not reduced to an acceptably low level the risk that material errors may occur and may
not be detected on atimely basis by management in the normal course of business; and

¢ |nsufficient accounting resources and expertise in respect of the preparation of consolidated financial statementsin accordance
with U.S. GAAP.

Notwithstanding the steps we have taken and continue to take that are designed to remediate each material weakness identified
above, we may not be successful in remediating these material weaknesses in the near or long term and we may not be able to prevent
other material weaknesses in the future. Any failure to maintain or implement required new or improved internal control over financial
reporting, or any difficulties we encounter in their implementation, could result in additional significant deficiencies or additional
material weaknesses, failure to meet our periodic reporting obligations or result in material misstatementsin our financial statements.
Any such failure could also adversely affect the results of periodic management evaluations and annual auditor attestation reports
regarding the effectiveness of our internal control over financial reporting required under Section 404 of the Sarbanes-Oxley Act of
2002. Management assessment has been done by WBD as of December 31, 2006, but it has not been audited by our independent
registered public accounting firm, as we are subject to exemptions provided by SEC filing #33-8730A of August 9, 2006. The
existence of a material weakness could result in errorsin our financial statements that could result in arestatement of financial
statements, cause us to miss our reporting deadlines and cause investors to lose confidence in our reported financial information,
leading to adecline in the price of our ordinary Shares and ADSs. See“Item 15T. Controls and procedures’ for additional
information.

To comply with the requirements of Section 404 of the Sarbanes-Oxley Act of 2002, we have incurred and will continue to incur
significant costs and resources, including senior management time, from our operating businesses, which could materially
adversely affect our business, results of operations and prospects.

Section 404 of the Sarbanes-Oxley Act and the SEC’ s and the PCAOB'’ s regul ations thereunder require that our management
evaluate the effectiveness of our internal control over financial reporting on an annual basis and disclose any material weaknessesin
our internal control over financial reporting. In addition, commencing in our annual report for the fiscal year ended December 31,
2007, to befiled in 2008, our independent registered public accounting firm will be required to audit management’ s evaluation as well
asour internal control over financia reporting. We have already incurred and will continue to incur costs and resources, including
time of senior management, to design, maintain and evaluate internal control over financial reporting under these rules. Senior
management time will necessarily be diverted
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from running our business. These costs are especially high for us primarily due to the diversity and geographic location of our
businesses. For these reasons, the costs involved in attempting to achieve Section 404 compliance could have a material adverse effect
on our business, financial condition, results of operation and prospects.

We are taking steps to refine our internal control over financial reporting directed to correct the material weaknesses pursuant to
Section 404 of the Sarbanes-Oxley Act, and the efficacy of the steps we have taken to date and the steps we are till in the process of
completing is subject to continued management review supported by confirmation and testing by management and by our internal
auditors, aswell as audit committee oversight. As aresult, additional changes are continued to be made to our internal control over
financia reporting.

We developed a documentation of our statutory and U.S. GAAP financial statements closing process. Currently, we are in the
process of improving internal guidelines and strengthening individual procedures and controls over the reporting process. We continue
to improve U.S. GAAP capabilities of our professional staff engaged in the financial statements preparation process by hiring
accounting personnel who are receiving or have received ACCA-qualification, with experience at other NY SE-listed Russian
companies and at Big Four accounting firms. Further, we plan to continue arranging training seminars for our accounting staff,
including various U.S. GAAP trainings.

In addition we have a specia department established as part of internal control department, devoted to strengthening our systems
of internal control over financial reporting in an effort to comply with Section 404 of the Sarbanes-Oxley Act of 2002. As of
March 2007, this department was comprised of three employees developing the internal controls methodology and three employees
tasked with implementing the procedures as they are developed. The department is based out of our Moscow headquarters, with
additional internal controllers at regional subsidiaries.

I ncreased competition among juice producersin Russia may adversely affect our results of operations.

Although juice consumption in Russia continues to increase, our juice product sales volume decreased in 2004 and 2005 due to
vigorous market competition from other domestic producers and increased activity by foreign producers. Although our juice sales
increased in 2006 by 6.9% compared to 2005, continued and/or increased competition among juice producers in Russia may cause
future decline in the sales volumes of our juice products, as well as affect our juice prices and profit margins and, consequently, may
materially adversely affect our results of operations. “ See Item 4. Information on Our Company—B. Business—Business Overview—
Beverage products and brands—M arket trends and competition” for additional information regarding our competitors.

Consumer preference for low-price juice products and the volatility of certain raw materialsrequired for juice production may
cause our profit margins to decline and have a material adverse affect on our results of operations.

Consumer preference for low-price juice products, primarily in the regions outside of Moscow and St. Petersburg where per
capita household incomes are generally lower, put pressure on juice prices in 2004, 2005 and 2006. In addition, raw materials required
for juice production, such as juice concentrate and sugar, are international commodities and are subject to international price
fluctuations, and we have experienced significant increases in the cost of these commoditiesin 2005 and 2006. The prices for sugar
and juice concentrate, especially orange, have increased significantly and we expect them to continue to increase for the foreseeable
future. A continuation of these trends may cause a decline in our juice product profit margins and, consequently, materially adversely
affect our results of operations.
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Increasing tariffs and restructuring in the transport sector could have a materially adver se effect on our business.

Railway transportation is one of our principal means of transporting supplies and juice and water products to our facilities and
customers. Currently, the Russian government setsrail tariffs and may further increase these tariffs asit did in 2004, 2005 and 2006.

In 2003, legidation was enacted which sets out the framework for the reorganization of the Russian Railways Ministry into OAO
Russian Railroads, ajoint-stock company, to be followed by the eventual privatization of certain of its functions by 2007. Itis
currently unclear whether this reorganization and privatization will be completed in accordance with the timetable contemplated in the
legislation or at al. If the privatization of Russian Railroads or other factors result in increased railway transport costs, thereby
decreasing our profit margins, our results of operations could be materially adversely affected.

Our inability to develop and maintain awareness of new brands, products and product categories could significantly inhibit our
future growth and profitability.

Our business strategy contemplates our entry into new product categories, development of new products and marketing new
brands in existing product lines. This strategy is designed to increase our market share and revenues by increasing consumer demand
in our existing markets and entering into new market segments. The success of this strategy depends, in part, on our ability to
anticipate the tastes and dietary habits of consumers and to introduce and offer products that appeal to their preferences. Our failure to
anticipate, identify or react to changes in consumer preferences and consequent failure to successfully develop new brands, products
and product categories could negatively affect our expansion strategy and could significantly inhibit our future growth and
profitability.

In addition, devel oping and maintaining brand awareness of our brandsin a cost effective manner is critical to informing and
educating the public about our current and future product offerings and is an important element in attracting new consumers.
Successful promotion of our brands will depend largely on the effectiveness of our marketing efforts and on our ability to provide
reliable and useful products and services at competitive prices. Brand promotion activities may not yield increased operating revenues,
and even if they do, such operating revenues may not offset the operating expenses we incur in building our brands. Furthermore, our
ability to attract new consumers and retain existing consumers depends, in part, on our ability to maintain what we believe to be our
favorable brand image. Our failure to successfully and efficiently promote and maintain our brands may limit our ability to attract new
consumers and retain our existing consumers and materially adversely affect our business, financia condition, results of operations
and prospects.

If we do not continue to be an efficient producer in a highly competitive environment, particularly in relation to purchases of our
packaging and raw materials, or an effective advertiser in a highly inflationary media environment, our results of operations will
suffer.

Our success depends, in part, on our continued ability to be an efficient producer in a highly competitive industry. If we cannot
continue to control costs through productivity gains or by eliminating redundant costs resulting from acquisitions, our results of
operations will suffer. In particular, price increases and shortages of packaging and raw materials could have amaterial adverse effect
on our results of operations. For example, our results of operations may be affected by the availability and pricing of packaging
materials, principally cardboard and plastic containers, and raw materials, principally raw milk and juice concentrate. We are
substantially dependent upon one supplier of packaging materials, Tetra Pak, which may make us more vulnerable to changesin
global supply and demand and their effect on price and availability of these materials. Additionally, weather conditions and other
factors beyond our control significantly influence the price and availability of our raw materials. A number of our raw materials, such
asjuice concentrate and sugar, are international commodities and are subject to international price
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fluctuations, and we experienced significant increases in raw milk, sugar and concentrate prices during 2004, 2005 and 2006.

Our success also depends on our continued ability to be an effective advertiser in a market where mediainflation on leading
national television channels exceeded 30% in 2006. A substantial increase in the prices of any of the foregoing, which we may not be
able to pass on to customers through price increases, or a protracted interruption in supply with respect to packaging or raw materials,
could have amaterial adverse effect on our financial condition and results of operations. See “Item 4. Information on Our Company—
B. Business—Business Overview.”

We may be unable to continue to add products and greater production capacity in faster growing and more profitable categories.

The food industry’ s growth potential is constrained by population growth and growth in personal income. Our success depends,
in part, on our ability to expand our business faster than populations are growing in the markets that we serve, or notwithstanding
declinesin the populationsin those markets. One way to achieve that growth isto enhance our portfolio by adding products and
greater production capacity in faster growing and more profitable categories. In the past, we have experienced delaysin the
installation of new production equipment due to internal technical integration issues as well as delays by vendors and other third-party
suppliersininstalling and testing new production lines. Future delays in new equipment installation could inhibit our ability to add
products and expand our production capacity, cause our output volume to suffer and, consequently, have a material adverse effect on
our results of operations.

Our inability to address the seasonal difference between the demand for dairy products and the supply of raw milk and the
increasing prices of raw milk could result in a significant increasein our production costs, reducing our profitability.

The demand for our dairy productsis significantly higher during the winter months, when Russian raw milk productionis at its
lowest. Conversely, during the summer months we generally experience depressed demand for dairy productsin many markets, while
raw milk production is at its peak. If we are unable to mitigate this inverse relationship successfully, either through the purchase of
raw milk during the winter at commercially competitive prices or through the use of powder milk, our production costs will increase
significantly in the winter, reducing our profitability.

In addition, the average weighted raw milk purchase price increased for usin ruble terms by approximately 17% in 2004, 14% in
2005 and 7% in 2006. The price increases are due, in part, to the raw milk shortages caused by the ongoing decline of dairy cattlein
Russia. These increases adversely affected our dairy product profit margins in 2004, 2005 and 2006, and continued increases in raw
milk prices could further reduce our profitability. The shortage of high quality raw milk, coupled with the raw milk price increases,
may aso limit our ability to expand our production of high margin value-added dairy products. See “Item 5. Operating and Financial
Review and Prospects—D. Trend Information” for additional information.

In the event that the Moscow City Government were to reduce significantly the prices or the amount of productsit purchases from
our baby food business, then our revenues and profits from this business could be reduced.

In 2005 and 2006, baby food purchased from us by the Moscow City Government comprised approximately 36% and 33%
respectively of the total sales revenue of our baby food segment. We supply these products to the Moscow City Government pursuant
to atender held on ayearly basis. In the event that we were to lose a tender, or the Moscow City Government was to reduce
significantly the prices or the amount of products it purchases from our baby food business, and we were unable to find aternative
purchasers, then our revenues and profits from this business could be reduced, which could have a material
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adverse effect on our financial condition and results of operations. We discuss the sale and distribution of products produced at the
Moscow Baby Food Plant in “B. Business—Business Overview.”

Our substantial reliance on independent retailers and independent distributors for the distribution of our products could lower our
turnover and reduce our competitiveness.

We sell our products either directly to retailers, including supermarkets, grocery shops and restaurants, or to independent
distributors for resale to retail outlets. We expect sales to retailers and independent distributors to continue to represent a significant
portion of our revenues. Our operations and distribution costs could be affected by the increasing consolidation of these entities,
particularly as these customers become more sophisticated and attempt to force lower pricing and increased promotiona programs.
For example, in the spring of 2001, several Russian supermarket chains formed aloose alliance which publicly announced its intention
not to purchase our products. Although these supermarket chains now purchase our products, they may not continue to do so, and they
or other supermarket chains may attempt a similar consolidation of market power in the future. In addition, two of Russia’s largest
supermarket chains, Perekryostok and Pyatyorochka, merged in April 2006, which further strengthens the negotiating leverage in their
dealings with us. Although we have not yet experienced any material adverse effect as aresult of this merger, we cannot guarantee
that we will not experience adverse consequences in the future. A number of large Western retailers, such as Turkish retailer
Ramenka, German retailer Metro and French retailer Auchan, have also opened storesin our markets, which will put further pressure
on prices.

We also compete with other brands for shelf space in retail stores, whilst marketing focus by our independent distributors and
retailersis also split between a number of producers. Our independent distributors and retailers also offer other products, including
their own brands, that compete directly with our products. In addition, retailersin Russia typically charge food and beverage
producers, including us and our competitors, for shelf space. If independent distributors and retailers give higher priority to other
brands, purchase less of, or even refuse to buy, our products, seek substantial discounts, charge unreasonable prices for shelf space,
fail to offer sufficient shelf space, or devote inadequate promotional support to our brands, it could lower our turnover and reduce our
competitiveness and profitability.

I ndependent distributors may export our products to countries where such products do not meet the requirements of applicable
legislation.

In exporting our products, we attempt to meet the standards and requirements of applicable legislation governing the import of
food products into the importing country. However, we do not have control over independent distributors, who have, in some cases,
attempted to export our products to countries where such products did not meet the requirements of applicable legidation. Any
conseguent recalls of our products and the associated negative publicity may adversely affect our reputation and materially adversely
affect our results of operations.

We do not carry the types of insurance coverage customary in more economically devel oped countries for a business of our size
and nature, and a significant event could result in substantial property loss and inability to rebuild in a timely manner or at all.

We maintain insurance against some, but not all, potential risks and losses affecting our operations. We cannot provide assurance
that our insurance will be adequate to cover all of our losses or liabilities. We aso can provide no assurance that insurance will
continue to be available to us on commercially reasonable terms. In the event that a significant event were to affect one of our
facilities, we could experience substantial property loss and significant disruptions in production, for which we would not be
compensated. Additionally, depending on the severity of the property damage, we may not be able to rebuild damaged property in a
timely manner or at al. We do not maintain separate funds or otherwise set
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aside reserves for these types of events. Any such loss or third party claim for damages may have a material adverse effect on our
business, results of operations and financia condition.

We are also exposed to product liahility claims in the event that consumption of our products resultsin illness, injury or death,
and we cannot assure you that we will not experience any material product liability lossesin the future. Although we maintain
insurance coverage for product liability, such coverage may be insufficient in the event of aclaim. Moreover, certain of our smaller
production facilities are currently not covered by product liability insurance. In addition, if any of the products we have produced are
determined to be unsuitable for consumption, we may be required to participate in arecall involving such products.

Additionally, although we have made and will continue to make capital and other expenditures to comply with environmental
requirements, in 2005 and 2006 we did not incur material capital expenditures for environmental controls. For amore detailed
discussion of our insurance coverage see “Item 4. Information on Our Company—B. Business Overview—Insurance.”

If transactions of members of our group of companies and their predecessors-in-interest were to be challenged on the basis of non-
compliance with applicable legal requirements, the remediesin the event of any successful challenge could include the
invalidation of such transactions or the imposition of other liabilities on such group members.

Members of our group, or their predecessors-in-interest at different times, took a variety of actions relating to share issuances,
share disposals and acquisitions, mandatory buy-out offers, valuation of property, interested party transactions, major transactions,
meetings of the group members’ governing bodies, other corporate matters and anti-monopoly issues that, if successfully challenged
on the basis of hon-compliance with applicable legal requirements by competent state authorities, counterpartiesin such transactions
or shareholders of the relevant group members or their predecessors-in-interest, could result in the invalidation of such transactions
and our corporate decisions, restrictions on voting control or the imposition of other liahilities. Because applicable provisions of
Russian law are subject to many different interpretations, we may not be able to defend successfully any challenge brought against
such transactions, and the invalidation of any such transactions or imposition of any such liability may, individually or in the
aggregate, have a material adverse effect on our business, financial condition and results of operations.

Our management information system may be inadequate to support our future growth.

Our management information system is less developed in certain respects than those of food producers in more devel oped
markets and may not provide our management with as much or as accurate information as those in more developed markets. In
addition, we may encounter difficultiesin the ongoing process of implementing and enhancing our management information system.
Our inability to maintain an adequate management information system may have a material adverse effect on our business.

Our competitive position and future prospects depend on our senior managers and other key personnel.

Our ability to maintain our competitive position and to implement our business strategy is dependent to alarge degree on the
services of our senior management team and other key personnel. Moreover, competition in Russiafor personnel with relevant
expertise is intense due to the small number of qualified individuals and, as aresult, we attempt to structure our compensation
packages in amanner consistent with the evolving standards of the Russian labor market. We are not insured against the detrimental
effects to our business resulting from the loss or dismissal of our key personnel. The loss or decline in the services of members of our
senior management team or an inability to attract, retain and motivate qualified key personnel could have a material adverse effect on
our business, financia condition and results of operations.
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We may not be able to protect our intellectual property rights adequately, resulting in material harm to our financial results and
ability to develop our business.

Given the importance of brand recognition to our business, we have invested considerable effort in protecting our portfolio of
intellectual property rights, including trademark registration. However, the steps we have taken may not be sufficient and third parties
may infringe or misappropriate our proprietary rights. Moreover, Russia and the other countries of the CIS in which we operate
generally offer lessintellectual property protection than in Western Europe or North America. If we are unable to protect our
proprietary rights against infringement or misappropriation, it could materially harm our future financial results and our ability to
develop our business. See “Item 4. Information on Our Company—B. Business Overview—Current Operations—Trademarks and
Patents.”

Failure of several of our brand names and images, for which trademarks are currently being sought, to be awarded trademark
protection could negatively affect our marketing plans, resulting in increased advertising expenses and a material adverse effect on
our financial results.

As of December 31, 2006, we had 81 pending trademark applications in Russia and 18 pending trademark applications abroad.
We are also in the process of contesting the rejection for registration of anumber of our trademarks in countries outside of Russia. If
our pending applications are not granted trademark status, we will have limited ability to defend these brand names or images from
use by others, significantly reducing the value of any advertising using these brand names or images. Thiswill negatively affect our
marketing plans for the products that utilize these brand names or images, and may require usto develop a different marketing
approach for these products, resulting in increased advertising expenses and adversely affecting our financial results. See “Item 4.
Information on Our Company—B. Business Overview—Current Operations—Trademarks and Patents.”

If we are unable to obtain adequate funding, we may have to limit our operations substantially, which could have a material
adverse effect on our business, prospects and results of operations.

We continue to make significant capital expenditures, particularly in connection with the expansion of our existing operations,
upgrades of existing facilities, enhancing our infrastructure, including building new warehouses and acquisitions of new companies.
For the fulfillment of our capital spending plans, excluding expenditures for acquisitions, we spent approximately $72.6 millionin
2004, $75.1 million in 2005 and $130.0 million in 2006. We spent approximately $5.3 million in 2004, $24.3 million in 2005 and
$137.3 million in 2006 for acquisitions. However, we may not be able to meet our planned capital spending needsin the future in the
event of the following potential devel opments:

e alack of external financing sources;

¢ changesin the terms of existing financing arrangements,

¢ dower than anticipated growth in demand for our products;
¢ dower than anticipated revenue growth;

¢ regulatory developments; or

¢ adeterioration in the Russian economy.

To meet our financing reguirements, we may need to attract additional equity or debt financing. Russian companies are limited in
their ability to issue sharesin the form of ADSs or other depositary receipts due to Russian securities regulations, which, until 2005,
generally provided that no more than 40% of a Russian company’s shares may be circulated abroad through depositary receipt
programs. This limitation was subsequently decreased to 35%. Our ADS and GDS programs together account for 40% of our
outstanding shares (this amount was approved by the Russian securities regulator based on the prior
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limit and is not required to be reduced to 35%). As aresult, we are currently unable to raise additional equity financing through the
issuance of depositary receipts. The Russian government or its agencies may also impose other restrictions on international securities
offerings by Russian issuers. Any of the foregoing factors may limit the amount of capital available to meet our operating
requirements. If we cannot obtain adequate funds to satisfy our capital requirements, we may need to limit our operations
significantly, which could have a material adverse effect on our business, results of operations and prospects.

We are controlled by a group of shareholders whose interests could conflict with those of the holders of our securities.

As of June 5, 2007 to our knowledge, approximately 47.58% of our outstanding common stock was owned by our founding
shareholders. This group has acted in concert since our establishment and, since 1997, pursuant to a Partnership and Cooperation
Agreement, amended and restated January 16, 2002, which requires the parties to vote the same way. This group continues and will
continue to be bound by this agreement to vote as a block until any member of the group elects to withdraw from the agreement. This
agreement gives them control over us and the ability to elect a majority of the directors, appoint management and approve certain
actions requiring the approval of amajority of our shareholders.

If not otherwise required by law, resolutions at a shareholders’ meeting will be adopted by a simple mgjority in ameeting at
which shareholders holding more than half of the issued share capital are present or represented. Accordingly, aslong as the group
continues to hold, directly or indirectly, the majority of our shares and act in concert pursuant to the Partnership and Cooperation
Agreement, they will have the power to control the outcome of most matters to be decided by vote at a shareholders' meeting and the
appointment of the majority of directors and removal of directors. The group will also be able to control or significantly influence the
outcome of any vote on, among other things, any proposed amendment to our charter, reorganization proposal, proposed substantial
sale of assets or other major corporate transactions. Thus, the group can take actions that may conflict with the interest of holders of
our ADSs.

Members of our controlling group of shareholders also have interests in other companies, some of which conduct business with
us. We are not aware of any related party transactions that are being carried out on preferential terms, but cannot exclude the
possibility of related party transactions that may potentially result in the conclusion of transactions on terms less favorable than could
be obtained in arm’s length transactions.

According to its latest public statements and 13D filing, Groupe Danone, together with its subsidiaries, holds a 13.7% stake in
Wimm-Bill-Dann Foods OJSC, which allowed Groupe Danone to nominate its candidate Jacques Vincent, Vice-President, authorized
CEO, to our board of directors. The election of a director nominated by Groupe Danone may present a conflict of interest between
Wimm-Bill-Dann Foods OJSC and Groupe Danone, which is one of our main competitors. All the nominees will be voted on by our
shareholders at the General Meeting of Shareholders scheduled for the end of June. Groupe Danone has never had a representative on
our board, although its stake enables it to secure one seat.

Recently adopted changesin Russian law will limit the amount of advertising time permitted on television, which could increase
our advertising expenses and have a material adverse effect on our sales and results of operations.

The new Federal Law on Advertising which came into force on July 1, 2006, limits the amount of time that a broadcaster may
devote to advertising to 15% of total broadcasting time per day and 20% in any given hour. From January 1, 2008, advertising will be
further limited to no more than 15% in any given hour of broadcasting time.

Asaresult of this new law, the amount of available advertising time will decrease. In turn, the reduction in available advertising
timeislikely to lead to increased costs to advertisers for purchasing
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advertising time due to an increased demand for available time slots and a drive by media outlets to recover their losses from the
decreased volume of advertising time they are permitted to sell. We expect the greatest price increases to affect television advertising,
particularly during primetime.

The new law also imposes certain restrictions on advertising that may require us to adjust some of our advertising campaigns. We
are among the Russia’ s top advertisers. According to Gallup, we were the third largest advertiser in 2004, the ninth largest advertiser
in 2005 and the twelfth largest advertiser in 2006. In 2005 and 2006, over 50% of our advertising expenditures related to television
advertisements. At the same time, mediainflation in Russia has been significant in recent years, exceeding 34% in 2004, 28% in 2005
and 35% in 2006. Our advertising and marketing expenses increased in 2006 by 31.5% or $18.3 million in absolute terms, and
increased by 0.2% as a percentage of sales to 4.3% in 2006 from 4.1% in 2005. The increase in expenses was due to our continued
investments into major brand promotions, mediainflation on Russia s leading national television channels and general increasesin
marketing costs. Despite this media inflation, we were able to obtain volume discounts and endeavored to manage the cost increases
more effectively. Imposition of the new law, coupled with overall mediainflation in Russia, islikely to increase our advertising
expenses. The increased cost of advertising, along with the decreased availability of advertising time slots, may also lead to a decrease
in our television advertising which, consequently, may have a material adverse effect on our sales and results of operations.

One or more of our subsidiaries could be forced into liquidation on the basis of formal non-compliance with certain requirements
of Russian law, which could materially adversely affect our business, financial condition, results of operations and prospects.

Certain provisions of Russian law may allow a court to order liquidation of a Russian legal entity on the basis of its formal non-
compliance with certain requirements during formation, reorganization or during its operation. There have been casesin the past in
which formal deficiencies in the establishment process of a Russian legal entity or non-compliance with provisions of Russian law
have been used by Russian courts as a basis for liquidation of alegal entity. For example, in Russian corporate law, negative net assets
calculated on the basis of Russian accounting standards as at the end of the second or any subsequent year of a company’s operation,
can serve as a basis for a court to order the liquidation of the company, upon a claim by governmental authorities. Many Russian
companies have negative net assets due to very low historical asset values reflected on their Russian accounting standards balance
sheets; however, their solvency, i.e., their ability to pay debts as they come due, is not otherwise adversely affected by such negative
net assets.

Fourteen of our subsidiaries have negative net assets. These subsidiaries, taken together, are material to our operations. We
believe that, as long as these subsidiaries continue to fulfill their obligations, the risk of their liquidation is minimal. However, we
have taken and continue to take certain steps to remedy this situation and reduce the number of subsidiaries with negative net assets.
We are also in the process of integrating the newly acquired businesses and restructuring our subsidiaries, which we expect will
reduce the number of subsidiaries with negative net assets. While we understand that a Moscow court liquidated a company with
negative net assetsin 2002, we are not aware of any situation where a Russian company has been liquidated pursuant to this
legidation if it has met all of its obligations, as each of these subsidiaries has. Therefore, we believe that thisrisk is remote and have
not included it as a contingency in the notes to our financial statements which appear elsewhere in this document. However,
weaknesses in the Russian legal system create an uncertain legal environment, which makes the decisions of a Russian court or a
governmental authority difficult, if not impossible, to predict. If involuntary liquidation were to occur, then we may be forced to
reorganize the operations we currently conduct through the affected subsidiaries. Any such liquidation could lead to additional costs,
which could materially adversely affect our business, financial condition, results of operations and prospects.
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In the event that deficiencies or ambiguitiesin privatization legislation are successfully exploited to challenge our ownershipin
our privatized subsidiaries and we are unable to defeat these challenges, we risk losing our ownership interest in the subsidiaries
or their assets, which could materially adversely affect our business, financial condition, results of operations and prospects.

Our business includes a number of privatized companiesin Russia and other countries of the former Soviet Union, and our
acquisition strategy will likely involve the acquisition of additional privatized companies. To the extent that privatization legislation is
vague, inconsistent or in conflict with other legislation, including conflicts between federal and local privatization legislation, many
privatizations are vulnerable to challenge, including selective challenges. For instance, a series of presidential decreesissued in 1991
and 1992 that granted to the Moscow City Government the right to adopt its own privatization procedures were subsequently held to
beinvalid by the Constitutional Court of the Russian Federation, which ruled, in part, that the presidential decrees addressed issues
that were the subject of federal law. While this court ruling, in theory, did not require any implementing actions, the presidential
decrees were not officially annulled by another presidential decree until 2000. In the event that any title to, or our ownership stakesin,
the privatized companies acquired by us, are subject to challenge as having been improperly privatized and we are unable to defeat
this claim, we risk losing our ownership interest in the company or its assets, which could materially affect our business and results of
operations. In particular, as we own a substantial number of our other subsidiaries through Wimm-Bill-Dann, (formerly Lianozovsky
Dairy plant) and as Wimm-Bill-Dann constitutes the majority of our production capacity, itsloss would materially adversely affect our
prospects, business and results of operations.

In addition, under Russian law, transactions in shares may be invalidated on many grounds, including a sale of shares by a person
without the right to dispose of such shares, breach of interested party and/or major transactions rules and failure to register the share
transfer in the securitiesregister. As aresult, defectsin earlier transactions in shares of our subsidiaries (where such shares were
acquired from third parties) may cause our title to such shares to be subject to challenge. Additionally, of the 98.02% of the
Lianozovsky Dairy Plant and 98.91% of the Tsaritsino Dairy Plant which we owned, 15% of each were acquired in separate
investment tenders held by the Department of State and Municipal Property of the Moscow City Government. Under the legislation
governing such tenders, atender is not valid unless at least two participants submit bids. In the investment tenders for the Lianozovsky
Dairy Plant and the Tsaritsino Dairy Plant, the only two participants were entities which were under common control, an arguable
violation of this requirement. In the event that the Russian government authorities were successfully to maintain that these tenders
were not duly held since the participants were under common control, we could lose 15% of our stakesin the Lianozovsky Dairy Plant
and the Tsaritsino Dairy Plant, materially adversely affecting our results of operations.

Possible implementation of new federal or local government policies, or selective application of existing policies, affecting the food
industry could substantially and negatively affect our turnover and operating margin.

Possible implementation of new federal or local government policies, or selective application of existing policies, affecting the
food industry could have a significant impact on our business. For example, the federal and local governments have been known to
implement trade barriers, subsidies and other policies favoring certain producers. Additionally, customs regulationsin Russia are
unclear, subject to frequent change and are applied inconsistently. The imposition of higher customs duties on products we import
would increase the costs of our products and reduce our profits, while the implementation of price controls on products we produce
would reduce our operating margin. For example, federal customs regulations enacted during 2001 subject juice concentrate imports
to the highest level of customs duties allowed for that particular category of imports. In addition, federal customs regulations enacted
during 2002 stipulate minimum declaration amounts for imported goods. As aresult of such regulations, we may
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be forced to declare a higher value for imported goods than the amount actually paid and, consequently, pay a higher tariff on such
goods.

Another example of a government regulation that has affected us is Government Regulation No. 988, which requires food
producers intending to develop and offer a new food product to the public to file an application for the product’s state registration and
incorporation into the State Register of Permitted Food Products. Failure to comply with Regulation No. 988 could cause delaysin
introducing new food and beverage products to the public, as well as the disallowance of certain tax benefits otherwise available to
producers of certain food products, such as baby food. The implementation of this regulation in June 2004 has caused delaysin our
introduction of certain new products and has increased production costs. We may continue to experience similar delays and increased
costs in connection with Regulation No. 988 in the future.

In addition, the new Sanitary Rules on Children’s Food Products, which became effective on June 1, 2005, disallow certain tax
benefits we formerly enjoyed in relation to some of our baby food products.

We are also subject to regional legidation and regulations. For example, in February 2007, the Moscow government enacted
regulations on the voluntary labeling of foods containing genetically modified organisms, or GMO. While GMO labeling is not
obligatory, it may be treated as such by the regional authoritiesin Moscow. In this case, we will be required to label our products as
not genetically modified and incur additional expensesin relation to this requirement.

I ncreased domestic production by our foreign competitors could reduce our competitive advantages against them, which would
have a material adverse effect on our market share and results of operations.

A number of our foreign competitors, such as Danone, Parmalat, Lactalis, Campina, Ehrmann, Onken and Pascuale, have been
investing and continue to invest in domestic production facilities, while others, such as Coca-Cola, have acquired domestic producers.
These investments and acquisitions reduce the competitive advantages that we have over foreign competitors without domestic
production capability. A continuation of thistrend may result in increased competition for qualified personnel and higher labor costs,
and would have a material adverse effect on our business and results of operations. See “Item 4. Information on Our Company—-B.
Business Overview” for afurther description of the recent investments by some of our foreign competitorsin Russian production
facilities.

If the Federal Antimonopoly Service wereto conclude that we acquired or created a new company in contravention of
antimonopoly legidation, it could impose administrative sanctions and require the unwinding of such transactions, which could
have a material adverse effect on our business and results of operations.

Our business has grown substantially through the acquisition and founding of companies, many of which required the prior
approval or subsequent notification of the Federal Antimonopoly Service or its predecessor agencies. In part, relevant legislation
restricts the acquisition or founding of companies by groups of companies or individuals acting in concert without this approval or
notification. While we believe that we have complied with the applicable legidation for our acquisitions and founding of new
companies, thislegislation is sometimes vague and subject to varying interpretations. Additionally, although the common ownership
by our shareholders of a number of companies which are now our subsidiaries was generally made known to the Federal
Antimonopoly Service and its predecessors, the existence of the shareholders' agreement among our current sharehol ders was not
disclosed. If the Federal Antimonopoly Service were to conclude that an acquisition or creation of a new company was donein
contravention of applicable legislation, it could impose administrative sanctions and require the divestiture of this company or other
assets, which could have a material adverse effect on our business and results of operations.
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Further restrictions on our business which is categorized as a monopoly, or the extension of monopoly status to our other
businesses, could result in the regulation of our pricesand restriction of our commercial activities, materially adversely affecting
our results of operations.

Under Russian legislation, the Federal Antimonopoly Service may categorize a company as a dominant force in a market. Our
baby food businessis categorized as a monopoly in Moscow and the Moscow region, placing restrictions on our ability to increase our
profit margins for that business. Any ruling that any of our other businesses are a monopoly could result in the regulation of our prices
and restrictions on our commercial activities. The imposition of government-determined prices could, in turn, result in competitive
disadvantages and a significant decline in revenues. Additionally, restrictions on expansion or government-mandated withdrawal from
regions or markets would adversely affect our plans for expansion and could reduce our market share.

In the event that our minority shareholders or minority shareholders of our subsidiaries were to challenge successfully past or
futureinterested party transactions, or do not approve interested party transactions or other mattersin the future, the invalidation
of such transactions or failure to approve such matters could have a material adverse effect on our business, financial condition,
results of operations or prospects or the value of the shares and ADSs.

We own less than 100% of the equity interestsin some of our subsidiaries. In addition, certain of our wholly owned subsidiaries
have had other shareholdersin the past. We and our subsidiariesin the past have carried out, and continue to carry out, transactions
which may be considered to be “interested party transactions’ under Russian law, requiring approval by disinterested directors,
disinterested independent directors or disinterested shareholders depending on the nature of the transaction and partiesinvolved. See
“Item 10. Additional Information—B. Charter and Certain Requirements of Russian Legislation—Interested Party Transactions.” The
provisions of Russian law defining which transactions must be approved as “interested party transactions” are subject to different
interpretations. We cannot assure you that our and our subsidiaries’ applications of these concepts will not be subject to challenge by
former and current shareholders. Any such challenges, if successful, could result in the invalidation of transactions, which could have
amaterial adverse effect on our business, financial condition, results of operations or prospects and the value of the shares and ADSs.

In addition, Russian law requires a three-quarters majority vote of the holders of voting stock present at a shareholders' meeting
to approve certain transactions and other matters, including, for example, charter amendments, major transactions involving assetsin
excess of 50% of the assets of the company, repurchase by the company of shares and certain share issuances. In some cases, minority
shareholders may not approve interested party transactions requiring their approval or other matters requiring approval of minority
shareholders or supermajority approval. In the event that these minority shareholders were to challenge successfully past interested
party transactions, or do not approve interested party transactions or other matters in the future, we could be limited in our operational
flexibility and our business, financial condition, results of operations or prospects could be materially adversely affected.

Over the past several years, we have sought and continue to seek to acquire minority stakesin our subsidiaries with the aim of
acquiring 100% interestsin each of our key subsidiaries. For example, in January 2006, we acquired 20% of Moscow Baby Food Plant
OJSC, asubsidiary, from minority shareholders for cash consideration of $7.0 million increasing our beneficial ownership to 97.34%.
In January 2005, we acquired a 10% stake in our subsidiary Siberian Dairy Plant from minority shareholders for a cash consideration
of $1.1 million increasing our beneficial ownership to 87.1%. In March and April 2004, we acquired atotal of an additional 6.2% of
our subsidiary Tsaritsino Dairy Plant from our minority shareholders for a cash consideration of $3.4 million increasing our beneficial
ownership to 97.6%. In addition, we acquired a 47.7% interest in our subsidiary Ufa Dairy Plant in September 2003
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from minority shareholders for a cash consideration of $3.1 million increasing our beneficial ownership to 96.5%.

We arein the process of consolidating our businesses and merging certain subsidiaries into Wimm-Bill-Dann (formerly Moscow-
based Lianozovsky Dairy Plant). In this context, we are re-organizing our legal entities, which may trigger alegal requirement that we
redeem shares on shareholders' demand. According to amendments to the Federal Law on Joint Stock Companies, which came into
effect on July 1, 2006, a holder of more than 95% of sharesin an open joint stock company has the right to buy out the remaining
shares from the minority shareholders for a cash consideration equal to the amount determined by an independent appraiser. The new
amendments al so require a person purchasing 30%, 50%, 75% or more shares in an open joint stock company to offer to other
shareholders of this entity to sell their shares at a price not less than the acquisition price of the respective stake. Pursuant to this
requirement, in 2007 we bought a 4.66% stake in Ochakovo Dairy Plant for a cash consideration of $3.2 million and 0.60% of
ordinary shares and 1.16% of preferred sharesin Nazarovo Dairy Plant for a cash consideration of approximately $0.1 million for both
stakes. While no additional demands have been made for us to buy out minority shareholders, we may face additional buy-out
demandsin the future.

Risks Relating to Our Financial Condition
Inflation could increase our costs and decrease our operating margins.

The Russian economy has been characterized by high rates of inflation. Aswe tend to experience inflation-driven increasesin
certain of our costs, including salaries and rents, which are sensitive to risesin the general price level in Russia, our costsin U.S.
dollar terms will rise. In this situation, due to competitive pressures, we may not be able to raise the prices we charge for our products
and services sufficiently to preserve operating margins. Accordingly, high rates of inflation in Russia could increase our costs and
decrease our operating margins.

Servicing and refinancing our indebtedness will require a significant amount of cash. Our ability to generate cash or obtain
financing depends on many factors beyond our control.

We have a substantial amount of outstanding indebtedness, primarily consisting of the liabilities we have in connection with our
$150 million loan participation notes due 2008 and our second $150 million loan participation notes due 2008, our ruble bonds, bank
loans and obligations under equipment financing. As of December 31, 2006 our consolidated total debt was approximately $443.0
million, of which $61.7 million was secured by eguipment or inventory.

Among other things, increased levels of indebtedness, and particularly increasesin the level of secured indebtedness, could
potentially: (1) limit our ability to obtain additional financing; (2) limit our flexibility in planning for, or reacting to, changesin the
markets in which we compete; (3) place us at a competitive disadvantage relative to our competitors with superior financial resources,
(4) lead to a partial or complete loss of control over our key subsidiaries or properties; (5) render us more vulnerable to general
adverse economic and industry conditions, (6) require usto dedicate all or a substantial part of our cash flow to service our debt; and
(7) limit or eliminate our ability to pay dividends.

Our ability to make payments on and to refinance our indebtedness, and to fund planned capital expenditures and research and
development efforts, will depend on our ability to generate cash in the future. This, to a certain extent, is subject to general economic,
financial, competitive, legislative, regulatory and other factors that are beyond our control. If we are unable to generate sufficient cash
flow or otherwise obtain funds necessary to make required payments, we may default under the terms of our indebtedness, thereby
allowing the holders of our indebtedness to accel erate the maturity of such indebtedness, and potentially causing cross-defaults under
and acceleration of our other indebtedness.
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We may not be able to generate sufficient cash flow or access international capital markets or incur additional indebtedness to
enable usto service or repay our indebtedness or to fund our other liquidity needs. We may need to refinance all or a portion of our
indebtedness, including our two $150 million loan participation notes due 2008 on or before maturity, sell assets, reduce or delay
capital expenditures or seek additional capital. Refinancing or additional financing may not be available on commercially reasonable
terms, and we may not be able to sell our assets or, if sold, the proceeds therefrom may not be sufficient to meet our debt service
obligations. Our inability to generate sufficient cash flow to satisfy our debt service obligations, or to refinance debt on commercially
reasonabl e terms, would have a material adverse effect on our business, financial condition, results of operations and prospects.

Covenantsin our debt agreements restrict our ability to borrow, invest and engage in various activities, which could impair our
ability to expand or finance our future operations.

Our short-term and long-term debt agreements, including the loan agreements relating to our two $150 million loan participation
notes due 2008 contain covenants that impose operating and financial restrictions on us and our subsidiaries. These restrictions
significantly limit, and in some cases prohibit, among other things, our and certain of our subsidiaries’ ability to incur additional debt,
provide guarantees, create liens on assets or enter into business combinations. Failure to comply with these restrictions would
constitute a default under our debt agreements, including the loan agreements relating to our two $150 million loan participation notes
due 2008 and any of our other senior debt containing cross-default provisions could become immediately due and payable, which
would materially adversely affect our business, financial conditions and results of operations. In addition, some of our debt
agreements contain provisions which permit our lenders to require us to repay our debt to them in the event of a deterioration in our
financial condition.

We may not have the ability to raise the funds necessary to finance a prepayment of certain of our outstanding indebtednessin
case of a change of control event.

The terms of the |oan agreements relating to our two $150 million loan participation notes due 2008 as well as some of our other
debt agreements require that we prepay the outstanding debt upon the occurrence of certain change of control events. A change of
control event will generally be triggered at such time as any person acting alone or together with other persons (excluding several of
our major shareholders acting individually or asagroup): (i) is or becomes interested, directly or indirectly, in the aggregate of more
than 50% of our capital stock with voting power, or (ii) has or acquires the right to appoint or remove a majority of our Board of
Directors, or (iii) has or acquires control of amajority of our voting rights, in each case, in circumstances where, solely as aresult of
any such event as specified by the relevant rating agencies, a rating decline (as further described in the loan agreements relating to our
two $150 million loan participation notes due 2008) would resullt.

If achangein control occurs, and we are required to prepay our debt, such event could have a material adverse effect on our
business, financial condition, results of operations and business prospects. It is aso possible that we will not have sufficient funds at
the time of the change of control to satisfy such prepayment obligations, or to refinance the debt on commercially reasonable terms.

Mergers of our subsidiaries may cause their indebtedness to be accelerated, and our inability to effect certain mergerswithin our
group of companies may prevent us from optimizing our tax rate and result in increased taxes.

As Russian tax regulations do not allow Russian companiesto pay taxes on a consolidated basis, i.e., to offset the losses of one
subsidiary against the profits of another subsidiary, we are seeking to merge certain companies within each of our segmentsin an
effort to optimize the tax rates applicable to us. Under Russian law, such mergers would be considered a reorganization and the
merged subsidiaries would be required to notify their creditors of this reorganization. Russian law also provides that, for a period of
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30 days after notice, these creditors would have a right to accelerate the merged subsidiaries’ indebtedness and demand reimbursement
for applicable losses. In the event that all or part of certain of our subsidiaries’ indebtednessis accelerated in connection with the
mergers, we and such subsidiaries may not have the ability to raise the funds necessary for repayment and our business and financial
condition could be materially adversely affected. In addition, our inability or failure to consummate the mergers may prevent us from
optimizing our tax rates and our effective tax rate may increase as our operations continue to expand.

Devaluation of the ruble and other currencies we trade in against the U.S. dollar could increase our costs and reduce our
operating revenues.

A significant portion of our costs, expenditures and liabilities, including costs of packaging, juice concentrate and certain other
raw materials, aswell as capital expenditures and borrowings (including our two $150 million loan participation notes due 2008, are
either denominated in, or closely linked to, the U.S. dollar, while substantially all of our operating revenues are denominated in rubles.
As aresult, the devaluation of the ruble against the U.S. dollar can adversely affect us by increasing our costsin ruble terms.
Additionally, if the ruble declines against the U.S. dollar and price increases cannot keep pace, we could have difficulty repaying or
refinancing our U.S. dollar-denominated indebtedness, including our notes. The devaluation of the ruble also resultsin losses in the
value of ruble-denominated assets, such as ruble deposits.

The decline in the value of the ruble against the U.S. dollar also reduces the U.S. dollar value of tax savings arising from the
depreciation of our property, plant and equipment, since their basis for tax purposes is denominated in rubles at the time of the
investment. Increased tax liability would increase total expenses.

Our cash holdings are exposed to devaluation.

There are only alimited number of ruble-denominated instruments in which we may invest our excess cash. Any balances
maintained in rubles will giveriseto lossesif the ruble devalues against the U.S. dollar.

Additionally, Russian companies must repatriate 100% of offshore foreign currency earnings to Russia. In 2005, Russian
companies were required to convert 10% of those earnings into rubles within seven days of receipt. This conversion requirement was
abolished in April 2006.

Russian currency control regulations could hinder our ability to conduct our business.

In the past, Russian currency regulations imposed various restrictions on operations involving foreign currenciesin an attempt to
support the ruble. Effective from January 1, 2007, most of these restrictions have been removed. However, Russian companies
currently must repatriate proceeds from export sales. Moreover, the foreign currency market in Russiaiis still developing and we may
experience difficulty in converting rubles into other currencies. A majority of our major capital expenditures and payments to vendors
and substantially all of our debt are denominated and payable in various foreign currencies.

Russian legislation currently permits the conversion of rublesinto foreign currency. However, the market in Russia for the
conversion of rublesinto foreign currenciesis limited and may not continue to exist. Any delay or other difficulty in converting rubles
into aforeign currency to make a payment or delay in or restriction on the transfer of foreign currency could limit our ability to meet
our payment and debt obligations, which could result in the loss of suppliers, acceleration of debt obligations and cross-defaults and,
consequently, have a material adverse effect on our business, financial condition and results of operations.
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Some of our customers, debtors and suppliers may fail to pay us or to comply with the terms of their agreements with uswhich
could adversely affect our results of operations.

Russia s inexperience with a market economy relative to more devel oped economies poses numerous risks that could interfere
with our business. For example, the failure to satisfy liabilities is widespread among Russian businesses and the government.
Furthermore, it isdifficult for usto gauge the creditworthiness of some of our customers, as there are no reliable mechanisms, such as
reliable credit reports or credit databases, for evaluating their financial condition. Consequently, we face the risk that some of our
customers or other debtors will fail to pay us or fail to comply with the terms of their agreements with us, which could adversely affect
our results of operations.

In addition, we are limited in our ability to control the conduct of our raw materials and equipment suppliers, including their
adherence to contract delivery terms and their compliance with applicable legislation, such as currency, customs and environmental
regulations and laws relating to the use of food additives and genetically modified food products. Failure of our suppliers to adhere to
the terms of our contracts with them or the law may negatively affect our reputation and our business.

If the various initiatives we have used to reduce our tax burden are successfully challenged and/or our ability to recover VAT and
take advantage of certain tax benefits are disallowed by the Russian tax authorities, we may face significant losses associated with
the assessed amount of tax underpaid and related interest and penalties, which would have a material impact on our financial
condition and results of operations.

We have used various initiatives to reduce our tax burden and several of our tax initiatives have been challenged by the Russian
tax authorities. There have also been press reports of instances in which the Russian tax authorities have successfully challenged
structures similar to those we have used. If any of our initiatives are successfully challenged by the Russian tax authorities, we would
face significant losses associated with the assessed amount of tax underpaid and related interest and penalties. These losses could have
amaterial impact on our financia condition and results of operations.

In addition, during 2006, the tax authorities found some suppliers dealing with certain of our subsidiaries (e.g., Moscow Baby
Food Plant OJSC, Trading Company Wimm-Bill-Dann CJSC, Wimm-Bill-Dann OJSC, Ochakovo Dairy Plant OJSC) to be negligent
in complying with their tax obligations. Specifically, the tax authorities have claimed, among other things, that these suppliers are, in
some cases, not registered as taxpayers, have not provided tax returns and/or not paid their taxesin full or at all. Although our
subsidiaries perform extensive due diligence on each of their suppliers, they are not able to scrutinize thoroughly every aspect of each
supplier’ s business, including whether the supplier isin full compliance with respect to itstax duties. As aresult of these alleged
breaches by certain of our suppliers, the tax authorities have refused to reimburse VAT paid by our subsidiaries in an amount totaling
approximately $1,037,652 for services rendered and goods provided by such suppliers. They also refused to discount profit tax paid by
our subsidiariesto such suppliers. We filed a claim in court seeking reimbursement for the VAT paid by our subsidiary Ochakovo
Dairy Plant OJSC and have won this case in the court of the first instance. Although the tax authorities have not appealed this decision
we can not exclude that they will appeal it in the future. We have also filed three claimsin court seeking reimbursement for the VAT
paid by our subsidiaries Trading Company Wimm-Bill-Dann CJSC and Ochakovo Dairy Plant OJSC, but the court of first instance
has not yet ruled on the case. Although we continue to provide the results of our due diligence of our suppliersto the relevant Russian
authorities, we cannot exclude the possibility that some of these suppliers could be recognized as negligent by the tax authorities.
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The elimination of a tax privilege from which we currently benefit and/or a successful challenge by the tax authorities of our use
of thistax privilege would materially adversely affect our results of operations.

Our juice producing subsidiaries have benefited from small enterprise tax legidation. If we had not taken advantage of this
benefit in 2003, 2004 and 2005, our tax expenses would have increased by $3.0 million, $1.2 million and $0.3 million, respectively.
Thistax benefit was eliminated as of January 1, 2002. However, under the amended legislation, our small enterprises that were formed
prior to January 1, 2002 were able to continue and did continue to use this benefit for two years from the date on which they were
formed, and in the third and fourth years after they were formed, income tax was levied at arate of 25% and 50% of the income tax
rate, respectively. Although none of our subsidiaries currently takes advantage of the small enterprise tax benefits, we cannot
guarantee that the tax authorities may not retroactively challenge previous tax benefits enjoyed by our subsidiaries pursuant to small
enterprise tax legislation. Such challenges, if successful, could materially adversely affect our results of operations.

Our use of the small enterprise tax exemption has also been subject in the past to challenge by the Russian tax authorities.

In September 2004, our subsidiary, Fruit Rivers, was assessed approximately $12.5 million (including penalties) by the local tax
authorities relating to its use of the small enterprise tax exemption in calculating its profit tax liability during 2001. Fruit Rivers
challenged this tax assessment with a higher tax authority, which cancelled the assessment.

While we believe that our subsidiaries have in the past complied with the rules relating to the small enterprise tax exemption, the
Russian tax authorities may in the future make additional claims against our subsidiaries challenging their use of this exemption.
These claims could be significantly larger than the claim described above, and the resulting losses could have a material adverse effect
on our financial condition and results of operations.

We are only able to conduct banking transactions with a limited number of creditworthy Russian banks, asthe Russian banking
system remains underdevel oped, and another banking crisis could place severe liquidity constraints on our business, materially
adversely affecting our business, financial position and results of operations.

Russia’s banking and other financial systems are not well developed or regulated, and Russian legislation relating to banks and
bank accountsis subject to varying interpretations and inconsistent application. The August 1998 financial crisis resulted in the
bankruptcy and liquidation of many Russian banks and almost entirely eliminated the devel oping market for commercial bank |oans.
Although the Central Bank of Russia has the mandate and authority to suspend banking licenses of insolvent banks, many insolvent
banks still operate. Most Russian banks also do not meet international banking standards, and the transparency of the Russian banking
sector still lags far behind internationally accepted norms. The weak banking infrastructure in Russia also exposes us to an increased
risk of unauthorized transactions or charges on our accounts due to bank error or actions by computer hackers.

The serious deficiencies in the Russian banking sector, combined with the deterioration in the credit profile of the loan portfolios
of Russian banks, may result in the banking sector being more susceptible to market downturns or economic slowdowns. In addition,
the Central Bank of Russia has recently revoked the licenses of certain Russian banks, which resulted in market rumors about
additional bank closures and many depositors withdrawing their savings. If abanking crisis were to occur, Russian companies would
be subject to severe liquidity constraints due to the limited supply of domestic funding sources and the withdrawal of foreign funding
sources that would occur during such acrisis. In addition, another banking crisis or the bankruptcy or insolvency of the banks from
which we receive or with which we hold our funds could result in the loss of our deposits or affect our ability to complete banking
transactions in Russia, which could have a material adverse effect on our business, financial conditions and results of operations.
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We have also experienced problems with transmitting tax payments through certain Russian banks and, as aresult, are
experiencing difficulties with the Russian tax authorities. For example, in 2004 and 2005, our subsidiaries Wimm-Bill-Dann
Purchaser, Ramenskoe Moloko and Tsaritsino Dairy Plant each received a tax assessment from the Russian tax authorities for tax
arrears totaling approximately $100,000, $100,000 and $750,000, respectively. Each of these tax assessments resulted from the failure
of the subsidiaries’ banks to transfer tax payments to the state budget upon receiving the relevant payment orders. We challenged
these assessments and, in each instance, the assessments were declared invalid by Russian Arbitration Courts. Nevertheless, in
May 2005, the tax authoritiesissued a new tax assessment in the amount of $750,000 against the Tsaritsino Dairy Plant relating to the
tax payment that was the subject of their prior $750,000 assessment. The tax authorities subsequently filed atax claim in the Moscow
Arbitration Court, though they reduced the amount of the claim to $510,000. The Moscow Arbitration Court ruled in our favor with
respect to this claim, a decision which was thereafter upheld on appeal in the Ninth Arbitration Appeals Court, aswell as on appeal in
the Moscow District Arbitration Court. In addition, in April, May and June 2006 several of our subsidiaries received demands and
assessments from the tax authorities in an aggregate amount of $6,928,531 again for the failure of their banks to transfer tax payments
to the state budget upon receiving the relevant payment orders. In response, we have filed claims seeking the invalidation of these tax
demands and assessments with the Moscow Arbitration Court, in some cases, and directly with the tax authorities in others. In
addition, with respect to ZAO Lianozovsky, a court of third instance upheld a prior decision invalidating the tax authorities' claim that
ZAO Lianozovsky was acting in bad faith. In June 2006, Wimm-Bill-Dann received a new assessment from the Russian tax
authorities in the amount of approximately $90,000, which an appeal court has also held asinvalid. However, the tax authorities may
challenge this decision in a court of third instance. In October 2006, our subsidiary ZAO ProPP filed a claim seeking the invalidation
of the tax authorities' demand that ZA O ProPP was acting in bad faith for the failure of its bank to transfer tax payments to the state
budget. A court of third instance ruled in our favor with respect to this claim. In May 2007, our subsidiary Grande-V received tax
demands in the amount of approximately $528,300. We have filed a claim with the tax authorities, aswell asin court, seeking to
recognize these demands as invalid. In April 2007, our subsidiary Podmoskovnoe Moloko received an assessment from the tax
authorities for approximately $2,475 and, as aresult, we filed a claim in court seeking to recognize this assessment asinvalid. The
court of first instance ruled in our favor; however, this decision could be appealed by the tax authoritiesin a court of second instance.
As of May 2007, we have successfully challenged all of the tax authorities’ claims, demands and assessments and have only two
pending lawsuits in respect of our subsidiaries’ failure to transmit tax payments through certain Russian banks (i.e., Podmoskovnoe
Moloko and Grande-V). Although the Russian courts, including the appeal courts, have ruled in our favor with respect to the
invalidation of the tax authorities' claims and assessments for the failure of our subsidiaries’ banks to transfer tax payments, it is likely
that the Russian tax authorities will continue to appeal these decisions.

While the Russian Tax Code provides that a taxpayer is deemed to have paid a tax when the corresponding payment order is
received by the taxpayer’ s bank, recent press reports indicate that the Russian tax authorities have been actively and often successfully
challenging such payments if the tax payment is not in fact received due to the failure of the bank to transfer such payment. Russian
courts often rule in favor of the Russian tax authoritiesin such cases.

Our management believes that our subsidiaries have complied with their tax payment obligations, and we intend to challenge any
further appeal s by the tax authorities of the foregoing assessments or any additional similar assessmentsin court. However, if a court
wasto rule in the Russian tax authorities' favor, these subsidiaries and/or other of our subsidiaries that have faced similar problems
would be liable for the amount of the assessments and potentially for interest and penalties on such amounts, and could potentialy be
liable for significant additional amounts.
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Vaguely drafted Russian transfer pricing rules and lack of reliable pricing information may impact our business results of
operations.

Russian transfer pricing rules effective since 1999 give Russian tax authorities the right to control prices for transactions between
related entities and certain other types of transactions between unrelated parties, such as foreign trade transactions or transactions with
significant price fluctuations if the transaction price deviates by more than 20% from the market price. Special transfer pricing
rules apply to operations with securities and derivative instruments. The Russian transfer pricing rules are vaguely drafted, and are
subject of interpretation by Russian tax authorities and courts. To date, there has been no formal guidance (although some court
practice is already available) as to how these rules will be applied. Nonethel ess, Russian tax authorities have paid particular attention
to transfer pricing rulesin their recent audits of Russian companies.

Due to the uncertaintiesin interpretation of transfer pricing legislation, the tax authorities may challenge our prices and make
adjustments which could affect our tax position. If such tax adjustments become effective, our results of operations could be
materially adversely affected. In addition, we could face significant |osses associated with the assessed amount of underpaid prior tax
and related interest and penalties.

In addition, anumber of draft amendmentsto the transfer pricing law have recently been introduced which, if implemented,
would considerably toughen the existing law. The proposed changes, among other things, may shift the burden of proving market
prices from the tax authorities to the taxpayer, cancel the existing permitted deviation threshold and introduce specific documentation
requirements for proving market prices. Moreover, in the event that atransfer pricing adjustment is assessed by Russian tax
authorities, the Russian transfer pricing rules do not provide for an offsetting adjustment to the related counterparty in the transaction
that is subject to adjustment.

Risks Relating to our Sharesand ADSs and the Trading Market

Because the depositary may be considered the beneficial holder of the shares underlying the ADSs, these shares may be arrested or
seized in legal proceedingsin Russia against the depositary.

Because Russian law may not recognize ADS holders as beneficial owners of the underlying shares, it is possible that ADS
holders could lose all their rights to those shares if the depositary’ s assets in Russia are seized or arrested. In that case, ADS holders
would lose al the money they have invested.

Russian law might treat the depositary as the beneficial owner of the shares underlying the ADSs. Thisis different from the way
other jurisdictionstreat ADSs. In the United States, although shares may be held in the depositary’s name or to its order, making it a
“legal” owner of the shares, the ADS holders are the “beneficial,” or real owners. In U.S. courts, an action against the depositary, the
legal owner of the shares, would not result in the beneficial owners losing their shares. Russian law may not make the same distinction
between legal and beneficial ownership, and it may only recognize the rights of the depositary in whose name the shares are held, not
the rights of ADS holders, to the underlying shares.

Thus, in proceedings brought against a depositary, whether or not related to shares underlying ADSs, Russian courts may treat
those underlying shares as the assets of the depositary, open to seizure or arrest. In the past, alawsuit has been filed against a
depositary bank, other than our depositary, seeking the seizure of various Russian companies’ shares represented by ADSs issued by
that depositary. In the event that this type of suit were to be successful in the future, and the shares were to be seized or arrested, the
ADS holdersinvolved would lose their rights to the underlying shares.
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Voting rights with respect to the shares represented by our ADSs are limited by the terms of the deposit agreement for the ADSs
and relevant requirements of Russian law.

ADS holders will have no direct voting rights with respect to the shares represented by the ADSs. They will be able to exercise
voting rights with respect to the shares represented by ADSs only in accordance with the provisions of the deposit agreement relating
to the ADSs and relevant requirements of Russian law. Therefore, there are practical limitations upon the ability of ADS holdersto
exercise their voting rights due to the additional procedural stepsinvolved in communicating with them. For example, the Federal Law
on Joint Stock Companies and our charter require us to notify shareholders no less than 30 days prior to the date of any meeting and at
least 50 days prior to the date of an extraordinary meeting to elect our Board of Directors. Our ordinary shareholders will receive
notice directly from us and will be able to exercise their voting rights by either attending the meeting in person or voting by power of
attorney.

An ADS holder, by comparison, will not receive notice directly from us. Rather, in accordance with the deposit agreement, we
will provide the notice to the depositary. The depositary has undertaken in turn, as soon as practicable thereafter, to mail to the ADS
holders the notice of such meeting, voting instruction forms and a statement as to the manner in which instructions may be given by
holders. To exercise its voting rights, the ADS holder must then instruct the depositary how to vote its shares. Because of this extra
procedural step involving the depositary, the process for exercising voting rights may take longer for an ADS holder than for holders
of shares. ADSs for which the depositary does not receive timely voting instructions will not be voted at any meeting.

In addition, although securities regulations expressly permit the depositary to split the votes with respect to the shares underlying
the ADSs in accordance with instructions from ADS holders, there islittle court or regulatory guidance on the application of such
regulations, and the depositary may choose to refrain from voting at al unlessit receivesinstructions from all ADS holdersto vote the
shares in the same manner. ADS holders may thus have significant difficulty in exercising voting rights with respect to the shares
underlying the ADSs. There can be no assurance that holders and beneficial owners of ADSswill (i) receive notice of shareholder
meetings to enable the timely return of voting instructions to the depositary, (ii) receive notice to enable the timely cancellation of
ADSsin respect of shareholder actions or (iii) be given the benefit of dissenting or minority shareholders' rightsin respect of an event
or action in which the holder or beneficial owner has voted against, abstained from voting or not given voting instructions.

The price of our sharesand ADSs may be highly volatile.

Theliquidity of a securities market is often afunction of the volume of the underlying shares that are publicly held by unrelated
parties. Although our ADS holders are entitled to withdraw the equity shares underlying the ADSs from the depositary at any time,
thereisalimited public market for our shares. This, in turn, may affect the liquidity of our ADSs and their trading price. The trading
prices of the shares and ADSs may also be subject to wide fluctuations in response to many factors, including:

e variationsin our operating results and other food and beverage companies;

e variationsin national and industry growth rates;

e actual or anticipated announcements of technical innovations or new products or services by us or our competitors;
e changesin governmental legislation or regulation;

e general economic conditions within our business sector or in Russia; or

e extreme price and volume fluctuations on the Russian stock market.
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In addition, no more than 35% of a Russian company’s shares may be circulated abroad through depositary receipt programs,
such as ADS and GDSs. Our ADS and GDS programs, however, together account for 40% of our outstanding shares (this amount was
approved by the Russian securities regulator based on the prior limit and is not required to be reduced to 35%). As aresult, we are
currently unable to raise additional equity financing through the issuance of depositary receipts. This restriction may also limit the
liquidity of our ADSs and their trading price.

You may be unable to repatriate your earnings from our ADSs.

We anticipate that any dividends we may pay in the future on the shares represented by the ADSs will be declared and paid to the
depositary in rubles and will be converted into U.S. dollars by the depositary and distributed to holders of ADSs, net of the
depositary’ s fees and expenses. The ability to convert rublesinto U.S. dollarsis subject to the availability of U.S. dollarsin Russia’s
currency markets. Although thereis an existing, abeit limited, market within Russia for the conversion of rublesinto U.S. dollars,
including the interbank currency exchange and over-the-counter and currency futures markets, the further development of this market
isuncertain. At present, there is no market for the conversion of rublesinto foreign currencies outside of Russia and no viable market
in which to hedge ruble and ruble-denominated investments.

ADS holders may not be able to benefit from the United States-Russia income tax treaty.

Under Russian law, dividends paid to a non-resident holder of shares generally will be subject to Russian withholding tax at a
rate of 15% for legal entities and organizations and at arate of 30% for individuals. Russian tax rules applicable to ADS holders are
characterized by significant uncertainties and, until recently, by an absence of interpretive guidance. In 2005 and 2006, the Ministry of
Finance of the Russian Federation expressed its opinion in private rulings that holders of global depositary receipts should be treated
as the beneficial owners of the dividends paid on underlying shares for the purposes of double tax treaty provisions applicable to
taxation of dividend income from the underlying shares, provided that the tax treaty residence of the holders of the global depositary
receiptsis duly confirmed. However, the Russian tax authorities have not provided official, generally applicable guidance addressing
how an ADS holder should demonstrate its beneficial ownership in underlying shares. In the absence of any specific provisionsin
Russian tax |egislation with respect to the concept of beneficial ownership and taxation of income of beneficial owners, it is unclear
how the Russian tax authorities will ultimately treat the ADS holders in this regard.

Until the Russian tax authorities clarify whether it is permitted under Russian law to withhold Russian withholding tax in respect
of dividends a company pays to the depositary at alower rate than the domestic rate applicable to such payments (currently 15%), we
intend to withhold Russian withholding tax at the domestic rate applicable to such dividends, regardless of whether the Depositary (the
legal owner of the shares) or an ADS holder would be entitled to reduced rates of Russian withholding tax under the relevant income
tax treaty if it were the beneficial owner of the dividends for purposes of that treaty. Although non-resident ADS holders may apply
for arefund of aportion of the amount so withheld by us under the relevant income tax treaty, no assurance can be made that the
Russian tax authorities will grant any refunds See “Item 10. Additional Information—E. Taxation—Russian Income and Withholding
Tax Considerations” for additional information.

Capital gainsfrom the sale of ADSs may be subject to Russian income tax.

Under Russian tax legislation, gains realized by non-resident legal entities or organizations from the disposition of Russian shares
and securities, aswell as financial instruments derived from such shares, such as the ADSs, may be subject to Russian profits tax or
withholding income tax if immovable property located in Russia constitutes more than 50% of our assets. However, no procedural
mechanism currently
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exists to withhold and remit this tax with respect to sales made to persons other than Russian companies and foreign companies with a
registered permanent establishment in Russia. Gains arising from the disposition at foreign stock exchanges of the foregoing types of
securities listed on these exchanges by foreign holders who are legal entities or organizations are not subject to taxation in Russia.

Gains arising from the disposition of the foregoing types of securities and derivatives outside of Russia by U.S. holders who are
individuals not resident in Russiafor tax purposes will not be considered Russian source income and will not be taxable in Russia.
Gains arising from disposition of the foregoing types of securities and derivativesin Russiaby U.S. holders who are individuals not
resident in Russiafor tax purposes may be subject to tax either at the source in Russia or based on an annual tax return, which they
may be required to submit with the Russian tax authorities.

Future sales of common stock or ADSs may affect the market price of our common stock and ADSs.

Sales, or the possibility of sales, of substantial numbers of shares of our common stock or ADSs in the public market, including
the Russian stock market, could have an adverse effect on the market trading prices of the ADSs.

Foreign judgments may not be enforceable against us.

Our presence outside the United States may limit your legal recourse against us. We are incorporated under the laws of the
Russian Federation. Substantially al of our directors and executive officers named in this document reside outside the United States,
principally in Russia. All or a substantial portion of our assets and the assets of our officers and directors are located outside the
United States. Asaresult, you may not be able to effect service of process within the United States on us or on our officers and
directors. Similarly, you may not be able to obtain or enforce U.S. court judgments against us, our officers and directors, including
actions based on the civil liability provisions of the federal securities laws of the United States. In addition, it may be difficult for you
to enforce, in original actions brought in courts in jurisdictions outside the United States, liabilities predicated upon U.S. securities
laws.

Thereis no treaty between the United States and the Russian Federation providing for reciprocal recognition and enforcement of
foreign court judgments in civil and commercial matters. These limitations may deprive you of effective legal recourse for claims
related to your investment in the ADSs. The deposit agreement provides for actions brought by any party thereto against usto be
settled by arbitration in accordance with the Commercial Arbitration Rules of the American Arbitration Association, provided that any
action under the U.S. federal securities laws or the rules or regulations promulgated thereunder may, but need not, be submitted to
arbitration. The Russian Federation is a party to the United Nations (New Y ork) Convention on the Recognition and Enforcement of
Foreign Arbitral Awards, but it may be difficult to enforce arbitral awards in the Russian Federation due to a number of factors,
including the inexperience of Russian courtsin international commercia transactions, official and unofficial political resistance to
enforcement of awards against Russian companiesin favor of foreign investors and Russian courts’ inability to enforce such orders
and corruption.

Thelack of a central and rigorously regulated share registration system in Russia may result in improper record ownership of our
shares, including the shares underlying the ADSs.

Ownership of Russian joint stock company shares (or, if the shares are held through a nominee or custodian, then the holding of
such nominee or custodian) is determined by entriesin a share register and is evidenced by extracts from that register. Currently, there
is no central registration system in Russia. Share registers are maintained by the companies themselves or, if acompany has more than
50 shareholders or so elects, by licensed registrars located throughout Russia. Regulations have been issued regarding the licensing
conditions for such registrars, as well as the procedures to be followed by
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both companies maintaining their own registers and licensed registrars when performing the functions of registrar. In practice,
however, these regulations have not been strictly enforced, and registrars generally have relatively low levels of capitalization and
inadequate insurance coverage. Moreover, registrars are not necessarily subject to effective governmental supervision. Due to the lack
of acentral and rigorously regulated share registration system in Russia, transactions in respect of a company’s shares could be
improperly or inaccurately recorded, and share registration could be lost through fraud, negligence, official and unofficial
governmental actions or oversight by registrars incapable of compensating shareholders for their misconduct. This creates risks of loss
not normally associated with investmentsin other securities markets.

In March 2007, the Federal Service for the Financial Markets, or the FSFM, terminated the license of three top managers of our
registrar, the Central Moscow Depository. Managers of Russian depositaries and registrars are required by law to be licensed by the
FSFM, and their failure to do so can result in the depository or registrar’s own license being terminated. While the FSFM reversed its
decision to terminate the Central Moscow Depository managers’ licensesin April 2007, it is possible that the FSFM may take similar
action seeking to terminate the managers' or our registrar’ s licenses in the future.

Russian thin capitalization rules could affect our ability to deduct interest on certain borrowings.

Russian thin capitalization rules limit the amount of interest that can be deducted by a Russian company on debt payable to non-
resident shareholders. Until January 1, 2006, these rules applied only to loans issued to a Russian company by aforeign company
owning directly or indirectly more than 20% of the share capital of the Russian company. However, thin capitalization rules that came
into effect on January 1, 2006 extend the rules’ application to debt issued to a Russian company by another Russian company that is
affiliated with such foreign company, as well as to debt issued to a Russian company which is secured by such foreign company or
such affiliated Russian company. It is not yet fully clear how these new rules will be applied in practice by the Russian tax authorities.

Risks Relating to the Russian Federation
Economic Risks

The Russian economy is less stable than those of most Western countries and could adversely affect our business and the value of
the sharesand ADSs.

Since the dissolution of the Soviet Union in the early 1990s, the Russian economy has experienced at various times:

¢ significant declinesin gross domestic product;

¢ hyperinflation;

e an unstable currency;

¢ high government budget deficit and government debt relative to gross domestic product;

e aweak banking system providing limited liquidity to domestic enterprises;

¢ high levels of loss-making enterprises that continued to operate due to the lack of effective bankruptcy proceedings;
e significant use of barter transactions and illiquid promissory notes to settle commercial transactions;

e widespread tax evasion;

e growth of ablack and gray market economy;
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e pervasive capital flight;

¢ high levels of corruption and the penetration of organized crime into the economy;
¢ significant increases in unemployment and underemployment; and

¢ the impoverishment of alarge portion of the population.

Although Russia has benefited recently from the increase in global commaodity prices, providing an increase in disposable income
and an increase in consumer spending, the Russian economy has been subject to abrupt downturnsin the past. In particular, on
August 17, 1998, in the face of arapidly deteriorating economic situation, the Russian government defaulted on its ruble-denominated
securities, the Central Bank of Russia stopped its support of the ruble and a temporary moratorium was imposed on certain foreign
currency payments. These actions resulted in an immediate and severe devaluation of the ruble and a sharp increase in the rate of
inflation; a substantial decline in the prices of Russian debt and equity securities; and an inability of Russian issuersto raise fundsin
the international capital markets. These problems were aggravated by a major banking crisisin the Russian banking sector after the
events of August 17, 1998, as evidenced by the termination of the banking licenses of a number of major Russian banks. This further
impaired the ability of the banking sector to act as a consistent source of liquidity to Russian companies and resulted in the losses of
bank depositsin some cases.

Recently, the Russian economy has been showing positive trends, such as the increase in the gross domestic product, a stable
ruble, strong domestic demand, rising real wages and a reduced rate of inflation; however, these trends may not continue or may be
abruptly reversed.

Theinfrastructure in Russia isinadequate, which could disrupt normal business activity.

Theinfrastructure in Russia largely dates back to Soviet times and has not been adequately funded and maintained over the past
decade. Particularly affected are the rail and road networks, power generation and transmission systems, communication systems and
building stock. In May 2005, afire and explosion in one of the Moscow power substations built in 1963 caused a major power outage
in alarge section of Moscow and some surrounding regions. The blackout disrupted the ground el ectric transport, including the metro
system, led to road traffic accidents and massive traffic congestion, disrupted electricity and water supply in office and residential
buildings and affected mobile communications. The trading on exchanges and the operation of many banks, stores and markets were
also halted.

The deterioration of the infrastructure in Russia harms the national economy, disrupts the transportation of goods and supplies,
adds costs to doing business and can interrupt business operations. The Russian government is actively considering plans to reorganize
the nation’ s rail, electricity and communications systems. Any such reorganization may result in increased charges and tariffs while
failing to generate the anticipated capital investment needed to repair, maintain and improve these systems. These factors could have a
material adverse effect on our business and results of operations.

Fluctuationsin the global economy could materially adversely affect the Russian economy and the value of the shares and ADSs.

The Russian economy is vulnerable to market downturns and economic slowdowns elsewhere in the world. As has happened in
the past, financial problems or an increase in the perceived risks associated with investing in emerging economies could dampen
foreign investment in Russia and Russian businesses could face severe liquidity constraints, further materially adversely affecting the
Russian economy. Additionally, because Russia produces and exports large amounts of ail, the Russian economy is especially
vulnerable to the price of il on the world market and adeclinein the price of oil could slow or disrupt the Russian economy or
undermine the value of the ruble against foreign currencies. Recent military conflicts and international terrorist activity have a'so
significantly impacted oil and gas prices, and pose additional risks
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to the Russian economy. Russiais also amajor producer and exporter of metal products and its economy is vulnerable to fluctuations
in world commadity prices and the imposition of tariffs and/or antidumping measures by the United States, the European Union or by
other principal export markets.

Political and Social Risks

Political and governmental instability could materially adversely affect our business, financial condition, results of operations and
prospects and the value of the sharesand ADSs.

Since 1991, Russia has sought to transform itself from a one-party state with a centrally-planned economy to a democracy with a
market economy. As aresult of the sweeping nature of the reforms, and the failure of some of them, the Russian political system
remains vulnerable to popular dissatisfaction, including dissatisfaction with the results of privatizations in the 1990s, as well asto
demands for autonomy from particular regional and ethnic groups.

Current and future changes in the government, major policy shifts or lack of consensus between various branches of the
government and powerful economic groups could disrupt or reverse economic and regulatory reforms. In addition, the Russian
presidential elections scheduled for 2008 could bring more volatility to the market. Any disruption or reversal of reform policies could
lead to political or governmental instability or the occurrence of conflicts among powerful economic groups, which could have a
material adverse effect on our business, financial condition, results of operations and prospects and the value of the shares and ADSs.

Conflict between central and regional authorities and other conflicts could create an uncertain operating environment, hindering
our long-term planning ability.

The Russian Federation is afederation of 86 sub-federal political units, consisting of republics, territories, regions, cities of
federal importance and autonomous regions and districts. The delineation of authority and jurisdiction among the members of the
Russian Federation and the federal government is, in many instances, unclear and remains contested. Lack of consensus between the
federal government and local or regional authorities often results in the enactment of conflicting legislation at various levels and may
lead to further political instability. In particular, conflicting laws have been enacted in the areas of privatization, land legisation and
licensing. Some of these laws and governmental and administrative decisions implementing them, as well as certain transactions
consummated pursuant to them, have in the past been challenged in the courts, and such challenges may occur in the future. This lack
of consensus hinders our long-term planning efforts and creates uncertainties in our operating environment, both of which may
prevent us from effectively and efficiently implementing our business strategy.

Additionally, ethnic, religious, historical and other divisions have, on occasion, given rise to tensions and, in certain cases,
military conflict, such as the continuing conflict in Chechnya, which has brought normal economic activity within Chechnyato a halt
and disrupted the economies of neighboring regions. Various armed groups in Chechnya have regularly engaged in guerrilla attacksin
that area. Violence and attacks relating to this conflict have spread to other parts of Russia, and several terrorist attacks have been
carried out by Chechen terrorists in other parts of Russia, including in Moscow. The further intensification of violence, including
terrorist attacks and suicide bombings, or its spread to other parts of Russia, could have significant political consequences, including
the imposition of a state of emergency in some or al of Russia. Moreover, any terrorist attacks and the resulting heightened security
measures are likely to cause disruptions to domestic commerce and exports from Russia. These factors could materially adversely
affect our business and the value of the shares and ADSs.
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Crime and corruption could disrupt our ability to conduct our business.

The political and economic changes in Russiain recent years have resulted in a significant dislocation of authority. The local and
international press have reported that significant organized criminal activity has arisen, particularly in large metropolitan centers.
Property crime in large cities has increased substantially. In addition, the local press and international press have reported high levels
of corruption, including the bribing of officials for the purpose of initiating investigations by government agencies. Press reports have
also described instances in which government officials engaged in selective investigations and prosecutions to further the commercial
interests of government officials or certain individuals. Additionally, some members of the Russian mediaregularly publish
disparaging articlesin return for payment. The depredations of organized or other crime, demands of corrupt officials or claims that
we have been involved in official corruption could result in negative publicity, could disrupt our ability to conduct our business
effectively and could thus materially adversely affect our financial condition and results of operations and the value of the shares and
ADSs.

Social instability could increase support for renewed centralized authority, nationalism or violence and thus materially adversely
affect our business, financial condition, results of operations and prospects.

The failure of the government and many private enterprises to pay full salaries on aregular basis and the failure of salaries and
benefits generally to keep pace with the rapidly increasing cost of living have led in the past, and could lead in the future, to labor and
social unrest. Labor and social unrest may have political, social and economic consequences, such as increased support for a renewal
of centralized authority, increased nationalism, including restrictions on foreign involvement in the economy of Russia, and increased
violence. An occurrence of any of the foregoing events could restrict our operations and lead to the loss of operating revenues,
materially adversely affecting our business, financial condition, results of operations and prospects.

Legal Risks

Weaknesses relating to the legal system and legislation create an uncertain environment for investment and for business activity in
Russia.

Russiais till developing the legal framework required to support a market economy. The following risks relating to the Russian
legal system create uncertainties with respect to the legal and business decisions that we make, many of which do not exist in
countries with more devel oped market economies:

¢ inconsistencies between and among, the Constitution, federal and regional laws, presidential decrees and governmental,
ministerial and local orders, decisions, resolutions and other acts;

e conflicting local, regional and federal rules and regulations;

¢ thelack of judicial and administrative guidance on interpreting legidation;
¢ therelative inexperience of judges and courtsin interpreting legislation;

¢ lack of independent judiciary;

¢ ahigh degree of discretion on the part of governmental authorities, which could result in arbitrary actions such as suspension
or termination of our licenses; and

¢ poorly developed bankruptcy procedures that are subject to abuse.

The recent nature of much of Russian legislation, the lack of consensus about the scope, content and pace of economic and
political reform and the rapid evolution of the Russian legal system in ways that may not always coincide with market developments
place the enforceability and underlying constitutionality of lawsin doubt and results in ambiguities, inconsistencies and anomalies. In
addition, Russian legidation
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often contempl ates implementing regul ations that have not yet been promulgated, leaving substantial gapsin the regul atory
infrastructure. All of these weaknesses could affect our ability to enforce our rights under our permits and contracts, or to defend
ourselves against claims by others. We cannot assure you that regulators, judicial authorities or third parties will not challenge our
internal procedures and by-laws or our compliance with applicable laws, decrees and regulations.

Failure to comply with existing laws and regulations or the findings of government inspections, or increased governmental
regulation of our operations, could result in substantial additional compliance costs or various sanctions which could materially
adversely affect our business, financial condition, results of operations and prospects.

Our operations and properties are subject to regulation by various government entities and agencies, as well asto ongoing
compliance with existing laws, regulations and standards. As a producer of food products, our operations are subject to quality, health
and safety, production, packaging, labeling and distribution standards. The operations of our production and distribution facilities are
also subject to various environmental laws and workplace regulations. Regulatory authorities exercise considerable discretion in
matters of enforcement and interpretation of applicable laws, regulations and standards, the issuance and renewal of permitsand in
monitoring compliance with the terms thereof. Russian authorities have the right to, and frequently do, conduct periodic inspections of
operations and properties of our group of companies throughout the year. Any such future inspections may conclude that we or our
subsidiaries have violated laws, decrees or regulations, and we may be unable to refute such conclusions or remedy the violations. Our
failure to comply with existing laws and regulations or the findings of government inspections or to obtain all approvals,
authorizations and permits reguired for our operations may result in the imposition of fines or penalties or more severe sanctions
including the suspension, amendment or termination of our permits, or in requirements that we cease certain of our business activities,
or in criminal and administrative penalties applicable to our officers. Any such decisions, requirements or sanctions, or any increasein
governmental regulation of our operations, could increase our costs and materially adversely affect our business, financial condition,
results of operations and prospects.

We believe that our current legal and environmental compliance programs adequately address these concerns and that we are in
substantial compliance with applicable laws and regulations. However, as the regulations that apply to our business are constantly
changing, we are sometimes unable to immediately comply with new regulations upon their implementation. Compliance with, or any
violation of, current and future laws or regulations could require material expenditures by us or otherwise have a material adverse
effect on our business or financial results. See “Item 4. Information on Our Company—B. Business Overview—Regulation”.

Additionally, under relevant Russian legislation, Russian regulatory agencies can impose various sanctions for violations of
environmental standards. These sanctions may include civil and administrative penalties applicable to a company and criminal and
administrative penalties applicable to its officers. Also, in the course, or as aresult, of an environmental investigation, regulatory
authorities can issue an order halting part or all of the production at a plant which has violated environmental standards. We have
been, at various times, subject to administrative sanctions for failure to comply with environmental regulations relating to effluent
discharge and to minor administrative sanctions for violations relating to waste disposal. In the event that production at one of our
facilities was partially or wholly prevented due to this type of sanction, our production capability would suffer significantly and our
operating results would suffer.
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Lack of developed corporate and securities laws and regulations in Russia may limit our ability to attract future investment.

The regulation and supervision of the securities market, financial intermediaries and issuers are considerably less developed in
Russia than, for example, in the United States and Western Europe. Securities laws, including those relating to corporate governance,
disclosure and reporting requirements, have only recently been adopted, whereas laws relating to anti-fraud safeguards, insider trading
restrictions and fiduciary duties are rudimentary. In addition, the Russian securities market is regulated by several different authorities,
which are often in competition with each other. These include:

o the FSFM;

¢ the Ministry of Finance;

¢ the Federal Antimonopoly Service;

e the Central Bank of Russia; and

¢ various professional self-regulatory organizations.

The regulations of these various authorities are not always coordinated and may be contradictory.

In addition, Russian corporate and securities rules and regulations can change rapidly, which may materially adversely affect our
ability to conduct securities-related transactions. While some important areas are subject to virtually no oversight, the regulatory
requirements imposed on Russian issuers in other areas result in delays in conducting securities offerings and in accessing the capital
markets. It is often unclear whether or how regulations, decisions and letters issued by the various regulatory authorities apply to our
company. The FSFM has recently introduced a number of regulations relating to offerings of sharesin and outside of Russia,
including combined offerings involving closed subscription for new shares and the sale of existing shares, which remain largely
untested and subject to varying interpretations. Any challenges of such regulations or transactions consummated pursuant to them
could have an adverse effect on our ability to effect equity offeringsin the future. Asaresult, we may be subject to fines and/or other
enforcement measures despite our best efforts at compliance, which could have a material adverse effect on our business, financial
condition and results of operations.

Thejudiciary slack of independence, its relative inexperience and occasional abuse of discretion and the difficulty in enforcing
court decisions could prevent us or you from obtaining effective redressin a court proceeding.

The independence of the judicial system and itsimmunity from economic, political and nationalistic influences in Russia can not
be guaranteed. The court system is underfunded. Judges and courts are generally inexperienced in the area of business and corporate
law. Judicial precedents generally have no binding effect on subsequent decisions. Not al Russian legislation and court decisions are
readily available to the public or organized in a manner that facilitates understanding. In addition the Russian judicial system can be
slow or unjustifiably swift. Enforcement of court orders can in practice be very difficult in Russia. Additionally, court claims are often
used in furtherance of political and commercia aims or infighting. We may be subject to such claims and may not be able to receive a
fair hearing. Additionally, court orders are not always enforced or followed by law enforcement agencies. Moreover, judicial decisions
in Russia can be unpredictable and may not provide effective redress.

These uncertainties also extend to property rights. During Russia’ s transformation from a centrally planned economy to a market
economy, legislation has been enacted to protect private property against expropriation and nationalization. However, these
protections may not be enforced in the event of an attempted expropriation or nationalization. Expropriation or nationalization of any
of our entities, their assets or portions thereof, potentially without adequate compensation, would have a material adverse effect on our
business, financial condition, results of operations and prospects.

36




Merrill Corporation 07-17036-1 Sat Jun 23 07:52:08 2007 (V 2.247w--P66222CHE) Chksum: 355679 Cycle2.0
20-F Wimm Bill Dann Foods OJSC
105182 c:\fc\174751345 p66533che_2209831\17036-1-DE.pdf EDGAR :Redline:OFF Doc 1 Page 37

Selective or arbitrary government action could have a material adverse effect on our business, financial condition, results of
operations and prospects and the value of the shares and ADSs.

Governmental authorities in Russia have a high degree of discretion and, at times, act selectively or arbitrarily, without hearing or
prior notice, and sometimes in a manner that isinconsistent with legislation or influenced by political or commercial considerations.
Selective or arbitrary governmental actions have reportedly included the denial or withdrawal of licenses, sudden and unexpected tax
audits and claims, criminal prosecutions and civil actions. Federal and local government entities have al'so used ordinary defectsin
matters surrounding share issuances and registration as pretexts for court claims and other demands to invalidate such issuances and
registrations or to void transactions. Moreover, the government also has the power in certain circumstances, by regulation or
government act, to interfere with the performance of, nullify or terminate contracts. Standard & Poor’s, has expressed concerns that
“Russian companies and their investors can be subjected to government pressure through selective implementation of regulations and
legidation that is either politically motivated or triggered by competing business groups.” In this environment, our competitors may
receive preferential treatment from the government, potentially giving them a competitive advantage over us.

In addition, recently, the Russian tax authorities have brought tax evasion claims aggressively on the basis of certain Russian
companies’ use of tax-optimization schemes, and press reports have speculated that these enforcement actions have been selective and
politically motivated. Selective or arbitrary government action, if directed at us, could have a material adverse effect on our business,
financial condition, results of operations and prospects, and the value of the shares and ADSs.

Shareholder liability under Russian legislation could cause us to become liable for the obligations of our subsidiaries.

The Civil Code of the Russian Federation and the Federal Law on Joint Stock Companies generally provide that shareholdersin a
Russian joint stock company are not liable for the obligations of the joint stock company and bear only the risk of loss of their
investment. This may not be the case, however, when one company is capable of determining decisions made by another company.
The company capable of determining such decisionsis deemed an “effective parent.” The company whose decisions are capable of
being so determined is deemed an “effective subsidiary.” Under the Federal Law on Joint Stock Companies, an effective parent bears
joint and several responsibility for transactions concluded by the effective subsidiary in carrying out these decisions if:

e this decision-making capability is provided for in the charter of the effective subsidiary or in a contract between the
companies; and

o the effective parent gives obligatory directions to the effective subsidiary.

In addition, an effective parent is secondarily liable for an effective subsidiary’ s debtsif an effective subsidiary becomes
insolvent or bankrupt resulting from the action or inaction of an effective parent. Thisis the case no matter how the effective parent’s
ability to determine decisions of the effective subsidiary arises. For example, this liability could arise through ownership of voting
securities or by contract. In these instances, other shareholders of the effective subsidiary may claim compensation for the effective
subsidiary’ s losses from the effective parent which caused the effective subsidiary to take action or fail to take action knowing that
such action or failure to take action would result in losses. Accordingly, we could be liable in some cases for the debts of our
consolidated subsidiaries. This liability could have a material adverse effect on our business, results of operations and financial
condition.
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Shareholder rights provisions under Russian law impose significant additional obligations on us.

Russian law provides that shareholders that vote against or abstain from voting on certain matters have the right to sell their
shares to us at market value in accordance with Russian law. The decisions that trigger thisright to sell sharesinclude:

e areorganization;

¢ the approval by shareholders of a“major transaction,” which, in genera terms, is a transaction involving property worth more
than 50% of the gross book value of our assets calculated according to the Russian accounting standards, regardless of whether
the transaction is actually consummated; and

¢ the amendment of our charter in a manner that limits sharehol der rights.

Our obligation to purchase shares in these circumstances, which is limited to 10% of our net assets cal culated according to
Russian accounting standards, at the time the matter at issue is voted upon, could have a material adverse effect on our business,
financial condition, results of operations and prospects.

Because thereislittle minority shareholder protection in Russia, your ability to bring, or recover in, an action against uswill be
limited.

In general, minority shareholder protection under Russian law derives from supermajority shareholder approval requirements for
certain corporate actions, as well as from the ability of a shareholder to demand that the company purchase the shares held by that
shareholder if that shareholder voted against or did not participate in voting on certain types of actions. Companies are aso required
by Russian law to obtain the approval of disinterested shareholdersfor certain transactions with interested parties.

The supermajority shareholder approval requirement is met by a vote of 75% of all voting shares that are present at a
shareholders' meeting. Thus, controlling shareholders owning slightly less than 75% of outstanding shares of a company may have a
75% or more voting power if certain minority shareholders are not present at the meeting. In situations where controlling shareholders
effectively have 75% or more of the voting power at a shareholders' meeting, they are in a position to approve amendmentsto the
charter of the company or significant transactions including asset transfers, which could be prejudicial to the interests of minority
shareholders. It is possible that our controlling shareholdersin the future may not act in the best interests of minority shareholders, and
this could materially and adversely affect the value of the shares and ADSs.

While the Federal Law on Joint Stock Companies provides that shareholders owning not less than 1% of the company’s stock
may bring an action for damages on beha f of the company, Russian courts to date do not have much experience with such lawsuits.
Russian law does not contemplate class action litigation. Accordingly, your ability to pursue legal redress against us may be limited,
reducing the protections available to you as a holder of our shares and ADSs.

Characteristics of and changesin the Russian tax system could materially adversely affect our business, financial condition,
results of operations and prospects and the value of the shares and ADSs.

The tax environment in Russia historically has been complicated by the often contradictory tax legislation. This uncertainty
potentially exposes us to significant fines and penalties and enforcement measures despite our best efforts at compliance, and could
result in a greater than expected tax burden and the suspension or termination of our licenses. Generally, taxes payable by Russian
companies are substantial and numerous. These taxes include, among others:

e income taxes;
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e VAT,
¢ unified socia tax; and
e property tax.

There have recently been significant changes to the Russian taxation system, including a number of changes to various chapters
of the Tax Code. Among the most recent changes are significant amendments to the chapters on VAT and on the profit tax effective as
of January 1, 2006, as well as the changes to Part One of the Tax Code (tax administration provisions) effective as of January 1, 2007.

Since tax legislation is subject to frequent change, some sections and regulations enacted under the Tax Code are comparatively
new, and interpretation of these regulationsis often unclear or nonexistent. Taxpayers and the Russian tax authorities often interpret
tax laws differently whilst the Russian tax authorities' interpretation of tax laws rarely favors taxpayers. In some instances, the
Russian tax authorities have applied new interpretations of tax laws retroactively. Thereis no established precedent or consistent court
practice in respect of these issues. Taxpayers often have to resort to court proceedings to defend their positions against the tax
authorities. Recent events within the Russian Federation suggest that the tax authorities may be taking a more assertive position in
their interpretations of the legidation and assessments.

In addition, differing interpretations of tax regulations exist both among and within government ministries and organizations at
the federal, regional and local levels, creating uncertainties and inconsistent enforcement. Tax declarations, together with related
documentation such as customs declarations, are subject to review and investigation by a number of authorities, each of which may
impose fines, penalties and interest charges. Generally, in an audit taxpayers are subject to inspection with respect to the three
calendar years which immediately proceeded the year in which the audit is carried out. Previous audits do not completely exclude
subsequent claims relating to the audited period because Russian tax law authorizes upper-level tax inspectorates to review the results
of tax audits conducted by subordinate tax inspectorates. In addition, in July 2005, the Russian Constitutional Court issued a decision
that allows the statute of limitations for tax liabilities to be extended beyond the three-year term set forth in the tax laws if a court
determines that a taxpayer has obstructed or hindered atax audit. Because none of the relevant terms is defined, tax authorities may
have broad discretion to argue that a taxpayer has “obstructed” or “hindered” an audit and ultimately seek penalties beyond the three-
year term.

In October 2006, the Supreme Arbitration Court of the Russian Federation introduced a new concept of “unjustified tax benefit”
which is defined mainly by reference to specific examples of such tax benefits (e.g. absence of business purpose) and which may lead
to disallowance thereof for tax purposes. Thereis currently no practice or guidance from the tax authorities or courts for interpreting
this new concept; however, it islikely that the tax authorities will actively seek to apply this concept when challenging in courts tax
positions taken by taxpayers. Although the intent of the court when introducing the concept of “unjustified tax benefit” was to combat
abuse of tax law, in practice, there is no assurance that the tax authorities will not seek to apply this concept in a broader sense than
may have been intended by the court. In addition, a recent pronouncement by a Russian court in December 2006 indicates atrend
within the judicial system to broaden the application of criminal responsibility for tax violations.

Also there is no concept of atax group in Russia, hor can a consolidated filing be made by Russian companies for tax purposes.
Therefore, Russian companies and each of their Russian subsidiaries pay their own Russian taxes and may not surrender profits or
losses to other group companies for tax purposes. In addition, payments of dividends between two Russian companies are currently
subject to awithholding income tax of 9% at the time they are paid out of profits, although the effective rate of thistax may be lower
than 9% if the company paying the dividends has received, in the same or a preceding tax period, dividends from other Russian
companies. This may give rise to additional tax liabilities and inefficiencies.

39




Merrill Corporation 07-17036-1 Sat Jun 23 07:55:53 2007 (V 2.247w--P66553CHE) Chksum: 181268 Cycle 2.0

20-F Wimm Bill Dann Foods OJSC
105182 c:\fc\17475442879 p66533che 2209831\17036-1-DG.pdf EDGAR :Redline:OFF Doc 1 Page 40

The foregoing conditions create tax risks in Russia that are more significant than those typically found in jurisdictions with more
developed tax systems and complicate tax planning and related business decisions. They also impose additional burdens and costs on
our operations, including management resources. In addition to our substantial tax burden, these risks and uncertainties complicate our
tax planning and related business decisions, potentially exposing us to significant fines and penalties and enforcement measures
despite our best efforts at compliance. Our exposure to additional tax liabilities could have a material adverse effect on our business,
financial condition, results of operations and prospects. See also “—Risks Relating to the Russian Federation—L egal Risks and
Uncertainties—Sel ective or arbitrary government action could have a material adverse effect on our business, financial condition,
results of operations and prospects and the value of the shares and ADSs.”

Other Risks
We have not independently verified information we have sourced from third parties.

We have sourced certain information contained in this document from third parties, including private companies and Russian
government agencies, and we have relied on the accuracy of this information without independent verification. The official data
published by Russian federal, regional and local governments may be substantially less complete or researched than those of Western
countries. Official statistics may aso be produced on different bases than those used in Western countries. Any discussion of matters
relating to Russia in this document must, therefore, be subject to uncertainty due to concerns about the completeness or reliability of
available official and public information.

Item 4. Information on Our Company
A. History and Development

We trace our history back to 1992, when a group of individuals formed an enterprise which began |easing a production line at the
Lianozovsky Dairy Plant and purchasing juice concentrates and packaging materials. On November 25, 1992, we produced the first
carton of juice carrying the Wimm-Bill-Dann brand name. We selected this brand name to attract consumers who preferred products
with foreign-sounding names due to perceived higher quality and novelty and, since itsintroduction, the “Wimm-Bill-Dann” name has
become a brand name recognized in a substantial percentage of Russian households.

To take advantage of the opportunities arising from the privatization of Russian state-owned assets, our current shareholders then
began acquiring shares in the Lianozovsky Dairy Plant in Moscow, and continued to expand their juice product enterprises. Following
their acquisition of a magjority stake in the Lianozovsky Dairy Plant in 1995, they added dairy productsto their portfolio, thus
becoming adairy and juice producer. Our growth has been accomplished, in part, through significant acquisitions, including
the following:

¢ In 1995, we acquired mgjority control of the Lianozovsky Dairy Plant (renamed into Wimm-Bill-Dann in 2006);

¢ In 1996 and 1997, we acquired majority stakes in the Moscow Baby Food Plant, the Tsaritsino Dairy Plant and the Ramenskiy
Plant (renamed into Wimm-Bill-Dann Beveragesin 2007);

¢ |n 1998 and 1999, we began to expand into regions outside Moscow, acquiring dairy plantsin Novosibirsk, Nizhny Novgorod
and Vladivostok;

¢ |n 2000, 2001 and 2002, we acquired magjority stakesin dairy plantsin Ufa, Bashkortostan and the Krasnodar region in Russia,
aswell asdairy plantsin Kiev, Ukraine and Bishkek, Kyrgyzstan;

e |n 2001, we acquired 100% interestsin dairy plantsin the Altaisky and Voronezh regions of Russia;
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¢ In 2002, we acquired control of three dairy plantsin the Krasnodar, Belgorod and Samara regions of Russia;
¢ In 2002, we acquired control of adairy plant in Kharkov, Ukraine;
¢ In 2002, we acquired a 100% interest in the Roska Dairy Plant (renamed Baltic Milk in 2004) in St. Petersburg;

¢ |n 2002, we acquired control of Depsona (since renamed Fruktopak) in Tula and alarge warehouse complex in the Moscow
region;

¢ In 2002, we acquired control of adried milk plant in Buryn, Ukraine;

¢ |n January 2003, we acquired a 100% interest in Siberian Cheese, arefrigeration and warehousing facility in Novosibirsk
adjacent to our principa Siberian dairy production facility;

¢ In August 2003, we acquired underground wells in the Essentuki area of Russia and awater processing and bottling factory
which produces “ Essentuki” brand mineral water through our purchase of 100% interests in the companies Healing Springs
and Geiser;

¢ In December 2004, we acquired Atamanskoe farm, araw milk production company;

¢ In April, July and September 2005, we acquired three raw milk production companies, Plemzavod ZaMir i Trud, Zavety
Ilyichaand Trud Farms;

¢ In July 2005, we acquired 66.3% control of the Obninsk Dairy Plant in the Kaluga region;
¢ InJuly 2005, we acquired a 100% interest in the Kursk Baby Food Plant in the Kursk region;

¢ In October 2005, we acquired a 100% interest in the Essentuki Mineral Water Plant at CMW (Caucasian Mineral Waters) in
the town of Essentuki in the Stavropol region;

¢ In December 2005, we acquired a controlling stake in Nazarovskoe Milk in the Krasnoyarsk region;

¢ In December 2005, we acquired a 100% interest in the Pervouralsk City Dairy Plant in the Sverdlovsk region;
¢ InJanuary 2006, we increased our aggregate ownership in the Moscow Baby Food Plant to 97.3%;

¢ |n September 2006, we acquired a 100% interest in the Surgut City Dairy Plant in Western Siberia;

¢ In November 2006, we acquired 93.74% control of the Moscow-based dairy producer Ochakovo;

¢ |n December 2006, we acquired 100% control of the Omsk-based dairy producer Manros-M; and

¢ |n December 2006, we acquired 83.36% control of Angarsky Dairy Plant (MOLKA), one of the largest dairy enterprisesin
Irkutsk region.

Our operations are currently organized into three separately reported segments: dairy products, beverages, baby food, all
operating under the umbrella of our holding company, Wimm-Bill-Dann Foods OJSC, which was incorporated on May 31, 2001. In
addition, at the end of 2004, we created a separately managed non-core business unit called “Agro” for the purpose of buying and
managing a select number of dairy farmsin certain Russian regions. “Agro” is currently reported as part of our dairy division.

In order to improve our corporate structure and management, as well asto reduce our expenses, we commenced the
reorganization of our subsidiariesin April and May 2007 with the merger of 14 of our subsidiaries (Tsaritsyno Dairy Plant, Ufa Dairy
Plant, Siberian Milk Dairy Plant, Rubtsovsk Dairy Plant, Siberian Cheese Plant, Nizhny Novgorod Dairy Plant, Baltic Milk Dairy
Plant, Nazarovo Dairy Plant, PAG Rodnik, Pervouralsk Dairy Plant, Kursk Baby Food Plant, Moscow Baby Food Plant, Timashevsk
Dairy Plant and Vladivostok Dairy Plant) into Wimm-Bill-Dann (formerly Lianozovsky Dairy Plant). We are planning to merge some
other of our subsidiariesinto Wimm-Bill-Dann during 2007.
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We completed our initial public offering on February 14, 2002 and listed our shares of common stock, represented by American
Depositary Shares, or ADSs, on the New Y ork Stock Exchange under the symbol “WBD.” Each ADS represents one underlying share
of our common stock.

According to Standard & Poor’s global scale, our corporate credit rating is B+, and Moody’ s Investors Service ranks our
Corporate Credit rating as B1. In March 2007, Moody’ s Investors Service upgraded our Eurobond Debt rating from B2 to B1 with a
positive outlook. In May 2006, Standard & Poor’ s Governance Services announced the upgrade of our Corporate Governance Score
(CGS) from 7 to 7+, which makes our score the highest in Russia.

Our legal name is Wimm-Bill-Dann Foods OJSC, and we are incorporated as an open joint stock company under the laws of the
Russian Federation and registered with the Moscow Inter-District Inspectorate No. 39 of the Russian Ministry of Taxes and Duties
under the state registration number 1037700236738. We operate in the Russian Federation and the CIS under a number of different
trademarks and brand names, as more fully described below in “—B. Business Overview—Current Operations—Our products and
brands.” Our business objectives, set forth in Article 4 of our charter, include the production and sale of food products, including milk
and sour milk products, mineral water, fruit and vegetable juices and beverages and children’ s food. Our head officeislocated at 16
Y auzsky Boulevard, Moscow 109028, Russian Federation, and our telepho