Open Joint Stock Company
URALCHEM

Consolidated financial statements
for the year ended 31 December 2007



OPEN JOINT STOCK COMPANY URALCHEM

TABLE OF CONTENTS

Page

Statement of management’s responsibilities foptieparation and approval of
the consolidated financial statements for the geaied 31 December 2007 .........ccc.vvvvvervmmmmmmmeeeeeeereereereeeeeeeeaes

[aTe [T 01T e o =T 0T =T Lo 13 (o] £ =T o To o O SRS 2

Consolidated financial statements for the year érddeDecember 2007:

Consolidated INCOME STALEIMENT..............cccumcmeeiee ettt e e e e e et e et e e e et e e eeeeeeeesaessasaaaasnneenbansreseeeaaaaaeens 3
Consolidated DalanCe SNEEL ......... .. e ettt bbbt e e e eaaaaaa e an 4
Consolidated cash flow STAtEMENT ... ..o et e e e e e e et e e e e aaaaeaeeeaaaaas 5-6
Consolidated statement of Changes IN @QUILY ........eoii it e e e e e e e aeeas 7

Notes to the consolidated fINANCIAl STALEMENTS...cc... it e s e s e e e s rebaeeeaesd 48-



OPEN JOINT STOCK COMPANY URALCHEM

STATEMENT OF MANAGEMENT'S RESPONSIBILITIES FOR THE PREPARATION
AND APPROVAL OF THE CONSOLIDATED FINANCIAL STATEMEN TS
FOR THE YEAR ENDED 31DECEMBER 2007

The following statement, which should be read injaoaction with the independent auditors’ report@gton page 2,
is made with a view to distinguishing the respexctiesponsibilities of management and those of ridegendent
auditors in relation to the consolidated finanstatements of Open Joint Stock Company Uralchenitaisdbsidiaries
(the “Group”).

Management is responsible for the preparation obalidated financial statements that present fdiréy financial
position of the Group as at 31 December 2007 a0é Bk results of its operations, cash flows arahghs in equity
for the year ended 31 December 2007, in accordaitiednternational Financial Reporting Standard&RS").

In preparing the consolidated financial statementsjagement is responsible for:

. selecting suitable accounting principles and apglyhem consistently;

. making judgements and estimates that are reasoaadblprudent;

. stating whether IFRS have been followed, subjecany material departures disclosed and explained in
the consolidated financial statements; and

. preparing the consolidated financial statements going concern basis, unless it is inappropriatprésume
that the Group will continue in business for theef@eable future.

Management, within its competencies, is also resiptanfor:

. designing, implementing and maintaining an effecystem of internal controls, throughout the Group

. maintaining statutory accounting records in conma& with local legislation and accounting standards
the respective jurisdictions in which the Grouprapes;

. taking steps to safeguard the assets of the Gamap;

. detecting and preventing fraud and other irregtigari

The consolidated financial statements for the gaded 31 December 2007 were approved on 14 Maytan08

I com

Dmitry V. Osipov Anton Y)/Xés€hanenko
Chief Executive Officer Chief Finance Officer

Moscow, Russia
14 May 2008
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INDEPENDENT AUDITORS’ REPORT
To the Shareholders of Open Joint Stock Company Utahem:

We have audited the accompanying consolidateddiabstatements of Open Joint Stock Company
Uralchem and its subsidiaries (the “Group”), whacimprise the consolidated balance sheets as at

31 December 2007 and 2006, and the consolidatedhimstatement, consolidated statement of changes
in equity and consolidated cash flow statementiferyear ended 31 December 2007, and a summary of
significant accounting policies and other explanatmtes.

Management’s responsibility for the financial statenents

Management is responsible for the preparation ainghfesentation of these financial statements in
accordance with International Financial Reportiten8ards. This responsibility includes: designing,
implementing and maintaining internal control relet/to the preparation and fair presentation of
the financial statements that are free from mdtarisstatement, whether due to fraud or error;
selecting and applying appropriate accounting fedjand making accounting estimates that are
reasonable in the circumstances.

Auditors’ responsibility

Our responsibility is to express an opinion onéhfggancial statements based on our audit.

We conducted our audit in accordance with Inteomati Standards on Auditing. Those standards require
that we comply with ethical requirements and plaah perform the audit to obtain reasonable assurance
whether the financial statements are free from rightmisstatement.

An audit involves performing procedures to obtaidibevidence about the amounts and disclosures in
the financial statements. The procedures selecteehdeon the auditors’ judgement, including

the assessment of the risks of material misstateofi¢he financial statements, whether due to fraud
error. In making those risk assessments, the asditmsider internal control relevant to the ergity
preparation and fair presentation of the finarstatements in order to design audit procedurestiat
appropriate in the circumstances, but not for tpase of expressing an opinion on the effectivenés
the entity’s internal control. An audit also incksdevaluating the appropriateness of accountirigig®!
used and the reasonableness of accounting estimaths by management, as well as evaluating

the overall presentation of the financial statersent

We believe that the audit evidence we have obtamsdfficient and appropriate to provide a bagis f
our audit opinion.
Opinion

In our opinion, the accompanying consolidated fai@statements present fairly, in all materiapezss,
the financial position of the Group as at 31 Decen#907 and 2006, and the results of its financial
performance and its cash flows for the year endeDé&ember 2007 in accordance with International
Financial Reporting Standards.

jf/b;?%’- & ictte—

Moscow, Russia
14 May 2008

. . . . . Member of
Audit.Tax.Consulting . Financial Advisory. Deloitte Touche Tohmatsu



OPEN JOINT STOCK COMPANY URALCHEM

CONSOLIDATED INCOME STATEMENT
FOR THE YEAR ENDED 31 DECEMBER 2007

All amounts are in thousands of US Dollars unlébsmwise stated

Notes

Continuing operations
Revenue

Sales of gooc 6

Other sale 7
Total revenue
Cost of sale: 8
Gross profit
Selling and distribution expen: 9
General and administrative expen 10
Other operating incon 11
Other operating expen: 11
Operating profit
Interest incom
Interest expen: 12
Foreign exhange gain from financing activiti
Profit before tax
Income tax expense 13
Profit for the year from continuing operations
Discontinued operations
Loss for the year from discontinued operat 14
Profit for the year
Attributable to:

Shareholders of the parent

Minority interest
Earnings per share
Weighted average number of ordinary shares in idadeg the ye: 23

Basic and diluted earnings per share from contgaimd discontinued

operations (US dollars per she¢

Basic and diluted earnings per share from contmojperations

(US dollars per shar

Year endec
31 December 2007

486,207
51,247

537,454
(302,545)

234,909

(102,267)

(38,867)
5,673

(5,871)

93,577

799
(23,115)
5,812

77,073
(17,000

60,073

(7,855)

52,218

38,268
13,950

52,218

100,000,000
0.38

0.46

The notes on pages 8 to 48 are an integral pahiesttconsolidated financial statements.
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OPEN JOINT STOCK COMPANY URALCHEM

CONSOLIDATED BALANCE SHEET
FOR THE YEAR ENDED 31 DECEMBER 2007

All amounts are in thousands of US Dollars unlébsmwise stated

ASSETS
Non-current assets

Property, plant and equipm:
Goodwill

Intangible asset

Inventorie:

Other financial asse
Deferred tax asse

Current assets

Inventorie!

Trade and other receivab

Deferred sales proceeds on disposal of subsid
Advances paid and prepaid expel

Income tax receivakb

Other taxes receivalt

Other financial asse

Cash and cash equivale

TOTAL ASSETS

EQUITY AND LIABILITIES
Capital and reserves

Share capiti
Unpaidcontribution of shareholde
Additional paid-in capit:
Foreign currency translation rese
Retained earnin
Equity attributable to shareholders of the parent

Minority interes

Non-current liabilities

Loans and borrowing
Retirement benefit obligatio
Deferred tax liabilitie

Current liabilities

Loans and borrowing
Trade and other payabl

Deferred consideration on acquisition of subsiéri

Advances receive
Income tax payab
Other taxes payat

Total liabilities
TOTAL EQUITY AND LIABILITIES

Notes

15
16

17
18
26

17
19
14
20

21

18
22

23

24
25
26

24
27

28

31 December 200

31 December 200

465,985 241,148
113,844 26,600
1,499 1,188
27,888 19,664
2,199 14
1,915 -
613,33( 288,61«
68,859 47,496
20,025 51,577
56,533 -
55,206 11,930
255 357
38,332 23,317
27,326 59
28,847 768
295,383 135,504
908,713 424,118
80,485 80,485
- (80,485)
33,407 -
7,320 -
22,983 -
144,195 -
106,897 79,056
251,092 79,056
312,224 25,348
8,385 1,903
66,257 35,390
386,86t 62,64’
149,531 129,511
37,053 17,747
- 123,225
70,583 4,894
7,531 1,753
6,057 5,291
270,755 282,421
657,621 345,062
908,713 424,118

The notes on pages 8 to 48 are an integral pahnesettconsolidated financial statements.
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OPEN JOINT STOCK COMPANY URALCHEM

CONSOLIDATED CASH FLOW STATEMENT
FOR THE YEAR ENDED 31 DECEMBER 2007

All amounts are in thousands of US Dollars unlébsmwise stated

Operating activities
Profit before tax from continuing operations

Loss before tax from discontinued operations
Profit before tax

Adjustments for:
Depreciation of property, plant and equipment
Amortisation of intangible assets
Gain on revaluation of forward exchange contracts
Gain on disposal of property, plant and equipment
Foreign exchange gain, net
Interest income
Interest expense

Operating cash flows before working capital change

Increase in inventories

Decrease in trade and other receivables
Increase in advances paid and prepaid expenses
Increase in other taxes receivable

Increase in retirement benefit obligations
Increase in trade and other payables

Increase in advances received

Increase in other taxes payable

Cash generated from operation

Interest pai
Income tax paid

Net cash generated from operating activitie
Investing activities

Acquisition of subsidiaries, net of cash acqui] increase ¢

ownership in subsidiaries
Purchase of property, plant and equipment
Proceeds from sale of property, plant and equipment
Purchase of intangible assets
Loans issued
Proceeds from repayment of loans issued
Interest received
Net cash used in investing activitie
Financing activities
Proceeds from short-term loans and borrowings
Proceeds from long-term loans and borrowings
Repayment of short-term loans and borrowings
Contribution from shareholders
Cash distributed to shareholders on disposal dfididries
Repayment of principle amounts of finance leases
Net cash generated from financing activitie

Net increase in cash and cash equivalel
Cash and cash equivalents at beginning of the year

Effect of translation to presentation currency eardhange rate chang

on the balance of cash held in foreign currencies
Cash and cash equivalents at end of the ye

Year endec
31 December 200

77,073
(9,725)

67,34¢

38,324

362
(1,936)
(662)
(2,403)
(1,557)
25,859

125,335
(14,037)
16,413
(40,131)
(5,833)
1,942
11,181
54,590
1,314

150,774

(21,822
(15,252)

113,700

(343,556)
(48,850)
4,918
(696)
(28,245)
3,320
1,204

(411,905)

329,214
306,381
(313,861)
5,065

(225)
(1,287)

325,28

27,082
768

997

28,847

The notes on pages 8 to 48 are an integral pahnesettconsolidated financial statements.
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OPEN JOINT STOCK COMPANY URALCHEM

CONSOLIDATED CASH FLOW STATEMENT
FOR THE YEAR ENDED 31 DECEMBER 2007 (CONTINUED)
All amounts are in thousands of US Dollars unlébsmwise stated

The following non-cash transactions were excludenhfinvesting and financing activities:

Year ended
Non-cash investing activities 31 December 200
Offsetting of deferred consideration on acquisitidrsubsidiarie:
against unpaid contribution from shareholders (98,059)
Property, plant and equipment acquired under fiedease (15,663)
Change in payables for purchase of property, @adtequipme! (1,267
Total non-cash investing activitie (114,989
Non-cash financing activitie:
Offsetting of deferred consideration on acquisitidrsubsidiarie!
against unpaid contribution from shareholders 98,059
Increase in obligations under finance le 15,66:
Total non-cash financing activitie: 113,722

The notes on pages 8 to 48 are an integral pahnesettconsolidated financial statements.
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OPEN JOINT STOCK COMPANY URALCHEM

CONSOLIDATED STATEMENT OF CHANGES IN EQUITY
FOR THE YEAR ENDED 31 DECEMBER 2007
All amounts are in thousands of US Dollars unlébsmwise stated

Attributable to shareholders of the parent

Foreign
Unpaid Additional currency
Share contribution of paid-in translation Retained Minority

capital shareholder capital reserve earnings Total interest Total
Balance at 29 December 20( 80,485 (80,485) - - - - - -
Minority interest arising on business
combinations (refer to note - - - - - - 79,056 79,056
Balance at 31 December 20( 80,485 (80,485) - - - - 79,056 79,056
Effect of translation to presentation
currenc - - - 7,320 - 7,320 7,224 14,544
Net income recognised directly in equity - - - 7,320 - 7,320 7,224 14,544
Profit for the yee - - - - 38,268 38,268 13,950 52,218
Total recognised income and expen - - - - 38,268 38,268 13,950 52,218
Contribution from shareholde - 80,485 22,639 - - 103,124 - 103,124
Loss on disposal of subsidiaries
distributed to shareholders
(refer to note 1« - - - - (8,271) (8,271) (936) (9,207)
Increase of ownership in subsidiaries
(refer to note £ - - 10,768 - (7,014) 3,754 (46,075) (42,321)
Minority interest arising on business
combinations (refer to note - - - - - - 53,678 53,678
Balance at 31 December 20( 80,485 - 33,407 7,320 22,983 144,195 106,897 251,092

The notes on pages 8 to 48 are an integral panese consolidated financial statements.
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OPEN JOINT STOCK COMPANY URALCHEM

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2007

1. GENERAL INFORMATION
Organisation

Open Joint Stock Company Uralchem (the “Companygswncorporated in Moscow, Russian Federation,
on 22 October 2007. At 31 December 2007 the Cognpas 99% owned by ACF — Agrochem Finance Limited,
Cyprus, a 100% subsidiary of CI — Chemical Investited. The remaining 1% of the Company’s sharesveld by

CIl — Chemical Invest Limited. All these entitieg aitimately owned and controlled by Mr. Dmitry Mlazepin.

The Company’s main office is located at Block B Xasnopresnenskaya Naberezhnaya, Moscow, Russian
Federation.

The Company was formed for the purpose to faalitabrganisation of the fertilisers segment of ©hemical Invest
Limited, incorporated in Cyprus. As a part of teenganisation, in November-December 2008 Cl — Ctanhivest
Limited contributed to the Company’s share cap#tél6% interest in its subsidiary, Open Joint St@@mpany
Kirovo-Chepetsk Chemical Works (*KCCW?”). In Decemliz007, Cl — Chemical Invest Limited sold remaining
32.7% shares of KCCW to the Company for a cashideraion of USD 155,860 thousand. At the datecofugsition

by ClI — Chemical Invest Limited, KCCW had a numlmdr subsidiaries involved in fertiliser, polymersdan
fluoroplastics production.

In November 2007, CI — Chemical Invest Limited cimtted its 77.7% ownership in Open Joint Stock @Gany
Azot, Berezniki (“Azot”) to the share capital oEtiCompany.

For the purposes of these consolidated financatestents, all prior period financial informationvhabeen
retrospectively restated as if the reorganisatias @ffective from 29 December 2006, the date owctwthie fertilisers,
polymers and fluoroplastics operations comprisirgXV, were acquired by Cl — Chemical Invest Limi{egfer to

note 5). Accordingly, the financial information KCCW has been included in the consolidated findreta@ements
from 29 December 2006, and the financial informmataf Azot has been included in the consolidate@riial

statements from 1 August 2007. Further detailthefaccounting policy adopted in relation to therganisation are
included within note 1 unddccounting for reorganisation of the Group.

Principal business activities

Prior to 31 October 2007, principal business aitiviof the Company and its subsidiaries (the “@fpuvere
the production and distribution of mineral fertlis, polymers and fluoroplastics. The main fediliproducts of
the Group are nitrogen fertilisers, including ammpnammonium nitrate, urea and compound fertilisers
The main polymers and fluoroplastics products areus types of polymers, fluoroplastics, specéses and freons.

On 31 October 2007, the subsidiaries held by KCGamely, LLC Zavod Polymerov and LLC Transportno-
Logisticheskaya Kompaniya, were transferred to GChemical Invest Limited. Both entities operatedtlie
polymers and fluoroplastics segment. Consequestilysequent to this transfer, the Group predominaperates

in one segment, being production and distributibmmeral fertilisers. Further details are desedlwithin note 3
underDiscontinued operations and note 14.



OPEN JOINT STOCK COMPANY URALCHEM

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2007

The major operational facilities of the Group, gtder Uralchem Freight Limited registered in Cygprare located in
the Perm and Kirov regions of the Russian Federafibie principle business activities of the Grougrgities and
effective ownership of the Group are presentedvaelo

Effective ownership, %

31 Decembe 31 Decembe
Subsidiaries Principal activity 2007 2006
Kirovo-Chepetsk Chemical Works Holding company 77.4 .055
Zavod Mineralnykh Udobreniy Production of minerattilesers 77.4 55.0
Remontno-Mekhanichesky Zavod Construction and repair 77.4 55.0
Energosnabzhayuschaya Organizatsiya Electricitynasad distribution 77.4 55.0
Upravleniye Avtomobilnogo Transporta Transportataom logistics 77.4 55.0
Azot' Production of mineral fertilisers 78.7 -
Azotstroyremont Construction and repairs 78.7 -
Uralchem Freight Limited Transportation and logistics 100.0 -
Uralchemtran’s Transportation and logistics 100.0 -
MC Uralcheni Management activities 100.0 -

Production of polymers ar

Zavod Polymero§/ fluoroplastics - 55.0
Transportno-Logisticheskaya Kompariya —Transportation and logistics - 55.0

* Acquired by the Group during 2007.
2Established by the Group during 2007.

®Disposed of during 2007 as a part of the Groumsganisation.

Accounting for reorganisation of the Group

The following principles were used in the preparatdf the consolidated financial statements for yhar ended

31 December 2007:

. all assets and liabilities of the Company, inclgdgoodwill, were recorded at the same carryingeslas in

the consolidated financial statements of Cl — Chahinvest Limited prior to the reorganisation;

. share capital of the Group represented share tabithe Company as if the Company was establishred

29 December 2006;

. minority interest was recorded at the same valgeis &1 — Chemical Invest Limited’s consolidatedafncial

statements, and adjusted for subsequent changesimnority interest in the Group’s subsidiariasg

. transfer of assets between Cl — Chemical Invesitedand the Company was accounted for at samgirggrr
values as reported in the Cl — Chemical Invest tathiconsolidated financial statements. Differertpetsveen
consideration paid by the Company and carryingeslof assets and liabilities transferred were dexuin

additional paid-in capital.

The accompanying consolidated financial statemdaotsot include comparative information in the statats of
income and cash flows for the period from 29 Decam@006 to 31 December 2006, as the amounts wagmificant.



OPEN JOINT STOCK COMPANY URALCHEM

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2007

2. ADOPTION OF NEW AND REVISED STANDARDS

Standards and interpretations effective in the curent period

In the current year, the Group has adopted all retgrnational Financial Reporting Standards (“IFRS”
and interpretations issued by International Finainbiterpretation Reporting Interpretation ComnattglFRIC”)
that are mandatory for adoption in the annual gribeginning on or after 1 January 2007. Adoptibithese
standards and interpretations did not have anytefiie the financial performance or position of Gup but gave
rise to additional disclosures in the consoliddieancial statements as follows:

IAS 1 Presentation of Financial Statements (amendment)

This amendment required the Group to provide neelasures to enable users of the consolidateddialestatements
to evaluate the Group’s principal objectives; pelicand procedures for managing capital (refeote 82).

IFRS 7 Financial Instruments. Disclosures

This standard introduced new disclosures that ensdges of the financial statements to evaluatssidnaficance of
the Group’s financial instruments and the natuik@xient of risks arising from those financial ingtents.

IFRIC Interpretations

The following interpretations issued by IFRIC weftective for the current period: IFRICApplying the Restatement
Approach under 1AS 29; IFRIC 8 Scope of IFRS 2; IFRIC 9 Reassessment of Embedded Derivatives; and IFRIC 10
Interim Financial Reporting and Impairment. The adoption of these interpretations has nottéedny changes in
the Group’s accounting policies or disclosures jpled in the consolidated financial statements.

Standards and interpretations in issue but not yeadopted

At the date of authorisation of these consoliddieancial statements, the following Standards awtdrpretations
were in issue but not yet effective:

Effective for annual periods

Standards and Interpretations beginning on or aftel
IAS 1 Presentation of Financial Statements (amendment) 1 January 20(
IAS 23 Borrowing Costs (amendment) 1 January 20(
IAS 27 Consolidated and Separate Financial Statements (amendment due to

revison of IFRS3) 1 July 200
IAS 28 Investments in Associates (amendments due to revision of IFRS 3) 1 July 200
IAS 31Investmentsin Joint Ventures (amendments due to revision of IFRS 3) 1 July 200
IAS 32Financial Instruments: Presentation (amendment) 1 January 20(
IFRS 2Share-based Payment (amendment) 1 January 20(
IFRS 3Business Combinations (revised on applying the acquisition method) 1 July 200
IFRS 80perating segments 1 January 20(
IFRIC 111FRS2: Group and Treasury Share Transactions 1 March 200
IFRIC 12 Service Concession Arrangements Defined 1 January 20(
IFRIC 13Customer Loyalty Programmes 1 July 200
IFRIC 141AS19: The Limit on a Benefit Asset, Minimum Funding Requirements and

their Interaction 1 January 20(

The impact of adoption of these standards and irg&fions in the preparation of the consolidatedhricial
statements in future periods is currently beinggsssd by management. Management anticipates thattiption
of these standards and interpretations will havematerial impact on the consolidated financial estents of
the Group in the period of initial adoption.
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OPEN JOINT STOCK COMPANY URALCHEM

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2007

3. SIGNIFICANT ACCOUNTING POLICIES

Statement of compliance

The consolidated financial statements of the Groayetbeen prepared in accordance with InternatiBimancial
Reporting Standards.

Basis of preparation

The consolidated financial statements have beerapdpon the historical cost basis except for maskarket
valuation of certain financial instruments, in actance withlAS 39 Financial Instruments: Recognition and
Measurement.

Basis of consolidation

The consolidated financial statements incorporataniial statements of the Company and entitiesraibed by
the Company (its subsidiaries). Control is achiewb@re the Company has the power to govern th@diahand
operating policies of an entity so as to obtaindfignfrom its activities.

Other than transactions which were a part of rausgdion of the Group, the results of subsidiaaeguired or
disposed of during the year are included in thenme statement from the effective date of acquisitho up to
the effective date of disposal, as appropriate.

All intra-group transactions, balances, income exgknses are eliminated in full on consolidation.

Minority interests in the net assets (excludingdyoil) of consolidated subsidiaries are identifisgparately from
the Group’s equity therein. Minority interests cish®f the amount of those interests at the datéheforiginal
business combination and the minority’'s share ofinges in net assets since the date of the continati
Losses applicable to the minority in excess of theonity’s interest in the subsidiary’s net assets allocated
against the interests of the Group except to thengxhat the minority have a binding obligatiordaare able to
make an additional investment to cover the losses.

Acquisitions of additional interests in subsidiari'om minority shareholders are accounted forrassactions
between equity holders. Differences between theugsointerest in the net fair value of the idemtifie assets,
liabilities, and contingent liabilities of the sudigsries acquired from minority shareholders anel tlonsideration
given for such increases are recognised as addlitfmaid-in capital, if positive, or recognised ditg in retained
earnings, if negative. Gains or losses arising ftbendisposal of minority interests in subsidianéshe Group are
recognised in the income statement.

Business combinations

Acquisitions of subsidiaries and businesses, othan those arising from entities under common obntire

accounted for using the purchase method. The cdmtisihess combination is measured as the aggrefjtite fair

values (at the date of exchange) of assets givadnilities incurred or assumed, and equity instraoted@ssued by
the Group in exchange for control of the acquipdes any costs directly attributable to the bussresmbination.

The acquiree’s identifiable assets, liabilities aodtingent liabilities that meet the conditions fecognition under
IFRS 3 Business Combinations are recognised at their fair values at the actijisidate, except for non-current
assets (or disposal groups) that are classifidetlasfor sale in accordance with IFR®I8n-current Assets Held for
Sale and Discontinued Operations, which are recognised and measured at fair vals®dosts to sell.

Goodwill arising on acquisition is recognised asaaget and initially measured at cost, being tloessxof the cost
of the business combination over the Group’s isteire the net fair value of the identifiable assétilities and
contingent liabilities recognised. If, after reassaent, the Group’s interest in the net fair valti¢he acquiree’s
identifiable assets, liabilities and contingenbiidies exceeds the cost of the business comlminathe excess is
recognised immediately in the income statement.

The interest of minority participants in the acqaiis initially measured at the minority’s proportiof the net fair
value of the assets (other than goodwill), lialgiitand contingent liabilities recognised.

11



OPEN JOINT STOCK COMPANY URALCHEM

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2007

Goodwill

For the purpose of impairment testing, goodwikliscated to each of the Group’s cash-generatiiitg expected to
benefit from the synergies of the combination. Ggsherating units to which goodwill has been alledaare tested
for impairment annually, or more frequently whererth is an indication that the unit may be impaired.
If the recoverable amount of the cash-generatingisiess than the carrying amount of the unig timpairment
loss is allocated first to reduce the carrying amiai any goodwill allocated to the unit and therthe other assets
of the unit pro-rata on the basis of the carryimgpant of each asset in the unit. An impairment lessgnised for
goodwill is not reversed in a subsequent period.

On disposal of a subsidiary attributable amourgaddwill is included in the determination of thefitr or loss on
disposal.

Non-current assets held for sale

Non-current assets and disposal groups are ckdsi$ held for sale if their carrying amount wil tecovered
principally through a sale transaction rather thtamough continuing use. This condition is regardsdmet only
when the sale is highly probable and the assetlig@mosal group) is available for immediate salatsnpresent
condition. Management must be committed to the, saléch should be expected to qualify for recogmitias
a completed sale within one year from the datdasfsification.

Non-current assets (and disposal groups) classitetheld for sale are measured at the lower of {ireivious
carrying amount and fair value less costs to sell.

Discontinued operations

A discontinued operation is a component of the @imbusiness that represents a separate majooflibesiness or
geographical area of operations that has been shspaof or is held for sale at the balance sheet ddassification
of as discontinued operation occurs upon dispasahen the operation meets the criteria to be ifledsas held for
sale, if earlier. When an operation is classifisdaadiscontinued operation, the comparative incetatement is
restated as if the operation had been discontifroad the start of the comparative period. The comidae balance
sheet is not restated for information related szaintinued operations.

Where the discontinued operations was disposetirofigh a distribution to an entity under commontmrand
ownership, any differences between the considera@ceived and the carrying value of net assefsoded is
recognised directly in equity.

Revenue recognition

Revenue is measured at the fair value of the cerdidn received or receivable, excluding:

. value added tax;
. custom duties; and
. estimated customer returns, rebates and othemsiatlibwances.

Revenue is recognised to the extent that it is gdstebthat economic benefit will flow to the Groupdathe revenue
and costs incurred or to be incurred in respetiamisaction can be reliably measured.

Cash received in advance from customers is natidied in current year revenue, and is recognisdadmétdvances
received.

Sales of goods
Revenue from sale of goods comprises sales of alifiertilisers, polymers, fluoroplastics and they-products,

and is recognised when significant risks and rewafdownership are transferred to the buyer in at@wce with
the shipping terms specified in the sales agreesnent

12



OPEN JOINT STOCK COMPANY URALCHEM

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2007

Other sales
The Group provides the following principle typessefvices:

. supply of electricity and heat energy;
. construction, repairs and maintenance services; and
. transportation services.

Revenue from service contracts are recognised wiherservices are rendered or by reference to tge sof
completion of construction contracts.

Dividend and interest revenue
Dividend revenue from investments is recognisednithe Group’s right to receive payment has beeabéshed.

Interest revenue is accrued on a time basis, eyeete to the principal outstanding and at thectife interest rate
applicable, which is the rate that discounts eggohduture cash receipts through the expectedfifine financial
asset to that asset’s net carrying amount.

Leasing — the Group as lessee

Leases are classified as finance leases whenevtarthe of the lease transfer substantially allribles and rewards
of ownership to the lessee. All other leases assiied as operating leases.

Assets held under finance leases are initially gaixed as assets of the Group at their fair valukeainception of
the lease or, if lower, at the present value ofntir@mum lease payments.

The corresponding liability to the lessor is incldden the balance sheet as a finance lease obligatio
Lease payments are apportioned between finance eshad reduction of the lease obligation so aschieae

a constant rate of interest on the remaining balariche liability. Finance charges are chargedatliy to profit or
loss, unless they are directly attributable to fiyiab assets, in which case they are capitaliseddcordance with
the Group’s general policy on borrowing costs (betow). Contingent rentals are recognised as exsens
the periods in which they are incurred. Operatigseé payments are recognised as an expense @igatdine
basis over the lease term, except where anoth@nsgtic basis is more representative of the timtepain which
economic benefits from the leased asset are comsu@entingent rentals arising under operating leame
recognised as an expense in the period in whighdhreincurred.

Foreign currencies

The individual financial statements of each Groufpitgrare presented in the currency of the primargnomic
environment in which the entity operates (its fimtal currency), which reflects the economic substaof its
operations. The functional currency of the Compang is subsidiaries operating on the territory bed Russian
Federation is the Russian Rouble (“RUR"); functiotiarrency of Uralchem Freight Limited, registeredQyprus,
is the US Dollar (“USD").

In preparing the financial statements of the irdiial entities, transactions in currencies othen tthee entity’s
functional currency (foreign currencies) are reeorcht the rates of exchange prevailing at the datethe
transactions. At each balance sheet date, monigang denominated in foreign currencies are relases at the
rates prevailing at the balance sheet date. Noretaonitems carried at fair value that are denotaihan foreign
currencies are retranslated at the rates prevadinipe date when the fair value was determinec-Monetary
items that are measured in terms of historical itoatforeign currency are not retranslated.

Exchange differences are recognised in the incoatersent in the period in which they arise, except f

. exchange differences which relate to assets umaestreiction for future productive use, which amgduded in the
cost of those assets where they are regardedaatjietment to interest costs on foreign currencyolongs; and

. exchange differences on monetary items receivatie é6r payable to a foreign operation for whichleetent is
neither planned nor likely to occur, which form tpair the net investment in a foreign operation, amich are
recognised in the foreign currency translation mesend recognised in profit or loss on disposathef net
investment.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2007

Management of the Group has chosen to present lidateal financial statements in the USD, whichaswenient
for the current and potential users of these castesteld financial statements.

The translation from functional currency into praséion currency is performed as follows. Assets kaoilities
are expressed in USD using exchange rates prayailirthe balance sheet date. Income and expemss #dee
translated at the average exchange rates for thedpeinless exchange rates fluctuated signifiyadtiring that
period, in which case the exchange rates at thesdait the transactions are used. Exchange diffeseaising,
if any, are classified as equity and transferrethto Group’s foreign currency translation rese&each exchange
differences are recognised in the income statefoertiie period in which the foreign operation ismbsed of.

Goodwill and fair value adjustments arising on thesiness combination are treated as assets arilititiabof
the respective operation and translated at théngjaate.

The RUR is not a freely convertible currency outside Russian Federation and, accordingly, any latos
of RUR denominated assets and liabilities into UfBDthe purpose of presenting consolidated findrateEtements
of the Group does not imply that the Group couldvdr in the future realise or settle in USD tharislated values
of these assets and liabilities.

Exchange rates used in the preparation of the ddased financial statements, as quoted by the @eB#ink of
the Russian Federation, were as follows (RUR t&1Ddllar):

31 December 2007 31 December 2006

Year-end rates 24.55 26.33
Average for the year ended 25.58 n/a

Borrowing costs

Borrowing costs directly attributable to the acdfiog, construction or production of qualifying ats, which are
assets that necessarily take a substantial pefidiine to get ready for their intended use or sale, added to
the cost of those assets, until such time whenafsets are substantially ready for their intendsel ar sale.
Investment income earned on temporary investmespetific borrowings pending their expenditure oldfying
assets is deducted from the borrowing costs edidilnl capitalisation.

All other borrowing costs are recognised in profitoss in the period in which they are incurred.

Income tax

Income tax expense represents the sum of the teently payable and deferred tax.

Income tax is recognised as an expense or incortiee imcome statement, except when it relatestodtcredited or
debited directly to equity, in which case the &also recognised directly in equity, or where tagge from the initial
accounting for a business combination. In the cdise business combination, the tax effect is takém account in
calculating goodwill or determining the excess loé tacquirer’s interest in the net fair value of tuiree’s
identifiable assets, liabilities and contingenbilities over cost of the business combination.

Current tax

Current tax is based on taxable profit for the y8axable profit differs from profit as reported tine income
statement because it excludes items of income perese that are taxable or deductible in other yaadsit further
excludes items that are never taxable or deducfitble Group’s liability for current tax is calculdtasing tax rates
that have been enacted or substantively enactéiteldyalance sheet date.

Deferred tax

Deferred tax is recognised on differences betwhercarrying amounts of assets and liabilities & ¢bnsolidated
financial statements and the corresponding taxshased in the computation of taxable profit, arelacounted for
using the balance sheet liability method. Defeteedliabilities are recognised for all taxable tergry differences,
and deferred tax assets are recognised for allatibéiitemporary differences to the extent thas iprobable that
taxable profits will be available against which g¢bo deductible temporary differences can be utilised
Such assets and liabilities are not recogniseteftemporary difference arises from goodwill omir¢he initial
recognition (other than in a business combinatamther assets and liabilities in a transacticat #ffects neither
the taxable profit nor the accounting profit.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
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Deferred tax liabilities are recognised for taxat@mporary differences associated with investmantubsidiaries,
except where the Group is able to control the matef the temporary difference and it is probabé the temporary
difference will not reverse in the foreseeablereitu

Deferred tax assets arising from deductible temyattidferences associated with such investmentsistedests are
only recognised to the extent that it is probabd there will be sufficient taxable profits againich to utilise the
benefits of the temporary differences and theyeapected to reverse in the foreseeable future calmying amount
of deferred tax assets is reviewed at each balsineet date and reduced to the extent that it ismger probable
that sufficient taxable profits will be availabte dllow all or part of the asset to be recovered.

The measurement of deferred tax liabilities andtasflects the tax consequences that would fdilom the manner
in which the Group expects, at the reporting dateecover or settle the carrying amount of itetsand liabilities.
Deferred tax assets and liabilities are offset whene is a legally enforceable right to set offrent tax assets against
current tax liabilities and when they relate tooime taxes levied by the same taxation authorityte@dsroup intends
to settle its current tax assets and liabilitiesoret basis.

Property, plant and equipment
Items of property, plant and equipment are stateost, less accumulated depreciation and impairiosgees.

Where parts of an item of property, plant and eqeipt have different useful lives, they are accalifie as separate
items of property, plant and equipment.

The Group recognises in the carrying amount of em ibf property, plant and equipment the cost ofaepg part
of such an item if it is probable that the futuce@omic benefits embodied with the item will floavthe Group and
the cost of the item can be measured reliablyotkier costs are recognised in the income stateaseintcurred.

Depreciation

Depreciation is calculated on a straight-line basisr the estimated useful lives of each part oftem of property,
plant and equipment. Assets held under finance laemngements are depreciated over the shorteeiofestimated
useful lives and lease terms. If there is reasenedattainty that the lessee will obtain ownerslyiphe end of the lease
term, the period of expected use is useful lifthefasset. Land is not depreciated.

The estimated useful lives for the major classesseéts are as follows:

Buildings and structures 15-60 years
Machinery, equipment and transport 5-30 years
Other 2-10 years

Construction-in-progress

Construction-in-progress comprises costs dire@lgted to construction of property, plant and eangipt including
an appropriate allocation of directly attributabéiable overheads that are incurred in constmc®well as costs of
purchase of other assets that require installatiqoreparation for their use. Depreciation of thaessets, on the same
basis as for other property assets, commences tiecassets are put into operation. Constructiqurdgress is
reviewed regularly to determine whether its cagyialue is fairly stated and an appropriate provigor impairment
is made, if necessary.

The gain or loss arising on disposal or retiremdnaroitem of property, plant and equipment is deteed as
the difference between sales proceeds and thdrgaagnount of the asset and is recognised in tteile statement.

15



OPEN JOINT STOCK COMPANY URALCHEM

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2007

Intangible assets

Intangible assets, other than goodwill, are regogte cost less accumulated amortisation and imgaitrtosses.
Amortisation is charged on a straight-line basierdiieir estimated useful lives.

The estimated useful lives for the major classestahgible assets are as follows:

Software 5 years
Licences 1-20 years

The estimated useful lives are reviewed annuallih tie effect of any changes in estimate beingatteal for on
a prospective basis.

Impairment of tangible and intangible assets excluicig goodwiill

At each balance sheet date, the Group reviewsaitngiieg amounts of its tangible and intangible tss®edetermine
whether there is any indication that those assat® Isuffered an impairment loss. If any such intdcaexists,
the recoverable amount of the asset is estimatextder to determine the extent of the impairmessI@f any).
Where it is not possible to estimate the recoverabtount of an individual asset, the Group estisnite recoverable
amount of the cash-generating unit to which thetasslongs. Where a reasonable and consistent dfaai®cation
can be identified, corporate assets are also #didda individual cash-generating units, or otheeathey are allocated
to the smallest group of cash-generating unitsvfich a reasonable and consistent allocation lsasibe identified.

Intangible assets with indefinite useful lives amgngible assets not yet available for use aede®r impairment
annually, and whenever there is an indication tthatasset may be impaired.

Recoverable amount is the higher of fair value lesst to sell and value in use. In assessing valuese,
the estimated future cash flows are discounteld present value using a pre-tax discount ragertflects current
market assessments of the time value of moneyhenddgks specific to the asset.

If the recoverable amount of an asset (or cashrgéng unit) is estimated to be less than its éagyamount,
the carrying amount of the asset (cash-generatiity) is reduced to its recoverable amount. An impant loss is
recognised immediately in profit or loss, unless thlevant asset is carried at a revalued amoanthich case
the impairment loss is treated as a revaluationedese.

Where an impairment loss subsequently reversesatinging amount of the asset (cash-generating isrificreased to
the revised estimate of its recoverable amountsbuhat the increased carrying amount does neateekthe carrying
amount that would have been determined had no impat loss been recognised for the asset (cashagiegeunit)
in prior years. A reversal of an impairment losseisognised immediately in profit or loss, unldss televant asset is
carried at a revalued amount, in which case thersal of the impairment loss is treated as a ratialuincrease.

Financial assets

Financial assets are recognised and derecognisedtate date where the purchase or sale of arstimeat is
under a contract whose terms require delivery efittvestment within the timeframe established kg tharket
concerned, and are initially measured at fair valuet of transaction costs, except for those fir@nassets
classified as at fair value through profit or losbjch are initially measured at fair value.

Financial assets are classified into the followspgcified categories:

. financial assets as at fair value through profibes (“FVTPL");
. held-to-maturity investments; and
. loans and receivables.

The classification depends on the nature and purpbtiee financial assets and is determined atithe of initial
recognition.
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Effective interest method

The effective interest method is a method of catmdathe amortised cost of a financial asset andliofcating
interest income over the relevant period. The éffednterest rate is the rate that exactly dis¢s@stimated future
cash receipts (including all fees paid or receitret form an integral part of the effective inténeste, transaction
costs and other premiums or discounts) throughettpected life of the financial asset, or, whererappate,
a shorter period.

Income is recognised on an effective interest tasis for debt instruments other than those firdnassets
designated as at FVTPL.

Financial assets as at fair value through profit doss

Financial assets are classified as at FVTPL wherditlancial asset is either held for trading ds ilesignated as at
FVTPL.

A financial asset is classified as held for trading

. it has been acquired principally for the purpossadiing in the near future; or

. it is a part of an identified portfolio of finantisstruments that the Group manages together asdatrecent
actual pattern of short-term profit-taking; or

. it is a derivative that is not designated and éffeas a hedging instrument.

A financial asset other than a financial asset feglttading may be designated as at FVTPL updrimecognition if:

. such designation eliminates or significantly redueemeasurement or recognition inconsistency thaatldv
otherwise arise; or

. the financial asset forms part of a group of finahassets or financial liabilities or both, whishmanaged and
its performance is evaluated on a fair value basiaccordance with the Group’s documented riskagament
or investment strategy, and information about ttoeiging is provided internally on that basis; or

. it forms part of a contract containing one or memgbedded derivatives, and IAS 39 permits the eatinebined
contract (asset or liability) to be designatedtdsvaPL.

Financial assets at FVTPL are stated at fair valith, any gain or loss resulting from re-measuremeobgnised in
profit or loss. The net gain or loss recognised iofip or loss includes any dividend or interest restt on
the financial asset. Fair value is determined érttanner described in note 31.

Held-to-maturity investments

Promissory notes and debentures with fixed or detable payments and fixed maturity dates thatGheup has
the positive intent and ability to hold to maturaye classified as held-to-maturity investmentsldHe-maturity
investments are recorded at amortised cost lesaiiment, if any, with income recognised on an effecinterest
method.

Loans and receivables

Trade receivables, loans issued, and other receiwabat have fixed or determinable payments theanhat quoted
in an active market are classified as loans andivables. Loans and receivables are measured atisedocost
using the effective interest method less any inmpaiit. Interest income is recognised by applying dffective
interest rate, except for short-term receivableswihe recognition of interest would be immaterial.

Impairment of financial assets

Financial assets, other than those at FVTPL, aressesddor indicators of impairment at each balamseidate.
Financial assets are impaired where there is abgeevidence that, as a result of one or more svifrat occurred
after the initial recognition of the financial agsthe estimated future cash flows of the investmwave been
impacted. For financial assets carried at amortizet, the amount of the impairment is the diffeeebhetween the
asset’s carrying amount and the present value toh&®d future cash flows, discounted at the oabiffective

interest rate.
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The carrying amount of the financial asset is redume the impairment loss directly for all financedsets with
the exception of trade and other receivables wtierecarrying amount is reduced through the usendllawance
account. When a trade or other receivable is ueciilile, it is written off against the allowancecaunt.
Subsequent recoveries of amounts previously writtiérare credited against the allowance accounanghs in
the carrying amount of the allowance account azegeised in the income statement.

If in a subsequent period the amount of the impaintoss decreases and the decrease can be @igetvely to

an event occurring after the impairment was recseghi the previously recognised impairment losseigensed
through profit or loss to the extent that the cagyamount of the investment at the date the impexit is reversed
does not exceed what the amortised cost would hese had the impairment not been recognised.

Derecognition of financial assets

The Group derecognises a financial asset only wineedntractual rights to the cash flows from treeaexpire; or
it transfers the financial assets and substant#@lithe risk and rewards of ownership of the ass@nother entity.
If the Group neither transfers nor retains subghytall the risk and rewards of ownership andtamres to control
the transferred asset, the Group recognises amegt interest in the asset and an associateditlidior amounts it
may have to pay. If the Group retains substantillyhe risks and rewards of ownership of a tramsfl financial
asset, the Group continues to recognise the finhasiset and also recognises a collateralised Wwimgofor the
proceeds received.

Inventories

Inventories are stated at the lower of cost andeddisable value. Cost is determined by usingntbighted average
method. The cost of finished goods and work in pFsg includes direct and the allocation of relgtemtiuction
overheads. Net realisable value represents thmastil selling price for inventories less all estedacosts of
completion and costs necessary to make the saleréthe net realisable value is lower than costs|lawance for
obsolete and slow-moving raw materials is recoghise

Cash and cash equivalents

Cash and cash equivalents comprise cash in hamgntwaccounts and cash deposits with banks ardyhliguid
investments with maturities of three months or ,l¢isat are readily convertible to known amount astt and are
subject to an insignificant risk of changes in ealu

Financial liabilities

Financial liabilities are classified into the fallng specified categories:

. financial guarantee contract liabilities; and
. other financial liabilities.

Financial guarantee contract liabilities

Financial guarantee contract liabilities are meadunitially at their fair values and are subsedlyemeasured at
the higher of:

. the amount of the obligation under the contractiegsrmined in accordance with IAS 37 Provisiormtihgent
Liabilities and Contingent Assets; and

. the amount initially recognised less, where appatgr cumulative amortisation recognised in acawcdawith
the revenue recognition policies set out above.

Other financial liabilities
Other financial liabilities, including loans andrbmwings, are initially measured at fair value, oéttransaction

costs. Financial liabilities are subsequently mesat amortised cost using the effective intenssthod, with
interest expense recognised on an effective yiasisb
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Provisions and accruals

Provisions are recognised when the Group has amrebligation (legal or constructive) as a resfilh past event,
it is probable that the Group will be required ®ttle the obligation, and a reliable estimate canntade of
the amount of the obligation.

The amount recognised as a provision is the besnhaist of the consideration required to settle thesent
obligation at the balance sheet date, taking imimoant the risks and uncertainties surrounding abkgation.
Where a provision is measured using the cash festimnated to settle the present obligation, itsyaay amount is
the present value of those cash flows.

When some or all of the economic benefits requicedettle a provision are expected to be recovioed a third
party, the receivable is recognised as an asdgetisfvirtually certain that reimbursement will beceived and
the amount of the receivable can be measured keliab

Employee benefit obligations

Remuneration to employees in respect of servicedered during reporting period, including accrual finused
vacations and bonuses and related unified soctal*tdST”), is recognised as an expense it periocemlit is
earned.

Defined contribution plan

Subsidiaries registered in the Russian Federat®tegally obliged to make defined contributionghte State Pension
Fund. This defined contribution plan is financedagmay-as-you-go basis.

In the Russian Federation all obligatory socialtdbations, including contributions to the StatenBien Fund, are
collected through a UST calculated by the applicatif a regressive rate varying from 2% to 26%hef annual
gross remuneration of each employee. UST is alalctt three state social funds, including the SRatesion Fund
at rates varying from 2% to 20% of the annual gressuneration of each employee.

Defined benefit plans
The Group operates a number of unfunded definedfibgtans for its employees.
Under these plans a retired employee (or his/hreilfanembers) is entitled to the following payments

. one-time payment on retirement varying from USD 20 to three average monthly sataend depending on
the seniority;

. quarterly allowance varying from USD 9 to USD 16 for the rest of hextife;

. one-time payment upon death which is calculated by reference to the officiainimum monthly salary.
At 31 December 2007 the official minimum monthlyasg was USD 98 (2006: USD 42); and

. other payments stipulated in labour agreements asi@mniversary payments, disability compensatitm,

For defined benefit retirement plans, the cost rofvigling benefits is determined using the Projedtkrit Credit
Method, with actuarial valuations being carried atieach balance sheet date and with immediatgméam of all
actuarial gains and losses in the income statenfast service cost is amortised on a straightdiasis over
the average period until the benefits become vested

The retirement benefit obligation recognised inliatance sheet represents the present value okfhreed benefit
obligation as adjusted for unrecognised past seist.
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Segment information
Business segments — primary reporting format

At 31 December 2007, the Group is organised in lmmgness segment, being the production and ditivibwf
mineral fertilisers and by-products, following tlkiésposal of polymer business segment on 31 Oct@bér.
The financial information relating to discontinugaeoations is presented in note 14.

Other Group operations comprising distribution,ngp@ort, logistics, construction and repairs sesjic#o not
constitute separate business segments.

Geographical segments — secondary reporting format

The Group’s production entities operate primarity Kirov and Perm regions of the Russian Federation.
Uralchem Freight Limited, a subsidiary of the Grorggistered in Cyprus, acts as an agent of theisteperations
in the Russian Federation and does not constitséparate geographical segment.

The revenue from continuing operations by geograplacation of the Group’s customers is presemetbie 6.
4. CRITICAL ACCOUNTING JUDGEMENTS AND KEY SOURCES OF ESTIMATION UNCERTAINTY

In the application of the Group’s accounting p@g;i described in note 3, management is requirechake

judgements, estimates and assumptions about thengpamounts of assets and liabilities and recsgphiamounts
of income and expenses that are not readily appéman other sources. The estimates and associatogtions
are based on historical experience and other fathat are considered to be relevant. Actual resudty differ from

these estimates.

The estimates and underlying assumptions are redi@wean ongoing basis. Revisions to accountingnastis are
recognised in the period in which the estimatesidsed if the revision affects only that periodiroithe period of
the revision and future periods if the revisioreaf§ both current and future periods.

The most significant areas requiring the use of mament estimates and assumptions relate to:

. useful economic lives of property, plant and equpm

. impairment of assets;

. allowances for doubtful debts, obsolete and slowingpraw materials;
. employee benefit obligations;

. taxation; and

. initial accounting for acquisition of subsidiaries.

Useful lives of property, plant and equipment

The estimation of the useful lives of items of pmtpeplant and equipment is a matter of judgemeased on
the Group’s experience with similar assets. Theréuconomic benefits embodied in the assets arsuocced
principally through use. However, other factorsghsias technical or commercial obsolescence anditammabf
the assets (including operational factors andsatilbn of maintenance programs), often will resuli change of the
economic benefit from these assets.

Management periodically reviews the appropriaterefsthe remaining useful lives of the property, mland
equipment.

Impairment of assets

The Group reviews the carrying amounts of its taegénd intangible assets to determine whether tlsesny
indication that those assets are impaired. In ngpkite assessment for impairment, assets that dgerarate
independent cash flows are allocated to an aptgpdash-generating unit. Management necessarleapits
judgement in allocating assets that do not genémdependent cash flows to appropriate cash-gengranits, and
also in estimating the timing and value of undedycash flows within the value in use calculatidn.determining
the value in use calculation, future cash flows esemated at each cash-generating unit is basedaash flows
projection utilising the latest budget informatiavailable.
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Future cash flows model involves significant estesaand assumptions regarding the market growthkenha
demand for the products, profitability of produetsd discount rates. Critical estimate in the Greugsh flows
model is the expected increase of natural gas cethe territory of the Russian Federation. Humate was
made based on the announced government policytarahgas prices growth.

Allowances for doubtful debts, obsolete and slow-nving raw materials

The Group creates allowances for doubtful debtadoount for estimated losses resulting from thdilitya of
customers to make required payments. When evajuditéhadequacy of an allowance for doubtful dehts)agement
bases its estimates on the current overall econoariditions, the ageing of accounts receivablengals, historical
write-off experience, customer creditworthiness ahdnges in payment terms. Changes in the ecoriaduystry or
specific customer conditions may require adjustsienthe estimated allowance for doubtful debts.

The Group creates an allowance for obsolete and-slowng raw materials. As at 31 December 2007,
the allowance for obsolete and slow-moving items W&D 8,155 thousand (2006: USD 6,185 thousantjin&ss of
net realisable value of inventories are based emibst reliable evidence available at the timeetenates made.
These estimates take into consideration fluctustadprice or cost directly relating to events adog subsequent to
the balance sheet date to the extent that suclises@nfirm conditions existing at the end of thearting period.

Employee benefit obligations

The expected costs of providing pensions and pdistmaent benefits under defined benefit arrangemamd
related employee current service cost during thiegeare charged to the income statement.

Assumptions in respect of the expected costs draftes consultation with actuaries. While managentelieves
the assumptions used are appropriate, a chande inssumptions used would impact the results ofatoeip’s
operations.

The other principle assumptions used in calculatiege benefits relate to:

. discount rate used in determining the present valpest employment benefit;
. projected salary and pension increase; and
. mortality projection.

Taxation

The Group is subject to income taxes mainly in RusSiederation. Russian tax, currency and custogisldéon is
subject to varying interpretations. The Group redieegs liabilities for anticipated additional taxsassments as
a result of tax audits based on estimates of whétl& probable that additional taxes will be duWghere the final
tax outcome of these matters is different fromah®unts that were initially recorded, such diffeeswill impact
the income tax provisions in the period in whicktsdetermination is made.

Deferred tax assets are reviewed at each balamet date and reduced to the extent that it is ngdo probable
that sufficient taxable profit will be available tallow all or part of the deferred tax assets to ubédised.
The estimation of that probability includes judgetsebased on the expected performance. Variousrfaci@
considered to assess the probability of the futttitessation of deferred tax assets, including pagtrating results,
operational plans, expiration of tax losses carfeedard, and tax planning strategies. If actuautes differ from
that estimates or if these estimates must be adjuistfuture periods, the financial position, réswif operations and
cash flows may be negatively affected.

Initial accounting for acquisition of subsidiaries

Initial accounting for acquisition of subsidiaries/olves determining the fair values assigned ® ittentifiable
assets, liabilities and contingent liabilities dfetacquired companies and the cost of acquisit®gnificant

management judgements and estimates are involvedet@rmining the fair values of assets, liabilitigsd

contingent liabilities of the acquired companies a&onst of acquisition. When initial accounting dendetermined
only provisionally by the end of the period in wihiacquisition is effected, the Group accounts ler dcquisition
using provisional values. Adjustments to those jgional values as a result of completing the ihdiecounting for
acquisitions in the following accounting periodghtibe material.
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All amounts are in thousands of US Dollars unlébsmwise stated

5. BUSINESS COMBINATIONS

The table below sets a summary of acquisitions ligiaries and increase of ownership in subsidiarie

Date of acquisition  Shares acquired, % Cost of acquisition

KCCW

Acquisition of controlling interest December 2006 ®5. 123,225

Increase of ownership January 2007 5.0 12,000

Increase of ownership July 2007 1.3 5,203

Increase of ownership October 2007 16.0 21,000

Increase of ownership October 2007 0.1 445
77.4 161,87:

Azot

Acquisition of controlling interest August 2007 77.7 722934

Increase of ownership October-December 2007 1.0 3,673
78.7 276,60°

Open Joint Stock Company Kirovo-Chepetsk Chemical Wirks (*KCCW”)
Acquisition of controlling interest in 2006

On 29 December 2006, CI — Chemical Invest Limiteguired 55.0% interest in KCCW for a cash consitienaof
USD 123,225 thousand. KCCW is an unlisted holdiagpgany which at the date of acquisition by Cl — @val
Invest Limited owned 100% shares of Zavod Minerin Udobreniy and 100% shares of Zavod Polymerov.
KCCW'’s production subsidiaries specialise in prdahrc of fertilisers and polymers and also provideduction
services to the other Group entities. The producfiacilities of Zavod Mineralnykh Udobreniy and Zal
Polymerov are located in Kirov region of the Rusdi@deration.
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ASSETS

Property, plant and equipm:
Intangible assel

Inventories

Other financial asse

Trade and other receivables
Advances paid and prepaid expel
Income tax receivahb

Other taxes receival

Cash and cash equivale

Total asset:

LIABILITIES

Loans and borrowing
Retirement benefit obligatio
Deferred tax liabilitie

Trade and other payabl
Advances receive

Income tax payab

Other taxes payat

Total liabilities

Net assets at the date of acquisition

Less: Share of net assets attributable to minehigreholders
Group’s share of net assets acquired

Add: Goodwill arising on acquisition

Total consideration

Deferred consideration

Net cash flow arising on acquisition:

Cash and cash equivalents acquired

Net cash inflow on acquisition of subsidiary

Carrying value Fair value
at the date o at the date o
acquisition acquisition
199,934 241,148
1,085 1,188
52,291 67,160

385 73
53,950 51,577
9,861 11,930

357 357
23,619 23,317
768 768
342,250 397,518
154,966 154,859

- 1,903

14,873 35,390
16,172 17,747
4,894 4,894
1,753 1,753
5,291 5,291
197,949 221,837
175,681
(79,056)

96,625

26,600

123,225
(123,225)

768

768

In the consolidated financial statements for tharyended 31 December 2007, the acquisition of KC@¥g

accounted for as if it had taken place at 31 DeezrAb06.

Increase of ownership interest in 2007

On 25 January 2007, Cl — Chemical Invest Limiteduared from related parties an additional 5.0% &GW'’s
shares for a cash consideration of USD 12,000 #walsincreasing its ownership in the company td%0.
The carrying value of KCCW'’s net assets at the dateansaction amounted to USD 174,639 thousasca esult
of this transaction, the Group recognised a deereaset assets attributable to minority interesthnie amount of
USD 8,732 thousand. The excess of the considerg#d over the Group’s share in net assets acquifed
USD 3,268 thousand was recognised directly in thtesent of changes in equity as decrease of egtaarnings.
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In July 2007, CI — Chemical Invest Limited acquir8trough a number of transactions with minoritargtolders,
an additional 1.3% of KCCW'’s shares for a cash icmmation of USD 5,203 thousand, increasing its enship in
the company to 61.3%. The carrying value of KCC\Wet assets as at 31 July 2007 (the date when tyagdri
shares were acquired) amounted to USD 193,302 dndu#\s a result of this transaction, the Groupgeised a
decrease in net assets attributable to minoritgrést in the amount of USD 2,513 thousand. The ssxoé the
consideration paid over the Group’s share in ngétasacquired of USD 2,690 thousand was recoguisedtly in

the statement of changes in equity as decreasganfied earnings.

On 16 October 2007, Cl — Chemical Invest Limitequaed from related parties an additional 16.0%K6ICW's
shares for a cash consideration of USD 21,000 #valisncreasing its ownership to 77.3%. The cagyialue of
KCCW's net assets at the date of transaction aneolulst USD 198,552 thousand. As a result of thisstation, the
Group recognised a decrease in net assets attsibutaminority interest in the amount of USD 38 #6ousand.
The excess of the Group’s share in net assetsradqaver the consideration paid of USD 10,768 thaodswas
recognised directly in the statement of changesyinty as additional paid-in capital.

As a result of acquisitions made during 2006 an@72Gt 1 November 2007, CI — Chemical Invest Lidhite
accumulated 77.3% of KCCW’s shares. During Novenflmrember 2007 all the shares were transferred to
the Company as follows:

. 44.6% shares were contributed to the share capithb Company; and
. 32.7% shares were sold to the Company for a castideration of USD 155,860 thousand.

On 31 October 2007, the Group acquired from migoshareholders an additional 0.1% of KCCW'’s shdioes
a cash consideration of USD 445 thousand, incrgatnownership to 77.4%. The carrying value of K& net

assets at on the date of acquisition amounted ©© P#,024 thousand. As a result of this transactioa Group
recognised a decrease in net assets attributabhntarity interest in the amount of USD 249 thoukahhe excess
of the consideration paid over the Group’s shameinassets acquired of USD 196 thousand was resashdirectly

in the statement of changes in equity as increbestained earnings.

Open Joint Stock Company Azot, Berezniki (“Azot”)
Acquisition of controlling interest in 2007

On 18 July 2007 and 1 August 2007, ClI — Chemicaks$h Limited acquired 77.7% of share capital of Ay
a total consideration of USD 272,934 thousand tijinahe following transactions:

. 25.1% Azot shares were contributed to share capftall — Chemical Invest Limited by its sharehokler
The provisional value of contribution at the datéransaction amounted to USD 85,000 thousand;

. 52.6% Azot shares were purchased from third paidiea cash consideration of USD 187,934 thousand.

Azot is an unlisted company, specialising in prdaurcof nitrogen fertilisers with the main produsti facilities
located in Berezniki, Perm region of the Russiadédration.

As there were no significant changes in fair vddetwveen 18 July 2007 and 1 August 2007, the stepisiton has
been disclosed as a single transaction effectitefatgust 2007.
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The initial accounting for the acquisition of Azgas performed using provisional values, as follows:

ASSETS

Property, plant and equipm:
Inventorie:

Other financial asse

Trade and other receivables
Advances paid and prepaid expenses
Other taxes receival

Cash and cash equivale

Total asset:

LIABILITIES

Loans and borrowing
Retirement benefit obligatio
Deferred tax liabilitie

Trade and other payabl
Advances receive

Income tax payable

Other taxes payable

Total liabilities

Net assets at the date of acquisition

Less: Share of net assets attributable to minshiyreholders
Group’s share of net assets acquired

Add: Goodwill arising on acquisition

Total consideration

Satisfied by cash
Satisfied in the form of contribution to share ¢alpi

Net cash flow arising on acquisition

Cash consideration
Cash and cash equivalents acquired

Net cash outflow on acquisition of subsidiar

Provisional value
at the date o
acquisition

250,445
32,750
2,114
6,592
4,943
10,197
4,356

311,39°

2,007
5,533
35,685
15,175
10,981
485
860

70,72¢

240,671
(53,678)

186,993
85,941

272,934

(187,934)
(85,000)

(187,934)
4,356

(183,578

At the date of acquisition, Azot did not preparensalidated financial statements in accordance WHRS.
Thus, it was not practicable to determine the éagrnyamounts of the acquired assets, liabilities aadtingent
liabilities in accordance with IFRS immediately @ef the acquisition, and they were not presentethé@se

consolidated financial statements.

Azot and its subsidiaries contributed USD 150,3#usand of revenue and USD 39,840 thousand oft firefore

tax from the date of acquisition to 31 December7200

In November 2007, CI — Chemical Invest Limited ciimtted its 77.7% ownership in Azot to the sharpiteh of

the Company.
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Increase of ownership interest in 2007

During the fourth quarter of 2007, the Group acegiithrough a number of transactions with minorftsreholders
an additional 1.0% of Azot shares for a cash camaitbn of USD 3,673 thousand, increasing its ogmierin Azot
to 78.7%. The carrying value of Azot net assetthatdate of transaction was USD 281,264 thousasda fesult
of this transaction, the Group recognised a deer@aget assets attributable to minority interesthie amount of
USD 2,813 thousand. The excess of the considergtgd over the Group’s share in net assets acqufed
USD 860 thousand was recognised directly in thiestant of changes in equity as increase of retaaedings.

Goodwill arising on acquisition

Goodwill arose on acquisitions of KCCW and Azogtelto benefits of expected synergy, revenue gramwthcost
saving, future market development and the assembt#lforces of the acquired entities. These besefie not
recognised separately as the future economic lierzefsing from them cannot be reliably measured.

Pro-forma condensed consolidated income statemenat (unaudited)

Potential effect of acquisition of Azot on the réswf the Group’s operations, as if this subsigiamas acquired at
the beginning of respective reporting period, ialgsed as follows:

Year endec
31 December 2007
(unaudited)
Revenue from continuing operations 700,018
Profit before tax from continuing operations 91,027

These unaudited pro-forma amounts are providednformation purposes only and do not present tlsalte of
operations of the Group had the transactions agsuherein occurred on or as at the date indicated,is it
necessarily indicative of the results of operatishich may be achieved in the future.

In determining the pro-forma revenue and profitobeftax of the Group had Azot been acquired ab#ginning of
the respective reporting period, the Group hasutatied depreciation of property, plant and equipnaeguired on
the basis of the fair values arising from the @iticcounting for the business combinations rétthen the carrying
amounts recognised in the financial statementeeftquired businesses.
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6. SALES OF GOODS

Russiar Other CIS
Year ended 31 December 2007 Total Export Federatior countries
Ammonium nitrate and
its derivative 277,612 185,123 71,041 21,448
Ammonia 82,659 78,451 3,187 1,021
Compound fertilisers 75,219 61,667 13,552 -
Urea 34,162 31,285 2,877 -
Other 16,555 478 15,697 380
Total 486,20° 357,00« 106,35 22,84¢
7. OTHER SALES
Year endec

31 December 2007

Electricity and heat energy 31,715
Transportation 5,877
Construction, repair and maintenance services 3,861
Other 9,794
Total 51,247

Substantially all other sales were made on thé&deyrof the Russian Federation.

8. COST OF SALES

Year endec
31 December 2007

Raw materials, includin

Natural ga 112,37
Apatite 10,86:
Potassium chloric 7,771
Other raw materia 26,15¢
Energy and utilitie 63,628
Wages and salari 34,370
Depreciatiol 26,522
Unified social ta 8,335
Repairs and maintenar 6,637
Taxes, other than income 3,082
Ren 1,630
Transportatio 1,342
Pension cos 1,096
Change in inventory balance of work in-progress famidhed goods (8,561)
Other 7,29¢€
Total 302,54!

Unified social tax for the year ended 31 Decemb@d72included contributions to the State PensiondFim
the amount of USD 6,412 thousand.
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9. SELLING AND DISTRIBUTION EXPENSES

Year endec
31 December 2007

Transportatior 85,505
Customs clearance char 5,347
Commissions and agent fi 1,913
Wages and salari 702
Unified social ta 155
Othel 8,645
Total 102,267

Unified social tax for the year ended 31 Decemb@d72included contributions to the State PensiondFim
the amount of USD 119 thousand.

10. GENERAL AND ADMINISTRATIVE EXPENSES

Year endec
31 December 2007

Wages and salari 13,487
Depreciatior 4,328
Audit, legal and consulting servic 2,653
Unified social ta 2,236
Banks charge 1,769
Fines and penaltie 1,736
Security 1,321
Ren 1,036
Pension cos 191
Other expenst 10,110
Total 38,86

Unified social tax for the year ended 31 Decemb@d72included contributions to the State PensiondFim
the amount of USD 1,720 thousand.

11. OTHER OPERATING INCOME AND EXPENSES

Year endec
31 December 2007

Other operating income

Gain on disposal of property, plant and equipmeei, 2,814
Change in fair value of forward exchange contracts 1,936
Amortisation of guarantees fee 923
Total 5,673

Other operating expense

Foreign currency exchange loss on operating aetvine (4,961)
Charity (541)
Other (369)
Total (5,871)
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12. INTEREST EXPENSE

Year endec
31 December 2007

Interest on loans and borrowit 22,985
Interest on obligations under finance lei 130
Total 23,11t

13. INCOME TAX EXPENSE

Income tax expense from continuing operations
Year endec

31 December 2007

Current income tax exper 19,595
Deferred tax benefit (2,595)
Total 17,00(

The corporate income tax rates in Kirov and Pergiores of the Russian Federation, the primary locatiof
the Group’s production entities, were 24% and 208spectively. The corporate income tax rate applecdo

the Company which is registered in Moscow is 24%e Tcorporate income tax rate in Cyprus, where the
transportation subsidiary of the Group has a taxpbtsence, is 10%.

Profit before tax for the year ended 31 Decemb@i726 reconciled to income tax expense as follows:

Year endec
31 December 2007

Profit before tax from continuing operatis 77,073
Loss before tax from discontinued operat (9,725
Total profit from operations 67,348
Income tax expense calculated at 24% 16,164
Effect of different tax rates of subsidiaries opi@gain other jurisdiction (1,587
Effect of expenses that are non-deduc 1,59¢
Effect of previously unrecognised and unutilisedlésses and tax offsets

now recognised as deferred tax a: (1,353)
Adjustments to prior years tax expense recognisde current ye 31C
Total income tax at effective income tax rate of 22 15,13(
Income tax benefit attributable to discontinuedrafiens (1,870
Income tax expense attributable to continuing opertions 17,000

14. DISCONTINUED OPERATIONS

On 31 March 2007, shareholders of the Group appravelan to dispose of investments in Zavod Potgmand
Transportno-Logisticheskaya Kompaniya which repnessd the polymers and fluoroplastics segment of
Cl — Chemical Invest Limited. Consequently, theo@r sold its interest in Zavod Polymerov and Trarts-
Logisticheskaya Kompaniya to Cl — Chemical Invesnited for USD 55,290 thousand. The difference leetv
the consideration received and the carrying amofitite net assets disposed of amounted to USD &@ttand was
recognised in the statement of changes in equityoss on disposal of subsidiaries distributed te @Group’s
shareholders.

The disposal of the polymer operations is consistgth the Group’s policy to focus its activitiesimparily on the
fertilisers market. Transaction was completed orO81ober 2007. Details of the assets and lialslidesposed of
are disclosed below.
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Assets and liabilities of discontinued operations

Details of the major classes of assets and lisgslés at 31 October 2007, the date of disposaé agfollows:

ASSETS

Property, plant and equipm:
Goodwill

Intangible assel

Inventorie:

Trade and other receivah
Advances paid and prepaid expel
Income tax receivab

Other taxes receival

Cash and cash equivale

Total assets
LIABILITIES

Loans and borrowing
Obligations under finance le:
Retirement benefit obligatio
Deferred tax liabilitie

Trade and other payabl
Advances receive

Income tax payab

Other taxes payat

Total liabilities

Group's share of net assets disposed
Less: Loss on dispos

Total net assets distributed to shareholde
Deferred proceeds on dispc

Net cash flow arising on disposa

Cash and cash equivalents dispose

Net cash outflow on disposal

30

31 October 200

76,846
4,340
340
23,888
21,324
4,424
44
3,347
225

134,77¢

34,994
14,215
1,426
5,320
10,409
2,955
28
1,870

71,21°

63,561
(8,271)

55,290
(55,290)

(225)

(225)
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Cash flows from discontinued operations
The results of discontinued operations includethéncash flow statement were as follows:

10 months ende
31 October 2007

Net cash flows used in operating activities (4,697)
Net cash flows generated from investing activ 5,13t
Net cash flows used in financing activities (368)
Net cash flow: 70

During the ten months ended 31 October 2007, ttmusspent USD 8,353 thousand for acquisition opprty
plant and equipment attributable to discontinueerafions.

Loss for the period from discontinued operations

The results of the discontinued operations includetie income statement were as follows:

10 months ende
31 October 2007

Revenue

Sales of gooc 87,731

Other sale 22,300
Total revenue 110,031
Cost of sale: (106,237)
Gross profit 3,794
Selling and distribution expen: (2,582)
General and administrative expen (9,739)
Other operating incon 2,043
Other operating expens (2,727)
Operating loss (9,211)
Interest incom 758
Interest expen: (2,744)
Foreign exhange gain from financing activities 1,472
Loss before tax (9,725)
Income tax bene 1,870
Loss for the period from discontinued operation (7,855)

Deferred proceeds on disposal of subsidiaries

Management of the Group expects that deferred pdsceon disposal of subsidiaries will be settledotsef
30 June 2008 as follows: partially offset againsingissory notes held by related parties (referdte 24), and the
remaining portion will be paid.

In determination of fair value of proceeds on digd®f subsidiaries management of the Group digeouexpected
future cash flows at the rate of 10% p.a.

31



OPEN JOINT STOCK COMPANY URALCHEM

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2007
All amounts are in thousands of US Dollars unléhsmwvise stated

Deferred proceeds on disposal of subsidiaries decbin the balance sheet as at 31 December 2003mzhsf
the following:

Period ended
31 December 200

Recognised on disposal of subsidiaries 55,290
Interest income 936
Effect of translation to presentation currency 307
Balance at end of the year 56,533

15. PROPERTY, PLANT AND EQUIPMENT

Machinery,
Buildings and equipment Construction

structures and transport Other in-progress Total
Cost
Acquired on busines
combination 124,144 96,661 767 19576 241,148
Balance at 1 January 200 124,14. 96,66 767 19,57¢ 241,14
Additions 2,91 25,40¢ 952 36,40! 65,68(
Acquired on busines
combinations 49,859 183,647 3,143 13,796 250,445
Transfers 3,958 36,783 252 (40,993) -
Disposal (867 (1,890 (586 (1,504 (4,847
Eliminated on disposal «
subsidiaries (28,279) (48,902) (298) (7,051) (84,530)
Effect of translation to
presentation curren 11,103 16,692 210 1,678 29,683
Balance at 31 December 2007 162,831 308,400 4441 21,90 497,579
Accumulated depreciation
Balance at 1 January 2007 - - - - -
Charge for the year (10,489) (27,435) (400) - (38,324)
Eliminated on dispos: 10¢ 443 2€ - 57t
Eliminated on disposal
of subsidiaries 1,770 5,878 36 - 7,684
Effect of translation to
presentation curren (423) (1,091) (15) - (1,529)
Balance at 31 December 2007 (9,036) (22,205) (353) - 534)
Carrying value
At 31 December 200 124,14 96,66 767 19,57¢ 241,14¢
At 31 December 2007 153,795 286,195 4,088 21,907 465,985

Depreciation charge recognised in the income stténfor the year ended 31 December 2007 consisted o
USD 30,640 thousand related to continuing operatand USD 7,894 related to discontinued operations.
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At 31 December 2007, construction-in-progress itetlladvances paid for acquisition of the propeptsint and

equipment in the amount of USD 6,622 thousand (20@® 709 thousand).

Assets pledged as collateral

The carrying values of property, plant and equipnpedged to secure loans and borrowings granteédet@sroup

were as follows (refer to note 24):

31 December 200

31 December 200

Buildings and structur 76,182 92,810
Machinery, equipment and transy 72,599 93,475
Othel 36 35

Total 148,817 186,320

16. GOODWILL

31 December 2007

31 December 2006

Balance at beginning of the period 26,600 -
Acquired on business combinations 85,941 26,600
Eliminated on disposal of subsidiaries (4,340) -
Effect of translation to presentation currency 5,643 -
Balance at end of the yes 113,84« 26,60(

The sale of the Group’s polymers and associatedatipes to Cl — Chemical Invest Limited was comgtebn

31 October 2007 (refer to note 14), and goodwilltire amount of USD 4,340 thousand was included in

determination of net result from the disposal ascdintinued operations.

Allocation of goodwill to cash-generating units

The carrying amount of goodwill was allocated te tbllowing cash-generating units:

Fertilisers segment

31 December 2007

31 December 2006

Azot 89,681 -
Zavod Mineralnykh Udobreniy 24,163 22,525
Polymers and fluoroplastics segment

Zavod Polymerov - 4,075
Total 113,844 26,600

The recoverable amount of a separate cash gergenatinh is determined based on the value-in-useutaions.
These calculations use pre-tax cash flow projestlmised on budgets approved by the Group and ogvarive-
year period. Cash flows beyond the five-year peaiaextrapolated by using the expected forectasdsbelow.
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The summary of key assumptions used for value-endetermination were as follows:

31 December 2007

Gross margin 44-59%
Growth rate 3-13%
Discount rate 12%
Raw materials price inflation 9-18%

17. INVENTORIES

31 December 200 31 December 200

Inventories expected to be used in production aftetwelve

months

Catalytic agents 25,046 12,202

Mercury and other inventori 2,842 7,462
27,888 19,664

Inventories expected to be used in production in #next twelve

months

Raw materials, net of allowance for obsolesc 39,326 30,949

Finished gooc 24,223 8,552

Work in-progres 5,073 7,735

Goods for resa 237 260
68,859 47,496

Total 96,747 67,16(

At 31 December 2007, raw materials were presen&challowance for obsolescence of USD 8,155 thnds
(2006: USD 6,185 thousand).

Certain inventories were pledged to secure bamslaad borrowings granted to the Group, as follows:

31 December 200 31 December 200
Carrying value of pledged inventories (refer toend4 27,58 14,19:
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18. OTHER FINANCIAL ASSETS

31 December 2007 31 December 2006

Non-current

Promissory notes issued by related parties, carried

at amortised co 9088 -

Foreign currency forward contracts, carried at FY 862 -
Other financial assets 349 14
2,199 14

Current

Loans issued, carried at amortised cost 26,156 59

Foreign currency forward contracts, carried at FY 1,155 -

Other financial asse 15 -
27,326 59

Total 29,52¢ 73

At 31 December 2007 interest rates on loans isgaedd from 10-11% (2006: 11-12%). The majoritja#ns issued
were unsecured, RUR-denominated and receivablerietated parties.

19. TRADE AND OTHER RECEIVABLES

31 December 200 31 December 200

Trade receivable 16,729 51,029
Other receivable 3,736 1,704
20,465 52,733
Less: allowance for doubtful receivak (440) (1,156)
Total 20,02t 51,57

The average credit period for the Group’s custorwerges from 20 to 60 days. During this period nteriest is
charged on the outstanding balances. The Grouprba&led fully for all receivables over 360 daysé#ase historical
experience is such that receivables that are oulisiga beyond 360 days are generally not recoverable
Before accepting of any new customer, the Groug aseinternal credit system to assess the potentgbmer’s
credit quality and defines credit limits separatelyeach individual customer. Credit limits avhito customer is
reviewed on an annual basis. As of 31 December 2®Group’s three largest customers (individuakgeeding
3% of the total receivables balance) representéal (2806: 93%) from the outstanding balance of actoreceivable.

Included in the Group’s receivables balance ardadetnf USD 1,291 thousand (2006: USD 785 thousaridgh

were past due but not impaired. The Group did nold hany collateral over these outstanding balances.
The weighted average age of these receivablebisldgs (2006: 26 days).
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The movement in the allowance for doubtful trade ather receivables was as follows:

Balance at beginning of the period

Acquired on business combinations
Eliminated on disposal of subsidiaries
Recognised in the income statement
Amounts written-off

Amount recovered during the year

Effect of translation to presentation currency

Balance at end of the year

20. ADVANCES PAID AND PREPAID EXPENSES

Advances paid for supply of natural gas
Advances for transportation services
Other advances and prepaid expenses

Total

21. OTHER TAXES RECEIVABLE

Value added tax reimbursa
Other taxe

Total

22. CASH AND CASH EQUIVALENTS

Current accounts, includir

- RUR-denominate

- USD-denominated

USD-denominated bank deposits maturing in Januadg¢
Other cash and cash equival

Total

31 December 2007

31 December 2006

1,156

205
(166)
(122)
(172)
(518)
57

44C

31 December 2007

31 December 2006

24,656 8,237
16,678 692
13,872 3,001
55,206 11,930

31 December 2007

31 December 2006

38,095 23,289
237 28
38,33: 23,311

31 December 2007

31 December 2006

14,991 573
3,435 157
10,407 -
14 38
28,841 76€

At 31 December 2007, interest rates on depositsS®C bank and Sbherbank of the Russian Federatioadvelom

3% to 4% (2006: n/a).
23. SHARE CAPITAL

Authorised, issued and fully paid share capital

At 22 October 2007 (the date when the Company wtabkshed) and 31 December 2007, the share capithe
Company consisted of 100,000,000 authorised, isanddfully paid ordinary shares with a par valueRafR 20,

carrying one vote per share and a right to dividend
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Retained earnings and dividends

The statutory financial statements of the Groupitiest are the basis for the profit distribution anther
appropriations. For the year ended 31 December,2083 for the year recorded in the statutory foianstatements
of the parent company amounted to USD 788 thou@amalidited).

Earnings per share

Earnings per share were calculated by dividingpmefit attributable to shareholders of the Compémythe year
ended 31 December 2007 by weighted average numbeordinary shares in issue during the year.
Weighted average number of shares in issue wasllatdd based on the assumption that the numbehaks
issued on 22 October 2007 was outstanding fron2éhBecember 2006, the date on which the fertiljggotymers
and fluoroplastics operations, comprising KCCW,enacquired by ClI — Chemical Invest Limited.

24. LOANS AND BORROWINGS

31 December 2007 31 December 200
Outstanding Outstanding
Currency Rate balance Rate balance
Secured bank loans
Sberbank (i) RUR 8.0-9.5% 212,71 9.0% 4,73
VTB Moscow (ii) USD 8.9% 65,20
MDM bank uUsC 12.0% 56,62 - -
VTB North-West USsD 9.0-9.9% 38,58 9.3% 41,04
VTB North-West RUR  10.0-10.8% 2,61 9.8-11.59 4,52
VTB North-West EURC 8.5% 88
Uralsib USsD 9.8% 1,10 - -
Rosbank USD - 11.0% 28,11
Petrocommerts Bank USD -

Russia (iii) - 10.9% 25,000
Sberbank uUsC - 8.0% 5,507
Sberbank EURC - 7.6% 3,17

Unsecured bank loans
Sberbank RUR 8.0-9.0% 20,04 8.0-9.0% 47
Rosbank USD 11.0-11.49 17,83
Uralsib usC 9.8% 3,20 - -
MDM bank RUR - 10.0% 5,135
Sberbank usC 8.0% 30.
Other loans vary vary 88 vary 18.
Promissory notes (iv) USD/RUF 10.0% 41,85 11.0% 36,55
Obligations unde
finance lease¢ RUR vary 1,01 vary 10
Total 461,75! 154,85
Less: current portion repayable within twelve montrs
and shown under current liabilities (149,531) (129,511)
Long-term portion of loans and borrowings 312,22 25,34
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The loans and borrowings are repayable as follows:

31 December 2007 31 December 2006

Due within three months 28,30 4,0z
Due from three to six months 21,85 23,0C
Due from six to twelve months 99,36 102,47
Total current portion repayable within twelve months 149,53 129,51
Due in the second year 160,59 25,0C
Due in the third year 85,89

Due in the fourth year 54,057

Due in the fifth year 11,68

Due thereafter 3¢
Total long-term portion of loans and borrowings 312,22 25,3/

(i)  Secured loans from Sberbank. RUR-denominated loans at a fixed rate of 8.0%b%9per annum. The loans are
repayable quarterly starting from 20 March 200%hwtite final installment due on 26 July 2012. Thenlw are
secured by 77.6% of Azot shares held by the Group.

(i)  Secured loans from VTB Moscow. USD-denominated loans at a floating rate Libot.2% per annum.
The loans are repayable in one installment due dnné 2009. The loans are secured by 25%+1 KCCW
shares held by the Group.

(i)  Secured loans from Petrocommerts Bank of Russia. A USD-denominated loan at a floating rate Libds.5%
per annum. The loan was repaid in December 2007.

(iv) Promissory notes. USD and RUR-denominated promissory notes payablelemand were issued in 2004
by KCCW and as at 31 December 2007 and 2006 wétdhieelated parties. The promissory notes bearest
at rates 10.0% (2006: 11.0%). Management expectsetite promissory notes during six months ended
30 June 2008.

Certain bank loans are subject to the restrictorgenants, including but not limited to:

. set-up limits for total amount of borrowings ofteém Group subsidiaries;
. prohibition of issuance of additional promissoryasoand other Group’s debentures;
. pre-approval of guarantees issued; and

. set-up limits for the amount of cash collectionsceftain Group subsidiaries that have to be traresfeto
the accounts at defined banks.

All loan agreements have acceleration clauseswaitp the creditors to request early repayment dbtanding
amounts in case of non-compliance with these couwsna

The following items of property, plant and equipmeénventories and accounts receivable were pledgestcure
loans and borrowings:

31 December 2007 31 December 2006

Property, plant and equipment (refer to note 15) ,a48 186,320
Inventories (refer to note 17) 27,583 14,193
Total 176,400 200,513
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25. RETIREMENT BENEFIT OBLIGATIONS

Defined contribution plan

The total expense recognised in the income stateafddSD 11,607 thousand (2006: nil) representdrdmutions
payable to the State Pension Fund, of which USB&tBousand related to discontinued operations.

At 31 December 2007, an outstanding contributiortht® State Pension Fund amounted to USD 1,140 &nous

(2006: USD 970 thousand).

Defined benefit plans

The Group operates an unfunded defined benefit fdamualifying employees of subsidiaries locatedtie
Russian Federation. The actuarial valuation ofrdefibenefit obligations as at 31 December 2007 peaformed

by an independent actuary.

The principle assumptions used for the purposdiseofctuarial valuations were as follows:

31 December 2007

31 December 2006

Discount rate 6.6%
Expected salary increase 9.2%
Expected pension increase 5.0%
Employee turnover rate 5.0%
Age of retirement

Male 53 years

Female 50 years
Average life expectancy of members from date dfeetent

Male 20 years

Female 31 years

6.6%
9.2%
5.0%
5.0%

53 years
50 years

20 years
31 years

Amounts recognised in the income statement in @sPehese defined benefit plans were as follows:

Actuarial losses
Interest on obligation
Current service cost

Total pension costs recognised in the income statent
Pension costs included in continuing operations

Pension costs included in discontinued operations

Amounts included in the balance sheet in respedefified benefit plans were as follows:

31 December 2007

31 December 2007

1,628
276
129

2,03¢

1,287

746

31 December 2006

Present value of unfunded defined benefit obligetio 8,385
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Movements in the present value of the unfundechddfbenefit obligations were as follows:

Year ended Year ended
31 December 200 31 December 200
Balance at beginning of the year 1,903 -
Liabilities assumed in a business combination 5,533 1,903
Actuarial losses 1,628 -
Interest expense 276 -
Current service cost 129 -
Liabilities eliminated on disposal of subsidiaries (1,426) -
Benefits paid (93) -
Effect of translation to presentation currency 435 -
Balance at end of the ye: 8,38¢ 1,90z
26. DEFERRED TAXES
Disposed 0  Recognise! Effect of
Acquired on  on disposa inthe  translation
31 Decembe busines: of income to 31 Decembe
2006 combinations subsidiaries statement presentation 2007
Property, plant and
equipmer 27,527 34,803 (5,243) (2,459) 2,654 57,282
Inventorie: 6,097 1,656 (1,499) (931) 462 5,785
Trade and other
receivable (267) (518) - 1,361 17 593
Trade and other
payables 264 1 - (940) (20) (695)
Tax loss
carryforware (3,875) - 1,422 (2,128) (361) (4,942)
Othel (1,359) (257) - 1,864 (30) 218
Provisior 7,003 - - (1,353) 451 6,101
35,390 35,685 (5,320) (4,586) 3,173 64,342

Amounts recognised in the income statement foydae ended 31 December 2007 were the following: 2895

related to continuing operations and USD 1,991tedlto discontinued operations.

Taxable temporary differences in relation to inwemtts in subsidiaries for which deferred tax asisat® not been

recognised are attributable to the following:

Russian subsidiaries
Foreign subsidiaries
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Certain deferred tax assets and liabilities werésedfin accordance with the Group’s accounting gyoli
The following is the analysis of the deferred takamces (after offset) recorded in the balancetshee

31 December 2007

31 December 2006

Deferred tax assets (1,915) -
Deferred tax liabilities 66,257 35,390
64,342 35,390

At 31 December 2007, the Group recognised deféaedsset of USD 1,915 thousand (2006: nil) ineespf tax
losses carried forward that are available indedflpifor offset against future taxable profit of tGempany.

27. TRADE AND OTHER PAYABLES

31 December 2007

31 December 2006

Trade and other payab 25,20t 11,23¢
Unpaid salarie 4,840 2,531
Provision for unused vacatio 2,888 1,979
Accrued expens 2,561 1,152
Payables for property, plant and equipment 1,559 846
Total 37,05: 17,74°

The average credit period on the purchase of iverst and services in the Russian Federation da$8.

The table below summarises the maturity profilethef Group’s trade and other payables based onamuéi

undiscounted payments:

31 December 2007

31 December 2006

Due within three months 29,432 14,264
Due from three to six months 20 603
Due from six to twelve months 7,601 2,880
Total 37,05 17,74%

28. OTHER TAXES PAYABLE

31 December 2007

31 December 2006

Value added te 1,984 2,134
Unified social ta 1,481 1,261
Property ta 911 1,046
Other taxe 1,681 850
Total 6,057 5,291
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29. RELATED PARTIES TRANSACTIONS AND OUTSTANDING B ALANCES

Related parties include shareholders and entitidgeiucommon ownership and control with the Groug members
of key management personnel.

As at 31 December 2007 and 2006 the Group hadtlwsving outstanding balances with related parties:

31 December 2007 31 December 2006

Shareholders of the Grouj
Other financial asse 20,286 -

Entities under common ownership and control with tle Group

Deferred sales proceeds on disposal of subsid 56,533 -
Other financial asse 7,315 -
Trade and other receivah 11,864 4,156
Deferred consideration on acquisition of subsids - (123,225)
Loans and borrowing (41,544) (36,264)
Trade and other payabl (9,814) -

During the year ended 31 December 2007 the Grotgrezhinto the following transactions with relaptties:

Year ended 3:
December 2007

Entities under common ownership and control with tle Group

Sales of goods and servi 77,589
Purchases of goods and serv (28,462)
Interest expense on loans and borrow (3,997)
Loans issuer 27,997
Proceeds from repayment of loans is: (3,284)

The amounts outstanding were unsecured and exptrteel settled in cash, except for promissory nbtdd by
related parties as described in note 14. No expeas®een recognised in the year ended 31 Decet@ib@rfor bad
or doubtful debts in respect of amounts owed bsteel parties.

Sales of goods to related parties were made ortettmes similar to those that were used in the tipiadties
transactions, including average discounts of 3%toapplicable to the largest Group’s customers.

Other sales, mainly consisted of sales of eletyriand heat energy, were made at the prices esftabli by
the Federal Utility Committee, a government regulaesponsible for establishing and monitoring iiges on
the utility market in the Russian Federation.

Purchases from related parties which primarily udeld re-charges of transport bills from RussianvReis and
other independent carriers, were made at markeepmplus insignificant premium (1% to 2%) to cowperating
expenses of those entities.

Loans to related parties were issued at marketsterm

Compensation of key management personnel

The remuneration of key management personnel dbthap for the year ended 31 December 2007 contpsalaries
and bonuses in the amount of USD 4,457 thousadlddimg unified social tax in amount of USD 920ukand.
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30. COMMITMENTS AND CONTINGENCIES

Purchase of natural gas

In December 2007, the Group entered into bindinglpmse agreements with Gazprom and Novatek, tchpsec
defined volume of natural gas.

Future minimum costs under non-cancellable purchgseements are as follows:

31 December 200

Due in one year 163,253
Due from one to five years 760,378
Total 923,63:

Capital commitments

The Group’s contractual capital commitments foruasitjon of property, plant and equipment and faiént of
certain finance lease agreements were as follows:

31 December 2007 31 December 2006

Acquisition of property, plant and equipment 1,074 6,122
Fulfilment of finance lease agreements 2,176 481
Total 3,25( 6,60:

Operating leases: Group as a lessee

The Group leases certain machinery and equipmérg.r@spective lease agreements have an averag# lif¢o
5 years with no renewal option at the end of tlasdeterm.

Future minimum rental expenses under non-cancellaférating leases were as follows:

31 December 2007 31 December 200

Due in one year 381 1,230
Due from one to five years 115 416
Total 496 1,646

Guarantees issued

As at 31 December 2007 and 2006 the Group issnaddial guarantees in respect of loans obtaineafoymber of
related and third parties. Total amount of outsit@gnduarantees issued by the Group were as follows:

31 December 2007 31 December 200

Related parties 52,528 6,397
Third parties 28 44,164
Total 52,55¢ 50,56

Guarantees given to related parties were secur@bihr1l KCCW shares held by the Group, which aistimae time
were pledged to secure loans obtained from VTB Maggefer to note 24).

The Group’s maximum exposure to credit risk in #hent of non-performance by parties to these firghnc
guarantees is limited to the contractual amounsslaed above. At 31 December 2007, managemenssasse
the risk of non-performance by parties to thesarfaial guarantees as remote.
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Litigation

The Group has a number of claims and litigatioatiet) to sales and purchases. Management belibaesane of
these claims, individually or in aggregate, wilvbeaa material adverse impact on the Group.

Taxation contingencies in the Russian Federation

The taxation system in the Russian Federation é&sratatively early stage of development, and erabterised by
numerous taxes, frequent changes and inconsistémtement at federal, regional and local levels.

The government of the Russian Federation has coweden revision of the Russian tax system and pass¢ain
laws implementing tax reform. The new laws redueeriumber of taxes and overall tax burden on basesand
simplify tax litigation. However, these new tax kwontinue to rely heavily on the interpretationlatal tax
officials and fail to address many existing probderiMany issues associated with practical implicatidd new
legislation are unclear and complicate the Grotgxsplanning and related business decisions.

In terms of Russian tax legislation, authoritieséna period of up to three years to re-open taxadstions for
further inspection. Changes in the tax system thay be applied retrospectively by authorities coaftect
the Group’s previously submitted and assesseddabations.

While management believes that it has adequatelyiged for tax liabilities based on its interpréatof current

and previous legislation, the risk remains thataathorities in the Russian Federation could taKeréthg positions

with regard to interpretive issues. This uncertaimtly expose the Group to additional taxation,diaad penalties
that could be significant.

Environmental matters

The Group is subject to extensive federal, statk lanal environmental controls and regulationshe tertain
regions of Russian federation in which it operafBse Group’s operations involve the discharge otemals,
contaminants and waste water into the environnteitdould potentially impact on flora and faunad give rise to
other environmental concerns.

The Group’s management believes that its producfamilities are in compliance with all current diig
environmental legislation in the regions in whitloperates. However, environmental laws and reiguistcontinue
to evolve.

The Group is unable to predict the timing or extenivhich those laws and regulations may changeh $hange,
if it occurs, may require that the Group modernisehnology and upgrade production equipment to mese
stringent standards.

Management of the Group regularly reassesses emvénotal obligations related to its operations. restes are
based on the management understanding of currgat lequirements and the terms of licence agreement
Should the requirements of applicable environmdetitlation change or be clarified and amendesl Ghoup may
incur additional environmental obligations.

Russian Federation risk

As an emerging market, the Russian Federation do¢spossess a fully developed business and regulato
infrastructure including stable banking and judicgstems, which would generally exist in a moreure market
economy. The economy of the Russian Federatiorhasacterised by a currency that is not freely caible
outside of the country, currency controls, low lijty levels for debt and equity markets, and aomitig inflation.

As a result, operations in the Russian Federatignlve risks that are not typically associated withse in more
developed markets. Stability and success of Russ@momy and the Group’s business mainly depends on
the effectiveness of economic measures undertaketiheb government as well as the development ofl lagd
political systems.
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31. FAIR VALUE OF FINANCIAL INSTRUMENTS
The fair value of financial assets and liabilitiesletermined as follows:

. the fair value of financial assets and financiabilities with standard terms and conditions aaddd on active
liquid markets are determined with reference tategionarket prices; and

. the fair value of other financial assets and fif@nkabilities are determined in accordance witngrally
accepted pricing model based on discounted cash dlwalysis using prices from observable currentketar
transactions.

Management believes that the carrying values o$ighificant financial assets (refer to notes 18,ahd 22) and
financial liabilities (refer to notes 24 and 27rwoeded at amortised cost in the consolidated firdrstatements
approximated their fair values.

32. FINANCIAL RISK MANAGEMENT

Capital risk management

The Group manages its capital to ensure that esiitf the Group will be able to continue as a gaimgcern while
maximising the return to the shareholders throinghdptimisation of the debt and equity balance. Mh@agement
of the Group reviews the capital structure on ail@gbasis. Based on the results of this review,@noup takes
steps to balance its overall capital structureuphothe payment of dividends, new share issuesetisas/ the issue
of new debt or the redemption of existing debt.

Major categories of financial instruments

The Group’s principle financial liabilities compeidoans and borrowings and trade payables. The majmose of

these financial instruments is to raise financeherGroup’s operations. The Group has variousiizh assets such as
trade receivables and loans issued, cash and gasfalents, promissory notes and foreign currencywérd contracts.

31 December 2007 31 December 2006

Financial assets

Loans issued and accounts receivable, includiney et

proceeds on disposal of subsidiz 102,714 51,636
Cash and cash equivalents 28,847 768
Promissory notes held by related parties, carried
at amortised ca 988 -
Foreian currency forward contracts, carried at F\/ 2,017 -
Total financial assets 134,566 52,404
Financial liabilities

Loans and borrowings 461,755 154,859

Accounts payable, including deferred consideration

on acquisition of subsidiari 37,053 140,972
Total financial liabilities 498,808 295,831

The main risks arising from the Group’s financi@truments are foreign currency, interest ratajicend liquidity
risks.
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Foreign currency risk

Currency risk is the risk that the financial resuf the Group will be adversely impacted by chanigeexchange
rates to which the Group is exposed. The Group niakies certain transactions denominated in foreigmencies.
The Group uses derivatives to manage foreign cayréak exposure (see below).

The carrying amounts of the Group’s foreign curyedenominated monetary assets and liabilities diseateporting
date were as follows:

US Dollar - denominated EURO - denominated
31 Decembe 31 Decembe 31 Decembe 31 Decembe
2007 200¢ 200i 200¢
Asset:
Trade and other receivables 7,254 43,403 - 1,393
Other financial asse - 40 - -
Cash and cash equivalents 13,842 157 - -
Total assets 21,09¢ 43,60( - 1,39¢
Liabilities
Loans and borrowings 191,574 108,331 602 2,406
Trade and other payables 9,498 610 365 -
Total liabilities 201,072 108,941 967 2,406
Total net position 179,976 65,341 967 1,013

The table below details the Group’s sensitivitghe strengthening of the Russian Rouble against®ollar and
the EURO by 10%. The analysis was applied to mopetams at the balance sheet dates denominated in
the respective currencies.

US Dollar - impact EURO - impact
31 Decembe 31 Decembe 31 Decembe 31 Decembe
2007 200¢ 2003 200¢
Profit 17,998 6,534 97 101

Forward foreign exchange contracts

The Group enters into forward foreign exchange rems in respect of its export revenues. As atfandhe year
ended 31 December 2007, no foreign currency exehasuantracts were desighated as cash flow hedges,
accordingly, net income in the amount of USD 1,@86er to note 11) relating to a change in faitueadf derivative
instruments was included in other operating incaeritkin the income statement.
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The following table details the forward foreign mcy contracts outstanding as at 31 December 2007:

31 December 200

Weighted averags

exchange rate Contract value Fair value
Sell USC
Less than three months 24.56 65,158 269
From three to six months 24.63 57,038 286
From six to twelve months 24.77 115,062 600
Total current 237,258 1,155
Due in the second year 25.33 89,856 862
Total 327,114 2,017

Interest rate risk

Interest rate risk is the risk that changes intihgainterest rates will adversely impact the ficiah results of
the Group. The Group does not use any derivatvesanage interest rate risk exposure. The majofithie Group’s
financial liabilities are at fixed rates and, actiogly, interest rate risk is limited.

The table below details the Group’s sensitivityntrease of floating rate by 1%. The analysis wasied to loans and
borrowings based on the assumptions that amouighilfity outstanding as at the balance sheet dat® outstanding
for the whole year.

LIBOR - impact

31 December 2007 31 December 2006
Loss 650 250

Credit risk

Credit risk is the risk that a customer may defaultnot meet its obligations to the Group in tineading to
financial losses to the Group.

Revenue from the five largest customers constitotes 50% of total Group’s revenues, however, mansmnt
believes that there is no concentration of craslk. rThe Group is not dependent on the largesbousts because of
the existence of liquid commodity market for maipof fertilisers and its by-products.

At 31 December 2007 amounts receivable from the fargest customers were USD 6,824, which repredent
approximately 34% of the total outstanding balamfcaccounts receivable.

Liquidity risk
Liquidity risk is the risk that the Group will nbe able to settle all liabilities as they fall di&e Group’s liquidity
position is carefully monitored and managed. Theuprhas a detailed budgeting and cash forecastmgpgs to

help ensure that it has adequate cash availalohesd its payment obligations.

The summaries of maturity profile of the Group'sadincial liabilities as at 31 December 2007 and 2006
based on contractual payments are presented ia Bdtand 27.
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33. EVENTS SUBSEQUENT TO THE BALANCE SHEET DATE

Increase of ownership in subsidiaries
KCCW

In February and March 2008, the Group acquireduinoca number of transactions an additional 0.2%r@st in
KCCW for a cash consideration of USD 1,255 thousamateasing its ownership in this company to 77.6%

On 13 May 2008 the Group acquired an additionad%linterest in KCCW for USD 59,573 thousand, insieg
its ownership in this company to 89.0%. As a resfilthis transaction the Group became the owned58% of
voting shares of KCCW. In accordance with the Rars$égislation the Group has the right to buyoetrdmaining
shares of KCCW from minority shareholders. Managaméthe Group intends to exercise this right dgr2008.
Azot

During January-April 2008, the Group acquired tlgio@ number of transactions an additional 3.1%ésten Azot
for a cash consideration of USD 11,616 thousarateasing its ownership in this company to 81.8%.

On 8 May 2008, the Group acquired additional 29%Anét shares for a cash consideration of USD 7,/A88gand
increasing its ownership in this company to 83.8%.

On 13 May 2008, the Group acquired an additional2%1l interest in Azot for a cash consideration of
USD 43,561 thousand increasing its ownership & ¢bimpany to 95%. In accordance with the Russigislddion the
Group has the right to buyout the remaining shafe&zot from minority shareholders. Managementted Group
intends to exercise this right during 2008.

Loans issued

In the first quarter of 2008 the Company issuedndodo one of the shareholders in the amount of
USD 11,331 thousand.

Guarantees issued

In the first quarter of 2008 the Group’s subsidiariissued guarantees to one of the shareholders
of USD 223,852 thousand and to the other relatetiegan the amount of USD 28,200 thousand.

48



