
Proof7:27.10.09

U.S.$101,394,000 12 per cent. Loan Participation Notes due 2012
issued by, but without recourse to,

NKNK Finance plc
for the sole purpose of financing a loan to OAO Nizhnekamskneftekhim

Issue Price: 100 per cent.

NKNK Finance plc, a public limited liability company incorporated under the laws of Ireland (registered number 408822), whose
registered office is 5 Harbourmaster Place, IFSC, Dublin 1, Ireland (the ‘‘Issuer’’), is issuing an aggregate principal amount of
U.S.$101,394,000 12 per cent. Loan Participation Notes due 2012 (the ‘‘Notes’’) for the sole purpose of financing a loan due 2012 (the
‘‘Loan’’) to OAO Nizhnekamskneftekhim (the ‘‘Company’’ or ‘‘NKNK’’) pursuant to a loan agreement dated 30 October 2009 (the
‘‘Loan Agreement’’) between the Issuer and the Company. Subject as provided in the Trust Deed (as defined herein), the Issuer will
charge by way of first fixed charge as security for its payment obligations in respect of the Notes and under the Trust Deed to
Deutsche Trustee Company Limited as trustee (the ‘‘Trustee’’) for the benefit of the holders of the Notes (the ‘‘Noteholders’’) (a) all its
rights to principal, interest and other amounts now or hereafter paid or payable by the Company to the Issuer under the Loan
Agreement, (b) the right to receive all sums which may be paid or become payable by the Company under any claim, award or
judgment relating to the Loan Agreement and (c) all the rights, title and interest in and to all sums of money now or in the future
deposited in an account of the Issuer with Deutsche Bank AG, London Branch as principal paying agent (the ‘‘Principal Paying
Agent’’) and the debts represented thereby, including interest from time to time earned on such account, in each case other than in
respect of the Reserved Rights (as defined in the Trust Deed).

The Notes are limited recourse secured obligations of the Issuer. In each case where amounts of principal, interest and additional
amounts (if any) are stated to be payable in respect of the Notes, the obligation of the Issuer to make any such payment shall
constitute an obligation only to account to the Noteholders, on each date upon which such amounts of principal, interest and
additional amounts (if any) are due in respect of the Notes, for an amount equivalent to all principal, interest and additional amounts
(if any) actually received by or for the account of the Issuer pursuant to the Loan Agreement less any amounts in respect of the
Reserved Rights (as defined in the Trust Deed). The Issuer will have no other financial obligation under the Notes. Noteholders will be
deemed to have accepted and agreed that they will be relying solely and exclusively on the credit and financial standing of the Company in
respect of the financial servicing of the Notes and that they will have no recourse to the Issuer other than to payment of the monies
received by the Issuer from the Company under the Loan Agreement.

On 20 April and 20 October of each year, the Issuer will account to Noteholders for an amount equivalent to amounts of the principal
and interest actually received by or for the account of the Issuer pursuant to the Loan Agreement. The expected repayments of
principal are as set out herein and interest will accrue from 3 November 2009 at a rate of 12 per cent. annually payable semi-annually
in arrear on 20 April and 20 October in each year commencing on 20 April 2010. See ‘‘Terms and Conditions of the Notes – Interest’’.
The issue price of the Notes is 100 per cent. of their principal amount.

Except as set forth herein under ‘‘Taxation’’, payments in respect of the Notes will be made without any deduction or withholding on
account of taxes of the Russian Federation or Ireland. As set forth more fully in the Loan Agreement, the Company may prepay the
Loan at its principal outstanding amount, in whole but not in part, together with accrued interest thereon, upon the Company being
required to increase the amount payable or to pay additional amounts on account of any taxes or being required to pay additional
amounts on account of certain costs incurred by the Issuer pursuant to the Loan Agreement. The Issuer may require the Loan to be
prepaid if it becomes unlawful for the Loan or the Notes to remain outstanding, as set out in the Loan Agreement. On the occurrence
of a Change of Control (as defined in ‘‘Terms and Conditions of the Notes’’), each Noteholder shall have the option to redeem its
Notes, in whole or in part, on the Put Settlement Date (as defined in ‘‘Terms and Conditions of the Notes’’).

Save as otherwise expressly provided in this prospectus (the ‘‘Prospectus’’) and in the Trust Deed, no proprietary or other direct interest
in the Issuer’s rights under or in respect of the Loan Agreement exists for the benefit of the Noteholders. Subject to the terms of the
Trust Deed, no Noteholder will have any entitlement to enforce any of the provisions in the Loan Agreement or have direct recourse to
the Company except through action by the Trustee under any of the Security Interests (as defined in ‘‘Terms and Conditions of the
Notes’’).

AN INVESTMENT IN THE NOTES INVOLVES A HIGH DEGREE OF RISK. SEE ‘‘RISK FACTORS’’ BEGINNING ON PAGE 19.

The Notes have not been and will not be registered under the U.S. Securities Act of 1933 (the ‘‘Securities Act’’) and, subject to certain
exceptions, may not be offered and sold within the United States or to, or for the account or benefit of, U.S. persons (as defined in
Regulation S (‘‘Regulation S’’) under the Securities Act). The Notes are being sold in reliance on the exemption from the provisions of
Section 5 of the Securities Act provided by Regulation S.

The Prospectus has been approved by the Irish Financial Services Regulatory Authority (the ‘‘Financial Regulator’’), as competent
authority under the Directive 2003/71/EC (the ‘‘Prospectus Directive’’). The Financial Regulator only approves this Prospectus as
meeting the requirements imposed under Irish and EU law pursuant to the Prospectus Directive. Application has been made to the Irish
Stock Exchange (the ‘‘Irish Stock Exchange’’) for the Notes to be admitted to the Official List (the ‘‘Official List’’) and trading on its
regulated market. This Prospectus constitutes a ‘‘prospectus’’ for the purposes of the Prospectus Directive.

The Notes will be issued in bearer form in the denominations of U.S.$100,000 and integral multiples of U.S.$1,000 in excess thereof, up
to and including U.S.$199,000. No definitive Notes will be issued with a denomination above U.S.$199,000. Coupons for the payment
of interest and receipts for the payment of principal will be attached to the Notes in definitive form. The Notes will initially be
represented by a temporary global Note (the ‘‘Temporary Global Note’’), without interest coupons or receipts for principal, which will
be deposited with a common depositary for Euroclear Bank SA/NV (‘‘Euroclear’’) and Clearstream Banking, société anonyme
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This Prospectus comprises a prospectus for the purposes of Article 5 of the Prospectus Directive

and for the purpose of giving information with regard to the Issuer, the Company and the Company

and its consolidated subsidiaries taken as a whole (the ‘‘Group’’) which, according to the particular

nature of the Issuer, the Company, the Group, the Notes and the Loan, is necessary to enable
investors to make an informed assessment of the assets and liabilities, financial position, profit and

losses and prospects of the Issuer, the Company and the Group. Each of the Issuer and the

Company accepts responsibility for the information contained in this Prospectus. To the best of the

knowledge of each of the Issuer and the Company (having taken all reasonable care to ensure that

such is the case), the information contained in this Prospectus is in accordance with the facts and

does not omit anything likely to affect the import of such information.

Information contained in this Prospectus relating to the Russian petrochemical sector and

information on the competitors of the Company (which may include estimates and approximations)
was derived from publicly available information, including press releases and filings under various

securities laws. As far as the Issuer and the Company are aware, no facts have been omitted which

would render the reproduced information inaccurate or misleading. However, both the Issuer and the

Company have relied on the accuracy of this information without carrying out an independent

verification.

In addition, some of the information contained in the sections entitled ‘‘Republic of Tatarstan’’,

‘‘Presentation of Financial and Other Information’’, the ‘‘Economic Risks’’ section of ‘‘Risks Related

to the Russian Federation’’ and the ‘‘Energy’’ section of ‘‘Description of the Group’s Business’’ has
been derived from official data published by Russian and Tatarstan government agencies and the

Central Bank of the Russian Federation (the ‘‘CBR’’). Each of the Issuer and the Company accepts

responsibility for accurately reproducing this information. As far as the Issuer and the Company are

aware, no facts have been omitted which would render the reproduced information inaccurate or

misleading. However, the official data published by Russian federal, regional and local governments is

substantially less complete or researched than those of Western countries. Official statistics may also

be compiled on different bases than those used in Western countries. Any discussion of matters

relating to the Russian Federation in this Prospectus may, therefore, be subject to uncertainty due to
concerns about the completeness or reliability of available official and public information. The

veracity of some official data released by the Russian government may be questionable. See ‘‘Risk

Factors – Risks Related to the Russian Federation – Neither the Group nor the Issuer independently

verified official data from Russian government agencies, nor have they independently verified

information regarding the petrochemical sector’’.

This Prospectus does not constitute an offer or an invitation by or on behalf of the Issuer, the

Company or the Lead Manager to subscribe or purchase any Notes. The distribution of this

Prospectus and the offering of the Notes in certain jurisdictions may be restricted by law. Persons
into whose possession this Prospectus comes are required by the Company, the Issuer and the Lead

Manager to inform themselves about and to observe any such restrictions. In particular, the Notes

have not been and will not be registered under the Securities Act. Subject to certain exceptions, the

Notes may not be offered, sold or delivered in the United States or to U.S. persons.

No person is authorised to provide any information or to make any representation not

contained in this Prospectus and any information or representation not so contained must not be

relied upon as having been authorised by or on behalf of the Company, the Issuer, the Trustee or the

Lead Manager. The delivery of this Prospectus at any time does not imply that the information
contained in it is correct as at any time subsequent to its date. Neither the Issuer nor the Company

intends to provide any post-issuance information in relation to either the Notes or the Loan.

An investment in the Notes does not have the status of a bank deposit and is not within the

scope of the deposit protection scheme operated by the Financial Regulator. The Issuer is not and

will not be regulated by the Financial Regulator as a result of issuing the Notes.

This Prospectus has been filed with and approved by the Financial Regulator as required by the

Prospectus (Directive 2003/71/EC) Regulations 2005 (the ‘‘Prospectus Regulations’’) (which implement

the Prospectus Directive in Ireland). The Prospectus approved by the Financial Regulator will be filed
with the Irish Companies Registration Office in accordance with Regulation 38(1)(b) of the Prospectus

Regulations.

NO REPRESENTATION OR WARRANTY, EXPRESS OR IMPLIED, IS MADE BY THE

LEAD MANAGER, THE TRUSTEE OR ANY PERSON OTHER THAN THE COMPANY AND

THE ISSUER AS TO THE ACCURACY OR COMPLETENESS OF THE INFORMATION
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CONTAINED IN THIS PROSPECTUS. NONE OF THE LEAD MANAGER, THE TRUSTEE

AND NO PERSON OTHER THAN THE COMPANY AND THE ISSUER ASSUMES ANY

RESPONSIBILITY FOR THE ACCURACY OR COMPLETENESS OF THE INFORMATION

SET FORTH IN THIS DOCUMENT. EACH PERSON CONTEMPLATING MAKING AN
INVESTMENT IN THE NOTES MUST MAKE ITS OWN INVESTIGATION AND ANALYSIS

OF THE COMPANY’S CREDITWORTHINESS AND ITS OWN DETERMINATION OF THE

SUITABILITY OF ANY SUCH INVESTMENT, WITH PARTICULAR REFERENCE TO ITS

OWN INVESTMENT OBJECTIVE AND EXPERIENCE, AND ANY OTHER FACTORS WHICH

MAY BE RELEVANT TO IT IN CONNECTION WITH SUCH INVESTMENT.

In connection with the issue of the Notes, Citigroup Global Markets Limited (the ‘‘Stabilising

Manager’’) or any person acting on behalf of the Stabilising Manager may over-allot Notes or effect

transactions with a view to supporting the market price of the Notes at a level higher than that

which might otherwise prevail. However, there is no assurance that the Stabilising Manager (or any

persons acting on behalf of the Stabilising Manager) will undertake stabilising action. Any stabilising
action may begin on or after the date on which adequate public disclosure of the terms of the offer

of the Notes is made and, if begun, may be ended at any time, but it must end no later than the

earlier of 30 days after the issue date of the Notes and 60 days after the date of the allotment of the

Notes. Any stabilisation action or over-allotment shall be conducted in accordance with all applicable

laws and rules.
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FORWARD-LOOKING STATEMENTS

Some statements in this Prospectus, as well as written and oral statements that the Company or

its officers make from time to time in reports, filings, news releases, conferences, teleconferences, web

postings or otherwise, may be deemed to be ‘‘forward-looking statements’’. Forward-looking

statements include statements concerning the Company’s plans, objectives, goals, strategies and future
operations and performance and the assumptions underlying these forward-looking statements. The

Company uses the words ‘‘anticipates’’, ‘‘estimates’’, ‘‘expects’’, ‘‘believes’’, ‘‘intends’’, ‘‘plans’’, ‘‘may’’,

‘‘will’’, ‘‘should’’ and other similar expressions to identify forward-looking statements. These forward-

looking statements are contained in ‘‘Overview of the Offering’’, ‘‘Risk Factors’’, ‘‘Description of the

Group’s Business’’ and other sections of this Prospectus. The Company has based these forward-

looking statements on the current views of its management with respect to future events and financial

performance. These views reflect its management’s best judgement, but involve uncertainties and are

subject to certain risks, the occurrence of which could cause actual results to differ materially from
those the Company predicts in its forward-looking statements and from its past results, performance

or achievements. Although the Company believes that the estimates and the projections reflected in its

forward-looking statements are reasonable, if one or more of the risks or uncertainties were to

materialise or occur, including those which the Company has identified in this Prospectus, or if any

of the Company’s underlying assumptions prove to be incomplete or inaccurate, its results of

operations may vary from those it expected, estimated or projected.

The Company is not obliged to, and does not intend to, update or revise any forward-looking

statements made in this Prospectus whether as a result of new information, future events or

otherwise. All subsequent written or oral forward-looking statements attributable to the Company, or

persons acting on the Company’s behalf, are expressly qualified in their entirety by the cautionary
statements contained throughout this Prospectus. As a result of these risks, uncertainties and

assumptions, a prospective purchaser of the Notes should not place undue reliance on these forward-

looking statements.
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ENFORCEABILITY OF JUDGMENTS

The Company is an open joint stock company organised under the laws of the Russian

Federation. A majority of the Company’s directors and executive officers named in this Prospectus

reside in the Russian Federation. Moreover, substantially all the assets of the Company and of such

persons are located in the Russian Federation. As a result, it may not be possible for the Noteholders
to effect service of process in the United Kingdom on the Company or any of such persons.

Judgments rendered by a court in any jurisdiction outside the Russian Federation may not be
enforced by courts in Russia unless (i) there is an international treaty in effect providing for the

recognition and enforcement of judgments in civil cases between the Russian Federation and the

country where the judgment is rendered, and/or (ii) a federal law of the Russian Federation provides

for the recognition and enforcement of foreign court judgments.

In the absence of an applicable treaty or convention providing for recognition and enforcement

of judgment of a court in most Western jurisdictions (including Ireland and the United Kingdom)

and the Russian Federation, a judgment of a court in any such jurisdiction may be recognised and

enforced in the Russian Federation only on the grounds of reciprocity. Although a number of

Russian court decisions indicate this possibility, the Company is aware of at least one instance in

which a Russian court recognised and enforced an English court judgment on this basis. In each case,
reciprocity must be established and, in the absence of a developed practice, it is difficult to predict

whether a Russian court will be inclined to recognise and enforce a judgment of a court in any

Western jurisdiction on the grounds of reciprocity in any particular instance.

In addition, Russian courts have limited experience in the enforcement of foreign court

judgments. The limitations described above may significantly delay the enforcement of such judgment,

or completely deprive the plaintiff of effective legal recourse.

The Loan Agreement provides that, if any dispute or difference arises from or in connection

with the Loan Agreement, the Lender may elect, by notice in writing to the Company, to settle such

dispute or difference by arbitration in accordance with the Rules of the London Court of

International Arbitration. The place of such arbitration shall be London, England. The Russian

Federation and the United Kingdom are parties to the United Nations (New York) Convention on

the Recognition and Enforcement of Foreign Arbitral Awards (the ‘‘New York Convention’’).

Consequently, Russian courts should generally recognise and enforce in the Russian Federation an
arbitral award from an arbitral tribunal in the United Kingdom, on the basis of the rules of the New

York Convention (subject to qualifications provided for in the New York Convention and compliance

with Russian procedural regulations and other procedures and requirements established by Russian

legislation). In addition, it may be difficult to enforce arbitral award in the Russian Federation due

to:

* the inexperience of the Russian courts in international commercial transactions;

* official and unofficial political resistance to the enforcement of awards against Russian

companies in favour of foreign investors; and

* the inability of Russian courts to enforce such awards.

The arbitrazh procedural code of the Russian Federation dated 24 July 2002, as amended (the

‘‘Arbitrazh Procedural Code’’) sets forth the procedure for Russian courts to refuse to recognise and

enforce any such arbitral award. The Arbitrazh Procedural Code and other Russian procedural

legislation could change; therefore, among other things, other grounds for Russian courts to refuse

the recognition and enforcement of foreign courts’ judgments and foreign arbitral awards could arise

in the future. In practice, reliance upon international treaties may meet with resistance or a lack of

understanding on the part of a Russian court or other officials, thereby introducing delay and

unpredictability into the process of enforcing any foreign judgment or any foreign arbitral award in
the Russian Federation.
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PRESENTATION OF FINANCIAL AND OTHER INFORMATION

Presentation of Financial Information

Unless otherwise indicated, the financial information set out herein has been derived from the (i)

unaudited condensed consolidated interim financial information of the Company and its Subsidiaries
taken as a whole (the ‘‘Group’’) as at and for the three months ended 31 March 2009, (ii) the

audited consolidated financial statements of the Group as at and for the year ended 31 December

2008 and (iii) the audited consolidated financial statements of the Group as at and for the year ended

31 December 2007 (collectively, the ‘‘Financial Statements’’) in each case prepared in accordance with

the International Financial Reporting Standards (‘‘IFRS’’) issued by the International Accounting

Standards Board. The Financial Statements, together with the audit opinions are set out on pages F-1

to F-95 of this Prospectus.

The Group’s consolidated financial statements as at and for the years ended 31 December 2008

and 31 December 2007 have been audited by ZAO PricewaterhouseCoopers Audit (‘‘PwC’’).

Impact of New Accounting Standards

The Group implemented the following accounting standards as at 1 January 2009 and therefore

the unaudited condensed consolidated interim financial information of the Group for the three

months ended 31 March 2009 may not be directly comparable with the audited consolidated financial

statements of the group for the year ended 31 December 2008:

* International Financial Reporting Standard 8 (‘‘IFRS 8’’) ‘‘Operating Segments’’: for the

period ended 31 March 2009, two operating segments, Production and Sales of

Petrochemicals and Petrochemicals Trading, are presented, whereas the Group previously

reported one segment and therefore there is no comparable information for the above two

segments for the years ended 31 December 2008 and 2007; and

* International Accounting Standard 1 (‘‘IAS 1’’) (revised) ‘‘Presentation of Financial

Statements’’: from 1 January 2009, the Group has elected to present a statement of

comprehensive income which will also include all non-owner changes in equity, such as the
revaluation of available-for-sale financial assets, to replace the prior presentation of a

separate income statement and statement of comprehensive income in the financial

statements for the year ended 31 December 2008.

Currency

In this Prospectus, the following currency terms are used:

* ‘‘Russian Rouble’’, ‘‘Rouble’’, ‘‘RUR’’ or ‘‘RR’’ means the lawful currency of the Russian

Federation;

* ‘‘U.S. dollar’’, ‘‘Dollar’’ or ‘‘U.S.$’’ means the lawful currency of the United States of

America; and

* ‘‘Euro’’, ‘‘EUR’’ or ‘‘c’’ means the single currency introduced at the start of the third

stage of the European Economic and Monetary Union pursuant to the Treaty establishing

the European Community, as amended.

Exchange Rates

The following table sets out, for the periods indicated, the high, low, average and period-end

interbank exchange rates, in each case for the purchase of Roubles, all expressed in Roubles per U.S.

dollar. Solely for the convenience of the reader, and except as otherwise stated, this Prospectus

contains translations of some Rouble amounts into U.S. dollars at a conversion rate of RUR34.01 to

U.S.$1, which was the official exchange rate quoted by the CBR on 31 March 2009. The Company

does not make any representation that the Rouble amounts referred to in this Prospectus could have
been or could be converted into U.S. dollars at the above exchange rate or at any other rate.
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U.S. dollar/Rouble Interbank Exchange Rate

High Low Average(1) Period-End

(Roubles per U.S. dollar)

2009 (up to and including 31 August 2009) .......... 36.43 29.39 32.69 31.57

2008 ....................................................................... 29.38 23.13 24.86 29.38

2007 ....................................................................... 26.58 24.26 25.57 24.55

2006 ....................................................................... 28.78 24.93 27.19 26.33
2005 ....................................................................... 29.00 27.46 28.29 28.78

Note:

(1) The weighted average of the exchange rates on each day of each full month during the relevant period.

Source: www.cbr.com (CBR)

Rounding

Some numerical figures included in this Prospectus have been subject to rounding adjustments.

Accordingly, numerical figures shown as totals in certain tables may not be an arithmetic aggregation

of the figures that preceded them. Unless otherwise specified, all percentages have been rounded to

the nearest one-tenth of one per cent.
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OVERVIEW OF THE GROUP

This overview may not contain all the information that may be important to prospective purchasers of

the Notes. Prospective purchasers of the Notes should read this entire Prospectus, including the more

detailed information regarding the Group’s business and operations and the Financial Statements included

elsewhere in this Prospectus. Investing in the Notes involves risks, and prospective purchasers of the

Notes should carefully consider the information set forth under ‘‘Risk Factors’’. Certain statements in

this Prospectus include forward-looking statements that also involve risks and uncertainties, as described

under ‘‘Forward-Looking Statements’’.

Overview

The Company, established in 1967, is a leading Russian petrochemical producer and one of the

major petrochemical producers in Central and Eastern Europe and the CIS in terms of production

and sales. It is the principal operating entity of the Group accounting for approximately 85 per cent.

of the Group’s total revenues for the three months ended 31 March 2009. The Company is organised
as an open joint stock company under the laws of the Russian Federation with its registered office at

city of Nizhnekamsk 423570, Republic of Tatarstan, the Russian Federation.

The Group is located in the Republic of Tatarstan, a constituent of the Russian Federation. In

terms of voting shares, it is owned 28.6 per cent. by the Republic of Tatarstan and 50.6 per cent. by

the TAIF Group, a large investment vehicle based in the Republic of Tatarstan that controls around

80 companies in the petrochemical, construction, telecom, financial services and other sectors (see

‘‘Shareholding’’). The Republic of Tatarstan is one of the most economically important and developed

regions of the Russian Federation, with abundant oil and gas resources.

The Group is involved in the production of a wide range of petrochemicals. The Group uses

mainly naphtha (a crude oil derivative) and light hydrocarbons (associated petroleum gases such as

ethane and butane) as feedstock to produce a range of over 120 products. The Group is the sole

producer in the Russian market of at least five of these products and, in the case of certain rubber

products, is among a limited number of producers internationally.

The Group’s principal products can largely be classified into four categories: rubbers, plastics,

monomers and other petrochemicals. The Group considers the following to be its principal product
lines:

* rubbers: butyl rubber, halobutyl rubber, isoprene rubber, polybutadiene rubber and

ethylene propylene diene monomer (‘‘EPDM’’) rubber;

* plastics: polyethylene, polypropylene, polystyrene;

* monomers: ethylene, propylene, styrene, butadiene, isoprene; and

* other petrochemicals: ethylene oxide, propylene oxide, monoethylene glycol, polyether
polyols, propylene trimer, propylene tetramer and neonols (nonylphenol ethoxylates).

The Group also operates a network of approximately 800 kilometres of ethylene pipeline.

The Group was the third largest Russian petrochemical company by revenues in the year ended

31 December 2008, behind OJSC Sibur and OJSC Salavatnefteorgsintez. However, as the main

business of Salavatnefteorgsintez is oil refining, with petrochemicals a minor add-on, the Company

does not consider Salavatnefteorgsintez a pure petrochemical producer, and thus the Company

estimates that the Group was in fact the second-largest Russian chemical and petrochemical producer

by revenues in the year ended 31 December 2008. According to AK&M Information Agency, the
Company was rated 47th on the list of the major enterprises of the Russian Federation on the basis

of a set of criteria, including, inter alia, sales in 2007, total value of assets, number of employees and

profitability of sales.

Depending on the relevant product line, the Group holds between 20 per cent. and 100 per cent.

of total Russian production capacity. For example, the Group produced 100 per cent. of Russia’s

halobutyl rubber, neonols, propylene trimer and tetramer in the year ended 31 December 2008 and

according to Association Syntezkauchuk also produced between 42 per cent. and 76 per cent. of
Russia’s styrene, ethylene oxide, butyl rubber, isoprene rubber, butadiene rubber and polystyrene.

According to the Company’s estimates, which are based on data of the International Institute of

Synthetic Rubber Producers, the Group produced approximately 35 per cent. of the world’s

production of isoprene rubber and approximately 9 per cent. of the world’s production of butyl

elastomers (both butyl and halobutyl rubbers) in the year ended 31 December 2008.
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In the three months ended 31 March 2009, in terms of product sales, the Group exported

approximately 55 per cent. by revenue of its products to almost 50 countries, including Finland,

Germany, Switzerland, the United Kingdom, the United States, Poland, Turkey, South Korea and

China and sold the remainder domestically. These proportions can be changed according to market
demand but usually the Group tries to maintain a roughly equal balance between both the local and

global markets. For the year ended 31 December 2008, the Group’s total revenues and other income

amounted to RUR77.9 billion and the Group’s export revenues amounted to RUR40.5 billion

compared to RUR65.2 billion and RUR32.5 billion, respectively, for the year ended 31 December

2007. For the three months ended 31 March 2009, the Group’s total revenues and other income

amounted to RUR12.4 billion and the Group’s export revenues amounted to RUR6.8 billion

compared to RUR19.8 billion and RUR10.4 billion, respectively, for the three months ended

31 March 2008.

As of 31 December 2008, the Group had total assets of RUR57.6 billion and total shareholders’

equity of RUR27.3 billion compared to RUR51.4 billion and RUR26.8 billion, respectively, as of 31

December 2007. As of 31 March 2009, the Group had total assets of RUR58.8 billion and a total

shareholders’ equity of RUR25.3 billion.

The Group has 10 main production plants, located in two main production zones, and 12 main

production and non-production subsidiaries occupying approximately 2,046 hectares located in and

around the city of Nizhnekamsk in the Republic of Tatarstan. The Company owns 1,795 hectares of

the land on which the Group’s production facilities are situated. The remaining land is state-owned

and is in the Group’s perpetual use. The Company is currently considering whether to purchase or

lease this land from the state (see ‘‘Regulation – Land Use’’). The Group is one of the major
employers in the Republic of Tatarstan and, as at 31 March 2009, the Group employed 24,173 people

(17,593 of them were employed by the Company).

The Group has a ‘‘B1’’ long-term foreign currency rating with a stable outlook from Moody’s, a

‘‘B’’ long-term foreign currency rating with a negative outlook from Fitch, an ‘‘A2.ru’’ long-term

rating with a stable outlook from Moody’s Interfax Rating Agency (a Russian subsidiary of Moody’s)
under its national scale and a ‘‘BBB-’’ long-term rating with a negative outlook from Fitch under its

national scale. A rating is not a recommendation to buy, sell or hold securities and may be subject to

revision, suspension or withdrawal at any time by the assigning rating organisation.

Competitive Strengths

The Group believes that it has a number of strengths that distinguish it from its competitors,

including:

Geographical location

The Group’s plants are located in close proximity to TAIF-NK, an oil processing plant also

owned by the TAIF Group, from which the Group sources naphtha, its key feedstock, thereby

minimising transportation expense. The Company believes that the risk of TAIF-NK refusing to

supply naphtha to the Group in favour of either export markets or other Russian consumers is

significantly reduced by the following factors:

* TAIF Group owns 50.6 per cent. of the Company’s ordinary voting shares and so

effectively controls the Group (see ‘‘Shareholding’’);

* pricing for the naphtha supplied to the Group is based on market quotations from

independent sources;

* TAIF Group’s and other companies’ opportunities for significantly increasing naphtha

exports from Russia are restricted by Russia’s limited transport infrastructure; and

* the Group is the largest consumer of naphtha in the region,

see ‘‘Description of the Group’s Business – Operations – Raw Materials and Suppliers’’.

The Group’s headquarters and main production facilities are located in the Nizhnekamsk
industrial area and are connected to utilities, feedstock storage farms and modern sewage systems by

road, pipeline and cable systems. The railway station is situated near the major production facilities

of the Group. The Group’s existing transport infrastructure and proximity to a stable supply of key

feedstock resources enable the efficient production of high value-added products (see ‘‘-Ability to

create high value-added products’’ below).
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Nizhnekamskshina, the largest domestic tyre producer and the Group’s largest domestic

consumer of synthetic rubber, is also situated in Nizhnekamsk, in close proximity to the Group’s

plants.

Ability to create high value-added products

With the launch of a polyethylene plant in February 2009, the Group has completed its strategic

programme of shifting production from basic, commodity-like monomers to a product mix with a

larger share of higher value-added products (such as plastics and rubbers) and more specialist

products, improving longer-term margins and protection against price volatility. The share of higher

value-added products rose from 46.9 per cent. of the Group’s product sales for the year ended

31 December 2007 to 54.8 per cent. for the year ended 31 December 2008.

High quality and diverse product range

The Group has a diverse product range, producing over 120 product lines, and enjoys both a
domestic and global sales reach, supplying products to a broad range of clients around the world,

including in Russia, the CIS, Europe, the Americas and Asia. The Group maintains a ratio of

international sales at slightly over 50 per cent. and can alter this ratio if needed to offset decreasing

demand in either the domestic or export markets, as was demonstrated during the trough of the

current economic and financial crisis at the end of 2008 and the beginning of 2009 when, in response

to contracting domestic sales, the Group increased its proportion of international sales (see

‘‘Description of the Group’s Business – Impact of the World Financial and Economic Crisis on the

Group’’). This range of product lines and the broad geographical scope of its customer base helps the
Group to mitigate market risk in certain product or geographical areas.

The Group’s quality control strategy is a significant part of its policy. The Group implements

quality control at all stages of production including control over compliance of raw materials,

technological processes and products with appropriate technological regulations. Bureau Veritas

Quality International has certified that the Company’s Quality Management System complies with the
requirements of international standard ISO 9001:2008 and 9004:2000.

Flexibility of production

The Group produces more than 120 types of petrochemicals using very flexible technological

production chains. If there is a decline in demand for any particular product, the Group can reduce

production in favour of another product that uses the same feedstock (for example, the Group can

shift production from monoethyleneglycol to polyethyleneglycol, or from propylene trimer to

polypropylene). This Group’s ability to maintain profitability during the recent adverse conditions in

the petrochemical market, and in the world economy in general is, in part, due to its ability to

change its output to products in demand and to redirect sales to markets less affected by the financial
crisis (see ‘‘Description of the Group’s Business – Impact of the World Financial and Economic

Crisis on the Group’’).

Unique know-how

The Company believes, based on the published production volumes of other petrochemical

producers, that the Group is the largest producer of isoprene rubber globally, and one of the three

largest producers of butyl and halobutyl rubbers in the world, competing only with ExxonMobil and

Lanxess in the international arena. The Group is the only producer of halobutyl rubber, neonols,

propylene oxide, alpha-olefins and certain other petrochemicals in Russia. The Company is not aware
that any of the Group’s competitors intend to commence production of similar product lines in the

near future.

Extensive programme of resource and energy saving

The Group uses a significant amount of electricity, steam and water in its production processes,

as is common for companies in the chemical and petrochemical industry. These resources are supplied

to the Group largely by Nizhnekamsk Power and Steam Plant. During 2005 and 2006, the Group

conducted its second energy audit and, as a result, developed the ‘‘Nizhnekamskneftekhim Energy

Saving Programme for the period from 2006 to 2010’’ in order to decrease its energy expense as well
as to ensure reliability of supply. Under this programme, the Group has begun developing its own

energy resources (for example, in August 2007 a GTU-75 gas turbine unit with a production capacity

of 75MW of electrical power and 156 t/hr of steam power was brought online) and has implemented

energy saving measures. The implementation of this programme has enabled the Group to lower

energy costs, reduce energy consumption rates per unit of manufactured products and will help to
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mitigate the effects on the Group of any future increase in utilities prices. Within the framework of

the programme, 339 initiatives have been implemented to date allowing for overall savings in energy

costs of approximately RUR866 million during the period from 2006 to 2008. The Group is also

negotiating a joint project with OJSC Tatenergo and the TAIF Group to optimise the energy supply
to, and decrease the energy costs of, the Group. See ‘‘Description of the Group’s Business – Energy’’.

Extensive programme of capital investment and modernisation

In the last few years, the Group has successfully commissioned a number of new plants, such as

the Polyethylene Production Unit (with a capacity of 230,000 tpa) which commenced production in

2009, the Polystyrene Production Unit No. 3 (with a capacity of 50,000 tpa) commissioned in 2008,

the Butadiene SKD-L Rubber Production Unit (with a capacity of 50,000 tpa) commissioned in 2007

and the Polypropylene Production Unit (with a capacity 180,000 tpa) commissioned in 2006. The
Group has also upgraded several existing production lines to improve efficiency and increase the scale

of its operations, including modernising the Ethylene Plant, which increased its capacity to 570,000

tpa and the Halobutyl Rubber Line, which increased its capacity to 50,000 tpa. This programme of

capital investment and modernisation has been largely completed.

Governmental support

As one of the largest production companies and taxpayers in the Republic of Tatarstan, the

Group has a strong relationship with the government of the Republic of Tatarstan. Such regional
support has been very important to the Group in maintaining its financial and economic

independence. While many Russian petrochemical companies have been acquired by large oil

companies, such as OJSC Sibur (petrochemical subsidiary of OJSC SIBUR-Holding, which is

currently majority owned by OJSC Gazprombank), CJSC LUKOIL-Neftekhim (petrochemical

subsidiary of OJSC LUKOIL), and OJSC Angarsky Zavod Polymerov (petrochemical subsidiary of

OJSC Rosneft), the Group has been able to maintain its independence, in part as a result of its

connections with the government of the Republic of Tatarstan.

The government of the Republic of Tatarstan recognises the value of the Republic’s oil, gas and

chemicals sectors and monitors intra-Republic feedstock flows and exercises strategic coordination

through the Republic’s Security Council. For political and economic reasons, the Group believes that
in practice no major Tatarstan company operating in the field of petrochemicals and their derivatives,

including the Group, will be left without local sources of feedstock and raw materials.

The Company is also actively utilising tax breaks granted by the government of the Republic of

Tatarstan for new investments. Under this law, the Company gets a Property Tax exemption of 2.1

per cent. for new production units that meet certain performance characteristics. Recent projects in

relation to the Ethylene, Polypropylene, Polystyrene and Polyethylene Units are benefitting from this

tax break, which has resulted in RUR371 million in savings between 2007 and the first half of 2009.

Experienced management team

The Group’s senior executives have generally been with the Group for more than a decade. The
Group’s senior management team, currently led by Vladimir Busygin, has the technical, financial and

strategic expertise necessary for the development of the Group’s business. The Group’s senior

managers have extensive experience in the areas of petrochemical and chemical production, oil and

gas refinery, engineering and finances.

Strategy

The Group’s strategy is to maintain and strengthen both its position as a leading petrochemical

producer in the Russian Federation and as a notable player in the global market. In order to achieve

its strategy, the Group plans to undertake the following measures:

Increasing the production of high value-added products

In the previous five years, this strategy has directly contributed to a distinct shift from a

previous focus on lower value and, in certain cases, hazardous to transport, monomers (such as

ethylene, propylene and styrene) to higher value-added polymers, such as rubbers and plastics, on
which higher margins can be achieved. The Group has historically produced rubbers and in recent

years has introduced new rubber products to the market and as a result of this and the upgrading of

existing capacity has been able to strengthen its position in the global market for rubbers. Plastics are

relatively new product lines for the Group, with production of the first, polystyrene, commencing only

in 2003, and newer products appearing in the Group’s product portfolio in the last three years. The
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Group’s plastics products are domestic sales-oriented, and as their share in the Group’s product mix

has been steadily increasing in the last five years and will continue to do so with the addition of the

new polyethylene unit in February 2009, in the long term it could mean that the balance between

export and domestic sales could tip towards the latter.

Focus its investment activity on upgrading, where necessary, its existing production units

The Group has largely implemented its business development plan for the period up to 2008 on

schedule and within 10 per cent. of the allocated budget. The Group’s strategy remains to invest in

the maintenance and upgrading of its production facilities and to invest in the commission of new

production units where necessary, in order to allow it to further position itself as an integrated

producer of plastics and to strengthen its position as a supplier of a wide range of synthetic rubbers.

For example, the Group plans to finalise the Ethylene project during 2009 and has recently completed
basic engineering for a new production unit for ABS plastics, with a planned capacity of 60,000 tpa.

See ‘‘Description of the Group’s Business – Investment Programme’’.

Maintain the high quality of the Group’s products

The Group has implemented and maintains thorough quality control processes, including

inspecting, and conducting laboratory tests on, all raw materials received from suppliers and ensuring

that its procedures and end products meet both Russian and international quality standards. The

Group intends to continue to maintain the high quality of its products by upgrading and, if

necessary, replacing its equipment and continuing to train its personnel to use the most up-to-date
international manufacturing processes.

Cost reduction under the resource saving programme

The Group intends to decrease its cost base by implementing an energy saving programme

which involves increasing the use of the Group’s own power resources and modernising facilities and

units. See ‘‘Description of the Group’s Business – Energy’’ and ‘‘Description of the Group’s Business

– Investment Programme’’.

Rationalisation of the Group’s management system

In 2001, the Company began rationalising its management system through implementation of

the mySAP ERP software platform which facilitates greater control over the production processes of

the Group’s facilities. Currently, all of the main business processes of the Group (including, inter alia,

production, purchasing, sales, warehousing, financials, investment projects) are now executed through

this platform. Currently, the platform is evolving in line with changes in legislation as well as new

business requirements. The Group has its own team of mySAP specialists dedicated to this project,

giving it an advantage over other companies which may utilise third-party contractors to implement

SAP or similar management systems at greater cost.

Maintain high standards of industrial and ecological safety

The Group strives to achieve the highest levels of industrial and environmental safety to meet

the requirements of local and international standards (such as OHSAS 18001:2007, ISO 9000:2005

and ISO 9001:2008). In particular, it seeks to reduce potentially harmful effects on the environment

(e.g. air, soil and water pollution) and on the health of its employees and communities located near

its facilities. The Group has developed and is currently implementing an environment protection

programme for the period from 2007 to 2015 within which, from 1 January 2007 to 30 June 2009, 85
initiatives have been implemented to a total cost of RUR1.2 billion. Throughout its history, the

Group has not had any material environmental accidents and continues to evaluate its production

processes and waste storage mechanisms in order to ensure that these high standards are maintained.

See ‘‘Description of the Group’s Business – Environmental Regulation’’.
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OVERVIEW OF THE OFFERING

The following overview contains basic details of the offering and should be read in conjunction with,

and is qualified in its entirety by, the more detailed information appearing elsewhere in this Prospectus.

Any decision to invest in the Notes should be based on consideration of the Prospectus as a whole by the

investor.

The Offering .................................... U.S.$101,394,000 12 per cent. Loan Participation Notes due 2012

to non-U.S. professional investors and non-U.S. institutional

investors, in reliance on Regulation S under the Securities Act.

Issuer ............................................... NKNK Finance plc, a public limited liability company

incorporated under the laws of Ireland (registered number 408822).

Company: ......................................... OAO Nizhnekamskneftekhim, the registered address of which is

city of Nizhnekamsk 423570, Republic of Tatarstan, the Russian
Federation.

Trustee ............................................. Deutsche Trustee Company Limited.

Principal Paying Agent ................... Deutsche Bank AG, London Branch.

Listing Agent ................................... Arthur Cox Listing Services Limited.

Issue Price ....................................... 100 per cent. of the principal amount of the Notes.

Issue Date........................................ 3 November 2009

Use of Proceeds............................... The Issuer is issuing the Notes and entering into the Loan

Agreement to form part of the consideration in respect of an

exchange offer by the Issuer for up to U.S.$200,000,000 of its 8.5

per cent. loan participation notes due 2015. As a consequence, no

new funds will be received by the Issuer under the Notes or by the

Company pursuant to the Loan. See ‘‘Use of Proceeds’’.

Scheduled Payments of Principal

and Interest under the Loan

Agreement ........................................ On 20 April and 20 October of each year commencing on 20 April

2010, the Issuer will account to Noteholders for an amount

equivalent to amounts of interest and (as applicable) principal

actually received by or for the account of the Issuer pursuant to the

Loan Agreement as follows:

* Principal will be payable under the Loan Agreement as set out

in ‘‘The Loan Agreement’’; and

* Interest will be payable under the Loan Agreement from 20
April 2010 at a rate of 12 per cent. per annum payable semi-

annually in arrear.

Status............................................... The Notes constitute secured, limited recourse obligations of the

Issuer. The Notes are secured in the manner described in the Trust

Deed and shall at all times rank pari passu and without preference
amongst themselves.

Limited Recourse ............................. The Notes will constitute the obligation of the Issuer to apply an

amount equal to the gross proceeds from the issue of the Notes

solely for the purpose of financing the Loan to the Company

pursuant to the terms of the Loan Agreement. The Issuer will only
account to the Noteholders for an amount equivalent to all

principal, interest and additional amounts (if any) actually received

by or for the account of the Issuer pursuant to the Loan Agreement

less any amounts in respect of the Reserved Rights (as defined in

the Trust Deed).

Security............................................ The Issuer’s payment obligations in respect of the Notes will be

secured in favour of the Trustee for the benefit of Noteholders by a

first fixed charge on (a) all the Issuer’s rights to principal, interest

and other amounts now or hereafter paid or payable by the

Company to the Issuer under the Loan Agreement, (b) the right to
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receive all sums which may be paid or become payable by the

Company under any claim, award or judgment relating to the Loan

Agreement and (c) all the rights, title and interest in and to all sums

of money now or in the future deposited in an account of the Issuer
with the Principal Paying Agent and the debts represented thereby,

including interest from time to time earned on such account, in each

case other than in respect of the Reserved Rights (as defined in the

Trust Deed) all as more fully described under ‘‘Description of the

Transaction’’.

Form ................................................ The Notes are issued in the denominations of U.S.$100,000 (the

‘‘Minimum Denomination’’) and integral multiples of U.S.$1,000 in

excess thereof, up to and including U.S.$199,000. No definitive
Notes will be issued with a denomination above U.S.$199,000.

At any meeting of Noteholders while the Notes are represented by a

Global Note, any vote cast shall only be valid if it is in respect of

U.S.$1,000 in nominal amount.

The Notes will initially be represented by a Temporary Global

Note, without interest coupons or receipts for principal, which will

be deposited with a common depositary for Euroclear and

Clearstream, Luxembourg. The Temporary Global Note will be
exchangeable for interests in a Permanent Global Note, without

interest coupons or receipts for principal, on or after a date which is

expected to be 15 December 2009, upon certification as to non-U.S.

beneficial ownership. The Permanent Global Note will only be

exchangeable for Notes in definitive form in limited circumstances.

See ‘‘Summary of Provisions relating to the Notes in Global

Form’’.

Early Redemption ............................ The Notes may be redeemed at the option of the Issuer in whole,
but not in part, at any time upon giving notice to the Noteholders,

at their outstanding principal amount together with accrued and

unpaid interest to the date of redemption and any additional

amounts in respect thereof in the event that the Company elects to

prepay the Loan for tax reasons or by reason of increased costs or

in the event that it becomes unlawful for the Issuer to fund the

Loan or to allow the Loan or the Notes to remain outstanding

under the Loan Agreement, see Condition 5 (Redemption and
Purchase)). If a Put Event (as defined in Condition 5 (Redemption

and Purchase)) shall occur while any Note is outstanding, the

Noteholders will have the option to redeem the Notes on the Put

Settlement Date at their principal amount together with accrued

interest to such date and any additional amounts, if any (see

Condition 5 (Redemption and Purchase)). If the Issuer instructs the

Principal Paying Agent that the Noteholders have surrendered

Notes for cancellation then the Principal Paying Agent shall cancel
such Notes or procure their cancellation.

Amendments/Waiver......................... As long as any of the Notes remains outstanding, the Issuer will

not, without the prior written consent of the Trustee, agree to any

amendment to or any modification or waiver of, or authorise any

breach or proposed breach of, the terms of the Loan Agreement,

except as otherwise expressly provided in the Trust Deed or the

Loan Agreement.

Negative pledge and other
Covenants......................................... The Loan Agreement contains a negative pledge in relation to the

creation of Liens by the Company or its Material Subsidiaries (as

defined in the Loan Agreement). The Loan Agreement also

contains, in Clause 10, covenants limiting mergers and disposals

by the Company, transactions between the Company and its
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Affiliates (as defined in the Loan Agreement) (other than

transactions made on an arm’s length basis) and the making of

distributions by the Company and its Material Subsidiaries. It also

contains covenants relating to the payment of taxes, the
withholding tax exemption, maintenance of insurance and

property and the provision of financial information as well as

certain other financial covenants by the Company. For further

details, see ‘‘The Loan Agreement’’.

Events of Default/Issuer Relevant

Event................................................ If an Event of Default (as defined in the Loan Agreement) or an

Issuer Relevant Event (as defined in the Trust Deed) occurs, the

Trustee may, subject as provided in the Trust Deed, (1) (in the case

of an Event of Default) require the Issuer to declare all amounts

payable under the Loan Agreement by the Company to be due and

payable and do all such other acts in connection therewith that the
Trustee may direct or (2) (in the case of an Issuer Relevant Event)

enforce any rights under the security created in the Trust Deed in

favour of the Noteholders.

Upon repayment of the Loan following an Event of Default, the
Notes will be redeemed and repaid at their outstanding principal

amount together with interest accrued to the date fixed for

redemption and any additional amounts due and thereupon the

Notes shall cease to be outstanding.

Application of monies received by

the Trustee....................................... As set forth more fully in the Trust Deed, the Trustee shall apply all

monies received by it under this Trust Deed or in connection with

the enforcement or realisation of the Security Interests (as defined

in the Trust Deed):

* firstly, in payment or satisfaction of the taxes owing by the

Issuer under the laws of Ireland, if any;

* secondly, in payment or satisfaction of the costs, charges,

expenses and liabilities properly incurred by the Trustee in or

about the preparation and execution of the trusts of the Trust

Deed (including sums due to the Trustee and any Appointee

(as defined in the Trust Deed));

* thirdly, in payment or satisfaction of the costs, changes

expenses and liabilities properly incurred by the Paying

Agents in relation to the Paying Agency Agreement;

* fourthly, in or towards payment pari passu and rateably of all

arrears of amounts corresponding to principal and interest

remaining unpaid in respect of the Notes or Coupons or

Receipts; and

* the balance (if any) in payment to the Issuer,

and if the Trustee shall hold any monies which represent amounts
payable in respect of Notes or Coupons or Receipts which have

become void under Condition 8 (Prescription), the Trustee shall

(subject to the payment or provision for the payment or satisfaction

of all costs, charges, expenses, indemnities and liabilities, including

the remuneration of the Trustee or any Appointee (as defined in the

Trust Deed)) pay the same forthwith to the Issuer without prejudice

to any question as to how such surplus should be dealt with as

between the Issuer and any other person for the time being entitled
thereto in priority to the Issuer.

Rating .............................................. The Notes are expected to be rated B by Fitch Ratings Ltd. and B1

by Moody’s Investors Service, Inc.
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A rating is not a recommendation to buy, sell or hold securities and

may be subject to revision, suspension or withdrawal at any time by

the assigning rating organisation.

Withholding Tax.............................. All payments in respect of the Notes by or on behalf of the Issuer

will be made free and clear of, and without deduction or

withholding for or on account of, any present or future taxes,
duties, assessments or governmental charges of whatever nature

imposed, levied, collected, withheld or assessed by or on behalf of

Ireland or the Russian Federation or any political subdivision or

any authority thereof or therein having the power to tax, other than

as required by law. In such event, the sum payable by the Company

to the Issuer under the Loan Agreement will be required (subject to

certain exceptions) to be increased to the extent necessary to ensure

that the Issuer receives a net sum sufficient to pay to the
Noteholders such amounts as will result in receipt by the

Noteholders of such amounts as would have been received had

no such deduction or withholding been required. The sole

obligation of the Issuer in this respect will be to account to the

Noteholders for sums equivalent to the sums received from the

Company under the Loan.

Listing.............................................. The Prospectus has been approved by the Financial Regulator, as

competent authority under the Prospectus Directive. The Financial

Regulator only approves this Prospectus as meeting the

requirements imposed under Irish and EU law pursuant to the
Prospectus Directive. Application has been made to the Irish Stock

Exchange for the Notes to be admitted to the Official List and

trading on its regulated market.

Selling Restrictions .......................... The Notes have not been and will not be registered under the

Securities Act and, subject to certain exceptions, may not be offered

or sold within the United States. The Notes may be sold in other

jurisdictions only in compliance with applicable laws and

regulations.

Governing Law ................................ The Notes, the Loan Agreement and the Trust Deed will be

governed by English law.

Risk Factors .................................... An investment in the Notes involves a high degree of risk. See

‘‘Risk Factors’’.

Security Codes ................................. ISIN: XS0463418052

Common code: 046341805

17



DESCRIPTION OF THE TRANSACTION

The following summary contains basic information about the Notes and the Loan and should be

read in conjunction with, and is qualified in its entirety by, the information set forth under ‘‘Terms and

Conditions of the Notes’’ and ‘‘The Loan Agreement’’ appearing elsewhere in this Prospectus.

Transaction Summary

The transaction will be structured as a Loan to the Company as borrower from the Issuer as

lender. The Notes are limited recourse loan participation notes to be issued by the Issuer for the sole

purpose of funding the Loan.

The Notes will have the benefit of, and be constituted by, the Trust Deed. As provided in the

Trust Deed, the Issuer will charge by way of first fixed charge as security for its payment obligations

in respect of the Notes and under the Trust Deed to the Trustee for the benefit of the Noteholders

(a) all its rights to principal, interest and other amounts paid or payable by the Company to the

Issuer under the Loan Agreement, (b) the right to receive all sums which may be paid or become

payable by the Company under any claim, award or judgment relating to the Loan Agreement and
(c) all the rights, title and interest in and to all sums of money now or in the future deposited in an

account of the Issuer with the Principal Paying Agent and the debts represented thereby, including

interest from time to time earned on the account, in each case other than in respect of the Reserved

Rights (as defined in the Trust Deed).

The Company will be obliged to make payments under the Loan to the Issuer to the Account.

The Issuer will agree in the Trust Deed not to make or consent to any amendment to or any

modification or waiver of, or authorise any breach or proposed breach of, the terms of the Loan

Agreement unless the Trustee has given its prior written consent.

The Issuer will further agree to act at all times in accordance with any instructions of the

Trustee from time to time with respect to the Loan Agreement. Any amendments, modifications,

waivers or authorisations made with the Trustee’s consent shall be notified to the Noteholders in

accordance with Condition 13 (Notices) and shall be binding on the Noteholders. Formal notice of
the Security Interests created by the Trust Deed will be given by Deutsche Trustee Company Limited,

as Trustee, to the Company and the Principal Paying Agent, respectively, who will be required to

acknowledge the relevant notice.

The Notes are limited recourse obligations and the Issuer will not have any obligation to the

Noteholders other than the obligation to account to the Noteholders for payments of principal and

interest and any additional amounts received by it under the terms of the Loan Agreement.

Application has been made for the Notes to be admitted to the Official List of the Irish Stock

Exchange and to trading on its regulated market.

Set out below is a diagrammatic representation of the structure:

Proceeds of the
Notes

Repayment of principal
and interest

Repayments of amounts
received under the Loan

Loan

Noteholders The Issuer The Company
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RISK FACTORS

Investment in the Notes involves a high degree of risk. Potential investors should carefully review

this entire Prospectus and in particular should consider all the risks inherent in making such an

investment, including the risk factors set forth below, before making a decision to invest. These risk

factors, individually or together, could have a material adverse effect on the Group’s business, operations

and financial condition and/or the rights under the Notes of the Noteholders.

Prospective investors should note that the risks described below are not the only risks the Group

faces. They are the risks the Company considers material. There may be additional risks that the

Company currently considers immaterial or of which it is currently unaware, and any of these risks could

have similar effects to the risks described below.

Risks Related to Investments in Emerging Markets

Generally, investments in emerging markets are only suitable for sophisticated investors who

fully appreciate the significance of the risks involved, and investors are urged to consult with their

own legal and financial advisers before making an investment in the Notes.

Investors in emerging markets such as the Russian Federation should be aware that these

markets are subject to greater risk than more developed markets, including in some cases significant

legal, economic and political risks. Investors should also note that emerging economies such as

economy of the Russian Federation are subject to rapid change and that the information set out

herein may become outdated relatively quickly. Moreover, financial turmoil in any emerging market

country tends to adversely affect prices in equity and debt markets of all emerging market countries
as investors move their money to more stable, developed markets. The Russian markets have been

highly volatile during the global financial crisis beginning in 2008. Such volatility has caused the

market regulator to temporarily suspend trading on the MICEX and RTS stock exchanges a number

of times. The MICEX and RTS stock exchanges have experienced significant overall declines since the

beginning of the financial crisis in 2008. As has happened in the past, financial problems or an

increase in the perceived risks associated with investing in emerging economies could dampen foreign

investment in Russia and adversely affect the Russian economy. In addition, during such times,

companies that operate in emerging markets can face severe liquidity constraints as foreign funding
sources are withdrawn. Accordingly, investors should exercise particular care in evaluating the risks

involved and must decide for themselves whether, in light of those risks, their investment is

appropriate.

Current Market Volatility and Recent Market Developments

The global financial system has been experiencing difficulties since August 2007 and financial
markets have deteriorated dramatically since the bankruptcy filing of Lehman Brothers in September

2008. Despite measures taken by the United Kingdom and United States governments and the

European Central Bank and other central banks to stabilise the financial markets, the volatility and

disruption of the capital and credit markets have continued. Together with the significant declines in

the property markets in the United Kingdom, the United States, Spain and other countries, these

events over the past two years have contributed to significant write-downs of asset values by financial

institutions, including government-sponsored entities and major retail, commercial and investment

banks. These write-downs have caused many financial institutions to seek additional capital, to merge
with larger and stronger institutions, to be nationalised and, in some cases, to fail. Reflecting concern

about the stability of the financial markets generally and the strength of counterparties, many lenders

and institutional investors have substantially reduced and, in some cases, stopped their funding to

borrowers, including other financial institutions.

While the capital and credit markets have been experiencing difficulties for some time, the

volatility and disruption reached unprecedented levels in the final months of 2008 and economic
activity started to contract in many of the economies in which the Group operates. These conditions

have produced downward pressure on stock prices and credit capacity for certain issuers. The

resulting lack of credit, lack of confidence in the financial sector, increased volatility in the financial

markets and reduced business activity could continue to materially and adversely affect the Group’s

business, financial condition and results of operations.
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Risks Related to the Company and the Group

Controlling Shareholder

As of 1 July 2009, the Republic of Tatarstan beneficially owned 28.6 per cent. of the Company’s

ordinary registered shares (through OJSC Svyazinvestneftekhim, which is owned by the Republic of

Tatarstan); the TAIF Group beneficially owned 50.6 per cent. of the Company’s ordinary registered
shares and NKB Investments Limited (part of the UralSib group) beneficially owned 12.1 per cent. of

the Company’s ordinary registered shares. The remaining 8.7 per cent. of the Company’s ordinary

registered shares were owned by 35 legal entities, including 14 nominees, and more than 10,000

individuals.

The 28.6 per cent. stake owned beneficially by the Republic of Tatarstan (as described above)

was transferred to the TAIF Group under a trust management agreement entered into in 2005.

Therefore, the TAIF Group controls 79.2 per cent. of the Company’s ordinary registered shares and

therefore the majority of the votes in the Board of Directors and the General Shareholders’ Meetings,
determining thereby the economic strategy and general direction of the Company. However, pursuant

to the terms of the trust management agreement, the TAIF Group must agree with OJSC

Svyazinvestneftekhim its strategy in respect of the Company’s development, including, inter alia,

adopting resolutions on amendments and additions to the Company’s charter, on reorganisation and

liquidation of the Company, on any increase or decrease of the Company’s share capital and

appointing of the General Director of the Company, thereby allowing the Republic of Tatarstan to

control the long-term strategy of the Company. In addition, the Republic of Tatarstan possesses a so-

called ‘‘golden share’’ in the Company. See ‘‘– Governmental Influence’’ below.

If circumstances were to arise where the TAIF Group’s interests conflicted with the interests of

the Noteholders, the latter could be disadvantaged, as the TAIF Group could take actions contrary

to the Noteholders’ interests. For example, the TAIF Group has the ability to exercise significant

control over the Company’s pursuit of acquisitions, divestitures, financings, supplies and pricing of

raw materials or other transactions that could enhance the value of its equity investment without

necessarily benefiting the interests of the Noteholders. Furthermore, the TAIF Group could exert

pressure on the Company to force the Company to pay a dividend, or continue to pay a dividend,

which could be used by the TAIF Group for the benefit of its other investments or group companies.
For a more detailed description of the ownership structure of the Company, see ‘‘Shareholding’’.

Government Influence

The Republic of Tatarstan possesses a so-called ‘‘golden share’’ in the Company, which bestows
a special right to participate in the management of the Company. Under the terms of the ‘‘golden

share’’, representatives of the Republic of Tatarstan must be appointed annually to the Board of

Directors and the Audit Committee of the Company. Such representatives can include proposals on

the agenda of the General Shareholders’ Meeting, demand that an extraordinary General

Shareholders’ Meeting be held and can veto proposals relating to, among other things, decisions on

amendments and additions to the Company’s charter, on the reorganisation and liquidation of the

Company and on any increase or decrease of the Company’s share capital. See ‘‘Management –

Golden Share’’. Therefore, there can be no assurance that the Company will be permitted to take
certain major corporate actions, irrespective of whether such corporate actions are in its best interests.

Dependency on Suppliers of Raw Materials

The main raw materials used by the Group for production of petrochemicals are naphtha and a
wide fraction of light hydrocarbons, which are supplied by a number of companies such as the TAIF

Group, OJSC Tatneft, OJSC Surgutneftegaz, OJSC Gazenergoset (a subsidiary of OJSC Gazprom)

and OJSC Moscow Oil and Gas Company (a subsidiary of Sibir Energy plc). TAIF-NK (a subsidiary

of the TAIF Group) is the Group’s primary supplier of naphtha, supplying 99.8 per cent. of the

Company’s naphtha and approximately 56 per cent. of all of the Company’s raw materials as of 30

June 2009.

If the Group’s relations with the TAIF Group, OJSC Tatneft, OJSC Surgutneftegaz, OJSC

Gazenergoset and OJSC Moscow Oil and Gas Company were to deteriorate or if there were to be a
disruption of the supply of naphtha or wide fraction of light hydrocarbons for any reason, the supply

of such raw materials to the Group may be interrupted or the price paid by the Group for such raw

materials may increase. While the Group believes that it has favourable relations with its principal

suppliers of raw materials, that there are other suppliers from whom the Group could source naphtha

or wide fraction of light hydrocarbons and that increases in prices of raw supplies can be passed on
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to the Group’s customers, a deterioration in the relations with these suppliers could have a material

adverse effect on the Group’s business, financial condition and results of operations.

Any bankruptcy, suspension of production or reduction in production by any of our suppliers
as a result of the ongoing financial turmoil or otherwise could result in a disruption of the supply of

naphtha or other raw materials or an increase in the prices the Group has to pay for such raw

materials and could have a material adverse effect on the Group’s business, financial condition and

results of operations.

Limited Control Over Energy Sources and Pricing and Reliance on Power Supply

The Group’s performance depends on access to low-cost energy. Any discontinuation of access

to low-cost energy by the Group could have a material adverse effect on its business, financial

condition, results of operations or prospects.

Over the previous five years, the Group has experienced significant increases in energy rates. The
Group expects rates for energy resources to increase by approximately 6 to 10 per cent. in 2010,

bringing them closer to international levels. Any further substantial increase in rates for energy

resources could have a material adverse effect on the Group’s business, financial condition and results

of operations.

The Group is dependent on the supply of heat, electrical power and water for the continual and

efficient running of its production processes. Heat and electrical power are supplied primarily by the

Nizhnekamsk Power and Steam Plant, which is owned by OJSC Tatenergo (one of the major energy

companies in the Russian Federation). While the Company has implemented various measures,
including technical innovations, the implementation of its energy-saving programme and the

development of its own energy sources to minimise the effects of any disruption in the supply of

these utilities, it is possible that any disruption in the delivery of heat and electrical power could

adversely affect the Group’s operations.

Additionally, if any interruptions in electricity supply or failures in electricity grids were to

occur, the Group’s plants would shut down after which between one day and one week would be

required to recommence the production processes, depending on the plant. Thus, interruptions or
failures in electricity supply could have material adverse effect on the Group’s business, financial

condition and results of operations. See also ‘‘Risks Related to the Russian Federation – Economic

Risks – Poor condition of Russia’s physical infrastructure could disrupt normal business activity’’

below.

Fluctuations in Oil and Gas Prices

The primary raw materials used by the Group are naphtha and light hydrocarbons. As such, the

costs and prices of the Group’s products are dependent on world prices for oil and gas from which

such raw materials are obtained. While changes in gas prices have an immediate impact on the

Group’s product prices, there is a lag of a few months between changes in oil prices and changes in

petrochemical prices. Oil and gas prices have historically fluctuated widely in response to changes in
many factors over which the Group has no control. These factors include, but are not limited to:

(a) economic and political developments in oil producing regions, particularly in the Middle

East;

(b) global and regional supply and demand, and expectations regarding future supply and

demand, for oil products;

(c) the ability of members of the Organisation of Petroleum Exporting Countries (‘‘OPEC’’)
and other crude oil producing nations to agree upon and maintain specified global

production levels and prices;

(d) other actions taken by major crude oil producing or consuming countries;

(e) prices and availability of alternative fuels;

(f) global economic and political conditions;

(g) prices and availability of new technologies; and

(h) weather conditions.

It is impossible to predict future oil and gas price movements with certainty. However, political

developments in the Middle East could lead to price movements. Any sustained increase in the prices
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of oil and gas could have a material adverse effect on the Company’s business, financial condition or

results of operations.

Dependency of the Company on the Russian Railway Network for the Transportation of Raw Materials and
Products

Railway transportation is the Group’s principal means of transporting raw materials and

products to its facilities and to customers, as well as to ports for onward transportation overseas.

Moreover, the Group’s production facilities are located at a great distance from their primary

markets and seaports. As a result, increases in transportation costs may adversely affect the Group’s
ability to compete successfully both on the Russian and export markets. Currently, the Russian

government sets rail tariffs and may further increase these tariffs, as it has done in the past.

Legislation has been enacted which sets out the framework for privatisation of certain state-owned

railway enterprises, and in 2004 their assets were transferred to a state-owned company, Russian

Railways. If the privatisation or part-privatisation of Russian Railways or other factors were to result

in increased railway transport costs, the Group’s results of operations could be materially adversely

affected.

In addition, Russian rolling stock is generally in a poor state of repair. While the Group owns

and leases railcars, and rents additional railcars, in order to reduce its dependence on rolling stock

owned by Russian Railways, such assets are sufficient for only a portion of the Group’s total

transportation requirements. The failure of Russian Railways to upgrade its rolling stock within the

next few years could result in a shortage of available working rolling stock, a disruption in

transportation of the Group’s raw materials and products and cause rail tariffs to increase. Any such
occurrences could adversely affect the Group’s business and result of operations.

Age of Production Facilities

Although the Group has opened several new production facilities in the past six years, including

three polystyrene units, one polypropylene unit and one polyethylene production unit, a significant

part of the Group’s production facilities was commissioned in the 1970s and 1980s. As at 31
December 2008, RUR37,120 million of assets had been fully depreciated but were still in use. Due to

the age of these production facilities, funds not currently planned to be allocated to any investment

programme of the Group may have to be applied towards their maintenance or replacement. For

example, each of the Group’s plants must interrupt its functioning once a year for capital

maintenance which usually takes approximately three weeks. Furthermore, the older facilities are not

as flexible as more modern ones with respect to product mix and software integration. These factors

could have a material adverse effect on the business, financial condition, results of operations or

prospects of the Group.

Requirement for Significant Capital Expenditure and Ability to Raise Funding

Although the Group has largely completed its current modernisation and expansion programme,

over the next few years the Group may need to maintain or modernise its existing production plants

(see ‘‘– Age of Production Facilities’’ above). The ongoing financial crisis has caused the Group to
delay the finalisation of its current capital expenditure programme, meaning that the last project

scheduled for completion as part of the current programme, the ABS Plastics Unit (see ‘‘Description

of the Group’s Business – Investment Programme’’), which was originally scheduled to come online in

2010, has been postponed, with construction due to begin in 2011. The ongoing financial crisis may

limit access to the funding required to complete this project in the future. Furthermore, there can be

no assurance that the Group will be able to generate and raise sufficient funds to meet such capital

requirements in the future or to do so at a reasonable cost. Lack of sufficient funds in the future

may require the Group to further delay or abandon this project.

Amendment, Suspension, Failure to renew or Cancellation of the Company’s Licences

The Group has a number of licences issued by various regulatory authorities allowing it to

conduct its current activity, including, inter alia, licences for the use of industrial facilities at risk of

potential explosion or fire and chemically hazardous industrial facilities. The Group believes that it is
in compliance with the substantial terms of such licences. However, in the event that the relevant

Russian authorities determine that the terms of a licence have been violated, the licence may be

revoked. Moreover, though the Group has been successful in obtaining all relevant material licences

in the past, there is no assurance that it will be able to obtain or maintain such licences in the future.

In the event that the Group loses a material licence, applying for a new licence can be a burdensome
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and time consuming-process and the licensors may, in their discretion, impose additional requirements

or deny a request by the Group for licences. Any suspension, termination of or failure to renew

existing licences or obtain a new licence may have a material adverse effect on the Group’s business

and results of operations.

Competition

The Group faces varying degrees of competition in each of its products from other producers.

The Group believes that it is the sole Russian commercial producer of halobutyl rubber, neonols,

propylene trimer and tetramer and linear alpha-olefins. As of 31 December 2008, the Group produced

between 42 and 76 per cent. of Russia’s styrene, ethylene oxide, butyl rubber, isoprene rubber,
butadiene rubber and polystyrene.

However, the Group is aware of construction by various competitors of new large oil processing

and petrochemical facilities in Saudi Arabia, Iran, Qatar and Kuwait, some of which have already

been completed. As the Group currently exports approximately 57 per cent. of its products, it may

face new significant competitors in the international petrochemical markets in the near future. This

could have a material adverse effect on the Group’s business and results of operations.

In order to mitigate such risk, the management of the Group plans to decrease the Group’s

sales of basic petrochemical commodities in the international markets and increase sales of higher
value-added plastics produced from them or their main raw materials in the domestic market. While

the Group has been successful in the past and intends to expand and modernise its production plants

in order to maintain and/or increase its market share, there can be no assurance that the Group will

be able to continue to compete effectively with its competitors.

The Group’s exposure to the Russian domestic market

The exposure of the Group to the Russian domestic market may mean that the Group will be

more severely affected by the ongoing financial crisis, which has hit emerging economies, such as

Russia, more severely than more developed economies. Furthermore, the Russian economy may also

be affected by fluctuations in oil prices, upon which it is highly dependent. The ongoing financial

crisis and such fluctuations in oil prices may adversely affect the Group’s business and results of

operations. See ‘‘Risks Related to the Russian Federation – Economic Risks – Economic instability in

the Russian Federation could adversely affect the Group’s business’’ below.

The Group’s Exposure to Exchange Rate Fluctuations, Exchange Controls and Repatriation Restrictions

See ‘‘Risks Related to the Russian Federation – Economic Risks – Exchange rate fluctuations,

exchange controls and repatriation restrictions could adversely affect the value of investments in the

Russian Federation’’.

Environmental Risks

The Group is involved in an industry that may be hazardous to the environment and require

compliance with stringent regulatory requirements. The Group believes that its health, safety and

environmental concerns are substantially similar to those faced by other Russian petrochemical

companies insofar as its Russian production facilities are concerned. Compliance by the Group with

environmental laws and regulations is a significant issue and requires financial resources to be

committed to maintain compliance with applicable environmental regulations. The operations of

petrochemical plants have potential environmental problems including the generation of pollutants

and handling, storage and disposal of wastes and other hazardous materials. The Group recognises
the importance of environmental protection and has taken various measures to reduce emissions and

discharge of pollutants into the environment. See ‘‘Description of the Group’s Business –

Environmental Regulation’’.

Whilst it is difficult to predict future developments in this area, the Group expects that the

trend towards stricter environmental controls in Russia and elsewhere (in relation to its business

outside Russia) will continue. Although the measures taken by the Group to comply with

environmental regulations have not had a material adverse effect on the Group’s financial condition

or results of operations to date, no assurance can be given that the costs of such measures will not
be significant in the future.

Although the Group believes that it is generally in compliance with the existing laws and

regulations, increasingly strict enforcement or new interpretations of existing environmental laws,

regulations and licences, or new laws and regulations, the imposition of more rigid requirements with

23

c101352pu010Proof7:26.10.09B/LRevision:0OperatorYouG



respect to obtaining licences, or the discovery of previously unknown areas of contamination may

require further expenditure to modify operations, install pollution control equipment, perform site

clean-ups, curtail or cease operations, or result in the Group having to pay fees or fines or make

other payments for discharges or other breaches of environmental standards.

The Group is continually evaluating its obligations relating to new and changing legislation and

regulation in the environmental sector. The likelihood and amount of any liability relating to any

proposed or future environmental legislation cannot be reasonably estimated at present and could

become material.

Dependency on Qualified Personnel

The Group’s success depends, in part, on its ability to continue to retain, motivate and attract
qualified and experienced production, technical and management personnel. Competition in the

Russian petrochemicals industry for personnel is considerable. The Group’s failure to recruit, train

and/or retain the necessary personnel could have a material adverse effect on its prospects. See

‘‘Description of the Group’s Business – Employees and Social Responsibility’’.

Operational Risks

The Group’s operations, like those of other petrochemical companies, are subject to all of the

hazards and risks normally associated with the handling, production and processing of chemicals and

petrochemicals, any of which could result in loss of production, injury or death, or damage to

property or the environment. Due to the nature of chemicals and petrochemicals as well as the
conditions of their production and/or processing, the following hazards are generally associated with

the Group’s operations:

(a) discharge of toxic agents into the environment and consequent environmental

contamination;

(b) self-ignition, ignition and/or explosions at production or storage facilities;

(c) accidental spills during the production or handling of chemicals/petrochemicals;

(d) production disruptions due to extreme weather conditions;

(e) other accidents and events resulting from changing operational parameters (temperature,

pressure, contact with any other substances) at which chemical substances are processed,

produced and stored.

The Group may experience any of these hazards. The occurrence of any of these or like hazards

could delay production, increase production costs or result in injury to persons and damage to

property, as well as the associated liability of the Group.

Insurance Risks

The insurance industry is not yet well developed in Russia and many forms of insurance

protection used in economically developed countries are unavailable on the terms common in such

countries, including coverage for business interruption. Currently, the Group maintains market

standard levels of insurance on its existing principal production facilities and limited levels against
business interruption but does not have exhaustive insurance against third-party liabilities for property

or environmental damage. The Group would suffer significant losses in the event of the loss or

destruction of any of its uninsured operating assets. In addition, in the course of the Group’s

business, certain claims may be brought against the Group relating to, amongst other things, personal

injury, death or property damage caused by the Group’s operations. Accordingly, the Group may

incur uninsured losses of assets and may be subject to a claim, which is not covered, or not

sufficiently covered, by insurance. Any such loss or claim may have a material adverse effect on the

Group’s business, results of operations and financial condition.

Concentration of the Group’s Production Facilities in One Location

The Group’s production facilities are located near the city of Nizhnekamsk in the Russian

Federation. The Group presently has no other production facilities. Any business interruption or

accidental shutdowns, especially as a result of local problems in the Nizhnekamsk area, or as a result

of force majeure or otherwise could have a material adverse effect on the Group’s business, financial

condition, results of operations and prospects.
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Maintenance of Social and Physical Infrastructure in the Nizhnekamsk Area

The Group has been responsible for establishing a large proportion of the social and physical

infrastructure in and around the City of Nizhnekamsk, including contributions towards the
construction, development and maintenance of housing and social needs. In particular, a wide range

of the Company’s obligations in this respect are set out in the Collective Agreement between the

Company and its Trade Union. The Group currently owns various social assets, runs a personnel-

training unit and provides endowments to other academic institutions. Although in recent years the

economy of the Nizhnekamsk area has become more diversified with the development of other

industries, the region remains economically dependent on the Group’s business to a significant decree.

The Group is by far the largest employer in Nizhnekamsk, and it estimates that its payments to the

city of Nizhnekamsk account for a half of the city’s total budget. The Group expects that the City of
Nizhnekamsk will continue to rely on the Group for a substantial portion of its budget and that the

Group will need to maintain current commitments in respect of social, employment and welfare

infrastructure in the Nizhnekamsk area. Any substantial increase in these commitments could have a

material adverse effect on the Group’s business, financial condition and results of operations. See

‘‘Description of the Group’s Business – Employees and Social Responsibility’’.

Any Employment Problems May Have a Material Adverse Effect on the Group

The Company’s employees are covered by a collective agreement between the trade union and

the Company, which regulates the conditions of employment, wages, promotions, pensions, certain

benefit programmes, procedures for hiring and dismissing employees and procedures for settling

labour disputes. This collective agreement may prevent the Group from responding quickly and

proactively to changing economic circumstances. Furthermore, any breakdown in this collective

agreement may result in labour disruption, which could have a material adverse effect on the Group.

See ‘‘Regulation – Employment’’.

Inadequate Management Information System and Internal Control Systems

Although the Group is constantly enhancing its management information system, financial

reporting function and system of internal controls based on an industry-standard SAP platform, its

systems are still less developed in certain respects than those of companies in more developed markets

and may not provide the Group’s management with as much accurate or actual information as those

in more developed markets. In addition, the Group may encounter difficulties in the ongoing process
of enhancing its management information system. The Group’s inability to maintain an adequate

management information system, financial reporting function and system of internal controls may

have a material adverse effect on its business. See ‘‘Description of the Group’s Business – Strategy –

Rationalisation of the Group’s Management System’’.

The Group’s Indebtedness and the Enforcement of Certain Provisions of its Financing Arrangements and
Related Pledges

The Group owes a substantial amount in debt to banks and other financial institutions. In

certain cases, the debt is secured by pledges over the Group’s property and by security assignments

over its proceeds. A minor part of the Group’s movable property has been pledged, and effectively 12

per cent. of the Group’s proceeds are required to be transmitted via current accounts opened with

creditor banks in accordance with the terms of certain of the Group’s credit facilities. The Group’s

creditors would have access to such funds if the Group defaults on its debt obligations.

The Group’s ability to make payments on its debts depends upon its ability substantially to

maintain its operating performance, which is subject to general economic and competitive conditions

and to financial, business and other factors, many of which the Group cannot control. If the Group’s

cash flow from its operating activities becomes insufficient, the Group may take certain actions,

including delaying or reducing capital or other expenditures, attempting to restructure or refinance its

debt, selling assets or operations or seeking additional equity capital. The Group may be unable to

take any of these actions on satisfactory terms or in a timely manner. Further, any of these actions
may be insufficient to allow the Group to service its debt obligations or may have an adverse impact

on its business. The Group’s inability to service its debt through internally generated cash flow or

such other sources of liquidity could permit the Group’s creditors to accelerate the repayment of their

loans and enforce the pledges and security assignments, which could result in substantial loss and

materially affect the Group’s business, financial conditions, results of operations and prospects.
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The Privatisation of the Group may be Challenged

The Group was privatised in 1993. Privatisation legislation of the Russian Federation is

generally considered to be vague, internally inconsistent and in conflict with other domestic
legislation. As a result, most, if not all, privatisations, are arguably deficient and vulnerable to

challenge at least on formal grounds. Although the statute of limitations for challenging transactions

entered into in the course of privatisation has recently been reduced from 10 years to three years,

there is no guarantee that the statute of limitations will not be subject to further amendment.

The privatisation of the Group has not been challenged thus far and the Group believes that no

such challenges could be successful. However, if claims were made that the Group was improperly
privatised and the Group was unable to defeat such claims, the Group’s business and results of

operations may be adversely affected.

Extension of Monopoly Status to any of the Group’s Production Activities

As the Group is the sole producer of certain petrochemicals in the Russian Federation (such as

halobutyl rubber, neonols, propylene oxide and butadiene SKD-L rubber) and has a substantial part

of the Russian market for production of certain other petrochemicals (between 42 and 76 per cent. of

Russia’s styrene, ethylene oxide, butyl rubber, isoprene rubber, butadiene rubber and polystyrene),

there is a risk that the Federal Antimonopoly Service of the Russian Federation may categorise the
Group as a dominant force in the market. Any ruling that any of the Group’s production activities is

a monopoly could result in restrictions on its commercial activities and the regulation of the Group’s

prices. The imposition of such restrictions and regulation could have a material adverse effect on the

Group’s business, results of operations and financial condition.

Reliance on Research and Development

One of the key factors in the Group’s further success is its ability to timely and successfully

develop new products through continued collaboration with Russian research institutes. However, in

the 1990s, the financing of research institutes in the Russian Federation was substantially cut back,

meaning that at present many of them do not have enough funds to conduct their regular activities.
For this reason, research institutes in the Russian Federation are currently unable effectively to

cooperate with the Group in order to assist it in researching and developing new products and

technologies. The Group consequently has to conduct research and development by itself. Therefore,

there can be no guarantee that the Group’s research projects can be successfully completed in time or

be completed at all or, if successfully completed, can be successfully implemented in commercial

production, which may adversely affect the Group.

Attacks against the Group’s Computer Network

The Group’s ability to operate its business depends on its ability to protect the computer
systems which the Group operates from the intrusion of third parties who may attempt to enter its

computer network through the internet or otherwise. Third parties may attempt to gain access to the

Group’s computer systems and the Group cannot be certain that it will be able to protect its

computer systems from such attacks. If such attacks occur, some of the problems the Group may

encounter include theft or destruction of the Group’s data, including commercial, financial and

product information. In addition, disgruntled employees may cause similar damage to, or take similar

actions with respect to, the Group’s computer network to which they have access or to which they

gain unauthorised access. If such damage occurs, the Group could be materially and adversely
affected.

Ability of the Company to Raise Funding to Repay Liabilities in 2010

The Company is currently involved in financing an exchange offer by the Issuer for up to

U.S.$200,000,000 of the Issuer’s existing 8.5 per cent. loan participation notes due 2015. One of the

objectives of this exchange offer is to reduce the Company’s refinancing risk associated with the

potential exercise in December 2010 of a put option by the noteholders of such notes, which would

require the Company, as borrower, to repay a corresponding amount of the loan that forms the

underlying credit for such notes. However, while such refinancing risk would be materially reduced as
a result of a successful exchange offer and the removal of such put option, the Company will still

face other refinancing risks in 2010 as well as, to the extent that the exchange offer is not successful

in removing such put option, refinancing risk in December 2010 with respect to such put option. In

terms of a successful exchange offer, this is because the Company will be paying the cash

consideration to be paid to noteholders participating in the exchange offer out of its own funds or
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funds borrowed by it under short-term financing arrangements entered into for such purpose.

Therefore, while a successful exchange offer will materially reduce the Company’s refinancing risks in

2010 (as described above), the use by the Company of its own funds and the entering into of short-

term financing arrangements in connection with the exchange offer could still have a negative impact
on the Company’s liquidity in 2010. While the Company has certain financing options open to it,

there can be no assurance that the Company will be able to raise sufficient funds to meet its

refinancing and liquidity requirements in 2010.

Risks Related to the Russian Federation

The Group is a Russian entity and substantially all of its fixed assets are located in, and a

significant portion of its revenues are derived from, Russia. There are certain risks associated with

investments in Russia. Please note that this list is not exhaustive.

Political and Social Risks

Political and governmental instability in the Russian Federation may have a material adverse effect on the
Group’s business, results of operations, financial condition or prospects

Since 1991, Russia has changed from a one-party state with a centrally planned economy to a
federal republic with democratic institutions and a market-oriented economy. However, the Russian

political system continues to be vulnerable to popular dissatisfaction, including dissatisfaction with the

results of the privatisations of the 1990s, as well as to demands for autonomy from certain ethnic and

regional groups.

Political conditions in the Russian Federation were highly volatile in the 1990s, as evidenced by

the frequent conflicts amongst executive, legislative and judicial authorities, which had a negative

impact on the business and investment climate in the Russian Federation. Over the past two decades,

the course of political and other reforms has been uneven and the composition of the Russian

Government, including the prime minister and the other heads of federal ministries, has at times been

unstable.

Vladimir Putin, former President of the Russian Federation, is generally credited with having

increased governmental stability. The most recent State Duma elections took place on 2 December

2007 and presidential elections took place on 2 March 2008. Although the political forces in the State
Duma remained substantially the same, Dmitry Medvedev was elected as the new President. On 8

May 2008, Dmitry Medvedev appointed Vladimir Putin to the position of Prime Minister of the

Russian Federation. While the Russian political system and the relationship between the President,

the Russian Government and the Russian parliament currently appear to be stable, future changes in

the Government, State Duma or the presidency, major policy shifts or lack of consensus between the

president, the Government, the State Duma and powerful economic groups could lead to political

instability, which, particularly when combined with a worsening economic situation and deteriorating

standards of living, could negatively affect the economic and political environment, particularly in the
short term.

Shifts in governmental policy and regulation in the Russian Federation are less predictable than
in many Western democracies and could disrupt or reverse political, economic and regulatory reforms.

Any significant change in the Government’s programme of reform in Russia could lead to a

deterioration in Russia’s investment climate that might limit the ability of the Group to obtain

financing in the international capital markets or otherwise have a material adverse effect on its

business, financial condition, results of operations and prospects.

In addition, actions of the Russian legislative, executive and judicial authorities can affect the

Russian securities market. In particular, the events surrounding claims brought by the Russian

authorities against several major Russian and foreign companies have led to questions being raised

regarding the progress of market and political reforms in Russia and have resulted in significant

fluctuations in the market price of Russian securities and a negative impact on foreign direct and
portfolio investment in the Russian economy. Any further similar actions by Russian authorities that

result in a negative effect on investor confidence in Russia’s business or legal environment could have

a material adverse effect on the Russian securities market and prices of Russian securities or securities

issued or backed by Russian entities, including the Notes.

Emerging markets such as Russia are also subject to heightened volatility based on economic,

military and political conflicts. For example, a military conflict in August 2008 between Russia and

Georgia involving South Ossetia and Abkhazia resulted in significant overall price declines on the
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Russian stock exchanges. The emergence of any new or escalated tensions in the region could

negatively affect the economy of Russia and other countries that are involved. Such tensions or

conflicts may lead to reduced liquidity, trading volatility and significant reductions in the prices of

listed Russian securities, with a resulting negative effect on the liquidity, stability and trading price of
the Notes and the Group’s ability to raise debt or equity capital in the international capital markets.

Conflicts between federal and regional authorities and other domestic conflicts could create an uncertain
operating environment that could hinder the Group’s long-term planning ability and adversely affect the value
of investments in Russia

The Russian Federation is a federation of 83 political units, which include republics, territories,

regions, cities of federal importance, autonomous regions and autonomous districts. Some of these

political units exercise considerable autonomy over their internal affairs pursuant to agreements with

the federal authorities. In practice, the delineation of authority and jurisdiction between federal and

regional authorities remains, in many instances, unclear and contested. In the past, lack of consensus

between the federal government and regional or local authorities resulted in the enactment of

conflicting legislation at various levels and led to political instability. In particular, in the past,
conflicting laws were enacted in the areas of privatisation, securities, corporate legislation, regulation

of land use and licensing. Some of these laws and governmental and administrative decisions

implementing them, as well as certain transactions consummated pursuant to them, have in the past

been challenged in Russian courts and such challenges may occur in the future. This lack of

consensus could hinder the Group’s long-term planning efforts and could create uncertainties in its

operating environment, either of which may prevent the Group from effectively and efficiently

carrying out its business strategy.

In addition, ethnic, religious, historical and other divisions have, on occasion, given rise to

tensions and, in certain cases, military conflicts. Russian military and paramilitary forces have been

engaged in the Chechen Republic in the recent past, and the conflict in Chechnya brought normal
economic activity within Chechnya to a halt for a period of time and disrupted the economies of

neighbouring regions. In addition, various acts of terrorism have been committed in population

centres within the Russian Federation, including Moscow. The further intensification of violence,

including terrorist attacks, or its spread to other parts of the Russian Federation, could have

significant political consequences, including the introduction of heightened security measures or the

imposition of a state of emergency in some parts of, or throughout the whole of, the Russian

Federation. As the Russian Federation produces and exports large amounts of crude oil and gas, any

acts of terrorism or armed conflicts causing disruption to Russian oil and gas exports could
negatively affect the Russian economy and thereby adversely affect the Group’s business, results of

operations, financial condition or prospects. The risks associated with these or similar events could

materially and adversely affect the investment environment and overall consumer confidence in the

Russian Federation, which in turn could have a material adverse effect on the Group’s business,

financial condition, results of operations and prospects.

Economic Risks

Economic instability in the Russian Federation could adversely affect the Group’s business

Since the dissolution of the Soviet Union, the Russian Federation has experienced (and still

occasionally experiences):

* significant declines in gross domestic product;

* hyperinflation or high levels of inflation;

* an unstable currency;

* high levels of state or corporate debt relative to gross domestic product;

* crises in the banking sector limiting the ability of banks to provide liquidity to Russian

corporate and individual borrowers;

* a large number of loss-making enterprises that continue to operate due to the lack of

effective bankruptcy procedures;

* significant use of barter transactions and illiquid promissory notes to settle commercial

transactions;

* widespread tax evasion;

* growth of ‘‘black’’ and ‘‘grey’’ market economies;
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* pervasive capital flight;

* high levels of corruption and extensive penetration of organised crime into the economy;

* political and social instability;

* dependence of the economy on export of commodities;

* significant declines and volatility in the stock market;

* significant increases in unemployment and underemployment;

* high poverty levels amongst the Russian population; and

* outdated and deteriorating physical infrastructure.

The Russian economy has been subject to abrupt downturns. For example, on 17 August 1998,
in the face of a rapidly deteriorating economic situation, the Russian Government defaulted on its

Rouble-denominated securities, the CBR stopped its support of the Rouble and a temporary

moratorium was imposed on certain hard currency payments. These actions resulted in an immediate

and severe devaluation of the Rouble and a sharp increase in the rate of inflation, a dramatic decline

in the prices of Russian debt and equity securities and an inability of Russian issuers to raise funds

in the international capital markets. These problems were aggravated by the near collapse of the

Russian banking sector in connection with the same events. This further impaired the ability of the

banking sector to act as a reliable source of liquidity to Russian companies and resulted in the
widespread loss of bank deposits. In 2004, several Russian banks experienced a sharp reduction in

liquidity, and the licences of some of them were withdrawn.

The positive trends in the Russian economy in recent years, such as increases in gross domestic

product, a relatively stable currency and a reduced level of inflation, have begun to reverse as a

consequence of the current global financial and economic crisis. As Russia produces and exports large

quantities of crude oil, natural gas and other commodities, the Russian economy is particularly

vulnerable to fluctuations in the prices of crude oil, natural gas and other commodities on the world

market, and there have been reductions in state spending and a reduction in the state budget revenues
and expenditures as a result of the decrease in oil prices and prices of other commodities. Russian

banks, and the Russian economy generally, have been adversely affected by the global financial

turmoil beginning in the second half of 2008. The Russian economy has recently been characterised

by extreme volatility in debt and equity markets, reductions in foreign investment and sharp decreases

in gross domestic product. In light of these recent developments, international ratings agencies have

downgraded Russia’s sovereign credit rating, which reflects an assessment by such agencies that there

is an increased credit risk that the Government may default on its obligations. These assessments may

lead to a further reduction in foreign investment and an increased cost of borrowing for the
Government. In late 2008, the Government announced plans to institute more than U.S.$200 billion

in emergency financial assistance measures in order to ease taxes, refinance foreign debt and

encourage lending. There can be no assurance that these or other measures will result in a short-term

recovery of the Russian economy. The global financial turmoil also contributed to a significant

devaluation of the Rouble against the U.S. dollar and Euro in the second half of 2008 and the

beginning of 2009. Such devaluation of the Rouble against the major currencies could have an

adverse effect on the Russian economy and/or the Group’s business, financial condition, results of

operations and prospects.

Concentration of the Economy of the Republic of Tatarstan

The economy of the Republic of Tatarstan is dominated by three major industrial sectors: the

natural resources (mainly crude oil) industry, heavy machinery and chemicals, which represented 33.6

per cent., 11.6 per cent. and 12 per cent., respectively, of its industrial production sales for the five

months ended 31 May 2009.

The reliance of the Republic of Tatarstan on three major industrial sectors could adversely

affect its economy if one or more of such sectors experienced a decline in financial performance and

this could, in turn, have a material adverse effect on the Company’s business, financial condition,

results of operations or prospects.

Poor condition of Russia’s physical infrastructure could disrupt normal business activity

Russia’s physical infrastructure is in very poor condition and largely dates back to the Soviet

period. It has not been adequately funded and maintained over the past decade and breakdowns and

failures of any part of Russia’s physical infrastructure may cause disruptions in normal business
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activities. In some areas, pipeline, rail and road networks, power generation and transmission systems

and communication systems are particularly affected. Road conditions throughout areas of Russia are

poor, with many roads not meeting minimum requirements for usability and safety. With a view to

increasing capital inflows and private investment into Russia’s physical infrastructure, the Government
has launched a number of infrastructure modernisation programmes such as a large-scale reform of

the electricity sector. However, there is uncertainty in the current economic environment as to the

extent to which such programmes will be realised.

Such reforms, if realised, are likely to result in increased charges and tariffs, but may fail to

generate the anticipated capital investment needed to repair, maintain and improve these systems. The

continued deterioration of Russia’s physical infrastructure may harm the national economy, disrupt
the transportation of goods and supplies, add costs to doing business in the Russian Federation and

may interrupt business operations, any of which could have a material adverse effect on the Group’s

business, results of operations, financial condition or prospects.

Exchange rate fluctuations, exchange controls and repatriation restrictions could adversely affect the value of
investments in the Russian Federation

For the years ended 31 December 2007 and 31 December 2008, 52 per cent. and 51 per cent. of
the Group’s total sales, respectively, were made to customers in export markets. The major part of

these sales was denominated in U.S. dollars or Euro, while most of the Group’s costs were

denominated in Roubles. The relative movement of inflation and exchange rates can significantly

affect the Group’s results of operations.

While the Rouble appreciated against the U.S. dollar in real terms each year during the 2001 to

2007 period, it experienced a significant depreciation against the U.S. dollar at the end of 2008 and

the beginning of 2009. The global financial turmoil and general economic conditions in Russia,
combined with the significant fall in the prices of oil and commodities that are the principal

generators of Russia’s export earnings have caused the Rouble to depreciate against the U.S. dollar

and the Euro from August 2008 to August 2009 by approximately 31.1 per cent. and 24.3 per cent.,

respectively. The Rouble to U.S. dollar exchange rate fluctuated significantly in 2008 and 2009

ranging from RUR23.13 per U.S.$1.00 as of 16 July 2008 to RUR36.43 per U.S.$1.00 as of 19

February 2009.

The ability of the Russian Government and the CBR to prevent further depreciation of the
Rouble against the major currencies depends on many political and economic factors, including their

ability to control inflation and the availability of foreign currency reserves. The Government has used

significant amounts of its international currency reserves to support the Rouble, but may be unwilling

to continue such support in the future. In the second half of 2008 and the beginning of 2009, the

Russian Government and the CBR have been allowing the Rouble to gradually decline in value. On

22 January 2009, the CBR set the upper limit of the Rouble’s trading band against the U.S. dollar/

Euro basket at 41 Roubles in order to help stabilise Russia’s balance of foreign debt payments

against its current reserves. Additionally, the CBR has stated that it may reset the upper limit of the
Rouble’s trading band against the U.S. dollar/Euro basket in the event of a significant and protracted

decline in oil prices. While the value of the Rouble stabilised in the immediate aftermath of this

action of the CBR, it is uncertain whether this stability will be maintained in the medium term.

A further depreciation of the Rouble against the U.S. dollar and other major currencies could

negatively affect the Group in a number of ways, including, among other things, by increasing the

actual cost to the Group of financing its foreign currency-denominated liabilities and by making it

more difficult for Russian borrowers to service their foreign currency-denominated loans. A further
depreciation of the Rouble against the U.S. dollar could have a material adverse effect on the

Group’s business, financial condition, results of operations and prospects.

The Rouble remains largely non-convertible outside of the Russian Federation. A market exists

within the Russian Federation for the conversion of Roubles into other currencies, but it is limited in

size and is subject to rules limiting such conversion. Russia’s official reserves declined from the peak

of U.S.$598.1 billion as of 8 August 2008 to U.S.$409.6 billion as of 1 September 2009. Although
Russia’s current foreign currency and gold reserves may be sufficient to sustain the domestic currency

market in the short term, there can be no assurance that the currency market will not further

deteriorate in the medium or long term due to the lack of foreign currency funding available in the

global markets. The lack of growth of the Russian currency market in the medium or long term may

adversely affect the Group’s business, financial conditions, results of operations and prospects.

30

c101352pu010Proof7:26.10.09B/LRevision:0OperatorYouG



Inflation may result in decreased demand for the Group’s products and services

According to Russian Government estimates, inflation in the Russian Federation was 11.7 per

cent. in 2004, 10.9 per cent. in 2005, 9.0 per cent. in 2006, 11.9 per cent. in 2007 and 13.3 per cent.
in 2008. As of 1 August 2009, the inflation rate stood at 8.1 per cent. Any return to heavy and

sustained inflation that Russia experienced in the early 1990s could lead to market instability,

reductions in consumer purchasing power and an erosion of consumer confidence. Any one of these

events could lead to decreased demand for the Group’s products and services.

Neither the Group nor the Issuer have independently verified official data from Russian government agencies,
nor has it independently verified information regarding the petrochemical sector

Official statistics and other data published by Russian federal, regional and local governments
and federal agencies may be substantially less complete or researched and, consequently, less reliable

than those published by comparable bodies in other jurisdictions. Accordingly, neither the Group nor

the Issuer can assure prospective investors that the official sources from which they have drawn some

of the information set out herein are reliable or complete. Russian state entities may produce official

statistics on bases different from those used by comparable bodies in other jurisdictions. Any

discussion of matters relating to the Russian Federation herein may, therefore, be subject to

uncertainty due to concerns about the completeness or reliability of available official and public

information.

Legal Risks

The Russian legal system and Russian legislation are at a developmental stage and this may create an
uncertain environment for investment and for business activity

The Russian Federation is still developing an adequate legal framework to facilitate the proper
functioning of a market economy. Several Russian laws which are fundamental to this framework

have only recently become effective and are constantly being amended. The recent nature of much

Russian legislation and the rapid evolution of the Russian legal system place the enforceability,

interpretation and underlying constitutionality of laws in doubt, resulting in ambiguities and

inconsistencies in their application. The following aspects of Russia’s legal system, many of which do

not exist in countries with more developed legal systems, create uncertainty with respect to many of

the legal and business decisions that the Group’s management make:

* since 1991, Soviet law has been largely, but not entirely, replaced by a new legal regime as
established by the 1993 Russian Federal Constitution, the Civil Code of the Russian

Federation (the ‘‘Civil Code’’), by other federal laws, and by decrees, orders and

regulations issued by the President, the Russian Government and federal ministries which

are, in turn, complemented by regional and local rules and regulations. These legal norms,

at times, overlap or contradict one another;

* substantial gaps in the regulatory structure may be created by the delay or absence of

regulations implementing certain legislation;

* there is a lack of judicial and administrative guidance on interpreting applicable rules and

judicial decisions have limited or no precedent value;

* the Russian Federation has a judiciary with limited experience in interpreting and applying
market-oriented legislation that is vulnerable to economic and political influence;

* the Russian Federation has weak enforcement procedures for court judgments and there is

no guarantee that a foreign investor would be able to obtain effective redress in a Russian

court;

* a high degree of discretion on the part of governmental authorities; and

* the inadequacy of bankruptcy procedures and certain violations in bankruptcy proceedings.

The difficulty of enforcing court decisions and the discretion of governmental authorities to file and join claims
and enforce court decisions could prevent the Group or investors from obtaining effective redress in court
proceedings. Furthermore, unlawful or arbitrary government action in Russia may have an adverse effect on
the Group’s business, financial condition, results of operations and prospects

The independence of the judicial system and its immunity from economic, political and

nationalistic influences in the Russian Federation remains largely untested. The court system is

understaffed and underfunded. Judges and courts in the Russian Federation are generally

inexperienced in business and corporate law. In addition, most court decisions are not readily
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available to the public. Enforcement of court judgments can, in practice, be very difficult in the

Russian Federation. All of these factors make judicial decisions in the Russian Federation difficult to

predict and effective redress uncertain. Court claims are often used to further political aims. The

Group may be subject to such claims and may not be able to receive a fair hearing. In addition,
court judgments are not always enforced or followed by law enforcement agencies.

State authorities have a high degree of discretion in the Russian Federation and at times
exercise their discretion arbitrarily, without conducting a hearing or giving prior notice, and

sometimes illegally. Moreover, the state also has the power in certain circumstances, by regulation or

act, to interfere with the performance of, nullify or terminate contracts. Unlawful or arbitrary state

actions have included withdrawal of licences, sudden and unexpected tax audits, criminal prosecutions

and civil actions. Federal and local government entities have also used immaterial defects in financing

documentation and contracts as pretexts for court claims and other demands to invalidate such

contracts and/or to void transactions, often for political purposes. Unlawful or arbitrary state action,

if directed at the Group, could have a material adverse effect on its business, financial condition,
results of operations and prospects.

Uncertainties in relation to property rights

During Russia’s transformation from a centrally planned economy to a market economy,

legislation has been enacted to protect private property against expropriation and nationalisation.

However, it is possible that these protections may not be enforced in the event of an attempted

nationalisation, or in the event the Group’s business is reorganised. The Group’s failure to receive

what it believes to be adequate compensation in the event of the nationalisation of any of its entities,

their assets or portions thereof, or their break-up into separate companies, could have a material
adverse effect on the Group’s operations and revenues, and on the value of the Notes.

The Russian banking system remains underdeveloped, and the Group is only able to conduct banking
transactions with a limited number of creditworthy Russian banks

Russia’s banking and other financial systems are not well developed, and Russian legislation

relating to banks and bank accounts may be subject to varying interpretations and inconsistent

application. The 1998 financial crisis resulted in the bankruptcy and liquidation of many Russian

banks and almost entirely eliminated the developing market for commercial bank loans at that time.

From April to July 2004, the Russian banking sector experienced further serious turmoil. As a result
of various market rumours and certain regulatory problems, several privately owned Russian banks

experienced liquidity problems and were unable to attract funds on the inter-bank market or from

their client base. Simultaneously, they faced large withdrawals of deposits by both retail and

corporate customers. Several of these privately-owned Russian banks collapsed or ceased or severely

limited their operations. Russian banks owned or controlled by the government or the CBR and

foreign-owned banks generally were not adversely affected by the turmoil. If a banking crisis were to

occur, Russian companies would be subject to severe liquidity constraints due to the limited supply of

domestic savings and the withdrawal of foreign sources that would occur during such a crisis.

Until recently, there has been a rapid increase in lending by Russian banks, which many believe

has been accompanied by deterioration in the credit quality of the borrowers. In addition, a robust

domestic corporate debt market is leading to Russian banks increasingly holding large amounts of
Russian corporate Rouble-denominated bonds in their portfolios, which is contributing to the

deterioration of the risk profile of Russian bank assets. The serious deficiencies in the Russian

banking sector, combined with the deterioration in the credit portfolios of Russian banks, may result

in the banking sector being more susceptible to market downturns or economic slowdowns, including

due to Russian corporate defaults that may occur during any such market downturn or economic

slowdown.

There are currently also only a limited number of creditworthy Russian banks, most of which

are located in Moscow. Another banking crisis, or the bankruptcy or insolvency of the banks which

hold funds of the Group’s subsidiaries, could result in the loss of access to their funds for several

days or affect their ability to complete banking transactions in Russia, which could have a material

adverse effect on the Group’s business, results of operations, financial condition and prospects.

The Russian taxation system is relatively undeveloped

The Group is subject to a broad range of taxes and other compulsory payments imposed at

federal, regional and local levels, including, but not limited to, export duties, corporate income tax,

VAT, property tax and social taxes.
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In the late 1990s, Russian tax reforms were initiated that resulted in some improvement in the

tax climate.

Despite the Russian Government taking steps to reduce the overall tax burden in recent years in

line with its objectives, Russia’s largely ineffective tax collection system and continuing budgetary

funding requirements increase the likelihood that the Russian Government may impose arbitrary and/

or onerous taxes and penalties in the future, which could have a material adverse effect on the

Group’s business, financial condition, results of operations and prospects. Additionally, there have
been cases perceived as utilisation of tax disputes as a tool for significant state intervention in certain

key industries.

Russian tax laws, regulations and court practice are subject to frequent change, varying

interpretations and inconsistent and selective enforcement.

In accordance with the Constitution of the Russian Federation, laws which introduce new taxes

or worsen a taxpayer’s position cannot be applied retroactively. However, on several occasions such

laws were introduced and applied retroactively.

In addition to the tax burden imposed on Russian taxpayers, the above factors complicate tax

planning and related business decisions. These uncertainties could possibly expose the Group to

significant fines and penalties and to potentially severe enforcement measures, result in a greater than

expected tax burden and have a material adverse effect on the Group’s business, financial condition,
results of operations and prospects.

Generally, taxpayers are subject to tax audits for a period of three calendar years immediately

preceding the year in which the decision to conduct a tax audit is taken. The tax authorities generally
do not have the right to carry out repeat on-site tax audits in respect of the same taxes for a tax

period which has already been audited (exceptions include where such audit is carried out in

connection with the restructuring/liquidation of a taxpayer, or as a result of the filing by such

taxpayer of an amended tax return decreasing the tax payable, or by a higher-level tax authority for

the purpose of checking the activities of lower-level tax authorities).

There is a statute of limitations for tax liabilities for the commission of a tax offence, which is

three years from the date on which it was committed or from the next date following the date of the

end of the tax period during which the tax offence was committed (depending on the nature of the

tax offence). The tax code, however, provides for the extension of the three year statute of limitations

with respect to tax liabilities if the actions of the taxpayer created insurmountable obstacles for a tax

audit. Because the term ‘‘created insurmountable obstacles’’ is not defined, tax authorities may have

broad discretion to argue that a taxpayer has ‘‘created insurmountable obstacles’’ in respect of an
inspection and ultimately to seek penalties beyond the three-year term.

Tax audits may result in additional costs to the Group if the relevant tax authorities conclude

that the Group did not satisfy its tax obligations in any given year. Such audits may also impose
additional burdens on the Group. The outcome of these audits could have a material adverse effect

on the Group’s business, financial condition, results of operations and prospects or the trading price

of the Notes.

In October 2006, the Plenum of the Supreme Arbitration Court of the Russian Federation
issued a ruling which introduced the concept of ‘‘unjustified tax benefit’’. In this context a tax benefit

means a reduction in the amount of a tax liability resulting, in particular, from a reduction of the tax

base, the receipt of a tax deduction or tax concession or the application of a lower tax rate, and the

receipt of a right to a refund (offset) or reimbursement of tax. The ruling provides that where the

true economic intent of operations is inconsistent with the manner in which they have been taken

into account for tax purposes a tax benefit may be deemed to be unjustified. The same conclusion

may apply when an operation lacks a reasonable economic or business rationale. A tax benefit cannot

be regarded as a business objective in its own right. However, the court also concluded that the fact
that the same economic result might have been obtained with a lesser tax benefit accruing to the

taxpayer does not constitute grounds for declaring a tax benefit to be unjustified.

It remains the case that there are no rules in the tax legislation and little practice for
distinguishing between lawful tax optimisation and tax avoidance. There is no formal guidance as to

the interpretation of the new concept set out above by the tax authorities or courts, but the tax

authorities are actively seeking to apply this new concept when challenging tax positions taken by

taxpayers in court, and are anticipated to continue this trend in the future. Although the intention of

this ruling was to combat tax law abuses, in practice there can be no assurance that the tax
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authorities will not seek to apply this concept in a broader sense than may have been intended by the

Supreme Arbitration Court.

Transfer pricing legislation became effective in the Russian Federation on 1 January 1999. This
legislation allows tax authorities to make transfer pricing adjustments and impose additional tax

liabilities in respect of all ‘‘controlled’’ transactions, if the transaction price differs from the market

price by more than 20 per cent. ‘‘Controlled’’ transactions include transactions with related parties,

barter transactions, foreign trade transactions and transactions with unrelated parties with significant

price fluctuations (i.e. if the price of such transactions differs from the prices on similar transactions

carried out within a short period of time by more than 20 per cent.). Special transfer pricing

provisions are established for operations with securities and derivatives. There has been no formal

guidance (although some court precedents are available) as to how these rules should be applied.
Amendments to the transfer pricing legislation, which may come into force in the near future, may

result in stricter transfer pricing rules. If tax authorities were to impose significant additional tax

liabilities as a result of transfer pricing adjustments, it could have a material adverse impact on the

Group’s business, financial condition, results of operations and prospects.

The above conditions create tax risks in the Russian Federation that are more significant than

the tax risks typically found in countries with more developed taxation, legislative and judicial

systems. These tax risks impose additional burdens and costs on the Group’s operations, including

management resources. Furthermore, these risks and uncertainties complicate the Group’s tax
planning and related business decisions, potentially exposing the Group to significant fines, penalties

and enforcement measures, and could materially adversely affect the Group’s business, financial

condition, results of operations and prospects.

It is expected that Russian tax legislation may become more sophisticated, which may result in

the introduction of additional revenue raising measures. Although it is unclear how these measures

would operate, the introduction of such measures may affect the Group’s overall tax efficiency and

may result in significant additional taxes becoming payable. The Group cannot offer prospective

investors any assurance that additional tax exposures will not arise while the Notes are outstanding.
Additional tax exposures could have a material adverse effect on the Group’s business, financial

condition, results of operations and prospects.

Corporate Governance and Disclosure

The corporate affairs of the entities of the Group incorporated in Russia are governed by the

laws governing companies incorporated in the Russian Federation and by their respective constitutive

documents. The rights of shareholders and the responsibilities of members of the Board of Directors

and Management Board under Russian law are different from, and may be subject to certain
requirements not generally applicable to, corporations organised in the United Kingdom and other

jurisdictions.

A principal objective of the securities laws of the United Kingdom and other countries is to

promote full and fair disclosure of all material corporate information to the public. The entities of

the Group incorporated in Russia are subject to Russian law requirements, which oblige them to

publish, inter alia, annual financial statements and information on material events relating to the

relevant company (such as major acquisitions and increase in charter capital). However, there is

generally less publicly available information about the entities of the Group than the information
regularly published by companies listed in other jurisdictions.

Social Risks

Social instability caused by weakening economic conditions and turmoil in the financial markets in Russia
could increase support for renewed centralised authority, nationalism or violence and thus materially adversely
affect the Group’s ability to conduct our business effectively.

The weakening economic conditions and turmoil in the financial markets in Russia may result in

high unemployment or the failure of state and private enterprises to pay full salaries on time and the

failure of salaries and benefits generally to keep pace with the increasing cost of living. These

conditions have already led to a certain amount of labour and social unrest that may continue or
escalate in the future. Such labour and social unrest may have widespread political, social and

economic consequences, such as increased support for a renewal of centralised authority, increased

nationalism, including restrictions on foreign involvement in the economy of Russia, and increased

tension between the Government and its people. Any of these consequences could restrict our

operations and lead to a loss of revenue, materially adversely affecting the Group.
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Risks Relating to the Offering, the Notes and the Trading Market

Payments under the Notes limited to the Amount of Certain Payments received by the Issuer in Respect of the
Loan

In each case where amounts of principal, interest and additional amounts, if any, under the
Terms and Conditions of the Notes or the Trust Deed are to be paid by the Issuer in respect of the

Notes, the obligation of the Issuer to make any such payment shall constitute an obligation only to

account to the Noteholders on each date upon which such amounts of principal, interest and

additional amounts, if any, are due in respect of the Notes, for an amount equivalent to sums of

principal, interest and additional amounts, if any, actually received by or for the account of the

Issuer pursuant to the Loan Agreement less any amounts in respect of the Reserved Rights.

Consequently, the failure of the Company to meet its payment obligations under the Loan in full

would result in the Noteholders receiving less than the scheduled amount of principal or interest or
other amounts, if any, on the relevant due date.

No Direct Recourse of the Noteholders to the Company

At maturity, the Company may not have the funds to fulfil its obligations under the Loan and

it may not be able to arrange for additional financing. Except as otherwise disclosed in the ‘‘Terms

and Conditions of the Notes’’ and in the Trust Deed, no proprietary or other direct interest in the

Issuer’s rights under or in respect of the Loan Agreement or the Loan exists for the benefit of the

Noteholders. Therefore, subject to the terms of the Trust Deed, no Noteholder will have any

entitlement to enforce any of the provisions of the Loan Agreement or have direct recourse to the

Company, except through action by the Trustee to enforce the security under the Trust Deed. As

further described in, and subject to the provisions of, the Trust Deed, neither the Issuer nor the
Trustee, pursuant to the assignment of the Assigned Rights (as defined in the Trust Deed), shall be

required to enter into proceedings to enforce payment under the Loan Agreement unless it has been

indemnified and/or secured by the Noteholders to its satisfaction against all liabilities, proceedings,

claims and demands to which it may thereby become liable and all costs, charges and expenses which

may be incurred by it in connection therewith.

Bankruptcy of the Company

Russian bankruptcy law differs in many respects from comparable law in the United States and

Western European countries and is subject to varying interpretations. Federal Law No. 127-FZ ‘‘On

Insolvency (Bankruptcy)’’ dated 26 October 2002, as amended (the ‘‘Insolvency Law’’), sets forth the

priority in which claims rank in insolvency. As a result of limited court practice, it is impossible to
predict with certainty how claims by the Lender or the Trustee on behalf of the Noteholders against

the Company would be resolved in the event of the Company’s bankruptcy and whether the Lender,

the Trustee or the Noteholders would be able to recover sums owed by the Company under the Loan

Agreement in the event of the Company’s insolvency. Specifically, in the course of the Company’s

bankruptcy proceedings, the creditors’ claims (including claims by the Lender or the Trustee on

behalf of the Noteholders under the relevant Loan Agreement) would need to be presented and

satisfied only within the bankruptcy proceedings framework established by the mandatory provisions

of bankruptcy legislation. The relevant provisions of bankruptcy legislation provide that the claims of
the creditors of a bankrupt bank are fixed and satisfied (in the thus fixed amount) in Roubles

(including claims denominated in foreign currency).

In the event of the insolvency of the Company, the existence of priority claims and secured

claims may substantially decrease the amount of funds and assets that may be available for making

payments under the Loan and, as a result, the Notes.

Lack of a Public Market for the Notes

There may not be an existing market for the Notes at the time they are issued. The Notes are

expected to be listed on the Irish Stock Exchange. However, there can be no assurance that a liquid
market will develop or will be maintained for the Notes, that holders of the Notes will be able to sell

their Notes, or that such holders will be able to sell their Notes for a price that reflects their value.

Consequences of Potential Russian Withholding Tax on the Company’s Payments Under the Loan

In general, payments of interest on borrowed funds by a Russian legal entity to a non-resident

legal entity or organisation are subject to Russian withholding tax at the rate of 20 per cent., absent

reduction or elimination pursuant to the terms of an applicable double tax treaty. Based on

professional advice the Company has received, it believes that payments of interest on the Loan
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should not be subject to withholding tax under the terms of the double tax treaty between the

Russian Federation and Ireland. However, there can be no assurance that such double tax treaty

relief will be obtained or will continue to be available in the future. It may be noted that The

President of Russia, in his budget message of May 25, 2009, expressed a goal of introducing legal
mechanisms to resist the use of international double tax treaties for the purpose of minimising taxes

where the ultimate beneficiaries are not residents of the country being a party to the relevant double

tax treaty. It is unclear what form such legal mechanisms may take, how they may be applied or

when they may be introduced. If and when introduced, such changes could have an impact on the tax

treatment of the transactions structured as set forth in the Prospectus.

In addition, if interest under the Loan becomes payable to the Trustee pursuant to the Trust

Deed, any benefit of the double tax treaty between the Russian Federation and Ireland will cease and

payments of interest could be subject to Russian income tax withholding at a rate of 20 per cent. if

the recipient of interest is a non-resident legal person or organisation or 30 per cent. if the recipient

is a non-resident individual, or such other rate as may be in force at the time of payment. The

Trustee will not be obliged to, and it is not expected that the Trustee will, claim a withholding tax
exemption under any double tax treaty. In addition, while it may be possible for some Noteholders

who are eligible for an exemption from Russian withholding tax under double taxation treaties to

claim a refund of tax withheld, there would be considerable practical difficulties in obtaining any such

refund.

If the payments under the Loan are subject to any withholding of Russian tax (as a result of

which the Issuer would reduce payments under the Notes in the amount of such withholding), the

Company is obliged to increase payments as may be necessary so that the net payments received by

the Noteholders will not be less than the amounts they would have received in the absence of such

withholding. It should be noted, however, that tax gross-up provisions may not be enforceable under

Russian law. If the Company is obliged to increase payments, it may, subject to certain conditions,

prepay such Loan in full. In such case, all outstanding Notes would be redeemable at par with
accrued interest. See ‘‘Terms and Conditions of the Notes’’.

Withholding Tax on Disposals of the Notes in the Russian Federation

If a non-resident Noteholder that is a legal entity or organisation sells Notes and receives

proceeds from a source within the Russian Federation, there is a risk that the part of the payment, if

any, representing accrued interest may be subject to a 20 per cent. Russian withholding tax (even if

the disposal resulted in a loss). Such tax may be reduced or eliminated under an applicable double

tax treaty. Where proceeds from a disposition of the Notes are received from a source within the

Russian Federation by an individual non-resident Noteholder, withholding tax would be charged at a

rate of 30 per cent. on gross proceeds from such disposal of the Notes (including accrued interest)

less any available cost deduction. The imposition or possibility of imposition of this withholding tax
could adversely affect the value of the Notes. See ‘‘Russian Taxation’’.

Enforceability of Foreign Judgements Against the Company

Judgements rendered by a court in any jurisdiction outside the Russian Federation may not be

enforced by courts in Russia unless (i) there is an international treaty in effect providing for the

recognition and enforcement of judgments in civil cases between the Russian Federation and the

country where the judgment is rendered, and/or (ii) a federal law of the Russian Federation provides

for the recognition and enforcement of foreign court judgments. There is no such treaty in effect

between the Russian Federation and Ireland.

Since the Russian Federation is a party to the New York Convention, an arbitral award would

be enforceable in the Russian Federation, subject to the terms of the New York Convention.

However, it may be difficult to enforce arbitral awards in the Russian Federation. See ‘‘Enforceability

of Judgments’’.

Volatility in Market Price of the Notes

The market price of the Notes could be subject to significant fluctuations in response to actual
or anticipated variations in the Company’s own and the Company’s competitors’ operating results,

adverse business developments, changes to the regulatory environment in which the Company

operates, changes in financial estimates by securities analysts, and the actual or expected sale of a

large number of Notes, as well as other factors. In addition, in recent years, the global financial

markets have experienced significant price and volume fluctuations which, if repeated in the future,

36

c101352pu010Proof7:26.10.09B/LRevision:0OperatorYouG



could adversely affect the market price of the Notes without regard to the Company’s results of

operations, prospects or financial condition.

Effect of Financial Turmoil in Emerging Markets on Price of Notes

The market price of the Notes is influenced by economic and market conditions in the Russian

Federation and, to a varying degree, economic and market conditions in other former CIS, Eastern

European and emerging markets generally. Financial turmoil in the Russian Federation and other

emerging markets in the past have adversely affected market prices in the world’s securities markets

for companies that operate in those developing economies. Even if the Russian economy remains

relatively stable, financial turmoil in these countries could adversely affect the market price of the
Notes.

Any Negative Change in the Company’s Credit Rating could Adversely Affect the Market Price of the Notes

The Notes are expected to be rated ‘‘B’’ by Fitch Ratings Ltd. and ‘‘B1’’ by Moody’s Investors

Service, Inc. Credit ratings assigned to the Notes do not necessarily mean that they are a suitable

investment. A rating is not a recommendation to buy, sell or hold securities and may be subject to

revision, suspension or withdrawal at any time by the assigning rating organisation. Similar ratings on
different types of notes do not necessarily mean the same thing. The ratings do not address the

likelihood that the principal on the Notes will be prepaid, paid on an expected final payment date or

paid on any particular date before the legal final maturity date of the Notes. The ratings do not

address the marketability of the Notes or any market price. Any change in the credit ratings of the

Notes or the Company could adversely affect the price that a subsequent purchaser will be willing to

pay for the Notes. The significance of each rating should be analysed independently from any other

rating.

Centre of main interest

As the Issuer has its registered office in Ireland, there is a rebuttable presumption that its centre

of main interest (‘‘COMI’’) is in Ireland and consequently that any main insolvency proceedings

applicable to it would be governed by Irish law. In the decision by the European Court of Justice

(‘‘ECJ’’) in relation to Eurofood IFSC Limited, the ECJ restated the presumption in Council

Regulation (EC) No. 1346/2000 of 29 May 2000 on Insolvency Proceedings that the place of a
company’s registered office is presumed to be the company’s COMI and stated that the presumption

can only be rebutted if ‘‘factors which are both objective and ascertainable by third parties enable it

to be established that an actual situation exists which is different from that which locating it at the

registered office is deemed to reflect’’. As the Issuer has its registered office in Ireland, has Irish

directors, is registered for tax in Ireland and has an Irish corporate services provider, the Issuer does

not believe that factors exist that would rebut this presumption, although this would ultimately be a

matter for the relevant court to decide, based on the circumstances existing at the time when it was

asked to make that decision. If the Issuer’s COMI is not located in Ireland, and is held to be in a
different jurisdiction within the European Union, main insolvency proceedings may not be opened in

Ireland.

Examinership

Examinership is a court procedure available under the Irish Companies (Amendment) Act 1990,

as amended (the ‘‘1990 Act’’) to facilitate the survival of Irish companies in financial difficulties.

The Issuer, the directors of the Issuer, a contingent, prospective or actual creditor of the Issuer,

or shareholders of the Issuer holding, at the date of presentation of the petition, not less than one-

tenth of the voting share capital of the Issuer are each entitled to petition the court for the

appointment of an examiner. The examiner, once appointed, has the power to halt, prevent or rectify

acts or omissions, by or on behalf of the company after his appointment and, in certain
circumstances, negative pledges given by the company prior to his appointment will not be binding on

the company. Furthermore, where proposals for a scheme of arrangement are to be formulated, the

company may, subject to the approval of the court, affirm or repudiate any contract under which

some element of performance other than the payment remains to be rendered both by the company

and the other contracting party or parties.

During the period of protection, the examiner will compile proposals for a compromise or

scheme of arrangement to assist in the survival of the company or the whole or any part of its

undertaking as a going concern. A scheme of arrangement may be approved by the Irish High Court

when a minimum of one class of creditors, whose interests are impaired under the proposals, has
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voted in favour of the proposals and the Irish High Court is satisfied that such proposals are fair and

equitable in relation to any class of members or creditors who have not accepted the proposals and

whose interests would be impaired by implementation of the scheme of arrangement and the

proposals are not unfairly prejudicial to any interested party.

The fact that the Issuer is a special-purpose entity and that all its liabilities are of a limited

recourse nature means that it is unlikely that an examiner would be appointed to the Issuer.

If, however, for any reason, an examiner were appointed while any amounts due by the Issuer

under any Notes were unpaid, the primary risks to the holders of such Notes would be as follows:

(i) the Trustee, acting on behalf of the Noteholders, would not be able to enforce rights

against the Issuer during the period of examinership; and

(ii) a scheme of arrangement may be approved involving the writing down of the debt due by

the Issuer to the Noteholders irrespective of the Noteholders’ views.

Preferred Creditors

If the Issuer becomes subject to an insolvency proceeding and the Issuer has obligations to

creditors that are treated under Irish law as creditors that are senior relative to the Noteholders, the

Noteholders may suffer losses as a result of their subordinated status during such insolvency

proceedings. In particular:

(i) under the terms of the Trust Deed, the Notes will be secured in favour of the Trustee for

the benefit of itself and the Noteholders by security over the Loan Agreement and sums

held in the related account with the Principal Paying Agent. Under Irish law, the claims of

creditors holding fixed charges may rank behind other creditors (namely fees, costs and

expenses of any examiner appointed and certain capital gains tax liabilities) and, in the

case of fixed charges over book debts, may rank behind claims of the Irish Revenue

Commissioners for PAYE and VAT;

(ii) under Irish law, for a charge to be characterised as a fixed charge, the charge holder is

required to exercise the requisite level of control over the assets purported to be charged
and the proceeds of such assets including any bank account into which such proceeds are

paid. There is a risk therefore that even a charge which purports to be taken as a fixed

charge may take effect as a floating charge if a court deems that the requisite level of

control was not exercised; and

(iii) in an insolvency of the Issuer, the claims of certain other creditors (including the Irish

Revenue Commissioners for certain unpaid taxes), as well as those of creditors mentioned

above, will rank in priority to claims of unsecured creditors and claims of creditors

holding floating charges.
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USE OF PROCEEDS

The Issuer is issuing the Notes and entering into the Loan Agreement to form part of the

consideration in respect of an exchange offer by the Issuer for up to U.S.$200,000,000 of its 8.5 per

cent. loan participation notes due 2015. As a consequence, no new funds will be received by the

Issuer under the Notes or by the Company pursuant to the Loan. The commissions, costs and
expenses in connection with the issuance and offering of the Notes and admission to trading thereof

will not be paid from the proceeds of the Loan and will be paid by the Company in advance of the

issue date.
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SELECTED CONSOLIDATED FINANCIAL INFORMATION

The selected consolidated financial information for the Group set forth below should be read in

conjunction with the Financial Statements and the notes thereto included elsewhere in the Prospectus.

The Financial Statements have been prepared in accordance with IFRS.

The selected financial information set out below as at and for the three months ended 31 March

2009 and 2008 and as at and for the years ended 31 December 2008 and 2007 has been extracted

from the Financial Statements. The information should be read in conjunction with, and is qualified
in its entirety by reference to, the Financial Statements.

The selected IFRS consolidated financial information of the Group as at 31 December 2008 and
2007 and for the years then ended are derived from the audited consolidated financial statements and

notes thereto of the Group prepared in accordance with IFRS and included elsewhere in this

Prospectus. The audited consolidated financial statements were audited by ZAO

PricewaterhouseCoopers Audit, independent auditors.

The selected IFRS consolidated financial information of the Group as at 31 March 2009 and for

the three months ended 31 March 2009 and 2008 has been derived from the unaudited consolidated

condensed interim financial information and notes thereto of the Group, included elsewhere in this

Prospectus. The results of operations for the interim periods presented are not necessarily indicative

of the results to be expected for the full year.

The selected financial information below should be regarded only as an introduction and should

not be the sole base for an investment decision. In particular, an investor should read the following

data in conjunction with ‘‘Overview of the Group’’, ‘‘Description of the Transaction’’, ‘‘Financial

Review’’ ‘‘Description of the Group’s Business’’ and all of the historical consolidated financial
statements and notes thereto included elsewhere in this Prospectus.
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Selected Income Statement Data

Three months ended 31 March Year ended 31 December

Amounts in RUR million, in accordance with IFRS 2009 2008 2008 2007

(unaudited) (audited)

Revenues
Product sales.......................................................... 11,924 19,251 75,378 63,422
Processing fees ....................................................... 59 97 406 504
Transportation recharges....................................... 205 179 517 646
Other revenue ........................................................ 226 235 1,567 611

Total revenues and other income ............................ 12,414 19,762 77,868 65,183

Operating expenses
Cost of sales .......................................................... (10,645) (15,815) (64,555) (53,018)
Selling, general and administrative expenses ......... (1,549) (1,766) (7,547) (7,568)

Total operating expenses ........................................ (12,194) (17,581) (72,102) (60,586)

Operating profit...................................................... 220 2,181 5,766 4,597

Financial (expenses)/income
Exchange (loss)/gain, net ....................................... (2,433) 330 (2,901) 523
Interest income ...................................................... 58 29 114 107
Interest expense ..................................................... (393) (260) (1,183) (780)

Total financial (expenses)/income ........................... (2,768) 99 (3,970) (150)

Share of net results of associates............................ 55 58 137 178

Dilution of interest in associate .............................. (72) — — —

Profit before taxation ............................................. (2,565) 2,338 1,933 4,625
Income tax benefit/(expense) ................................. 535 (443) (818) (1,304)

(Loss)/Profit for the year........................................ (2,030) 1,895 1,115 3,321
Profit attributable to:
Parent company shareholders................................ (2,030) 1,896 1,532 3,203
Minority interests .................................................. — (1) (417) 118
Profit for the period ............................................... (2,030) 1,895 1,115 3,321

Adjusted for:
Income tax expense ............................................... (535) 443 816 1,304
Total financial expense, net ................................... 2,768 (99) 3,970 150
Depreciation .......................................................... 940 697 2,953 2,471
Impairment ............................................................ — — 40 516
Share of net results in associates ........................... (55) (58) (137) (178)

EBITDA(1) ............................................................. 1,088 2,878 8,759 7,584

Note:

(1) EBITDA is defined as profit for the period before income tax expense; total financial expense, net; depreciation; impairments and
results from associates. EBITDA is not a presentation made in accordance with IFRS, is not a measure of financial condition,
liquidity or profitability and should not be considered as an alternative to net profit determined in accordance with IFRS or
operating cash flows determined in accordance with IFRS. Additionally, EBITDA is not intended to be a measure of free cash
flow for management’s discretionary use, as it does not take into account certain items such as investments in associates, interest
and principal payments on indebtedness or depreciation expense (as the group uses capital assets, depreciation expense is a
necessary element of the group’s costs and the ability to generate future revenue), working capital needs, tax payments, non-
recurring expenses and capital expenditures. The inclusion of EBITDA in this Prospectus is appropriate to provide additional
information to investors about the Group’s operating performance and to provide a measure of operating results unaffected by
differences in capital structures, capital investment cycles and ages of related assets among otherwise comparable companies.
Additionally, these measures may be considered useful in measuring the ability to meet debt service obligations. As not all
companies calculate EBITDA identically, this presentation of EBITDA may not be comparable to other similarly titled measures
of other companies.
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Selected Cash Flow Data

Three months ended 31 March Year ended 31 December

Amounts in RUR million, in accordance with IFRS 2009 2008 2008 2007

(unaudited) (audited)

Net cash provided by/(used in) operating activities 3,252 1,808 8,736 2,721

Net cash used in investing activities ...................... (1,029) (1,940) (7,890) (4,201)

Net cash provided by financing activities.............. 104 715 751 1,090

Effect of exchange rate changes ............................ 66 (14) (49) (27)

Net increase in cash and cash equivalents............... 2,393 569 152 569

Selected Balance Sheet Data

As at

31 March As at 31 December

Amounts in RUR million, in accordance with IFRS 2009 2008 2007

(unaudited) (audited)

Cash and cash equivalents (excluding restricted cash)(1)............. 4,093 1,700 152

Inventories ................................................................................... 5,323 5,709 6,219

Other current assets ..................................................................... 7,055 7,259 8,648

Property, plant and equipment(3) ................................................ 37,115 37,647 31,707
Other non-current assets.............................................................. 5,178 5,002 4,672

Total assets .................................................................................. 58,764 57,587 51,398

Total debt(2) ................................................................................. 22,783 20,125 14,789

Other current liabilities................................................................ 9,135 8,321 8,065

Other non-current liabilities ........................................................ 286 604 655

Total liabilities 32,204 29,050 23,509

Minority interests ........................................................................ 1,221 1,207 1,060

Total equity .................................................................................. 26,560 28,537 27,889

Notes:

(1) Cash and cash equivalents (excluding restricted cash) represents cash on hand, balances with banks and instruments with maturity
at the date of inception of less than three months and excludes restricted amounts deposited under a loan agreement (31 March
2009: RUR nil; 2008: RUR nil; 2007: RUR165 million).

(2) Property, plant and equipment includes assets under construction (31 March 2009: RUR2,451 million; 2008: RUR2,273 million;
2007: RUR5,816 million).

(3) Total debt represents current borrowings and current portion of non-current borrowings in addition to non-current borrowings.

(4) Total equity includes minority interests.
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Other Financial Ratios

Three months

ended

31 March Year ended 31 December

Amounts in RUR million, in accordance with IFRS 2009 2008 2007

(unaudited)

Net debt(1).................................................................................... 18,690 18,425 14,637

Indebtedness ratio(2) .................................................................... 70% 65% 53%

Gearing ratio(3) ............................................................................ 41% 39% 34%

Notes:

(1) Net debt represents total debt less cash and cash equivalents (excluding restricted cash).

(2) Indebtedness ratio represents net debt as a percentage of total equity.

(3) Gearing ratio represents net debt divided by total capital, which comprises total equity plus net debt.
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FINANCIAL REVIEW

The following discussion should be read in conjunction with the Financial Statements. Unless

otherwise specified, the financial data set forth below have been extracted, without adjustments, but

subject to rounding, from the Consolidated Financial Statements presented on pages F-1 to F-95 of this

Prospectus.

In this Financial Review, all amounts are presented in Roubles, which is the functional currency

of the Group.

Overview

The Group, established in 1967, is a leading Russian petrochemical producer and one of the

major petrochemical producers in Central and Eastern Europe in terms of production and sales. The

Group’s principal products can largely be classified into four categories: monomers, rubbers, plastics

and other petrochemicals. The Group also operates a network of approximately 800 kilometres of

ethylene pipeline.

The Group’s operating profit for the year ended 31 December 2008 increased by 25.4 per cent.

to RUR5,766 million compared to RUR4,597 million for the year ended 31 December 2007. The

Group’s total revenues and other income for the year ended 31 December 2008 increased by 19.5 per
cent. to RUR77,868 million and the Group’s total operating expenses increased by 19 per cent. to

RUR72,102 million, compared to RUR65,183 million and RUR60,586 million, respectively, for the

year ended 31 December 2007. For the three months ended 31 March 2009, the Group’s operating

profit decreased by 89.9 per cent. to RUR220 million compared to RUR2,181 million for the three

months ended 31 March 2008. The Group’s total revenues and other income for the three months

ended 31 March 2009 decreased by 37.2 per cent. to RUR12,414 million and the Group’s total

operating expenses decreased by 30.6 per cent. to RUR12,194 million, compared to RUR19,762

million and RUR17,581 million, respectively, for the three months ended 31 March 2008.

For the year ended 31 December 2008, the Group’s total financial expenses increased to

RUR3,970 million from RUR150 million. For the three months ended 31 March 2009, the Group has

realised total financial expenses of RUR2,768 million compared to a financial gain of RUR99 million
for the three months ended 31 March 2008.

For the year ended 31 December 2008, the Group’s net profit decreased by 66.4 per cent. to

RUR1,115 million compared to RUR3,321 million for the year ended 31 December 2007. For the

three months ended 31 March 2009, the Group has realised a net loss of RUR2,030 million
compared to a net profit of RUR1,895 million for the three months ended 31 March 2008.

The decrease in the Group’s net profit for the year ended 31 December 2008 as compared to the

year ended 31 December 2007 and for the three months ended 31 March 2009 as compared to the
three months ended 31 March 2008 was primarily due to the global recession which led to a material

depreciation in the Rouble compared to the U.S. Dollar and Euro resulting in a substantial exchange

loss (which primarily relates to non-cash items) for the year ended 31 December 2008 of RUR2,901

million and RUR2,433 million for the three months ended 31 March 2009. In addition to this, the

Group experienced substantially decreased prices for the Group’s products in the fourth quarter of

2008 which initially fell lower than the prices for associated raw materials. The Group’s substantial

exchange loss (which primarily relates to non-cash items) resulted in a reduction in net profit for the

year ended 31 December 2008 and offset the Group’s increased operating profit for the year ended
31 December 2008, which resulted from high end product prices in the first three quarters of 2008.

As at 31 March 2009, the Group had 21 subsidiaries (being defined for the purposes of the

Group’s Consolidated Financial Statements as business undertakings in which the Group, directly or
indirectly, has an interest of usually more than half of the voting rights or otherwise has the power

to exercise control over the operations). These subsidiaries are consolidated in the Group’s

Consolidated Financial Statements.

As at 31 March 2009, the Group had eight associates (being defined for the purposes of the

Group’s Audited Consolidated Financial Statements as entities over which the Group generally has

between 20 per cent. and 50 per cent. of the voting rights, or otherwise the Group has significant

influence over, but does not control). These associates are accounted for by the equity method of

accounting in the Group’s Consolidated Financial Statements.
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Significant Factors affecting Results of Operations

Revenue and Profit

The Group has continued its strategy of shifting to production and sales of higher value-added

elastomers (for example, plastics and rubbers) as a result of which the share of those products in the

total Group product sales has increased by 8 per cent. to 55 per cent. in 2008. This factor coupled

with abnormally high prices for most of the Group’s products in the first half of 2008 along with an

actual increase in volumes sold has resulted in higher revenue and EBIDTA for the year ended

31 December 2008 compared to the year ended 31 December 2007.

Nevertheless, the impact of the global recession in the fourth quarter of 2008 ultimately led to a

substantial decrease in profitability for the year ended 31 December 2008 and continued into the first

quarter of 2009.

The Group experienced a significant decline in demand and prices for a number of Group

products in the fourth quarter of 2008 and the first quarter of 2009. For example, a number of

products in the Group’s portfolio are ultimately used for tyre production, which has been severely

affected by the decline in the automotive sector. Although sales in March 2009 showed a modest
growth in both volumes and prices, the earlier decline has damaged profitability for the year ended

31 December 2008, the fourth quarter of 2008 and the first quarter of 2009.

Exchange Rates

The Group’s results were also adversely affected by the substantial devaluation of the Rouble in

the fourth quarter of 2008. According to the CBR, the Rouble has depreciated by approximately 20

per cent. as compared to the U.S. dollar, and by 15 per cent. as compared to the Euro, respectively,
for the year ended 31 December 2008. This has led to a revaluation of non-Rouble denominated debt

obligations and a subsequent exchange loss of RUR2.901 billion in 2008 compared to a RUR523

million exchange gain in 2007. The Group has reacted to the decreased Rouble by increasing the

share of export sales in the first quarter of 2009.

Critical Accounting Policies

The accounting policies for the Group’s business are based on principals of International

Financial Reporting Standards and involve a significant amount of management discretion. For a
comprehensive discussion on the Group’s accounting policies, see the Consolidated Financial

Statements.
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Results of Operations for the years ended 31 December 2008 and 31 December 2007

Consolidated Income Statement

Amounts in RUR million, in accordance with IFRS 2008 2007

(audited)

Revenues

Product sales ...................................................................................................... 75,378 63,422

Processing fees ................................................................................................... 406 504

Transportation recharges and services............................................................... 517 646

Other revenue .................................................................................................... 1,567 611

Total revenues and other income ........................................................................ 77,868 65,183

Operating expenses

Cost of sales....................................................................................................... (64,555) (53,018)

Selling, general and administrative expenses ..................................................... (7,547) (7,568)

Total operating expenses .................................................................................... (72,102) (60,586)

Operating profit ................................................................................................. 5,766 4,597

Financial income/(expenses)

Exchange (loss)/gain, net ................................................................................... (2,901) 523

Interest income .................................................................................................. 114 107

Interest expense.................................................................................................. (1,183) (780)

Total financial expenses, net ............................................................................... (3,970) (150)

Share of net results of associates ........................................................................ 137 178

Profit before taxation ........................................................................................ 1,933 4,625

Income tax expense............................................................................................ (818) (1,304)

Profit for the year .............................................................................................. 1,115 3,321

Profit attributable to:

Parent company shareholders............................................................................ 1,532 3,203

Minority interests............................................................................................... (417) 118

Profit for the year .............................................................................................. 1,115 3,321

46

c101352pu020Proof7:26.10.09B/LRevision:0OperatorYouG



Revenues

Total revenues and other income of the Group increased by 19.5 per cent. to RUR77,868

million for the year ended 31 December 2008 compared to RUR65,183 million for the year ended
31 December 2007. A breakdown of the Group’s total revenues and other income is set out below.

Amounts in RUR million, in accordance with IFRS 2008 2007

(audited)

Revenues

Product sales ...................................................................................................... 75,378 63,422

Processing fees ................................................................................................... 406 504
Transportation recharges and services............................................................... 517 646

Other revenue .................................................................................................... 1,567 611

Total revenues and other income ........................................................................ 77,868 65,183

Product Sales

The Group’s product sales are derived mainly from the sales of rubbers, plastics, monomers and

other petrochemicals and are determined by the quantities of products the Group sells and the

averaged realised selling prices. The volume, mix and prices the Group realises are determined to a
large extent by a combination of global and regional demand factors. Historically rubbers have been

the core product of the Group, however, with the launch of the Polystyrene, Polypropylene and

Polyethylene units during the last five years, the Group’s product mix has been shifting towards

plastics and the Group expects this trend to continue. For a detailed discussion, please see

‘‘Description of the Group’s Business – Operations – Production and Sales’’.

The Group’s product sales increased by 18.9 per cent. to RUR75,378 million for the year ended

31 December 2008 compared to RUR63,422 million for the year ended 31 December 2007.

This increase in the Group’s product sales in 2008 was due to three factors. The first being an
increase in actual product volumes sold, due mainly to the commissioning of new investment projects

in 2008 (such as the ethylene and polystyrene plants) or previous investment projects coming fully on-

line (such as the polypropylene, halobutyl rubber and SKD-L butadiene rubber facilities). The second

being much higher than typical prices for most petrochemicals during the first half of 2008. The third

factor being the strengthening of the U.S. Dollar and Euro against the Rouble. During 2008,

international sales accounted for approximately 52 per cent. of total sales in comparison to

approximately 51 per cent. in 2007.

Amounts in RUR million, in accordance with IFRS 2008 2007

(audited)

Russia and CIS .................................................................................................. 39,674 34,939

Other Europe ..................................................................................................... 33,852 26,523

North America................................................................................................... 1,158 715

Other.................................................................................................................. 694 1,245

Total product sales ............................................................................................. 75,378 63,422

The Group’s product sales to Russia and the CIS increased by 13.6 per cent. to RUR39,674

million for the year ended 31 December 2008 compared to RUR34,939 million for the year ended

31 December 2007; the Group’s product sales to other European countries increased by 27.6 per cent.

to RUR33,852 million for the year ended 31 December 2008 compared to RUR26,523 million for the

year ended 31 December 2007; the Group’s product sales to North America increased by 61.9 per

cent. to RUR1,158 million for the year ended 31 December 2008 compared to RUR715 million for

the year ended 31 December 2007 and the Group’s product sales to other countries decreased by 44.3
per cent. to RUR694 million for the year ended 31 December 2008 compared to RUR1,245 million

for the year ended 31 December 2007.

The increase in the Group’s product sales to North America and to other European countries

for the year ended 31 December 2008, as compared to the year ended 31 December 2007, can be

attributed to a number of factors.
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The growth in sales to North America can be attributed to the Group having successfully

introduced a new synthetic rubber, SKD-L, to the product mix during 2008, having initiated export

sales of isoprene-monomer and having achieved unusually high prices for Butyl Rubber in North

America in 2008. The increase in European sales is explained by the increase in demand for synthetic
rubbers, the introduction of SKD-L to the European market and increased sales of polystyrene and

PEG. Sales to other countries for the year ended 31 December 2008 have decreased as compared to

the year ended 31 December 2007 due to the Group’s focus on North America and Europe as a

result of the Group introducing new products to the market and reacting to the strengthening of the

U.S. dollar and Euro.

Other revenues

The Group’s other revenues increased by 156.5 per cent. to RUR1,567 million for the year
ended 31 December 2008 compared to RUR611 million for the year ended 31 December 2007.

This increase was partly due to the disposal of a 9 per cent. stake in an associate, SPURT

Bank, which realised RUR99 million and increases in demand for ethylene storage services.

Operating Expenses

Total operating expenses of the Group for the year ended 31 December 2008 increased by 19

per cent. to RUR72,102 million in 2008 compared to RUR60,586 million for the year ended

31 December 2007.

A breakdown of the Group’s operating expenses is set out below.

Amounts in RUR million, in accordance with IFRS 2008 2007

(audited)

Operating expenses

Cost of sales....................................................................................................... (64,555) (53,018)

Selling, general and administrative expenses ..................................................... (7,547) (7,568)

Total operating expenses .................................................................................... (72,102) (60,586)

Costs of sales

The costs of sales of the Group for the year ended 31 December 2008 increased by 21.8 per
cent. to RUR64,555 million in 2008 compared to RUR53,018 million for the year ended 31 December

2007.

The costs of sales of the Group for 2008 and 2007 are set out in the table below.

Amounts in RUR million, in accordance with IFRS 2008 2007

(audited)

Raw materials .................................................................................................... 39,735 31,866

Energy and fuel.................................................................................................. 11,268 8,394

Personnel costs................................................................................................... 5,102 4,480

Services and other.............................................................................................. 2,549 3,122
Depreciation....................................................................................................... 2,806 2,305

Unified social tax ............................................................................................... 1,190 1,008

Repairs and maintenance................................................................................... 784 888

Taxes other than income tax ............................................................................. 737 667

Rental payment for land.................................................................................... 383 280

Impairment provision for obsolete stock........................................................... 1 8

Total cost of sales .............................................................................................. 64,555 53,018

Raw materials

The cost of raw materials of the Group increased by 24.7 per cent. to RUR39,735 million for

the year ended 31 December 2008 compared to RUR31,866 million for the year ended 31 December

2007.
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This increase was due to the growth of both the volumes and the prices of raw materials

bought. In the year ended 31 December 2008, the Group increased production to 1,858 million tonnes

as compared to 1,725 million tonnes in the year ended 31 December 2007 due to increased

production on existing capacity as well as new capacity brought online during 2008. The Group’s
primary raw material is naphtha, the cost of which is directly linked to global commodity prices. The

Group obtains naphtha from a related party of the group as part of a 10-year contract which is

priced using the quoted European naphtha rate in U.S. dollars, which is then translated into Roubles.

Raw material costs have risen due to the US$ strengthening against the Rouble, offset against a

decrease in global commodity prices in the fourth quarter.

Energy and fuel

The cost of energy and fuel of the Group increased by 34.2 per cent. to RUR11,268 million for

the year ended 31 December 2008 compared to RUR8,394 million for the year ended 31 December

2007.

This was due to the increase in government-regulated tariffs for energy and fuel, accompanied
by an increase in production and capacity due to new plants being brought online.

Personnel costs

Personnel costs of the Group increased by 13.9 per cent. to RUR5,102 million for the year

ended 31 December 2008 compared to RUR4,480 million for the year ended 31 December 2007.

This increase was due to an increase by 15 per cent. of baseline employee wages from 1 April

2008. This wage increase was implemented to counter the effects of inflation on employee wages and

to strengthen the Group’s position as a competitive employer in the region.

Services and other

Services and other costs of the Group decreased by 18.4 per cent. to RUR2,549 million for the
year ended 31 December 2008 compared to RUR3,122 million for the year ended 31 December 2007.

Services and other costs include amounts paid for mySAP ERP support, security and intra-territory

transportation among others.

The decrease in line ‘‘Services and other’’ was mainly attributable to the decrease in a number
of services, which were previously rendered by third parties. In 2008 the Group ceased to use certain

contracted third parties’ services and switched over the use of in-house resources.

Depreciation

The cost of depreciation of the Group increased by 21.7 per cent. to RUR2,806 million for the

year ended 31 December 2008 compared to RUR2,305 million for the year ended 31 December 2007.

This increase was due to the upgrade of the ethylene unit, as well as new production facilities

being brought online, such as the SKD-L rubber and polystyrene units. See ‘‘? Investment

Programme’’ below.

Unified social tax

Unified social tax costs of the Group increased by 18.1 per cent. to RUR1,190 million for the

year ended 31 December 2008 compared to RUR1,008 million for the year ended 31 December 2007.

This increase was a result of the growth of personnel costs due to the increase of 15 per cent. in

baseline employee wages from 1 April 2008.

Repairs and maintenance

Repairs and maintenance costs of the Group decreased by 11.7 per cent. to RUR784 million for

the year ended 31 December 2008 compared to RUR888 million for the year ended 31 December

2007.

This decrease was a result of the cost optimisation measures implemented by the Group in the

fourth quarter of 2008, specifically the transfer of a significant amount of maintenance services,

previously rendered by third parties, to subsidiaries of the Company, thus meaning these costs are

reflected in other ‘‘Costs of sales’’ line items rather than the ‘‘Repairs and maintenance’’ line item.
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Taxes other than income tax

Taxes other than income tax of the Group increased by 10.5 per cent. to RUR737 million for

the year ended 31 December 2008 compared to RUR667 million for the year ended 31 December
2007.

Taxes other than income tax consist, inter alia, of property tax, land tax, tax for the usage of

water bodies and ecofund taxes. This increase can be primarily attributed to increased property tax

payable by the Group due to the commissioning of new production facilities which were constructed
in late 2007 and 2008.

Selling, general and administrative expenses

The selling, general and administrative expenses of the Group for the years ended 31 December

2008 and 2007 are set out in the table below. Selling, general and administrative expenses decreased

by 0.3 per cent. to RUR7,547 million in 2008 from 7,568 million in 2007.

Amounts in RUR million, in accordance with IFRS 2008 2007

(audited)

Transportation expenses .................................................................................... 1,750 2,021

Maintenance of social infrastructure ................................................................. 989 1,019

Personnel costs................................................................................................... 1,215 956

Materials ............................................................................................................ 1,288 947
Impairment provision on fixed assets ................................................................ 39 385

Insurance............................................................................................................ 538 216

Unified social tax ............................................................................................... 234 201

Other.................................................................................................................. 1,494 1,823

Total selling, general and administrative expenses .............................................. 7,547 7,568

Transportation expenses

Transportation expenses of the Group decreased by 13.4 per cent. to RUR1,750 million for the
year ended 31 December 2008 compared to RUR2,021 million for the year ended 31 December 2007.

Transportation costs consist of certain haulier charges, rail transportation and local pipeline costs.

This decrease was due to a large proportion of domestic truck transportation being handled by

a newly-formed subsidiary, LLC UAT, and lower sales of some export-oriented petrochemical
commodities transported by rail and increased sales of plastics produced from the same feedstock

base. The latter are mostly oriented at the domestic market and transported by road, which is

generally cheaper than rail transport.

Personnel costs

Personnel costs of the Group increased by 27.1 per cent. to RUR1,215 million for the year

ended 31 December 2008 compared to RUR956 million for the year ended 31 December 2007. This

increase was mainly due to the 15 per cent. increase in baseline employee wages from 1 April 2008

and in premiums.

Materials

Materials expenses of the Group increased by 36.0 per cent. to RUR1,288 million for the year

ended 31 December 2008 compared to RUR947 million for the year ended 31 December 2007.

This increase was due to an increase in the volume of products that require packaging (such as

plastics, rubbers and PEG) as well as the usage of new types of packaging materials.

Impairment provision on fixed assets

Impairment charges of the Group decreased by 89.9 per cent. to RUR39 million for the year

ended 31 December 2008 compared to RUR385 million for the year ended 31 December 2007.

The charge in 2007 was in respect of the write-down, pursuant to IAS 36, of two non-core

subsidiaries engaged in the development of social infrastructure, LLC SCC Neftekhimik and OJSC

SOV NKNK.
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Insurance

Insurance expenses of the Group increased by 149.1 per cent. to RUR538 million for the year

ended 31 December 2008 compared to RUR216 million for the year ended 31 December 2007.

This increase was due to the growth of insurance rates resulting from the renegotiation of the

Group’s insurance cover, including in respect of the new plants and increased capacity.

Unified social tax

Unified social tax expenses of the Group increased by 16.4 per cent. to RUR234 million for the

year ended 31 December 2008 compared to RUR201 million for the year ended 31 December 2007.

This increase was a result of the growth of administrative personnel costs.

Other selling, general and administrative costs

Other costs of the Group decreased by 18.0 per cent. to RUR1,494 million for the year ended

31 December 2008 compared to RUR1,823 million for the year ended 31 December 2007.

This decrease was due to a non-recurring impairment provision on investments of RUR123

million recorded in the year ended 31 December 2007, a decrease in information services and

consulting costs of RUR113million and a decrease in bad debt provision of RUR55 million.

Operating profit

For the reasons set out above, the Group’s operating profit for the year ended 31 December

2008 increased by 25.43 per cent. to RUR5,766 million compared to RUR4,597 million for the year
ended 31 December 2007.

Financial income/expenses

Exchange loss/gain

For the year ended 31 December 2008, the Group realised an exchange loss of RUR2,901

million as compared to an exchange gain of RUR523 million for the year ended 31 December 2007.

This can be attributed to the revaluation of non-Rouble-denominated debt obligations for the

year ended 31 December 2008 following the devaluation of the Rouble during the fourth quarter.

According to the CBR, the Rouble depreciated by approximately 20 per cent. compared to the U.S.
dollar, and by 15 per cent. compared to the Euro, for the year ended 31 December 2008.

Interest expense

The Group’s interest expense increased by 51.7 per cent. to RUR1,183 million for the year

ended 31 December 2008 compared to RUR780 million for the year ended 31 December 2007.

This increase was mainly due to the amortisation of loan discounts, the increase in the number

of leasing contracts and an increase in the indebtedness of the Company’s subsidiaries.

Total financial expenses

For the reasons set out above, the Group’s total financial expenses for the year ended

31 December 2008 increased by 2546.7 per cent. to RUR3,970 million compared to RUR150 million
for the year ended 31 December 2007.
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Share of net results of associates

As at 31 December 2008, the Group had investments in eight associates (being defined as

entities over which the Group generally has between 20 per cent. and 50 per cent. of the voting
rights, or otherwise the Group has significant influence over, but does not control) that are accounted

for under the equity method in the Group’s Financial Statements.

Associate Activities of associate Amount of investment Ownership percentage

31 December

2008 2007 2008 2007

(audited)

Tatneftekhiminvest-

holding...................... Holding company 165 242 7.30% 7.30%

Spurt Bank .................... Banking services 73 179 5.05% 14.05%

Tatfundbank.................. Banking services 268 178 3.20% 3.20%

KB Intekhbank.............. Banking services 168 162 20.00% 20.00%

SP Elastokam ................ Production of polyurethane 124 130 50.00% 50.00%

Karpov Plant................. Production of chemicals 86 96 32.81% 32.81%

Kaminterkhim ............... Production of chemicals — — 49.00% 49.00%

Other ............................. Various 1 9 Various Various

Total .............................. 885 996

Source: the Company

All associates are incorporated within the Russian Federation.

The Group’s share of the net results of its associates decreased by 23.0 per cent. to RUR137
million for the year ended 31 December 2008 compared to RUR178 million for the year ended

31 December 2007.

This decrease was due to the sale of 9 per cent. of the Group’s stake in SPURT Bank in April

2008.

Profit before taxation

For the reasons set out above, the Group’s profit before taxation for the year ended

31 December 2008 decreased by 58.2 per cent. to RUR1,933 million compared to RUR4,625 million

for the year ended 31 December 2007.

Income tax expense

The Group’s income tax expense decreased by 37.3 per cent. to RUR818 million for the year

ended 31 December 2008 compared to RUR1,304 million for the year ended 31 December 2007. In

the year ended 31 December 2008, the effective rate of tax was 42 per cent., an increase from the

effective rate of tax for the year ended 31 December 2007 of 28 per cent. The increase in effective tax

rate was primarily due to non-deductable items (although decreasing in absolute terms) representing a

larger proportion of taxable profit.

This decrease was due to a decrease in profit before taxation.

Net profit for the period

For the reasons set out above, the Group’s net profit for the year ended 31 December 2008
decreased by 66.4 per cent. to RUR1,115 million compared to RUR3,321 million for the year ended

31 December 2007.
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Analysis of the Consolidated Financial Condition of the Group as at 31 December 2008 and as at 31 December

2007

Consolidated Balance Sheet

Amounts in RUR million, in accordance with IFRS 31 December

2008 2007

(audited)

Assets

Current assets

Cash and cash equivalents ................................................................................. 1,700 152
Restricted cash................................................................................................... — 165

Trade accounts receivable and other receivables............................................... 3,282 3,378

Inventories ......................................................................................................... 5,709 6,219

VAT receivable .................................................................................................. 551 1,026

Other current assets ........................................................................................... 3,696 4,079

Total current assets ............................................................................................ 14,938 15,019

Non-current assets

Investments in associates ................................................................................... 885 996
Other non-current assets.................................................................................... 4,117 3,676

Property, plant and equipment.......................................................................... 37,647 31,707

Total non-current assets ..................................................................................... 42,649 36,379

Total assets ........................................................................................................ 57,587 51,398

Liabilities and Equity

Current liabilities

Current borrowings and current portion of non-current borrowings ............... 7,707 3,958

Accounts payable and accrued liabilities........................................................... 7,920 7,767

Income tax payable............................................................................................ 2 1

Taxes other than income payable...................................................................... 399 297

Total current liabilities ....................................................................................... 16,028 12,023

Non-current liabilities

Non-current borrowings .................................................................................... 12,418 10,831

Deferred tax liability.......................................................................................... 301 451

Deferred income ................................................................................................ 92 105

Other non-current liabilities............................................................................... 211 99

Total non-current liabilities ................................................................................ 13,022 11,486

Total liabilities ................................................................................................... 29,050 23,509

Equity attributable to parent company shareholders

Share capital ...................................................................................................... 6,332 6,332
Currency translation reserve.............................................................................. 36 27

Retained earnings .............................................................................................. 20,962 20,470

Total equity attributable to parent company shareholders .................................. 27,330 26,829

Minority interests ............................................................................................... 1,207 1,060

Total equity ........................................................................................................ 28,537 27,889

Total liabilities and equity .................................................................................. 57,587 51,398
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Total Assets

As at 31 December 2008, the Group had total assets of RUR57,587 million, a 12 per cent.

increase from RUR51,398 million as at 31 December 2007.

Cash

As at 31 December 2008, the Group had cash and cash equivalents of RUR1,700 million, a

1018.4 per cent. increase from RUR152 million as at 31 December 2007. This increase was mainly
due to an increase of earnings from operating activities and the renegotiation of certain raw material

supply terms and conditions that allowed an increase in the working capital of the Group.

The Group had no restricted cash as at 31 December 2008 as compared to RUR165 million as
at 31 December 2007. This was due to the repayment of the Eximbank and Citibank N.A.

consortium loan in March 2008.

Inventories

As at 31 December 2008, the Group’s inventories were RUR5,709 million, a 8.2 per cent.

decrease from RUR6,219 million as at 31 December 2007. This decrease was mainly due to a

decrease in prices for raw materials in stock and the cost of end products in the fourth quarter of

2008.

Other current assets

As at 31 December 2008, the Group had current assets of RUR3,696 million, a 9.4 per cent.

decrease from RUR4,079 million as at 31 December 2007. This decrease was mainly due to decrease

in advance payments to suppliers as a result of the global recession and the resulting reduction in

prices and procurement volumes of the Group’s input.

Investments in associates

As at 31 December 2008, the Group had investments in associates of RUR885 million, a 11.1

per cent. decrease from RUR996 million as at 31 December 2007. This decrease was mainly due to

the sale of 9 per cent. of the Group’s stake in SPURT Bank.

Other non-current assets

As at 31 December 2008, the Group’s other non-current assets totalled RUR4,117 million, a 12

per cent. increase from RUR3,676 million as at 31 December 2007. This increase was mainly due to a
reassessment of available-for-sale investments and other non-financial assets.

Property, plant and equipment

As at 31 December 2008, the Group had property, plant and equipment of RUR37,647 million,
a 18.7 per cent. increase from RUR31,707 million as at 31 December 2007. This increase was mainly

due to additions to property, plant and equipment (principally the polyethylene, ethylene and

polystyrene production units).

Total Liabilities

As at 31 December 2008, the Group had total liabilities of RUR29,050 million, a 23.6 per cent.

increase from RUR23,509 million as at 31 December 2007. This increase was largely due to increased

borrowings as well as a reassessment of the Group’s foreign currency denominated debt obligations as

a result of a devalued Rouble.

Borrowings

As at 31 December 2008, the Group had current borrowings and current portion of non-current

borrowings of RUR7,707 million, a 94.7 per cent. increase from RUR3,958 million as at 31 December
2007. This increase was mainly due to the maturity of the current portion of non-current borrowings

as well as a revaluation of the Group’s foreign currency-denominated debt obligations as a result of a

devalued Rouble. RUR1,500 million of the above-mentioned RUR7,707 million is the amount of a

RUR-denominated bond issue. This issue was due to mature in 2012 but was repaid by the Group in

April of 2009 due to the exercise of a put option by bondholders.

As at 31 December 2008, the Group has non-current borrowings of RUR12,418 million, a 14.7

per cent. increase from RUR10,831 million as at 31 December 2007. This increase was mainly due to

a reassessment of the Group’s foreign currency denominated debt obligations as a result of a

54

c101352pu020Proof7:26.10.09B/LRevision:0OperatorYouG



devalued Rouble and new long-term borrowings taken out by the Group, offset by the reclassification

of the current portion of non-current debt.

As at 31 December 2008, the Group’s current and non-current borrowings comprised

RUR20,125 million compared to RUR14,789 as at 31 December 2007.

Taxes

As at 31 December 2008, the Group had income tax payable of RUR2 million, a 100 per cent.

increase from RUR1 million as at 31 December 2007.

As at 31 December 2008, the Group had taxes other than income tax payable of RUR399

million, a 34.3 per cent. increase from RUR297 million as at 31 December 2007. This increase was
due to an increase in property tax owed by the Group as a result of the commissioning of new

industrial facilities.

As at 31 December 2008, the Group had a deferred tax liability of RUR301 million, a 33.3 per

cent. decrease from RUR451 million as at 31 December 2007. This was due to tax rate changes and

certain other factors.
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Results of operations for the three months ended 31 March 2009 and 31 March 2008

Amounts in RUR million, in accordance with IFRS Three months ended 31 March

2009 2008

(unaudited)

Revenues

Product sales ...................................................................................................... 11,924 19,251

Processing fees ................................................................................................... 59 97

Transportation recharges ................................................................................... 205 179
Other revenue .................................................................................................... 226 235

Total revenues and other income ........................................................................ 12,414 19,762

Operating expenses

Cost of sales....................................................................................................... (10,645) (15,815)

Selling, general and administrative expenses ..................................................... (1,549) (1,766)

Total operating expenses .................................................................................... (12,194) (17,581)

Operating profit ................................................................................................. 220 2,181

Financial income/(expenses)

Exchange (loss)/gain, net ................................................................................... (2,433) 330

Interest income .................................................................................................. 58 29

Interest expense.................................................................................................. (393) (260)

Total financial income/(expenses) ....................................................................... (2,768) 99

Share of net results of associates ........................................................................ 55 58

Dilution of interest in associate .......................................................................... (72) —

Profit before taxation ........................................................................................ (2,565) 2,338

Income tax expense............................................................................................ 535 (443)

Profit for the year .............................................................................................. (2,030) 1,895

Other comprehensive income:

Fair value gains on available-for-sale financial assets, net of tax ..................... 17 58
Currency translation differences ........................................................................ 36 18

Total comprehensive income for the period ......................................................... (1,977) 1,971

Profit attributable to:

Parent company shareholders............................................................................ (2,030) 1,896

Minority interests............................................................................................... — (1)

(2,030) 1,895

Total comprehensive income attributable to:
Parent company shareholders............................................................................ (1,991) 1,963

Minority interests............................................................................................... 14 8

(1,977) 1,971
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Revenues

Total revenues and other income of the Group decreased by 37.2 per cent. to RUR12,414

million for the three months ended 31 March 2009 compared to RUR19,762 million for the three
months ended 31 March 2008. A breakdown of the Group’s total revenues and other income is set

out below.

Amounts in RUR million, in accordance with IFRS Three months ended 31 March

2009 2008

(unaudited)

Revenues

Product sales ...................................................................................................... 11,924 19,251

Processing fees ................................................................................................... 59 97

Transportation recharges ................................................................................... 205 179

Other revenue .................................................................................................... 226 235

Total revenues and other income ........................................................................ 12,414 19,762

Product Sales

The Group’s product sales decreased by 38.1 per cent. to RUR11,924 million for the three

months ended 31 March 2009 compared to RUR19,251 million for the three months ended 31 March

2008.

This decrease was due to the ongoing global recession which led to a substantial decrease in

demand for the Group’s products and, as a result, much lower sales in terms of both volumes and

prices in January and February, with March marking the first signs of stabilisation and recovery.

During the period, the Group increased export sales to take advantage of the devalued Rouble.

Approximately 55 per cent. of revenues during the three months ended 31 March 2009 came from

customers in export markets compared to 53 per cent. for the three months ended 31 March 2008.

Amounts in RUR million, in accordance with IFRS Three months ended 31 March

2009 2008

(unaudited)

Russia and CIS .................................................................................................. 5,507 10,112

Other Europe ..................................................................................................... 5,685 8,667
North America................................................................................................... 143 266

Other.................................................................................................................. 589 206

Total product sales ............................................................................................. 11,924 19,251

Product sales to Russia and the CIS decreased by 46 per cent. to RUR5,507 million for the

three months ended 31 March 2009 compared to RUR10,112 million for the three months ended

31 March 2008; product sales to other European countries decreased by 34 per cent. to RUR5,685

million for the three months ended 31 March 2009 compared to RUR8,667 million for the three
months ended 31 March 2008; product sales to North America decreased by 46 per cent. to RUR143

million for the three months ended 31 March 2009 compared to RUR266 million for the three

months ended 31 March 2008 and product sales to other countries increased by 186 per cent. to

RUR589 million for the three months ended 31 March 2009 compared to RUR206million for the

three months ended 31 March 2008.

The large decrease in sales to Russia, the CIS, Europe and North America for the three months

ended 31 March 2009, as compared to the three months ended 31 March 2008, was a direct result of

the decreased demand across the world for most of the Group’s products as a result of the global

recession.

Transportation recharges and services

Transportation recharges and services have increased by 14.5 per cent. to RUR205 million for

the three months ended 31 March 2009 compared to RUR179 million for the three months ended

31 March 2008.
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This was as a result of an increase of ethylene transportation services both in terms of prices

and volumes.

Other revenues

Other revenues decreased by 3.8 per cent. to RUR226 million for the three months ended

31 March 2009 compared to RUR235 million for the three months ended 31 March 2008.

This decrease was due to less favourable economic conditions resulting in less non-core services

such as ethylene storage, rail-car feed and health resort vouchers being bought from the Group.

Operating Expenses

Total operating expenses of the Group decreased by 30.6 per cent. to RUR12,194 million for

the three months ended 31 March 2009 compared to RUR17,581 million for the three months ended
31 March 2008.

A breakdown of the Group’s operating expenses is set out below.

Amounts in RUR million, in accordance with IFRS Three months ended 31 March

2009 2008

(unaudited)

Operating expenses

Cost of Sales ...................................................................................................... (10,645) (15,815)

Selling, general and administrative expenses ..................................................... (1,549) (1,766)

Total operating expenses .................................................................................... (12,194) (17,581)

Costs of Sales

The costs of sales of the Group for the three months ended 31 March 2009 decreased by 32.7

per cent. to RUR10,645 million for the three months ended 31 March 2009 compared to RUR15,815

million for the three months ended 31 March 2008.

The costs of sales of the Group for the three months ended 31 March 2009 and 2008 are set

out in the table below.

Amounts in RUR million, in accordance with IFRS Three months ended 31 March

2009 2008

(unaudited)

Raw materials .................................................................................................... 5,035 9,754

Energy and fuel.................................................................................................. 2,549 3,030

Personnel costs................................................................................................... 1,110 1,125

Services and other.............................................................................................. 522 686

Depreciation....................................................................................................... 910 663

Unified social tax ............................................................................................... 266 293

Repairs and maintenance................................................................................... 57 7
Taxes other than income tax ............................................................................. 192 175

Rental payment for land.................................................................................... 4 82

Total cost of sales .............................................................................................. 10,645 15,815

Raw materials

The cost of raw materials decreased by 48.3 per cent. to RUR5,035 million for the three months

ended 31 March 2009 compared to RUR9,745 million for the three months ended 31 March 2008.

This decrease was due to the effects of the global recession resulting in lower volumes and

prices of raw materials used in the production of the Group’s products.
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Energy and fuel

The cost of energy and fuel decreased by 15.9 per cent. to RUR2,549 million for the three

months ended 31 March 2009 compared to RUR3,030 million for the three months ended 31 March
2008.

This decrease (even taking into account higher regulated tariffs that took effect from the
beginning of 2009) was due to the global recession resulting in lower volumes of raw energy and fuel

used in the production of the Group’s products.

Personnel Costs

Personnel costs decreased by 1.3 per cent. to RUR1,110 million for the three months ended

31 March 2009 compared to RUR1,125 million for the three months ended 31 March 2008.

This decrease was insubstantial due to limited changes in the structure of salaries for personnel.

In the three months ended 31 March 2009, the Group implemented its staff optimisation programme

and also cut bonuses and premiums as a result of the global recession. However, baseline wages were

15 per cent. higher than the same period in 2008. As a result of these two opposing factors, personnel

costs for the three months ended 31 March 2009 were only slightly lower compared to the personnel

costs for the three months ended 31 March 2008.

Services and other

Services and other costs decreased by 23.9 per cent. to RUR522 million for the three months

ended 31 March 2009 compared to RUR686 million for the three months ended 31 March 2008.

This decrease was a result of cost optimisation measures implemented by the Group.

Depreciation

The cost of depreciation increased by 37.3 per cent. to RUR910 million for the three months

ended 31 March 2009 compared to RUR663 million for the three months ended 31 March 2008.

This increase was due to the commissioning of new production facilities (most notably, the new

polystyrene and polyethylene units) and the relevant increase in the depreciation calculation basis.

Unified social tax

Unified social tax costs decreased by 9.2 per cent. to RUR266 million for the three months

ended 31 March 2009 compared to RUR293 million for the three months ended 31 March 2008.

This decrease was due to the decrease in personnel costs.

Repairs and maintenance

Repairs and maintenance costs increased by 714 per cent. to RUR57 million for the three

months ended 31 March 2009 compared to RUR7 million for the three months ended 31 March

2008.

This increase was due to the Group’s decision to reschedule capital maintenance for a number

of production facilities that had temporarily halted production as a result of declining demand and

prices in the first quarter of 2009, so that they would be ready for commencing production in a more
favourable economic environment.

Taxes other than income tax

Taxes other than income tax increased by 9.7 per cent. to RUR192 million for the three months

ended 31 March 2009 compared to RUR175 million for the three months ended 31 March 2008.

This increase can be mainly attributed to a growth in the property tax liability of the Group as

a result of the commissioning of new production facilities.
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Selling, general and administrative expenses

The selling, general and administrative expenses of the Group for the three months ended

31 December 2009 and 2008 are set out in the table below. Selling, general and administrative
expenses decreased by 13.4 per cent. to RUR1,592 million for the three months ended 31 March 2009

compared to 1,838 million for the three months ended 31 March 2008.

Amounts in RUR million, in accordance with IFRS Three months ended 31 March

2009 2008

(unaudited)

Transportation expenses .................................................................................... 329 597

Maintenance of social infrastructure ................................................................. 246 254

Personnel costs................................................................................................... 271 289

Materials ............................................................................................................ 290 309

Insurance............................................................................................................ 65 84

Unified social tax ............................................................................................... 62 65

Other.................................................................................................................. 286 168

Total selling, general and administrative expenses ............................................ 1,549 1,766

Transportation expenses

Transportation expenses decreased by 44.9 per cent. to RUR329 million for the three months

ended 31 March 2009 compared to RUR597 million for the three months ended 31 March 2008.

This decrease was due to lower volumes of product shipments as a result of the global recession.

Personnel costs

Personnel costs decreased by 6.2 per cent. to RUR271 million for the three months ended

31 March 2009 compared to RUR289 million for the three months ended 31 March 2008.

This decrease was due to staff and salary optimisation measures.

Materials

Materials expenses decreased by 6.1 per cent. to RUR290 million for the three months ended

31 March 2009 compared to RUR309 million for the three months ended 31 March 2008.

This decrease was due to lower sales volumes and lower values of required packing materials,

although the increased share of plastics in the Group’s sales has somewhat mitigated the decline of

associated expenses.

Insurance

Insurance expenses decreased by 22.6 per cent. to RUR65 million for the three months ended
31 March 2009 compared to RUR84 million for the three months ended 31 March 2008.

This decrease was a result of the Group negotiating more favourable terms with insurance

companies.

Unified social tax

Unified social tax expenses decreased by 4.6 per cent. to RUR62 million for the three months

ended 31 March 2009 compared to RUR65 million for the three months ended 31 March 2008.

This decrease was a result of the decrease in personnel costs.

Other selling, general and administrative costs

The Group’s other selling, general and administrative expenses increased by 70.2 per cent. to
RUR286 million for the three months ended 31 March 2009 compared to RUR168 million for the

three months ended 31 March 2008.

This increase was driven by a number of factors, including changes in bad debt provision

charges, which resulted in a RUR20 million charge for the three months ended 31 March 2009

compared to a RUR40 million release for the three months ended 31 March 2008.
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Operating profit

For the reasons set out above, the Group’s operating profit for the three months ended

31 March 2009 decreased by 89.9 per cent. to RUR220 million compared to RUR2,181 million for
the for the three months ended 31 March 2008.

Financial income/expenses

Exchange loss/gain

For the three months ended 31 March 2009, the Group realised an exchange loss of RUR2,433

million as compared to an exchange gain of RUR330 million for the three months ended 31 March

2008.

This loss can be mainly attributed to the revaluation of non-Rouble-denominated debt

obligations of the Group as a result of a substantial devaluation of the Rouble by the end of March
2009. According to the CBR, the Rouble has depreciated by approximately 16 per cent. compared to

the U.S. dollar, and by 8 per cent. compared to the Euro for the year ended 31 March 2009.

Interest Income

The Group’s interest income increased by 100 per cent. to RUR58 million for the three months

ended 31 March 2009 compared to the three months ended 31 March 2008.

Interest expense

The Group’s interest expense increased by 51.2 per cent. to RUR393 million for the three

months ended 31 March 2009 compared to RUR260 million for the three months ended 31 March

2008.

This increase was due to an increase in interest rates as well as an increase in the Group’s

indebtedness.

Total financial expenses

For the reasons set out above, the Group realised total financial expenses for the three months

ended 31 March 2009 in the amount of RUR2,768 million compared to total financial income in the

amount of RUR99 million for the three months ended 31 March 2008.

Share of net results of associates

The Group’s share of the net results of its associates decreased by 5.2 per cent. to RUR55

million for the three months ended 31 March 2009 compared to RUR58 million for the three months

ended 31 March 2008.

Profit before taxation

For the reasons set out above, the Group has realised a loss before taxation for the three

months ended 31 March 2009 of RUR2,565 million compared to a profit of RUR2,338 million for

the three months ended 31 March 2008.

Income tax expense

The Group has realised an income tax benefit of RUR535 million for the three months ended

31 March 2009 compared to an income tax expense RUR443 million for the three months ended

31 March 2008.

This was due to the Group’s negative profit for the period and the origination of the deferred

tax asset.

Profit attributable to minority interests

Profits attributable to minority interests amounted to RUR0 million for the three months ended

31 March 2009 compared to a loss of RUR1 million for the three months ended 31 March 2008.

This was as a result of profit from the OY Nizhex Scandinavia subsidiary together with the effect of

the devalued Rouble being mitigated by losses by other subsidiaries.
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Net profit for the period

For the reasons set out above, the Group has realised a net loss for the three months ended

31 March 2009 of RUR2,030 million compared to a net profit of RUR1,895 million for the three
months ended 31 March 2008.
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Analysis of the Consolidated Financial Condition of the Group as at 31 March 2009 and as at 31 December

2008

Amounts in RUR million, in accordance with IFRS
31 March

2009

31 December

2008

(unaudited)

Assets

Current assets

Cash and cash equivalents ................................................................................. 4,093 1,700

Trade accounts receivable and other receivables............................................... 4,173 3,282

VAT receivable .................................................................................................. 452 551

Inventories ......................................................................................................... 5,323 5,709

Income tax receivable ........................................................................................ 892 896

Other current assets ........................................................................................... 1,538 2,800

Total current assets ............................................................................................ 16,471 14,938

Non-current assets

Deferred tax assets............................................................................................. 237 —

Investments in associates ................................................................................... 866 885

Other non-current assets.................................................................................... 4,075 4,117

Property, plant and equipment.......................................................................... 37,115 37,647

Total non-current assets ..................................................................................... 42,293 42,649

Total assets ........................................................................................................ 58,764 57,587

Liabilities and Equity

Current liabilities

Current borrowings and current portion of non-current borrowings ............... 9,247 7,707

Accounts payable and accrued liabilities........................................................... 8,583 7,920

Income tax payable............................................................................................ 3 2

Taxes other than income payable...................................................................... 549 399

Total current liabilities ....................................................................................... 18,382 16,028

Non-current liabilities

Non-current borrowings .................................................................................... 13,536 12,418

Deferred tax liability.......................................................................................... — 301

Deferred income ................................................................................................ 85 92

Other non-current liabilities............................................................................... 201 211

Total non-current liabilities ................................................................................ 13,822 13,022

Total liabilities ................................................................................................... 32,204 29,050

Equity attributable to parent company shareholders

Share capital ...................................................................................................... 6,332 6,332

Currency translation reserve.............................................................................. 58 36

Revaluation Reserve .......................................................................................... (298) (314)

Retained earnings .............................................................................................. 19,247 21,276

Total equity attributable to parent company shareholders .................................. 25,339 27,330

Minority interests ............................................................................................... 1,221 1,207

Total equity ........................................................................................................ 26,560 28,537

Total liabilities and equity .................................................................................. 58,764 57,587
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Total Assets

As at 31 March 2009, the Group had total assets of RUR58,764 million, a 2.0 per cent. increase

from RUR57,587 million as at 31 December 2008.

Cash

As at 31 March 2009, the Group had cash and cash equivalents of RUR4,093 million, a 140.8
per cent. increase from RUR1,700 million as at 31 December 2008. This increase was mainly due to

an increase of working capital resulting from the repayment of the government debt for VAT and

income tax as well as the renegotiation of some raw material supply terms and conditions.

Trade accounts receivable and other receivables

As at 31 March 2009, the Group had trade accounts receivable and other receivables of

RUR4,173 million, a 27.1 per cent. increase from RUR3,282 million as at 31 December 2008. This

increase was mainly due to an increase in deferred payment terms extended to customers as well the

fact that product prices by March 2009 were generally higher than in December 2008.

Inventories

As at 31 March 2009, the Group’s inventories totalled RUR5,323 million, a 6.8 per cent.

decrease from RUR5,709 million as at 31 December 2008. This decrease was mainly due to an

increase in sales as a result of market stabilisation and growth of demand in the three months ended
31 March 2009.

Other current assets

As at 31 March 2009, the Group’s other current assets totalled RUR1,538 million, a 45.1 per

cent. decrease from RUR2,800 million as at 31 December 2008. This decrease was mainly due to the

decrease of the VAT and income tax owed to the Group.

Investments in associates

As at 31 March 2009, the Group had investments in associates of RUR866 million, a 2.1 per

cent. decrease from RUR885 million as at 31 December 2008

Other non-current assets

As at 31 March 2009, the Group’s other non-current assets totalled RUR4,075 million, a 1.0 per

cent. decrease from RUR4,117 million as at 31 December 2008.

Property, plant and equipment

As at 31 March 2009, the Group had property, plant and equipment of RUR37,115 million, a

1.4 per cent. decrease from RUR37,647 million as at 31 December 2008.

Total Liabilities

As at 31 March 2009, the Group had total liabilities of RUR32,204 million, a 10.9 per cent.
increase from RUR29,050 million as at 31 December 2008. This increase was mainly due to an

increase in borrowings and accounts payable.

Borrowings

As at 31 March 2009, the Group had current borrowings and current portion of non-current

borrowings of RUR9,247 million, a 20.0 per cent. increase from RUR7,707 million as at 31 December

2008. This increase was mainly due to revaluation of the foreign currency-denominated debt

obligations of the Group as a result of a weakened Rouble as well as the maturity of the current

portion of non-current borrowings.

As at 31 March 2009, the Group has non-current borrowings of RUR13,536 million, a 9.0 per
cent. increase from RUR12,418 million as at 31 December 2008. This increase, net of the

reclassification of the current portion of non-current debt, was mainly due to the revaluation of the

foreign currency denominated debt obligations of the Group as a result of a weakened Rouble.

Accounts payable and accrued liabilities

As at 31 March 2009, the Group had accounts payable and accrued liabilities of RUR8,583

million, a 8.4 per cent. increase from RUR7,920 million as at 31 December 2008. This increase was

due to the growth in raw material prices by the end of the first quarter of 2009 as well renegotiating
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payment terms for some raw materials, which resulted in the Group moving away from advance

payments towards payment against delivery.

Taxes

As at 31 March 2009, the Group had income tax payable of RUR3 million, a 50 per cent.

increase from RUR2 million as at 31 December 2008.

As at 31 March 2009, the Group had taxes other than income tax payable of RUR549 million,

a 37.6 per cent. increase from RUR399 million as at 31 December 2008. This increase can be

primarily attributed to increased property tax payable by the Group due to the commissioning of
upgraded and new production facilities which were constructed in 2008.

As at 31 March 2009, the Group had a deferred tax asset of RUR237 million, compared to a

deferred tax liability of RUR301 million as at 31 December 2008. The recognised deferred tax asset

represents income taxes recoverable through future deductions from taxable profits and has been

recorded in the statement of financial position. Deferred income tax assets are recorded to the extent
that the realisation of such related tax benefit is probable.

Liquidity and Capital Resources

Funding and liquidity

The Group finances its operations by a combination of retained profits, long -and medium-term

debt and bank borrowings. The Group uses such proceeds of borrowings to fund capital investment

programmes and to ensure a continuation of funding is available. The Group’s policy is to have non-

current borrowings denominated in U.S. dollars and to price its export sales in U.S. dollars to

partially provide a natural hedge to currency risk.

Historical cash flows

The following table summarises the Group’s cash flows for the periods indicated:

Three months ended 31 March Year ended 31 December

Amounts in RUR million, in accordance with IFRS 2009 2008 2008 2007

(unaudited) (audited)

Net cash provided by/(used in) operating activities 3,252 1,808 8,736 2,721

Net cash provided by/(used in) investing activities (1,029) (1,940) (7,890) (4,201)

Net cash provided by/(used in) financing activities 104 715 751 1,090

Effect of exchange rate changes ............................ 66 (14) (49) (27)

Net increase/(decrease) in cash and cash

equivalents) ........................................................ 2,393 569 152 569

Net cash provided by operating activities

Net cash provided by operating activities increased to RUR3,252 million in the three months

ended 31 March 2009 as compared to RUR1,808 million in the three months ended 31 March 2008.
This increase is primarily due to changes in working capital arising from renegotiation of payment

terms for naphtha, the Group’s main raw material.

Net cash provided by operating activities increased to RUR8,736 million in the year ended

31 December 2008 as compared to RUR2,721 million in the year ended 31 December 2007. This

increase is primarily attributable to an increase in cash receipts from customers, in line with an
increase in sales for the year, in addition to increased working capital balances at the year end due to

the renegotiation of supplier contracts which delayed payment.

Net cash used in investing activities

Net cash used in investing activities decreased to RUR1,029 million in the three months ended

31 March 2009 as compared to RUR1,940 million provided in the three months ended 31 March

2008. This decrease is primarily due to the Group completing its investment programme in 2008.

Net cash used in investing activities increased to RUR7,890 million in the year ended

31 December 2008 as compared to RUR4,201 million in the year ended 31 December 2007. This

increase principally relates to an increase in capital expenditure of RUR864 million and non-recurring

65

c101352pu020Proof7:26.10.09B/LRevision:0OperatorYouG



proceeds from the disposal of property plant and equipment in 2007 of RUR2,776 million, principally

the disposal of the middle distillate hydrotreating complex to TAIF NK.

Net cash provided by financing activities

Net cash provided by financing activities decreased to RUR104 million in the three months
ended 31 March 2009 as compared to from RUR715 million provided in the three months ended

31 March 2008. This decrease is primarily due to a decrease in borrowings as a result of lower capital

expenditure and working capital requirements.

Net cash provided in financing activities decreased to RUR751 million provided in the year

ended 31 December 2008 from RUR1,090 million provided in the year ended 31 December 2007.

Such increase was in respect of increased funds from borrowings of RUR24,867 million in the year

ended 31 December 2008, offset by increased repayment of borrowings of RUR22,665 million for the

year ended 31 December 2008, an increase from RUR21,836 million repaid during the year ended

31 December 2007.

Post-employment benefit obligations

The Group does not operate a defined benefit scheme. Instead, certain discretionary lump sum
payments may be made to employees on retirement and management concludes that such payments

do not constitute a legal or constructive obligation to the Group. Therefore, no provision in respect

of postemployment benefits has been created and management continues to review such programmes

to assess whether there is a legal or constructive obligation arising.

Capital expenditure

The group’s capital investment programme for the years 2004 to 2008 has largely been

completed following the completion of the polyethylene plant at the end of 2008.

The Group has postponed new capital projects in relation to environmental activities,

harmonising existing production capacities in line with regulations as well as completion of a small
number of remaining projects in 2009. The main such project is the last stage of the modernisation of

the ethylene complex, which will include the construction of two new cracking furnaces.

For the year ended 31 December 2007, the annual volume of capital investment was RUR7.1

billion as compared to RUR7.9 billion for the year ended 31 December 2008, whereas the budgeted

figure for the year ended 31 December 2009 is not in excess of RUR2.3 billion (including the

completion of the construction of ethylene furnaces).
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DESCRIPTION OF THE GROUP’S BUSINESS

Overview

The Company, established in 1967, is a leading Russian petrochemical producer and one of the

major petrochemical producers in Central and Eastern Europe in terms of production and sales. It is

the principal operating entity of the Group accounting for approximately 85 per cent. of the Group’s

total revenues for the three months ended 31 March 2009. The Company is organised as an open

joint stock company under the laws of the Russian Federation with its registered office at city of

Nizhnekamsk 423570, Republic of Tatarstan, the Russian Federation.

The Group is located in the Republic of Tatarstan, a constituent of the Russian Federation. In

terms of voting shares, it is owned 28.6 per cent. by the Republic of Tatarstan and 50.6 per cent. by

the TAIF Group, a large investment vehicle based in the Republic of Tatarstan that controls around

80 companies in the petrochemical, construction, telecom, financial services and other sectors (see

‘‘Shareholding’’). The Republic of Tatarstan is one of the most economically important and developed
regions of the Russian Federation, with abundant oil and gas resources.

The Group is involved in the production of a wide range of petrochemicals. The Group uses

naphtha (a crude oil derivative) and light hydrocarbons (associated petroleum gases such as ethane
and butane) as feedstock to produce a range of over 120 products. The Group is the sole producer in

the Russian market of 12 of these products and, in the case of certain rubber products, is among a

limited number of producers internationally.

The Group’s principal products can largely be classified into four categories: rubbers, plastics,

monomers and other petrochemicals. The Group considers the following to be its principal product

lines:

* rubbers: butyl rubber, halobutyl rubber, isoprene rubber, polybutadiene rubber and

ethylene propylene diene monomer (‘‘EPDM’’) rubber;

* plastics: polyethylene, polypropylene, polystyrene;

* monomers: ethylene, propylene, styrene, butadiene, isoprene; and

* other petrochemicals: ethylene oxide, propylene oxide, monoethylene glycol, polyether

polyols, propylene trimer, propylene tetramer and neonols (nonylphenol ethoxylates).

The Group also operates a network of approximately 800 kilometres of ethylene pipeline.

The Company estimates, based on the published production volumes of other Russian

producers, that the Group was the second-largest Russian chemical and petrochemical producer by

total sales in 2008 and was also the third-largest Russian petrochemical company by revenues in the

same year. According to AK&M Information Agency, the Company was rated 47th on the list of the

major enterprises of the Russian Federation on the basis of a set of criteria, including, inter alia, sales

in 2007, total value of assets, number of employees and profitability of sales.

Depending on the relevant product line, the Group holds between 20 per cent. and 100 per cent.

of total Russian production capacity. For example, the Group produced 100 per cent. of Russia’s

halobutyl rubber, neonols, propylene trimer and tetramer in the year ended 31 December 2008 and,

according to Association Syntezkauchuk, also produced between 42 per cent. and 76 per cent. of
Russia’s styrene, ethylene oxide, butyl rubber, isoprene rubber, butadiene rubber and polystyrene.

According to the Company’s estimates, which are based on data of the International Institute of

Synthetic Rubber Producers, the Group produced approximately 35 per cent. of the world’s

production of isoprene rubber and approximately 9 per cent. of the world’s production of butyl

elastomers (both butyl and halobutyl rubbers) in the year ended 31 December 2008.

Currently, in terms of product sales, the Group exports approximately 57 per cent. of its

products to almost 50 countries, including Finland, Germany, Switzerland, the United Kingdom, the

United States, Poland, Turkey, South Korea and China, and sells the remainder domestically. These

proportions can be changed according to market demand but usually the Group tries to maintain a

balance between both the local and global markets. For the year ended 31 December 2008, the

Group’s total revenues and other income amounted to RUR77.9 billion and the Group’s export
revenues amounted to RUR40.5 billion compared to RUR65.2 billion and RUR32.5 billion,

respectively, for the year ended 31 December 2007. For the three months ended 31 March 2009, the

Group’s total revenues and other income amounted to RUR12.4 billion and the Group’s export

revenues amounted to RUR6.8 billion compared to RUR19.8 billion and RUR10.4 billion,

respectively, for the three months ended 31 March 2008.
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As of 31 December 2008, the Group had total assets of RUR57.6 billion and total shareholders’

equity of RUR27.3 billion compared to RUR51.4 billion and RUR26.8 billion, respectively, as of

31 December 2007. As of 31 March 2009, the Group had total assets of RUR58.8 billion and a total

shareholders’ equity of RUR25.3 billion.

The Group has 10 main production plants, located in two main production zones, and 12 main

production and non-production subsidiaries occupying approximately 2,046 hectares located in and
around the city of Nizhnekamsk in the Republic of Tatarstan. The Company owns 1,795 hectares of

the land on which the Group’s production facilities are situated. The remaining land is state-owned

and is in the Group’s perpetual use. The Company is currently considering whether to purchase or

lease this land from the State (see ‘‘Regulation — Land Use’’). The Group is one of the major

employers in the Republic of Tatarstan and, as at 31 March 2009, the Group employed 24,173 people

(17,593 of them were employed by the Company).

The Group has a ‘‘B1’’ long-term foreign currency rating with a stable outlook from Moody’s, a

‘‘B’’ long-term foreign currency rating with a negative outlook from Fitch, a ‘‘A2.ru’’ long-term

rating with a stable outlook from Moody’s Interfax Rating Agency (a Russian subsidiary of Moody’s)

under its national scale and a ‘‘BBB-’’ long-term rating with a negative outlook from Fitch under its
national scale. A rating is not a recommendation to buy, sell or hold securities and may be subject to

revision, suspension or withdrawal at any time by the assigning rating organisation.
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History of the Group

Year Events

1967 .............. The first unit of the central gas fractioning plant with the capacity of 750,000 tpa was put
into operation. 31 July 1967 is considered to be the first operating day of the Company as

it was the day on which it produced its first product

1970 .............. Commissioned:
* Isoprene-monomer plant, capacity: 62,000 tpa
* Isoprene rubber plant, capacity: 60,000 tpa
* Trimethylcarbinol production unit, capacity: 1,000 tpa
* Paste, tiles, and rubber linoleum production shop

1976 .............. Commissioned:
* Ethylene, propylene, benzene and butadiene plants, capacity: 450,000 tpa,

197,000 tpa, 187,000 tpa and 54,000 tpa, respectively
* Isoprene monomer production unit, capacity: 60,000 tpa
* Ethylene pipeline Nizhnekamsk-Kazan, 280 km in length

1982 .............. Commissioned propylene oxide and styrene plant, capacity: 138,000 tpa

1987 .............. Commissioned surfactants production unit, capacity: 250,000 tpa

1992 .............. Reconstruction and modernisation of ethylene cracker EP-450, capacity: upgraded to

485,000 tpa

2003 .............. Commissioned:
* Polystyrene production unit, capacity: 50,000 tpa
* Modernisation of gas fractionation facilities at the ethylene plant

2004 .............. Commissioned:
* Butadiene SKD-N rubber production unit, capacity: 50,000 tpa
* Halobutyl rubber production unit, capacity: 30,000 tpa

2005 .............. Commissioned Polystyrene production unit no.2, capacity: 50,000 tpa
* RUR1.5bn domestic bonds issued in April
* US$200mn Eurobonds (loan participation notes) issued in December

2006 .............. Commissioned:
* Polypropylene production unit, capacity: 180,000 tpa
* Halobutyl rubber production unit, capacity: upgraded to 50,000 tpa

2007 .............. Commissioned:
* Butadiene SKD-L Rubber production unit, capacity: 50,000 tpa
* Cogeneration unit, capacity: 75 MW/h
* Finalisation of the major stage of the ethylene plant modernisation, capacity:

upgraded to 570,000 tpa
* modernisation of the Butadiene N Rubber production unit, capacity upgraded to

83,000 tpa

2008 .............. * Commissioned Polystyrene production unit no. 3, capacity: 50,000 tpa

2009 .............. * Commissioned Polyethylene production unit, capacity: 230,000 tpa

Source: the Company

The Company, known then as Nizhnekamsk Petrochemical Complex, commenced its operations

in 1967 when the first unit of the central gas fractioning plant with a capacity of 750,000 tonnes per

annum (‘‘tpa’’) was commissioned. In the 1970s, the Company gradually expanded its operations and

product range. For example, during the course of that decade, the Company commissioned an

isoprene plant, an isoprene rubber plant, a butyl rubber plant (the ‘‘Butyl Rubber Plant’’),

ethylbenzene and styrene plants, trimethylcarbinol production and other units. The Company

commissioned the 280 kilometre long Nizhnekamsk-Kazan ethylene pipeline in 1976 and the 520

kilometre long ethylene Nizhnekamsk-Ufa-Sterlitamak-Salavat pipeline in 1977.

In 1977, Nizhnekamsk Petrochemical Complex was renamed Industrial Corporation

‘‘Nizhnekamskneftekhim’’.
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During the 1980s, the Company continued to expand its production facilities and commissioned

an ethylene oxide plant (the ‘‘Ethylene Oxide Plant’’), a propylene oxide and a styrene plant,

polyether production and butadiene production units and other facilities.

On privatisation, the Company was incorporated and registered with the Ministry of Finance of

the Republic of Tatarstan on 18 August 1993, as open joint stock company

‘‘Nizhnekamskneftekhim’’.

Between 1993 and 2009, a number of new production facilities were commissioned, such as three
production lines of the polystyrene plant (the ‘‘Polystyrene Plant’’), polypropylene, polyethylene,

polybutadiene and halobutyl rubber lines. In addition, the ethylene cracker unit was reconstructed

and modernised resulting in an expansion in capacity.

The Company’s charter capital, all of which is fully paid up, amounts to RUR1,830,239,750 and

comprises 218,983,750 preferred shares with a par value of RUR1 per share and 1,611,256,000

ordinary shares with par value of RUR1 per share. Following the privatisation of the Company, the
Republic of Tatarstan retained a so-called ‘‘golden share’’ in the Company which entitles the

Republic of Tatarstan to veto certain decisions at shareholders’ meetings, and to appoint

representatives of the Republic of Tatarstan to the Board of Directors and to the Auditing

Committee. As of 23 April 2009, the Republic of Tatarstan’s stake comprised 28.6 per cent. of the

voting shares of the Company. See ‘‘Risk Factors – Risks Related to the Company and the Group –

Controlling Shareholder’’ and ‘‘Management – Golden Share’’. Since 1997, the Company’s shares

have been listed on the RTS stock exchange, and since 2009, the Company’s shares have been listed

on the MICEX stock exchange. In 1998, Level 1 American Depositary Receipts (‘‘ADRs’’) were
issued for the Company’s shares. Currently, ADR representing 0.47 per cent. of the Company’s

charter capital (0.53 per cent. of ordinary shares) are in issue and are listed on the Berlin Stock

Exchange. Initially, one ADR was issued for every two ordinary shares in the Company. Following

an increase in the Company’s charter capital on 20 April 2001, one ADR now represents 10 ordinary

shares in the Company.

The world economic and financial crisis has affected the operations of the Group from October
2008, as it has affected other production companies both in Russia and internationally. For a more

comprehensive discussion as to the effect of the financial crisis on the Group and the measures taken

to ease such effects see ‘‘– Impact of the World Financial and Economic Crisis on the Group’’ below.

Competitive Strengths

The Group believes that it has a number of strengths that distinguish it from its competitors,

including:

Geographical location

The Group’s plants are located in close proximity to TAIF-NK, an oil processing plant also

owned by the TAIF Group, from which the Group sources naphtha, its key feedstock, thereby

minimising transportation expense. The Company believes that the risk of TAIF-NK refusing to
supply naphtha to the Group in favour of either export markets or other Russian consumers is

significantly reduced by the following factors:

* TAIF Group owns 44.5 per cent. of the Company’s share capital, and 50.6 per cent. of

voting shares, and so effectively controls the Group (see ‘‘Shareholding’’);

* pricing for the naphtha supplied to the Group is based on market quotations from

independent sources;

* TAIF Group’s and other companies’ opportunities for significantly increasing naphtha

exports from Russia are restricted by Russia’s limited transport infrastructure; and

* the Group is the largest consumer of naphtha in the region.

See ‘‘– Operations – Raw Materials and Suppliers’’ below.

The Group’s headquarters and main production facilities are located in the Nizhnekamsk
industrial area and are connected to utilities, feedstock storage farms and modern sewage systems by

road, pipeline and cable systems. The railway station is situated near the major production facilities

of the Group. The Group’s existing transport infrastructure and proximity to a stable supply of key

feedstock resources enable the efficient production of high value-added products (see ‘‘– Ability to

create high value-added products’’ below).
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Nizhnekamskshina, the largest domestic tyre producer and the Group’s largest domestic

consumer of synthetic rubber, is also situated in Nizhnekamsk, in close proximity to the Group’s

plants.

Ability to create high value-added products

With the launch of a polyethylene plant in February 2009, the Group has completed its strategic

programme of shifting production from basic, commodity-like monomers to a product mix with a

larger share of higher value-added products (such as plastics and rubbers) and more specialty

products, improving longer-term margins and protection against price volatility. The share of higher

value-added products rose from 46.9 per cent. of the Group’s product sales for the year ended

31 December 2007 to 54.8 per cent. for the year ended 31 December 2008.

High quality and diverse product range

The Group has a diverse product range, producing over 120 product lines, and enjoys both a
domestic and global sales reach, supplying products to a broad range of clients around the world,

including the CIS, Europe, the Americas and Asia. The Group maintains a ratio of international sales

at slightly over 50 per cent. and can alter this ratio if needed to offset decreasing demand in either

the domestic or export markets, as was demonstrated during the trough of the current economic and

financial crisis at the end of 2008 and the beginning of 2009 when, in response to contracting

domestic sales, the Group increased its proportion of international sales (see ‘‘– Impact of the World

Financial and Economic Crisis on the Group’’ below). This range of product lines and the broad

geographical scope of its customer base helps the Group to mitigate market risk in certain product or
geographical areas.

The Group’s quality control strategy is a significant part of its policy. The Group implements

quality control at all stages of production including control over compliance of raw materials,

technological processes and products with appropriate technological regulations. Bureau Veritas

Quality International has certified that the Company’s Quality Management System complies with the
requirements of international standard ISO 9001:2008 and 9004:2000.

Flexibility of production

The Group produces more than 120 types of petrochemicals using very flexible technological

production chains. If there is a decline in demand for any particular product, the Group can reduce

production in favour of another product that uses the same feedstock (for example, the Group can

shift production from monoethyleneglycol to polyethyleneglycol, or from propylene trimer to

polypropylene). The Group’s ability to maintain profitability during the recent adverse conditions in

the petrochemical market, and in the world economy in general, is, in part, due to its ability to

change its output to products in demand and to redirect sales to markets less affected by the financial
crisis (see ‘‘– Impact of the World Financial and Economic Crisis on the Group’’ below).

The Company believes that the Group is the largest producer of isoprene rubber globally and the only Russian

producer of certain petrochemicals

The Company believes, based on the published production volumes of other petrochemical

producers, that the Group is the largest producer of isoprene rubber globally, and one of the three

largest producers of butyl and halobutyl rubbers in the world, competing only with ExxonMobil and

Lanxess in the international arena. The Group is the only producer of halobutyl rubber, neonols,

propylene oxide, alpha-olefins and certain other petrochemicals in Russia. The Company is not aware
that any of the Group’s competitors intend to commence production of similar product lines in the

near future.

Extensive programme of resource and energy saving

The Group uses a significant amount of electricity, steam and water in its production processes,

as is common for companies in the chemical and petrochemical industry. These resources are supplied

to the Group largely by Nizhnekamsk Power and Steam Plant. During 2005 and 2006, the Group

conducted its second energy audit and, as a result, developed the ‘‘Nizhnekamskneftekhim Energy

Saving Programme for the period from 2006 to 2010’’ in order to decrease its energy expense as well
as to ensure reliability of supply. Under this programme, the Group has begun developing its own

energy resources (for example, in August 2007 a GTU-75 gas turbine unit with a production capacity

of 75MW of electrical power and 156 t/hr of steam power was brought online) and has implemented

energy-saving measures. The implementation of this programme has enabled the Group to lower

energy costs, reduce energy consumption rates per unit of manufactured products and will help to
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mitigate the effects on the Group of any future increase in utilities prices. Within the framework of

the programme, 339 initiatives have been implemented to date allowing for overall savings in energy

costs of approximately RUR866 million during the period from 2006 to 2008. The Group is also

negotiating a joint project with OJSC Tatenergo and the TAIF Group to optimise the energy supply
to, and decrease the energy costs of, the Group. See ‘‘– Energy’’ below.

Extensive programme of capital investment and modernisation

In the last few years, the Group has successfully commissioned a number of new plants, such as

the Polyethylene Production Unit (with a capacity of 230,000 tpa) which commenced production in

2009, the Polystyrene Production Unit No. 3 (with a capacity of 50,000 tpa) commissioned in 2008,

the Butadiene SKD-L Rubber Production Unit (with a capacity of 50,000 tpa) commissioned in 2007
and the Polypropylene Production Unit (with a capacity 180,000 tpa) commissioned in 2006. The

Group has also upgraded several existing production lines to improve efficiency and increase the scale

of its operations, including modernising the Ethylene Plant, which increased its capacity to 570,000

tpa and the Halobutyl Rubber Line, which increased its capacity to 50,000 tpa. This programme of

capital investment and modernisation has been largely completed.

Governmental support

As one of the largest production companies and taxpayers in the Republic of Tatarstan, the

Group has a strong relationship with the government of the Republic of Tatarstan. Such regional

support has been very important to the Group in maintaining its financial and economic

independence. While many Russian petrochemical companies have been acquired by large oil

companies, such as OJSC Sibur (currently majority owned by OJSC Gazprombank), CJSC LUKOIL-

Neftekhim (petrochemical subsidiary of OJSC LUKOIL), and OJSC Angarsky Zavod Polymerov

(petrochemical subsidiary of OJSC Rosneft), the Group has been able to maintain its independence,

in part as a result of its connections with the government of the Republic of Tatarstan.

The government of the Republic of Tatarstan recognises the value of the Republic’s oil, gas and

chemicals sectors and keeps a close control over intra-Republic feedstock flows and exercises strategic

coordination through the Republic’s Security Council. For political and economic reasons, the Group

believes that, in practice, no major Tatarstan company operating in the field of petrochemicals and

their derivatives, including the Group, will be left without local sources of feedstock and raw

materials.

The Company is also actively utilising tax-breaks granted by the government of the Republic of

Tatarstan for new investments. Under this law, the Company gets a Property Tax exemption of 2.1

per cent. for new production units that meet certain performance characteristics. Recent projects in

relation to the Ethylene, Polypropylene, Polystyrene and Polyethylene Units are benefitting from this

tax-break, which has resulted in RUR371 million in savings between 2007 and the first half of 2009.

Experienced management team

The Group’s senior executives have generally been with the Group for more than a decade. The

Group’s senior management team, currently led by Vladimir Busygin, has the technical, financial and

strategic expertise necessary for the development of the Group’s business. The Group’s senior

managers have extensive experience in the areas of petrochemical and chemical production, oil and

gas refinery, engineering and finances.

Strategy

The Group’s strategy is to maintain and strengthen its position both as a leading petrochemical

producer in the Russian Federation and as a notable player in the global market. In the previous five

years this strategy has directly contributed to a distinct shift from a previous focus on lower value

and, in certain cases, hazardous to transport, monomers (such as ethylene, propylene and styrene) to

higher value-added polymers, such as rubbers and plastics, on which higher margins can be achieved.

The Group has historically produced rubbers and in recent years has introduced new rubber products

to the market and as a result of this and the upgrading of existing capacity has been able to
strengthen its position in the global market for rubbers. Plastics are relatively new product lines for

the Group, with production of the first, polystyrene, commencing in 2003, and newer products

appearing in the Group’s product portfolio the last three years. The Group’s plastics products are

domestic sales-oriented, and as their share in the Group’s product mix has been steadily increasing

over the last five years and the Group anticipates this trend will continue with the addition of the
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new polyethylene unit in February 2009, in the long term it could mean that the balance between

export and domestic sales could tip more towards the latter.

In order to achieve its strategy, the Group plans to undertake the following measures:

Focus its investment activity on upgrading, where necessary, its existing production units

The Group has largely implemented its business development plan for the period up to 2008 on
schedule and within 10 per cent. of the allocated budget. The Group’s strategy remains to invest in

the maintenance and upgrading of its production facilities and to invest in the commission of new

production units where necessary, in order to allow it to further position itself as an integrated

producer of plastics and to strengthen its position as a supplier of a wide range of synthetic rubbers.

For example, the Group plans to finalise the ethylene project during 2009 and has recently completed

the basic engineering for a new production unit for ABS plastics, with a planned capacity of 60,000

tpa. See ‘‘– Investment Programme’’ below.

Maintain the high quality of the Group’s products

The Group has implemented and maintains thorough quality control processes, including

inspecting, and conducting laboratory tests on, all raw materials received from suppliers and ensuring

that its procedures and end products meet both Russian and international quality standards. The

Group intends to continue to maintain the high quality of its products by upgrading and, if

necessary, replacing its equipment and continuing to train its personnel to use the most up-to-date

international manufacturing processes.

Cost reduction under the energy-saving programme

The Group intends to decrease its cost base by implementing an energy-saving programme

which involves increasing the use of the Group’s own power resources and modernising facilities and

units. See ‘‘– Energy’’ and ‘‘– Investment Programme’’ below.

Rationalisation of the Group’s management system

In 2001, the Company began rationalising its management system through implementation of

the mySAP ERP software platform which facilitates greater control over the production processes of

the Group’s facilities. Currently all of the main business processes of the Group (including, inter alia,

production, purchasing, sales, warehousing, financials, investment projects) are now executed through
this platform. Currently, the platform is evolving in line with changes in legislation as well as new

business requirements. The Group has its own team of mySAP specialists dedicated to this project,

giving it an advantage over other companies which may utilise third-party contractors to implement

SAP or similar management systems at greater cost.

Maintain high standards of industrial and environmental safety

The Group strives to achieve the highest levels of industrial and environmental safety to meet

the requirements of local and international standards (such as OHSAS 18001:2007, ISO 9000:2005
and ISO 9001:2008). In particular, it seeks to reduce potentially harmful effects on the environment

(e.g. air, soil and water pollution) and on the health of its employees and communities located near

its facilities. The Group has developed and is currently implementing an environment protection

programme for the period from 2007 to 2015, within the framework of which, 85 initiatives have been

implemented to a total cost of RUR1,141 million for the period from 1 January 2007 to 31 December

2008. Throughout its history, the Group has not had any material environmental accidents and

continues to evaluate its production processes and waste storage mechanisms in order to ensure that

these high standards are maintained. See ‘‘– Environmental Regulation’’ below.
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The following table sets out the production volumes of the Group’s major products for the

three months ended 31 March 2009 and 31 March 2008, six months ended 30 June 2009 and 30 June

2008 and the years ended 31 December 2008 and 31 December 2007:

Six months

ended 30 June

Three months

ended 31 March

Year ended

31 December

2009 2008 09/08(1) 2009 2008 09/08(2) 2008 2007 08/07(3)

Tonnes % Tonnes % Tonnes %

Monomers

Ethylene ................. 293,626 301,690 97% 141,110 147,934 95% 545,147 511,069 107%

Propylene ............... 142,508 151,190 94% 70,048 75,611 93% 270,696 248,703 109%

Styrene ................... 95,560 137,392 70% 48,370 67,230 72% 254,148 274,230 93%

Butadiene ............... 46,866 51,239 91% 23,926 26,326 91% 92,252 81,688 113%

Isoprene.................. 71,490 98,115 73% 23,210 47,234 49% 202,035 197,308 102%

Rubbers (polymers)

Isoprene rubber...... 57,191 97,383 59% 17,184 47,660 36% 190,074 179,013 106%

Butyl rubber........... 69,787 65,361 107% 34,321 30,720 112% 118,822 105,610 113%

Halobutyl rubber ... 30,022 18,251 164% 14,751 7,989 185% 39,581 33,833 117%

Butadiene rubber

(SKD-N) 33,101 47,223 70% 12,252 22,635 54% 91,782 82,762 111%

Butadiene rubber

(SKD-L) 8,753 6,577 133% 5,172 3,701 140% 20,416 0,420

EPDM rubber ........ 2,636 2,074 127% 0 0 3,967 9,070 44%

Plastics (polymers)

Polystyrene............. 75,031 57,520 130% 35,261 30,800 114% 129,078 110,617 117%

Polypropylene ........ 93,300 87,184 107% 42,441 46,068 92% 169,584 143,788 118%

Polyethylene ........... 51,360 0,000 18,623 0,000 100%

Other

petrochemicals

Ethylene oxide........ 73,173 144,407 51% 32,972 79,500 41% 248,769 278,619 89%

Propylene oxide...... 29,063 38,021 76% 18,464 18,935 98% 71,574 72,234 99%

Monoethylene

glycol ................. 11,888 38,117 31% 5,707 22,618 25% 88,159 112,973 78%

Diethylene glycol.... 1,362 6,709 20% 0,768 3,858 20% 17,578 20,664 85%

Polyethylene glycol. 14,136 18,326 77% 5,019 8,273 61% 29,788 22,964 130%

Polyether ................ 27,399 44,178 62% 20,793 22,097 94% 83,492 83,670 100%

Propylene trimer .... 13,737 17,658 78% 8,059 9,105 89% 27,981 28,932 97%

Propylene tetramer. 4,765 7,152 67% 2,859 3,778 76% 10,631 10,950 97%

Neonols .................. 50,387 72,994 69% 22,658 38,244 59% 109,366 117,760 93%

Note:

(1) Percentage of production volumes for the six months ended 30 June 2009 as compared to the six months ended 30 June 2008.

(2) Percentage of production volumes for the three months ended 31 March 2009 as compared to the three months ended 31 March
2008.

(3) Percentage of production volumes for the year ended 31 December 2008 as compared to the year ended 31 December 2007.

(4) Individual product figures are indicated for Company only.

Source: the Company
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Production and sales

The following table sets out the sales volumes of the Group’s major products for the three

months ended 31 March 2009 and 31 March 2008:

Three months ended 31 March Three months ended 31 March

2009 2008 2009 2008

(unaudited)

Tonnes

Percentage

of major

products by

tonnage Tonnes

Percentage

of major

products by

tonnage

RUR

thousands

Percentage

of total

product

sales

RUR

thousands

Percentage

of total

product

sales

Amounts in RUR million, in accordance with IFRS

Monomers

Ethylene......................... 77,631 24% 65,638 16% 931,392 8% 1,363,573 7%

Styrene........................... 15,273 5% 39,054 10 295,850 2% 1,218,207 6%

Rubbers (polymers)

Isoprene rubber ............. 19,290 6% 47,048 12% 1,003,854 8% 2,417,283 13%

Butyl rubber .................. 19,596 6% 22,775 6% 1,164,615 10% 2,581,450 13%

Halobutyl rubber........... 14,878 5% 8,094 2% 1,217,093 10% 760,215 4%

Butadiene rubber

(SKD-N)................... 14,969 5% 22,897 6% 757,887 6% 1,053,322 5%

Butadiene rubber

(SKD-L) ................... 2,458 1% 1,997 0% 113,233 1% 111,472 1%

EPDM rubber ............... 0,476 0% 0,020 0% 22,148 0% 1,449 0%

Plastics (polymer)

Polystyrene .................... 39,997 12% 30,994 8% 1,099,458 9% 1,225,830 6%

Polypropylene................ 44,004 13% 44,845 11% 1,113,610 9% 1,601,065 8%

Polyethylene .................. 13,309 4% 0 0% 387,373 3% 0 0%

Other petrochemicals

Ethylene oxide ............... 4,948 2% 22,288 6% 96,249 1% 642,245 3%

Monoethylene glycol ..... 7,441 2% 20,426 5% 108,050 1% 667,586 3%

Diethylene glycol ........... 1,353 0% 3,679 1% 23,706 0% 105,092 1%

Polyethylene glycol ........ 5,527 2% 8,251 2% 121,283 1% 210,204 1%

Polyether........................ 15,726 5% 22,135 5% 656,724 6% 1,067,362 6%

Propylene trimer/

tetramer .................... 3,794 1% 4,004 1% 52,695 0% 111,275 1%

Neonols ......................... 25,689 8% 38,715 10% 602,341 5% 1,273,791 7%

Total sales of major

products..................... 326,358 100% 402,860 100% 9,767,560 2% 16,411,423 85%

Other product sales ....... 2,156,440 18% 2,839,577 15%

Total product sales......... 11,924,000 100% 19,251,000 100%

Note:

Individual major product figures are indicated for Company only with sales of other Group entities (as well as other Company
products) aggregated in the ‘Other product sales’.

Source: the Company
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The Group is decreasing sales of its lower-value commodity-like products (e.g. styrene and

propylene, with ethylene to follow the same pattern in 2009 after an increase in production of

polyethylene) and consuming a greater proportion of them internally to produce higher value-added

goods such as rubbers, polystyrene, polypropylene and polyethylene. Production and sales of other
petrochemicals that are less attractive due to high price volatility and low margins are currently being

phased out or redirected exclusively for Group consumption.

The shipments of core products (such as rubbers and key products) are stable, as the Group

produces the most value accretive goods (like butyl/halobutyl rubbers and polypropylene) at full

capacity despite the downturn in the industry. Increases in production volumes are attributable to the

modernisation of plants and units leading to capacity increase and new capacity installations. By

being competitive on the domestic and global markets, the Group has been successfully increasing its

production to meet demand for its core products, such as rubbers and key plastics, and stepping up

its marketing efforts. The recent Rouble devaluation together with benefits of having an integrated

production complex (which helps optimise certain fixed costs) have all helped the Group to remain
competitive on both the domestic and global markets.

Monomers

Monomers are individual unsaturated chemical compounds applied in the production of

polymers (such as plastics, rubbers, thermoplastic elastomers and polyethers). Monomers are the
products of petrochemical processing, produced mainly from naphtha and saturated aromatic

compounds by dehydration and dehydrogenation.

Ethylene. Ethylene is used for production of polyethylene, ethylene oxide (for ethylene glycols),
alpha-olefins, ethylene-propylene elastomers, oxo-alcohols and ethylbenzene (for styrene and

polystyrene). As it can be a hazardous product to transport, transportation to end customers is

usually by pipeline. Most of the Ethylene produced by the Group is consumed within the Group,

with the remainder (approximately 30 per cent. of the last two years’ production, though this is

expected to decrease following the commission of the Polyethylene Facility (see ‘‘– Production

Facilities and Technology’’ below)) sold to domestic polyethylene producers.

In the six months ended 30 June 2009, the Group produced 293,626 tonnes and sold 137,651

tonnes (the balance being consumed internally or stored for future use) of ethylene compared to

301,690 tonnes and 126,680 tonnes, respectively, in the six months ended 30 June 2008. In the year

ended 31 December 2008, the Group produced 545,147 tonnes and sold 210,684 tonnes of ethylene

compared to 511,069 tonnes and 139,898 tonnes, respectively, in the year ended 31 December 2007.
All sales of ethylene are shipped via a local pipeline and hence are directed to the domestic market

only.

Propylene. Propylene is produced as a co-product of ethylene by steam cracking of hydrocarbon

feedstocks (primarily naphtha) and is used to produce polypropylene, propylene oxide, acrylonitrile,

acrylic acid, isopropanol, cumene, propylene oligomers (trimer and tetramer), ethylene-propylene

elastomers and oxo-alcohols. With the launch of the polypropylene facility, the Group ceased external

sales of propylene and today consumes practically the whole of the output within the Group.

In the six months ended 30 June 2009, the Group produced 142,508 tonnes of propylene

compared to 151,190 tonnes in the six months ended 30 June 2008. In the year ended 31 December

2008, the Group produced 270,696 tonnes of propylene compared to 248,703 tonnes in the year ended

31 December 2007.

Styrene. Styrene can be produced either by the dehydrogenation of ethylbenzene (‘‘EBS’’) or by

the co-production of styrene and propylene oxide (‘‘POSM’’). Its main use is as an intermediary for

the further production of styrene polymers and co-polymers (such as polystyrene, expandable

polystyrene, acrylonitrile-butadiene-styrene, styrene-acrylonitile), rubbers (such as styrene-butadiene

rubbers and styrene-butadiene latexes) and unsaturated polyesters. The Group produces both EBS
and POSM grades of styrene. Finished goods are transported to customers by rail (international) and

by road (domestic). The Group’s principal customers for styrene are polystyrene producers.

In the six months ended 30 June 2009, the Group produced 95,560 tonnes and sold 26,638
tonnes of styrene compared to 137,392 tonnes and 79,683 tonnes, respectively, in the six months

ended 30 June 2008. In the year ended 31 December 2008, the Group produced 254,148 tonnes and

sold 129,211 tonnes of styrene compared to 274,230 tonnes and 173,493 tonnes, respectively, in the

year ended 31 December 2007. Styrene produced but not sold is used by the Group in the production

of polystyrene. In the six months ended 30 June 2009, the Group exported 98.7 per cent. of its
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aggregate styrene sales, 94.9 per cent. in the six months ended 30 June 2008, 93.2 per cent. in the

year ended 31 December 2008 and 99.8 per cent. in the year ended 31 December 2007.

Butadiene. Butadiene is used for production of butadiene rubbers and styrene-butadiene rubbers

and latexes, thermoplastic elastomers such as styrene-butadiene-styrene plastics and acrylonitrile-

butadiene-styrene plastics. Almost all of the butadiene produced by the Group is used by the Group

in the production of polybutadiene rubber.

In the six months ended 30 June 2009, the Group produced 46,866 tonnes of butadiene

compared to 51,239 tonnes in the six months ended 30 June 2008. In the year ended 31 December

2008, the Group produced 92,252 tonnes of butadiene compared to 81,688 tonnes in the year ended
31 December 2007.

Isoprene. Isoprene is a product of petrochemical processing produced by catalytic

dehydrogenation of isopentane or one-stage synthesis from isobutylene and methanol. It is used for
the production of synthetic isoprene rubbers, butyl rubber, thermoplastic elastomers and different

chemicals. Almost all of the isoprene produced by the Group is used by the Group in the production

of isoprene rubber.

In the six months ended 30 June 2009, the Group produced 71,490 tonnes of isoprene compared

to 98,115 tonnes in the six months ended 30 June 2008. In the year ended 31 December 2008, the

Group produced 202,035 tonnes of isoprene compared to 197,308 tonnes in the year ended

31 December 2007.

Rubbers (polymers)

Rubbers are elastic high-molecular compounds which mainly contain unsaturated carbon links

and which are produced by polymerisation of monomers. Rubbers are mainly used for production of

resin-technical articles by vulcanisation applying different vulcanising agents or ionising radiation. The

main use of synthetic rubbers is in tyre production. Other areas of usage include conveyor belts,

footwear, clothing, medical devices and various other products.

Isoprene rubber. The Company believes, based on published production volumes of other

petrochemical producers, that the Group is the global leader in the production and sales of isoprene

rubber and that its domestic market share was 55.2 per cent. and its global market share was 35 per

cent. for the year ended 31 December 2008. Isoprene rubber can be used independently or in
combination with other rubbers for the manufacture of auto tyres, all kinds of rubber-related goods,

including those for the food and medical industries, rubber footwear, sports goods, bonding

compounds and water-repellent composites. The Group’s largest customer is OJSC Nizhnekamskshina,

situated near to the Group’s facilities, which consumed 38 per cent. of the Group’s total sales of

isoprene rubber in 2008. OJSC Nizhnekamskshina is the largest Russian producer of car and lorry

tyres and, in turn, supplies a number of car and lorry manufacturers both in the Republic of

Tatarstan and Russia.

In the six months ended 30 June 2009, the Group produced 57,191 tonnes and sold 59,717

tonnes (sales being from both production in the six months ended 30 June 2009 and accumulated

stocks) of isoprene rubber compared to 97,383 tonnes and 98,088 tonnes, respectively, in the six

months ended 30 June 2008. In the year ended 31 December 2008, the Group produced 190,074
tonnes and sold 187,946 tonnes of isoprene rubber compared to 179,013 tonnes and 182,275 tonnes,

respectively, in the year ended 31 December 2007. The Group exported 64.2 per cent. of its isoprene

rubber in the six months ended 30 June 2009, 57.7 per cent. in the six months ended 30 June 2008,

56 per cent. in the year ended 31 December 2008 and 46.7 per cent. in the year ended 31 December

2007.

Butyl rubber. Butyl rubber is produced by the co-polymerisation of isobutylene and isoprene in

the presence of methylchloride. It is used in the production of the inner tubes of tyres, the

diaphragms of shaper-vulcanisers and butyl latex. In contrast to isoprene rubber, butyl rubber is used

for technologically more advanced tyres. There are only two producers, including the Group, of butyl

rubber in Russia and, based on the Group’s knowledge of the production of the other manufacturer,

the Group believes it is the leading producer in terms of volume of the two. Globally, there are only
three major market players: ExxonMobil, Lanxess and the Group, and the Company believes, based

on published production volumes of other petrochemical producers, that the Group had a 51 per

cent. share of the domestic and up to a 28 per cent. share of the global market (the latter depending,

in part, on the extent to which its competitors switch their production between butyl and halobutyl

rubbers) in 2008. Grades produced by the Group are BK-1675N (normal grade), BK-1675M (medical
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grade) and BK-1570S (construction grade). A substantial part of butyl rubber production is used for

production of halobutyl rubbers. The Group’s principal customers for butyl rubber are tyre

producers.

In the six months ended 30 June 2009, the Group produced 69,787 tonnes and sold 39,848

tonnes of butyl rubber compared to 65,361 tonnes and 46,867 tonnes, respectively, in the six months

ended 30 June 2008 (with the balance mostly used for production of halobutyl rubber). In the year

ended 31 December 2008, the Group produced 118,822 tonnes and sold 79,340 tonnes of butyl rubber

compared to 105,610 tonnes and 73,785 tonnes, respectively, in the year ended 31 December 2007.

The Group exported 93.8 per cent. of its butyl rubber sales in the six months ended 30 June 2009,

94.5 per cent. in the six months ended 30 June 2008, 94.5 per cent. in the year ended 31 December
2008 and 93.8 per cent. in the year ended 31 December 2007.

Halobutyl rubber. Halobutyl rubber is a derivative of butyl rubber and is produced by the

bromination/chlorination of butyl rubber. It is used mainly in the production of tyres, medical and

various industrial rubber articles. In 2004, the Group put into operation a halobutyl rubber

production unit producing 25,000 tpa. This unit has a current capacity of 50,000 tpa. The Group is

the sole producer of halobutyl rubber in Russia. The Group’s largest customer segment for this
product line are international tyre manufacturers, such as Michelin, Continental and other well-known

global tyre brands. The Group produces three grades of BIIR (brominated) and two grades of CIIR

(chlorinated) halobutyl rubber.

In the six months ended 30 June 2009, the Group produced 30,022 tonnes and sold 30,109

tonnes of halobutyl rubber compared to 18,251 tonnes and 18,298 tonnes, respectively, in the six

months ended 30 June 2008. The Group produced 39,581 tonnes and sold 39,374 tonnes in the year
ended 31 December 2008 compared to 33,833 tones and 34,120 tonnes, respectively, for the year

ended 31 December 2007. The Group exported 96.5 per cent. of its halobutyl rubber production in

the six months ended 30 June 2009, 91.1 per cent. in the six months ended 30 June 2008, 91.8 per

cent. in the year ended 31 December 2008 and 88.5 per cent. in the year ended 31 December 2007.

Polybutadiene rubber. Polybutadiene rubber is produced by the polymerisation of butadiene in

the presence of a lithium-organic (‘‘SKD-L’’) or a neodymium-based (‘‘SKD-N’’) catalyst. The
Group’s customers for this product are largely international tyre and mechanical rubber article

manufacturers. SKD-L is additionally used to produce high-impact polystyrene (and the Group uses a

proportion of the SKD-L it produces for this purpose). The Group believes, based on its own market

research and published production volumes, that it currently has a 55.5 per cent. and 100 per cent.

share of the Russian market for SKD-N and SKD-L, respectively. Grades produced are regular (used

in the production of polystyrene) and R (used in tyre production) for SKD-L and Group I (viscosity

40-50), Group II (viscosity 50-60) and Group III (viscosity 60-70) for SKD-N.

In the six months ended 30 June 2009, the Group produced 8,753 tonnes and sold 4,636 tonnes

of SKD-L compared to 6,577 tonnes and 5,756 tonnes, respectively, in the six months ended 30 June

2008. The Group produced 20,416 tonnes and sold 16,904 tonnes in the year ended 31 December

2008 compared to 420 tonnes and nil for the year ended 31 December 2007. The Group exported 84

per cent. of its SKD-L production in the six months ended 30 June 2009, 97.6 per cent. in the six

months ended 30 June 2008, 94.6 per cent. in the year ended 31 December 2008 and nil in the year

ended 31 December 2007.

In the six months ended 30 June 2009, the Group produced 33,101 tonnes and sold 35,816

tonnes of SKD-N compared to 47,223 tonnes and 47,457 tonnes, respectively, in the six months

ended 30 June 2008. The Group produced 91,782 tonnes and sold 89,166 tonnes in the year ended

31 December 2008 compared to 82,762 tonnes and 83,005 tonnes, respectively, for the year ended

31 December 2007. The Group exported 95.1 per cent. of its SKD-N production in the six months

ended 30 June 2009, 86.2 per cent. in the six months ended 30 June 2008, 83 per cent. in the year
ended 31 December 2008 and 84.1 per cent. in the year ended 31 December 2007.

EPDM rubber (‘‘EPDM’’). EPDM rubber is produced from ethylene, propylene and

decyclopentadiene or ethylidene norbornene by liquid polymerisation using a Zigler-Natt catalyst. This

type of rubber is used in the production of construction and industrial rubber articles.

In the six months ended 30 June 2009, the Group produced 2,636 tonnes and sold 1,653 tonnes

of EPDM rubber compared to 2,074 tonnes and 1,243 tonnes, respectively, in the six months ended

30 June 2008. In the year ended 31 December 2008, the Group produced 3,967 tonnes and sold 3,332

tonnes compared to 9,070 tonnes and 9,579 tonnes, respectively, in the year ended 31 December 2007.

The Group exported 3.7 per cent. of its EPDM rubber production in the six months ended 30 June
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2009 compared to 9.7 per cent. in the six months ended 30 June 2008 and 6.5 per cent. in the year

ended 31 December 2008 compared to 5.9 per cent. in the year ended 31 December 2007.

Plastics (polymers)

Plastics are high-molecular organic compounds produced by the polymerisation or co-

polymerisation of monomers. They are used in many appliances and products, especially in the

automobile, piping, houseware, toys and equipment sectors.

Polystyrene. Polystyrene is the product of the continuous mass polymerisation of styrene. The
Group currently produces various types of polystyrene, including high melt polystyrene, easy flow

crystal polystyrene, high heat crystal polystyrene, high molecular weight polystyrene, low melt-flow

crystal polystyrene, medium impact polystyrene, high impact polystyrene and super high impact

polystyrene. Polystyrene is used in the production of a wide range products including household

appliances, electrical appliances, packaging, medical articles, car parts and consumer goods. The

Group’s principal customers for polystyrene are producers of extrusion profiles and a number of

different goods.

In the six months ended 30 June 2009, the Group produced 75,031 tonnes and sold 81,164

tonnes of polystyrene compared to 57,520 tonnes and 58,179 tonnes, respectively, in the six months

ended 30 June 2008. In the year ended 31 December 2008, the Group produced 129,078 tonnes and

sold 122,660 tonnes of polystyrene compared to 110,617 tonnes and 110,261 tonnes, respectively, in

the year ended 31 December 2007 respectively. The Group exported 36.8 per cent. of its polystyrene

production in the six months ended 30 June 2009, 25.7 per cent. in the six months ended 30 June

2008, 31.9 per cent. in the year ended 31 December 2008 and 25.6 per cent. in the year ended
31 December 2007.

Polypropylene. Polypropylene is produced through the polymerisation of propylene in the

presence of metalorganic catalysts. It is used to produce a wide range of consumer and industrial

products including films, auto parts, packaging, fibres, pipes, equipment parts, sheets and medical

articles. With the launch of its polypropylene production unit at the end of 2006, the Group has
become a leading player in the domestic market due to modern production technology and a

developed plastics sales network. Varieties of polypropylene produced include homopolymer, static

copolymers (propylene and ethylene; propylene and butene; propylene, ethylene and butene) and block

copolymer (propylene and ethylene). The Group’s principal customers for polypropylene are producers

of moulded articles.

In the six months ended 30 June 2009, the Group produced 93,300 tonnes and sold 92,408
tonnes of polypropylene compared to 87,184 tonnes and 85,228 tonnes, respectively, in the six months

ended 30 June 2008. In the year ended 31 December 2008, the Group produced 169,584 tonnes and

sold 159,075 tonnes of polypropylene compared to 143,788 tonnes and 145,479 tonnes, respectively, in

the year ended 31 December 2007. The Group exported 36.3 per cent. of its polypropylene

production in the six months ended 30 June 2009, 19.7 per cent. in the six months ended 30 June

2008, 17.5 per cent. in the year ended 31 December 2008 and 26.4 per cent. in the year ended

31 December 2007.

Polyethylene. Polyethylene is a high value-added product of the gas-phase polymerisation of

ethylene in the presence of metalorganic catalysts. It is the plastic in the highest demand globally and

is principally used in the agriculture, light industry, food, chemical, medical, construction and

machine industry sectors. Polyethylene is used in the production of pipes for various applications,

containers, furniture, fibres and threads for making carpets, wallpapers, fabrics, cotton-like fibres,

cotton wool, filters, films for sealing foodstuffs and technical items, automobile parts (such as
bumpers and instrument panels), medical-care items (such as syringes and clothes for medical staff).

The Group began production of polyethylene in February 2009. The Group currently produces Low

Density (LDPE), Linear Low Density (LLDPE) and High Density (HDPE) polyethylene grades. Since

commencing production in February 2009 the Group has been focusing on marketing the new

product to different consumers and as a result increasing sales, with the latter growing both

domestically and abroad. In the six months ended 30 June 2009, the Group produced 51,360 tonnes

and sold 42,752 tonnes of polyethylene. The Group’s principal customers for polyethylene are

producers of films and goods.

Other petrochemicals

Ethylene oxide. Ethylene oxide is produced by the direct oxidation of ethylene and is used in the

production of mono-, di-, and tri-ethylene glycol, ethanolamines, surfactants and glycol ethers. The
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Group is able to produce both high purity and technical grades of ethylene oxide. The Group’s

principal customers for Ethylene oxide are producers of ethylene glycols and ethanolamines.

In the six months ended 30 June 2009, the Group produced 73,173 tonnes and sold 12,141

tonnes of ethylene oxide compared to 144,407 tonnes and 37,349 tonnes, respectively, in the six
months ended 30 June 2008. In the year ended 31 December 2008, it produced 248,769 tonnes and

sold 53,947 tonnes of ethylene oxide compared to 278,619 tonnes and 60,481 tonnes, respectively, in

the year ended 31 December 2007. The Group exported 16.5 per cent. of its aggregate ethylene oxide

sales in the six months ended 30 June 2009, 20.9 per cent. in the six months ended 30 June 2008,

18.6 per cent. in the year ended 31 December 2008 and 15.6 per cent. in the year ended 31 December

2007.

Propylene oxide. Propylene oxide is produced by the Group by the co-production of styrene and

propylene oxide (‘‘POSM’’). It is used largely in the production of polyether polyols, propylene

glycols and surfactants. The Group is currently the only producer of propylene oxide in the Russian
Federation. Practically all of the Group’s production of propylene oxide is consumed internally.

In the six months ended 30 June 2009, the Group produced 29,063 tonnes of propylene oxide

compared to 38,021 tonnes in the six months ended 30 June 2008. In the year ended 31 December

2008, the Group produced 71,574 tonnes of propylene oxide compared to 72,234 tonnes in the year

ended 31 December 2007.

Monoethylene glycol (‘‘MEG’’). MEG is manufactured by the hydrolysis of ethylene oxide and

is largely used in the production of synthetic fibres such as polyester, solvents, antifreezes and

hydraulic fluids. The Group’s principal customers for MEG are producers of polyesters and

antifreeze.

In the six months ended 30 June 2009, the Group produced 11,888 tonnes and sold 15,486

tonnes of MEG compared to 38,117 tonnes and 35,948, respectively, in the six months ended 30 June
2008. In the year ended 31 December 2008, the Group produced 88,159 tonnes and sold 77,737

tonnes of MEG compared to 112,973 tonnes and 112,973 tonnes, respectively, in the year ended

31 December 2007. The Group exported 20.6 per cent. of its MEG production in the six months

ended 30 June 2009, 50.4 per cent. in the six months ended 30 June 2008, 48.6 per cent. in the year

ended 31 December 2008 and 52.1 per cent. in the year ended 31 December 2007.

Diethylene Glycol (‘‘DEG’’). DEG is produced as a by-product during MEG (monoethylene

glycol) production, by the hydrolysis of ethylene oxide. It is used mainly as an intermediary in the

production of morpholine, 1.4-dioxane and cooling, hydraulic and brake fluids. The Group’s principal
customers for DEG are producers of antifreeze and fibres.

In the six months ended 30 June 2009, the Group produced 1,362 tonnes and sold 2,469 tonnes

of DEG compared to 6,709 tonnes and 6,611, respectively, in the six months ended 30 June 2008. In

the year ended 31 December 2008, the Group produced 17,578 tonnes and sold 15,838 tonnes of

DEG compared to 20,664 tonnes and 20,045 tonnes, respectively, in the year ended 31 December

2007. The Group exported 23.9 per cent. of its DEG sales in the six months ended 30 June 2009,

43.2 per cent. in the six months ended 30 June 2008, 36.2 per cent. in the year ended 31 December

2008 and 45.4 per cent. in the year ended 31 December 2007.

Polyethylene Glycol (‘‘PEG’’). PEG is produced by the polymerisation of ethylene oxide with

ethylene glycol. The main uses of PEG include production of personal care products, laxatives and
fibres. The Group produces four main grades of PEG with different hydroxyl numbers. Virtually all

of the production is exported in drums by rail and by road. The Group’s principal customers for

PEG are producers of surfactants used in personal care products.

In the six months ended 30 June 2009, the Group produced 14,136 tonnes and sold 14,736

tonnes of PEG compared to 18,326 tonnes and 18,235 tonnes, respectively, in the six months ended

30 June 2008. In the year ended 31 December 2008, the Group produced 29,788 tonnes and sold

29,186 tonnes of PEG compared to 22,964 tonnes and 23,743 tonnes, respectively, in the year ended

31 December 2007. The Group exported 99.4 per cent. of its PEG sales in the six months ended

30 June 2009, 99.7 per cent. in the six months ended 30 June 2008, 99.5 per cent. in the year ended
31 December 2008 and 99.7 per cent. in the year ended 31 December 2007.

Polyether. Polyether is produced by the alcoholate polymerisation of propylene oxide and

ethylene oxide with glycerine. Polyether is used in the production of both flexible and rigid

polyurethane foams used especially in furniture, automobile parts and footwear manufacturing. The

Group’s principal customers for polyether are producers of polyurethanes.
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In the six months ended 30 June 2009, the Group produced 27,399 tonnes and sold 28,186

tonnes of polyether compared to 44,178 tonnes and 44,156 tonnes, respectively, in the six months

ended 30 June 2008. In the year ended 31 December 2008, the Group produced 83,492 tonnes and

sold 82,279 tonnes compared to 83,670 tonnes and 83,697 tonnes, respectively, in the year ended
31 December 2007. The Group exported 6.5 per cent. of its polyether sales in the six months ended

30 June 2009 compared to 2.4 per cent. in the six months ended 30 June 2008 and 3.2 per cent. in

the year ended 31 December 2008 compared to 1.4 per cent. in the year ended 31 December 2007.

Propylene trimer and propylene tetramer. Propylene trimer is produced by the polymerisation of

propylene in the presence of a phosphate catalyst and is used in the production of alkylphenols and

can be further processed into ethoxylated alkylphenols, alkylphenol additives, alkylphenolamine resins.

It can also be used as feedstock for the oxosynthesis of isodecyl alcohol which is utilised in

polyvinylchloride plasticisers, and for the production of nonionic surfactants and lube oil additives.

Approximately 90 per cent. of the Group’s propylene trimer production is used internally for

production of higher value-added neonols, the remainder is exported to the CIS countries and to

Europe. Almost all of the Group’s production of propylene trimer is consumed internally by the
Group.

Propylene tetramer is used for the production of oil additives, sulfurised propylene tetramer and

tertiary dodecyl mercaptane. The Group’s principal customers for propylene tetramer are mainly

producers of alcohols.

In the six months ended 30 June 2009, the Group produced 13,737 tonnes of propylene trimer

and 4,765 tonnes of propylene tetramer compared to 17,658 tonnes and 7,152 tonnes, respectively, in

the six months ended 30 June 2008. In the year ended 31 December 2008, the Group produced

27,981 tonnes of propylene trimer and 10,631 tonnes of propylene tetramers compared to 28,932
tonnes and 10,950, respectively, in the year ended 31 December 2007.

In the six months ended 30 June 2009, the Group sold 1,926 tonnes of propylene trimer and

3,545 tonnes of propylene tetramer compared to 1,322 tonnes and 6,873 tonnes, respectively, in the

six months ended 30 June 2008. In the year ended 31 December 2008, the Group sold 3,056 tonnes
of propylene trimer and 10,470 tonnes of propylene tetramer compared to 803 tonnes and 10,897

tonnes, respectively, in the year ended 31 December 2007.

In the six months ended 30 June 2009, the Group exported 99.9 per cent. of its propylene

trimer sales and 99.5 per cent. of its propylene tetramer sales compared to 96 per cent. and 99.2 per
cent., respectively, in the six months ended 30 June 2008. In the year ended 31 December 2008, the

Group exported 96.6 per cent. of its propylene trimer sales and 98.9 per cent. of its propylene

tetramer sales compared to 46 per cent. and 97.5 per cent., respectively, in the year ended

31 December 2007.

Neonols. Neonol, a nonylphenol ethoxylate derived from propylene trimer, is a highly effective

nonionic surfactant. Apart from that, it can be used for the augmentation of oil production, as well

as in the textile, pulp and paper industries, agriculture, production of herbicides, plant protection and

growth control agents, as a component in lubricating cooling, hydraulic and other process liquids, in

ferrous metallurgy, as technical surfactants and as feedstock for the synthesis of textile-auxiliary

products. The Group’s principal customers for neonols are producers of detergents.

In the six months ended 30 June 2009, the Group produced 50,387 tonnes and sold 54,096

tonnes of neonols compared to 72,994 tonnes and 73,240, respectively, in the six months ended 30

June 2008. In the year ended 31 December 2008, the Group produced 109,366 tonnes and sold

105,947 tonnes of neonols compared to 117,760 tonnes and 119,066 tonnes, respectively, in the year

ended 31 December 2007. The Group exported 88.5 per cent. of its neonol sales in the six months
ended 30 June 2009, 91 per cent. in the six months ended 30 June 2008, 88.2 per cent. in the year

ended 31 December 2008 and 89.2 per cent. in the year ended 31 December 2007.

Alpha-Olefins. Alpha-Olefins are produced by the catalytic thermal oligomerisation of ethylene.

They are used for the production of some polyolefins, like Linear Low Density Polyethylene (as co-
monomer), plasticizers, synthetic lubes, detergents and fatty acids. the Group produces the full range

of alpha-olefins, starting from simple C4 and C6 alpha-olefins through to the more complex C8-C10,

C12-C14, C16-C18 and up to C20-C26+ alpha-olefins. Finished goods are transported to customers

by rail and by road. The Group’s principal customers for alpha-olefins are producers of polyolefins,

surfactants, lube oils and their additives.
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In the six months ended 30 June 2009, the Group produced 9,621 tonnes and sold 9,406 tonnes

of alpha-olefins compared to 16,780 tonnes and 13,692 tonnes, respectively, in the six months ended

30 June 2008. In the year ended 31 December 2008, the Group produced 20,675 tonnes and sold

22,822 tonnes of alpha-olefins compared to 31,536 tonnes and 24,840 tonnes, respectively, in the year
ended 31 December 2007. The Group exported 47 per cent. of its aggregate alpha-olefins sales in the

six months ended 30 June 2009, 49 per cent. in the six months ended 30 June 2008, 46 per cent. in

the year ended 31 December 2008 and 58 per cent. in the year ended 31 December 2007.

Customers and Market Share

Customers

The Group sells its products both directly to consumers as well as to distributors on the basis

of long- and short-term contracts who then sell the products to the ultimate customers. The Group

currently sells its products to approximately 20 distributors. The distributors are not affiliated with

the Group (except for OY Nizhex Scandinavia Ltd) and transactions with distributors are entered

into on an arm’s length basis.

The Group has an established and diversified customer base of end users in both domestic and

international markets. Most of the Group’s customers have been purchasing the Group’s products for

several years and the Company believes that the Group’s relationships with its customers are stable.

Prices of the Group’s products are not regulated by state authorities.

Currently, around 54 per cent. of the Group’s exports are based on deferred payment terms,

almost 25 per cent. are based on advance payments and the remainder is shared between mixed terms

(deferred and advance payments) and letters of credit. The Group rarely suffers from defaulting trade

receivables and when they do happen they are largely of a technical nature (such as payments taking
from one to four days to reach end accounts). The Group does not consider such technical delays as

actual defaults. The Group has the ability to vary the export prices of its products on a monthly

basis in most cases to reflect any increases in the costs of the Group’s raw materials. Prices are

usually established either by way of market benchmarking (by tracking market price quotes in

publications by ICIS, Platt’s, CMAI, or exchange quotes for natural rubber TSR-20 and SMR-20) or

by implementing a cost-plus approach, under which pricing includes the cost of raw materials,

logistics expenses and a margin.

Of domestic sales, approximately 40 per cent. is currently traded on advance payment terms,

another 40 per cent. is traded against shipment, with payment taking place from three to 10 days

after shipment, the remaining 20 per cent. is traded on deferred payment terms with payment taking
place until the third day of the next month. The Group has different pricing mechanisms for various

product groups sold on the domestic market. For example, ethylene is priced via a transparent

formula based on independent naphtha market quotes. The pricing of the Group’s plastics is aimed at

placing the Group ahead of foreign competitors importing products into the Russian Federation,

therefore actual and theoretical imported product prices are calculated, which serve as a basis for

local pricing. Rubbers, conversely, are mostly export-oriented products which means that domestic

prices are based on the Group’s international prices, which are further adjusted to correspond with

local the supply/demand balance.

The Group’s major customers include Russian petrochemical and chemical producers (OJSC

Kazanorgsintez, OJSC NizhnekamskTechUglerod, CJSC Kauchuk, OJSC Kazan Synthetic Rubber

Plant), Russian tyre producers (OJSC Nizhnekamskshina, Yaroslavl Tyre Plant, Voronezh Tyre Plant,
Kirov Tyre Plant, Krasnoyarsk Tyre Plant) and Europlastic, Eurochim SPb Trading, Nizhnekamsk

Resurs and others.
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The customer spread by industry and geography for each of the core products of the Group

(Company estimates based on the Group’s 2008 production) is presented in the following table:

Product Main customers by industry, (%) Main customers by geography, (%)

Rubbers

Isoprene rubber................ Tyre production (490%) Russia (45%), Europe (40%), CIS (12%)

Butadiene rubber SKD-L. Rubber articles (95%) Europe (67%), Asia (20%), Russia (5%)

Butadiene rubber SKD-N Tyre production Europe (67%), Russia (17%), Asia (10%)

Butyl rubber..................... Tyre & inner tube production Europe (56%), Asia (32%), Russia (6%)

Halobutyl rubber ............. Tyre production Europe (63%), Asia (19%), Russia (8%)

EPDM.............................. No data Russia (93%), CIS (7%)

Plastics

Polystyrene ....................... Extrusion profiles (75%) Russia (68%), Europe (22%), CIS (10%)

Polypropylene Plastic bags, moulded articles,

films

Russia (83%), CIS (11%), Europe (6%)

Monomers

Ethylene ........................... Mostly consumed internally Russia (100%)

Styrene ............................. Polystyrene (100%) Europe (93%), Russia (7%)

Other

Ethylene oxide.................. Surfactants (85%) Russia (81%), CIS (15%), Europe (4%)

Propylene oxide................ Consumed internally Consumed internally

MEG ................................ Polyester (90%), Antifreeze (10%) Russia (51%), CIS (44%), Europe (5%)

PEG.................................. Surfactants (90%) Asia (65%), Europe (33%)
DEG................................. Fibres (25%), Gas drying (20%),

Antifreeze (55%)

Russia (64%), CIS (30%), Europe (6%)

Polyether polyols.............. PU Foams (79%), Sealants (21%) Russia (97%)

Propylene trimer .............. Consumed internally Europe (66%) CIS (30%), Russia (3%)

Neonols ............................ Surfactants (95%) Europe (53%), Asia (34%) Russia (12%)

Source: the Company.

Market share

The Group holds a dominant position in the domestic market for most of the products it sells,

with five products being produced in Russia exclusively by the Group and the Group’s market share

in its other leading products ranging, according to Group estimates based on published data and data
available upon payment of a fee or subscription as well as own estimates, between 20 per cent. and

60 per cent. of total Russian capacity.
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The following graph shows the share of certain Group’s major products in the total production

of petrochemicals in Russia as at 31 December 2008:

100% 100% 100%

60%
55% 55% 55%

51%
47%

37%
31% 30%

25% 24% 21% 20%

100%100%

0%

10%

20%

30%

40%

50%

60%

70%

80%

90%

100%
A

lfa
-o

le
fin

s

S
K

D
-L

H
al

ob
ut

yl
ru

bb
er

P
ro

py
le

ne
ox

id
e

N
eo

no
ls

P
ol

ye
th

er
po

ly
ol

s

S
K

I-
3

S
D

K
-N

E
th

yl
ce

llo
so

lv
e

B
ut

yl
 r

ub
be

r

S
ty

re
ne

P
ol

ys
ty

re
ne

E
P

D
M

(S
K

E
P

T
)

M
E

G

E
th

yl
en

e

P
ol

yp
ro

py
le

ne

D
E

G

P
ro

py
le

ne

Source: the Company.

The Group’s main domestic competitors are OJSC Sibur (a subsidiary of OJSC Gazprom) OJSC

LUKOIL-Neftekhim, OJSC Kazanorgsintez, OJSC Angarsky Zavod Polymerov and OJSC

Salavatnefteorgsintez. The Group’s major international competitors are The Dow Chemical Company,

Equistar, Exxon, Shell, Lanxess and certain others.

Information on the market share and main competitors for each of the core products of the

Group is presented in the table below (estimates of the Group’s market share in respect of each

product line are based on 2008 published production figures for other petrochemical producers in the

same sector):

Product

Domestic

market

share (%)

World

market

share (%)

Main domestic

competitors and market

share (%)

Main international competitors

and market share %)

Rubbers

Isoprene rubber SKI-3 ..... 55% 35% TogliattiKauchuck and

Sintezkauchuk (together

45%)

Goodyear (14%), Zeon

(6%), Kraton (4%),

Japan Synthetic Rubber
(5%)

Butadiene rubber SKD-L. 100% 1% None Goodyear (12%),

Lanxess (9%), Kumho
(5%)

Butadiene rubber SKD-N 55% 3% VoronezhSK and

Efremov SK (together

45%)

Goodyear (12%),

Lanxess (9%), Kumho

(5%)

Butyl rubber..................... 51% 28% TogliattiKauchuck

(49%)

ExxonMobil (50%),

Lanxess (23%)

Halobutyl rubber ............. 100% 7% None ExxonMobil (64%),

Lanxess (29%)

EPDM.............................. 31% No data Ufaorgsintez (30%) DSM (20%), DuPont

(14%), Lanxess (10%)

87

c101352pu030Proof7:26.10.09B/LRevision:0OperatorYouG



Product

Domestic

market

share (%)

World

market

share (%)

Main domestic

competitors and market

share (%)

Main international competitors

and market share %)

Plastics

Polystyrene ....................... 37% 1% OmskPlast (20%),

Penoplex (11%),

Salavatnefteorgsintez

(10%)

BASF (10%), Dow (7%),

Polimeri Europa (2%),

IneosNova (8%)

Polypropylene .................. 24% 1% Tomskneftekhim (23%),

Ufaorgzintez (20%),

NPP (Neftehimiya 18%)

LyondellBasell (8%),

Borealis (4%), SABIC

(2%), Dow (2%)

Polyethylene ..................... 15-20%

for full

capacity

utilisation

51% Kazanorgsintez (45%),

Tomskneftekhim (20%),

Stavrolen (20%)

Dow (10%), ExxonMobil

(9%), SABIC (5%),

Chevron Philips (4%),

Borealis (4%)

Monomers

Ethylene ........................... 25% 51% Stavrolen (15%),

(Kazanorgsintez (11%),

Salavatnefteorgsintez
(11%), Siburneftekhim

(8%)

Not exported

Styrene ............................. 47% 51% Salavatnefteorgsintez

(27%), SIBUR (15%),
Plastic (6%), Angarsky

Polymer materials plant

(5%)

LyondellBasell (6%),

Dow (6%), BASF (5%),
Total (2%), Ineos (2%)

Propylene ......................... 20% 51% Stavrolen (12%),

Ufaorgsintez (12%),

Salavatnefteorgsintez

(10%), Tomskneftekhim

(9%)

Not exported

Alfa-olefins ....................... 100% 4% None Shell (27%), Chevron
Philips Chemical (15%),

Ineos (12%)

Other

MTBE .............................. 4% No data Tobolskneftekhim,

TAIF-NK

LyondellBasell,

Huntsman, National

Methanol

Ethylene oxide.................. 6% 51% SIBUR, Kazanorgsintez,

Salavatnefteorgsintez

Dow (9%), Sharq (5%),

BASF (5%), Shell (5%)

Propylene oxide................ 100% No data None Dow, LyondellBasell

MEG ................................ 30% 51% SIBUR (47%),

Kazanorgsintez (10%),

Petrokam (13%)

Sharq (7%), Dow (6%),

Shell (4%), BASF (2%)

PEG.................................. Exported No data No data Cognis, Oxiteno, Honam

Petrochemical, India

Glycol

DEG................................. 21% 1% SIBUR (42%),

Kazanorgsintez (12%),

Petrokam (10%)

Dow, Sharq, Honam,

BASF, Jubail United,

Yanpet, Yanbu

Propylene trimer .............. Exported 1%

No data ExxonMobil, Texas

Petrochemicals, Shell

Chemicals
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Product

Domestic

market

share (%)

World

market

share (%)

Main domestic

competitors and market

share (%)

Main international competitors

and market share %)

Neonols ............................ 100% 30% None Huntsman (9%), Honam

(11%), Dow (24%),

Oxiteno (8%)

Polyether polyols.............. 60% 2% Vladimir Chemical plant

(2%), Kemerovo

Khimprom (1.5%)

Dow Chemicals (27%),

Shell Chemicals (5%),

BASF (15%), Bayer

(18%)

Ethyl cellosolve ................ 55% 43% Kemerovo Khimprom

(45%)

Oxiteno, Ineos, Nippon

Shokubai

Source: the Company

Production Facilities and Technology

The main production nexus of the Group comprises two production areas located in close

proximity to each other in Nizhnekamsk, Republic of Tatarstan, occupying an area of approximately

20 km2.

Production Area I is where the Group produces synthetic rubbers (isoprene, butyl, halobutyl,

EPDM and butadiene rubbers). It was designed in the late 1960s to ensure Russia’s supply of

synthetic rubber during the Cold War era. As a result, the Group is the largest producer of isoprene

rubber in the world.

Production Area I also houses all of the Group’s plastics production units which currently

comprise three polystyrene units of 50,000 tpa capacity each, a polypropylene unit with 180,000 tpa

capacity and a polyethylene unit with 230,000 tpa capacity. Due to market demand, the Group’s

polystyrene and polypropylene have been utilised at full capacity for some time. The Group’s new

polyethylene unit was brought online at the end of 2008 and after a series of test runs commercial
production was launched in February 2009.

Production Area II includes a steam cracker and various olefin derivative units (ethylene glycol,

alpha-olefins, propylene oxide, styrene, propylene trimer, neonols and others) that either provide

monomers that are later transformed into more complex products at the Production Area I, or

produce both niche and commodity products that are mainly exported to Western Europe and Asia
via the Kotka port in Finland. Due to the high price volatility of certain products (such as styrene

and ethylene glycol) the Group is actively working on decreasing its sales of monomers (such as

ethylene, propylene and styrene) and their basic derivatives by using them instead in the production

of higher-value polymers (such as polypropylene, polystyrene and polyethylene).

The table below sets out the distribution of the Group’s production facilities between the two

production areas:

Location

Production area I ........................ Divinyl and Hydrocarbon Feed Plant

Butyl Rubber Plant

Synthetic Rubber Plant

Isoprene Synthetic Rubber Plant

Polyolefin Plant
Polystyrene Plant

Production area II....................... Ethylene Plant

Ethylene Oxide Plant
Styrene and Polyether Resin Plant

Oligomer Plant

Source: the Company

The Group’s plants are fully compliant with Russian and international environmental and safety

requirements. All facilities have all necessary certifications required for production. Since the

commencement of operations in the Group’s plants, there have been no major accidents or

interruptions of operations.
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The Divinyl and Hydrocarbon Feedstock Plant was the Group’s first production facility. The first

unit of the plant, the central gas fractionation unit, was commissioned in 1967, with the second

coming on stream in 1972. The respective processing capacities of the two are 1 million tonnes and

1.5 million tonnes of feedstock per annum, respectively.

The central gas fractionation unit is designed to separate light hydrocarbons stream into
individual hydrocarbon fractions such as propane, butane, isobutene, isopentane and hexane, which

are the main outputs of the plant. The majority of those are now used as feedstock for the Group’s

other production facilities to yield more complex and higher value-added chemicals.

The Butyl Rubber Plant is one of the core facilities of the Company. The plant produces butyl,

halobutyl (chlorobutyl or bromobutyl) rubbers, as well as isobutylene. Sales of these products

comprise approximately 17 per cent. of the total revenues of the Group. The plant has two

production facilities, one for butyl and the other for chlorobutyl or bromobutyl halobutyl rubbers.

The first unit was commissioned in 1973. Its production capacity was expanded from 35,000 to 67,000

tpa in two stages, in 1990 and 1996. The second facility was put into operation in 2004 and currently
has a production capacity of 50,000 tpa, as a result of which the Butyl Rubber Plant currently has a

total capacity of 120,000 tpa.

The production process uses isobutylene and isoprene as raw materials and comprises five stages:

(i) constant mastication in the shell-and-tube reactor; (ii) outgassing of the developed rubber slurry;

(iii) homogenisation and centralising; (iv) drying; and (v) performing. Halobutyl rubber production is

similar to the butyl rubber production process, but it also includes chlorating or brominating to add

particular special qualities to the rubber.

The Synthetic Rubber Plant comprises several units which were constructed and commissioned

over the last 40 years: the isoprene unit was commissioned in 1970, the EPDM and DCPD Units in

1994, the petroleum resin unit in 1997 and the SKD-N Unit in 2004. Most recently, in 2007, the
lithium catalyst-based polybutadiene rubber (SKD-L) production unit, with a capacity of 50,000 tpa,

was put into operation at the plant. Isopentane produced at the Divinyl and Hydrocarbon Feedstock

Plant of the Company is used as a feedstock in the production process.

The Isoprene Synthetic Rubber Plant’s two main production units are the isoprene rubber and

the isoprene monomer production facilities, both commissioned in 1970. Isobutylene and methanol are

used as feedstock in the isoprene production process. Synthesis comprises two stages:

trimethylcarbinols and formaldehyde production. The feedstock for isoprene rubber production is

isoprene monomer. The production process also comprises two stages: polymerisation of isoprene by

Zigler-Natt catalyst and separation of the non-reacted monomers by water removal and drying.

The Polyolefin Plant is the Group’s most modern facility. Its key products are polypropylene
(production unit commissioned in October 2006) and polyethylene (production unit commissioned in

February 2009).

The polyethylene manufactured at the Polyolefin Plant is of black and natural colours, and

certain grades had never been produced in the Russian Federation before this plant was

commissioned. The implemented polymerisation system has no comparables in domestic practice. One

of the advantages of this plant is that only 3.5 per cent. of the production cost of produced

polyethylene is attributed to energy costs. Therefore, based on this cost price advantage and the high

quality of the product, the Group’s polyethylene will be able to compete with foreign equivalent

products in the Russian market.

The following grades of Polyethylene are produced at the plant:

* Linear low-density polyethylene (LLDPE), density 0.915-0.935 g/cm3;

* Medium-density polyethylene (MDPE), density 0.925-0.940 g/cm3;

* High-density polyethylene (HDPE) with low molecular weight distribution, density 0.940-
0.965 g/cm3; and

* High-density polyethylene (HDPE) with wide molecular weight distribution, density 0.940-

0.965 g/cm3.

The Polystyrene Plant is also one of the more modern plants of the Group, with the first

production line commissioned in 2003 with a capacity of 50,000 tpa, and with lines Nos. 2 and 3

being commissioned in 2005 and 2008, respectively. The plant produces both general-purpose and

high-impact polystyrene. General-purpose polystyrene is produced by styrene polymerisation. High-
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impact polystyrene is produced by styrene and polybutadiene rubber polymerisation. The nameplate

capacity is 150,000 tpa, though the plant has a proven capacity of 170,000 tpa.

The Ethylene Plant was commissioned in 1976. The main facilities were designed and built by

Toyo Engineering Corporation (Japan). The original production capacities for ethylene and propylene

were 448,000 and 192,000 tpa, respectively. The current capacity is approximately 600,000 tpa for

ethylene and 284,000 tpa for propylene due both to reduction of capacity constraints and the
installation of new equipment over the last five years. The butadiene production unit has a

production capacity of 63,000 tpa. The main raw materials used for these products are naphtha,

hexoic fraction, butane and ethane. The production process is based on the technical degradation of

feedstock in cracking furnaces and comprises pyrolysis gas fractionation and compression and further

products separation. The benzene production unit has a production capacity of 187,000 tpa. Benzene

production is based on a two-stage method of pyrolysis gasoline hydro treatment and further fraction

hydrodealkylation and reaction output rectification.

The Ethylene Oxide Plant comprises four production units: two ethylene oxide units, an ethyl

cellosolve and a glycol unit. The ethylene oxide production units were commissioned in 1980 and

1986 and have production capacities of 120,000 and 200,000 tpa, respectively. Ethylene oxide is
produced through ethylene oxidation by oxygen with an argental catalyst in a pipe reactor. The ethyl

cellosolve and glycol production units were put into operation in 1981 and 1980, with capacities of

42,000 and 73,200 tpa, respectively. Ethylene oxide, water and ethyl hydroxide are used as raw

materials in the production process. Ethyl cellosolve is the result of an ethylene oxide and ethyl

hydroxide reaction in the presence of a catalyst. Glycol is produced through a reaction of water and

ethylene oxide in reactors.

The Styrene and Polyether Resin Plant has four production facilities. Ethyl benzene and styrene

production units were commissioned in 1977 and have a capacity of 344,000 and 125,000 tpa,

respectively. Ethylene and benzene are used as raw materials in the production process based on the

Friedel-Krafts reaction (alkylation of benzene by ethylene). The propylene oxide and styrene
production unit was commissioned in 1981 and its current production capacities are 72,000 and

176,000 tpa, respectively. Ethyl benzene, propylene, hydrogen and air are used as raw materials in the

production process which comprises three stages: (i) ethyl benzene oxidation; (ii) propylene

epoxidation; and (iii) methylphenylcarbinols dehydration. The polyether production unit was

commissioned in 1983 and has a current capacity of 73,000 tpa. The Group develops and has the

patent for the technology used in this unit.

The Oligomer Plant has five production facilities. The alkyl-phenol and propylene trimer and

tetramer production units were commissioned in 1986 and have production capacities of 100,000 and

75,000 tpa, respectively. The ethoxylation unit was put into operation in 1984 and has a production

capacity of 250,000 tpa. The unit has three separate ethoxylation lines. The first is currently dedicated

to the production of neonols, the second acts as a swing line for production of neonols and specialty
alkali polyethers (used as emulsifiers in oil production), and the third was revamped for PEG

production. The plant also houses an alpha-olefins production unit that was commissioned in 1990

and has a production capacity of 185,000 tpa. Propylene is used as feedstock in the trimer and

tetramer production process which employs the propylene oligomerisation method. The product is

exposed to reaction mass rectification after which the trimer and tetramer are separated. The

feedstock for alpha-olefins production is ethylene, which is subjected to high-temperature

oligomerisation.
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The following diagram sets out the major production processes in the Group’s facilities:
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The following table sets out the current prescribed annual production capacity of the Group’s

production facilities as set out in the order of the General Director of the Company and their

utilisation in 2008 and 2007:

Prescribed

annual

production

capacity in

2008

Utilisation in

2008

Prescribed

annual

production

capacity in

2007

Utilisation in

2007

(Tonnes)

(Per cent. of

prescribed

annual

production

capacity) (Tonnes)

(Per cent. of

prescribed

annual

production

capacity)

Monomers

Ethylene ................................................................. 570,000 95% 448,000 114%

Propylene ............................................................... 284,000 95% 192,000 129%

Styrene ................................................................... 301,000 85% 263,000 104%
Butadiene ............................................................... 103,000 90% 100,000 82%

Isoprene ................................................................. 235,000 86% 208,000 95%

Rubbers (polymers)
Isoprene rubber ..................................................... 200,000 95% 240,000 75%

Butyl rubber .......................................................... 120,000 99% 92,000 115%

Halobutyl rubber ................................................... 50,000 79% 25,000 135%

Butadiene rubber SKD-N...................................... 85,000 108% 70,000 118%

Butadiene rubber SKD-L ...................................... 50,000 41%

EPDM rubber........................................................ 14,000 28% 14,000 65%

Plastics (polymers)

Polystyrene............................................................. 150,000 86% 100,000 111%

Polypropylene ........................................................ 180,000 94% 180,000 80%

Other petrochemicals

Ethylene oxide ....................................................... 320,000 78% 320,000 87%

Propylene oxide ..................................................... 72,000 99% 58,500 123%

Monoethylene glycol ............................................. 123,000 72% 123,000 92%

Polyether................................................................ 87,000 96% 83,000 101%

Propylene trimer .................................................... 75,000 37% 75,000 39%
Neonols.................................................................. 167,000 71% 167,000 65%

Source: the Company

Raw Materials and Suppliers

In terms of both volume and cost, the primary raw material used by the Group is naphtha, all
of which is procured from TAIF-NK (a refinery that is owned by TAIF Group, the controlling

shareholder of the Group). The Group currently has a 10-year contract with TAIF-NK for the supply

of naphtha, which commenced in 2005. This procurement is made on an arm’s length basis using a

transparent formula related to the quoted European naphtha price and the prevailing RUR/US$

exchange rate. Other raw materials used by the Group include benzene, methanol, butylene-

isobutylene fractions and a wide spectrum of light hydrocarbons.

Other principal suppliers of raw materials to the Group include OJSC Tatneft, OJSC

Surgutneftegaz, OJSC Gazenergoset (a subsidiary of OJSC Gazprom), OJSC Moscow Oil and Gas

Company (a subsidiary of Sibir Energy plc).

The risk of TAIF-NK (or any other of the Group’s principal suppliers, including OJSC Tatneft)

diverting deliveries of feedstock to other consumers is mitigated by the following factors:

* TAIF-NK is the main shareholder of the Company and is therefore also interested in the

continuous effective operation of the Group;

* the Group is practically the sole consumer of naphtha in the region;
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* TAIF-NK, OJSC Tatneft and the Group are impacted by the policies of the government

of the Republic of Tatarstan and through taxes and dividends jointly provide over half of

the Republic’s budget. The government is a key stakeholder in these companies and it is in

the government’s interest to secure their stable operation;

* the proximity of the Group’s facilities to TAIF-NK and to OJSC Tatneft helps minimise

transportation costs;

* the local tyre plant OJSC Nizhnekamskshina, part of the Tatneft Group, consumes a large

amount of isoprene rubber produced by the Group from feedstock supplied by OJSC

Tatneft. Therefore, the latter is interested in the uninterrupted supply of feedstock to the

Group;

* the adopted price formula between TAIF-NK and the Group for the sale of naphtha is
transparent and based on independent market data. TAIF-NK is therefore effectively

selling to the Group at market price, mitigating the risk that TAIF-NK would seek

alternative consumers of naphtha;

* some of the Group’s raw materials constitute waste products for companies such as OJSC

Gazprom, who would be penalised if they destroyed these waste products in levels
exceeding those set out in Russian environmental laws. As such, it is in the interests of

both the Group and its suppliers, such as OJSC Gazprom, to maintain a productive

relationship; and

* potential opportunities for TAIF-NK, OJSC Tatneft or other Russian oil and oil

derivatives companies to increase considerably their exports of feedstock from Russia in

the coming years will be seriously restricted by the existing limitations of Russian transport
infrastructure and current Russian export tariff policies.

The main key suppliers of feedstock to the Group are set out below:

Feedstock Main suppliers

Naphtha ............................................................ TAIF-NK (the TAIF Group)

Stable natural gasoline ...................................... TAIF-NK (the TAIF Group)

Methanol ........................................................... Meta Trading

Toljattiazot

MHK Evrokhim

LPG................................................................... Impexneftekhim

Samara group of facilities (Rosneft)

URNiN Tatneft (Tatneft)
Normal butane .................................................. Impexneftekhim

SIBUR Holding

Commercial butane ........................................... Novatek

Gazenergoset

Isobutane........................................................... URNiN Tatneft (Tatneft)

Ufaneftekhim

Benzene ............................................................. Severstal

Impexneftekhim
NK Rosneft (Rosneft)

Butadiene........................................................... NKNK-Divinil (NKNK)

Butylene-butadiene fraction .............................. Kazanorgsintez (the TAIF Group)

Ufaorgsintez

Angarsk polymer plant (Rosneft)

Butane-butylene fraction................................... TAIF-NK (the TAIF Group)

Propane-propylene fraction............................... TAIF-NK (the TAIF Group)

Source: the Company

The Group normally enters into annual agreements with its suppliers specifying expected

delivery volumes. Under these agreements, the contract prices may change during the term of a

contract.

From February 2009, the Group agreed with TAIF-NK to change the terms of payment for

naphtha (the main raw material consumed by the Group) supplied by TAIF-NK. Previously, the
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payment procedure required that the Group make full payment at the beginning of each month for

naphtha scheduled for supply within that month; however, since February 2009, payment is made on

the first week of each month for the actual volume received in the previous month. This change has

reduced the working capital requirements of the Group.

The Group’s historical consumption of its key raw materials for each of the years ended

31 December 2008, 2007 and 2006 is set out in the table below:

Raw materials consumption (MT) 2006 2007 2008

Crude naphtha............................................................................. 1,004,362 993,656 1,008,890

Feedstock for CGFU................................................................... 687,391 750,905 842,879

Methanol ..................................................................................... 112,100 147,124 160,740

Condensate .................................................................................. 37,767 1,437 90,086

Butane-butylene fraction ............................................................. 27,489 56,662 75,999

Butylene-butadiene fraction......................................................... 32,167 56,453 68,923

Distillate....................................................................................... 0 0 60,359

Propane-propylene fraction (PPF)............................................... 5,609 43,147 50,652
Butane.......................................................................................... 82,271 26,436 44,281

Isobutane ..................................................................................... 54,050 48,672 36,659

Benzene ........................................................................................ 59,600 55,663 32,908

Pentane ........................................................................................ 42,192 40,646 29,056

Isopentane.................................................................................... 36,726 37,205 27,871

Ethylene ....................................................................................... 0 10,000 19,543

Phenol .......................................................................................... 19,577 18,896 16,812

Butadiene ..................................................................................... 8,965 5,114 13,970
Propylene ..................................................................................... 23 13,229 9,870

Ethanol ........................................................................................ 7,948 4,831 3,893

Butadiene-isobutylene fraction (BIF) .......................................... 30,215 26,543 2,741

Hexane ......................................................................................... 8,234 6,109 2,678

Propane-butane fraction .............................................................. 0 8,673 2,571

Crude Coal Benzene .................................................................... 5,923 34,055 2,209

Mineral oil ................................................................................... 2,349 2,101 2,204

Butadiene rubber ......................................................................... 4,252 3,857 1,934
Propane fraction .......................................................................... 0 2,757 1,141

Total main raw materials ............................................................ 2,269,210 2,394,172 2,608,868

Source: the Company
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Subsidiaries and Affiliates

The Company has a number of subsidiaries and associates within the Group, which provide

various supporting services, such as investments, marketing, transportation, sale of petrochemicals,
production of supporting materials and articles, catering and others. The Company is not dependent

on any of its subsidiaries or affiliates.

The Company’s main subsidiaries (in which the Company’s share is 50 per cent. or more, as of

1 July 2009) are set out below:

Subsidiary Business

Ownership at

30 June 2009

Ownership at

31 December

2008

Ownership at

31 December

2007

% % %

LLC Neftekhimagroprom................. Agricultural 100% 100% 100%
LLC Trest TSNKhRS....................... General equipment repairs and

construction
99.98% 99.98% 99.87%

LLC Nizhnekamskneftekhim —
Service .......................................... Wholesale and retail trade

100% 100% 100%

LLC UOP Neftehim ......................... Food supplies and catering 100% 100% 100%
LLC PAP Transport-express ............ Transportation 100% 100% 100%
OY Nizhex Scandinavia Ltd............. Sale of petrochemicals 56.25% 56.25% 50%
OJSC NeftekhimSevilen .................... Plastic products 50.99% 51% 50.99%
LLC Nizhnekamskneftekhim —

Divinyl.......................................... Butadiene production
50% 50% 50%

LLC
Polymer-Nizhnekamskneftekhim ...... Production and sale of

industrial products
100% 100% 100%

LLC Garage Complex ‘‘Khimik’’ ..... Garages construction and
maintenance

100% 100% 100%

LLC Neftekhimresurs-NKNK.......... Supply and maintenance of
non-process equipment

100% 100% 100%

LLC Neftekhim-Invest...................... Commercial activities 100% 100% 100%
LLC Tzekh No. 4100 —

Nizhnekamskneftekhim................ Production of pipelines
components, maintenance of
processing facilities, pipelines
and metal constructions

100% 100% 100%

LLC Polimerkholodtekhnika ............ Components production for
cooling towers

99.62% 99.12% 98.12%

LLC Vtorresursy ............................... Collection and refinery of scrap
metals

100% 100% 100%

LLC SCC Neftekhimik ..................... Sport activities and
entertainment

87.48% 87.48% 87.48%

LLC Hockey Club ‘‘Neftekhimik’’ ... Development of hockey sports 100% 100% 100%
OJSC SOV NKNK ........................... Production and supply of

drinking water to
Nizhnekamsk city and plant
facilities of Nizhnekamsk
industrial district

51.87% 51.87% 100%

LLC RMZ-NKNK ........................... Manufacturing and repairs of
process equipment

100% 100% 100%

LLC UAT-NKNK............................ Transportation services 100% 100% 100%
LLC Chop-NKNK ........................... Security of the Group’s entities 100% 100% —
LLC PEST ........................................ Purchase and sales of electrical

energy in the wholesale market
100% —% —

Note: In 2008 a decision about an additional share issue by OJSC SOV-NKNK was taken. The

change in minority interest was recognized in the consolidated statement of changes in equity. The

additional share issue performed by SOV-NKNK was registered by the relevant government authorities in

2009.

Source: the Company

As of 1 July 2009, the Company also had 14 affiliates, in which the Company’s share is less

than 50 per cent.

Storage

The Group owns all necessary storage facilities for interim output storage during the production

process and for final product storage. For example, the group has stainless steel, aluminium and
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bimetallic reservoirs with an internal layer of aluminium or carbon steel under a nitrogen blanket (for

styrene, propylene tetramer and trimer storage), steel tanks (for neonol storage) and warehouses (for

rubber storage).

Transportation

The Group’s headquarters and production facilities are located in the Nizhnekamsk industrial

area, connected to key utilities, feedstock storage farms and modern sewage systems by pipeline and

cable systems. The railway station is situated near the Group’s major production facilities. The Group

owns 64 kilometres of railway track, seven locomotives and multiple covered lorries and tank cars

(approximately 1,450 items), as well as a loading dock for products shipped by water. The Group
receives and ships goods by various means of transport, such as road, rail and water. The existing

transport infrastructure and proximity to and stable availability of main feedstock resources enable

the Group to produce high value-added products. See also ‘‘Risk Factors – Risks Related to the

Company and the Group – Dependency of the Company on the Russian Railway Network for the

Transportation of Raw Materials and Products’’.

In addition, the Group owns an ethylene pipeline connecting the Company’s ethylene production

units with OJSC Kazanorgsintez’s ethylene consuming facilities, as well as OJSC

Salavatnefteorgsintez’s (in the city of Salavat) ethylene production units with OJSC Bashneftekhim’s

(in the city of Ufa) and CJSC Kaustik’s (in the city of Sterlitamak) ethylene consuming facilities with

a total length of approximately 800 kilometres.

The Group maintains long-term contractual relationships with various freight companies and
carriers, both for export and domestic deliveries, such as Sovfreight, Rainotrans, Trasko,

Transcontainer, Energotrans, Transinserv. Additionally, the Group enters into long-term contracts

with Russian Railways and its business units to ensure stability of cargo transportation.

The Group is able to supply materials to virtually any part of the world using existing ports

and terminals both in Russia (such as St. Petersburg and Novorossiysk) and Finland.

The Group, together with many other Russian companies, is actively working with different

levels of government offices in order to prevent any unreasonable increase in transportation tariffs in

the current economic environment. As a result, the previously forecasted railway transportation tariff

increase for 2009 was cut from 19 per cent. to 5 per cent.

Approximately 25 per cent. of all current exports are transported via railway, 50 per cent.

require multi-modal ways of transportation (railway and sea), another 8 per cent. are shipped by

trucks and, for the remainder, transportation is determined by the customer. Of domestic sales, 70 per

cent. are currently transported by trucks, another 22 per cent. are pumped through pipelines and the

remainder are transported by railway.

The Group’s strategy lies in increasing sales of higher value-added products at the expense of
more basic monomers and commodities (see ‘‘– Strategy’’ above). In practice, this means that, in the

long term, some export-oriented commodities (especially styrene) will be sold in less volume, and sales

of plastics will increase. Due to most of those commodities being transported by railway and, in the

case of ethylene, by pipeline, their share in the overall structure of transportation will decrease. At

the same time, plastics are mostly directed at the domestic market, where they are predominantly

transported by trucks, therefore with increasing plastics sales, the share of transportation by truck will

increase.

Energy

The Group uses a significant amount of electricity, steam and water in its production processes,

as is common for companies in the chemical and petrochemical industry. The Group’s key energy

resources, which are electricity and heat (both steam, used for chemical processes and hot water for

heating), are supplied by the power generation facilities of Nizhnekamsk Power and Steam Plant and

OJSC Tatenergo (one of the leading electrical power complexes in the Russian Federation and the

major one in the Republic of Tatarstan). In 2008, 11.5 per cent. of the electrical power and 36 per
cent. of the heat energy generated by OJSC Tatenergo was consumed by the Company.

The cost structure in the chemical and petrochemical industry is characterised by high power

consumption. The share of direct expenses for energy in the cost of production is therefore

substantial. According to the Republic Energy Committee of the Republic of Tatarstan, for the year

ending 31 December 2009, the increase in rates for energy resources in the Republic of Tatarstan was

between 20 and 22 per cent. as compared to the year ended 31 December 2008. The Group expects
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rates for energy resources to increase by a further 15 per cent. in 2010, which is a step closer to

bringing them to international levels. The share of energy costs in the Group’s total costs of sales was

23.9 per cent. for the three months ended 31 March 2009 compared to 19.2 per cent. in the three

months ended 31 March 2008, and was 17.5 per cent. for the year ended 31 December 2008
compared to 15.8 per cent. for the year ended 31 December 2007.

To attempt to decrease such expenses, as well as to ensure reliability of supply, the Group is

implementing an energy-saving programme and developing its own energy sources. In August 2007, a

GTU-75 gas turbine cogeneration unit, with a production capacity of 75 MW of electrical power, 156

t/hr (100 Gcal/hr) of steam power with 30 ata of pressure was brought online with the purpose of
reducing energy costs and thereby to increase the competitiveness of the Group’s products. The cost

of this project was approximately RUR1.9 billion.

During the first quarter of 2009, the Group tightened the framework of its energy-saving

programme. By implementing an extensive list of energy-saving measures in the first quarter of 2009,

the Group believes that it has realised savings of approximately RUR64.9 million.

The Group has renegotiated energy tariffs with Tatenergo, the Government and the Energy

Committee of the Republic of Tatarstan. As a result of these negotiations, the tariffs for the thermal

energy co-produced with electricity were reduced from March 2009. The Company believes that these

reduced tariffs will allow the Group to cut utilities costs for thermal energy by RUR222 million by

the end of 2009. The Group is presently in negotiations with these parties on electricity tariffs.

Additionally, the Group, TAIF Group and OJSC Tatenergo are currently negotiating a joint

project involving the complex rearrangement of the procedure for energy supply to the Group from

the Nizhnekamsk Power and Steam Plant. This project is still in the early stages of negotiation. The

main purpose of this project will be to optimise the energy supply and decrease the energy costs for

the Group.

The Group was the first among the industrial enterprises of the Republic of Tatarstan to carry

out an energy audit programme performed by the Centre of Energy Saving Technologies of the

Republic of Tatarstan. In 2000, the Group approved a ‘‘Dynamic Programme of Energy

Consumption and Energy Saving for 2000 to 2005’’ and an ‘‘Energy Saving Programme for 2006 to

2010’’, both of which are adjusted every year. Within the framework of the 2000 to 2005 programme,
approximately 418 energy saving initiatives were implemented, leading to overall savings of more than

RUR632 million. The implementation of the 2006 to 2010 programme has resulted in the

implementation of 339 initiatives, providing for overall savings of around RUR866 million during the

period from 2006 to 2008.

The Company’s consumption of purchased electricity and heat energy in the years ended
31 December 2008 and 2007 is set out below.

Years ended 31 December

Form of Energy 2008 2007

Electricity (kWh)....................................................................................... 2,314,597,000 2,479,009,000

Heat (Gcal) ............................................................................................... 9,697,000 10,163,000

Source: the Company

Quality Control

An effective quality control strategy is a significant part of the Group’s policy. The Group

implements quality control audits at all stages of production including checking whether raw
materials, technological processes, management systems, production processes and products comply

with appropriate technological regulations. The Group performs laboratory tests on its products at all

stages, including the final output, in order to ensure compliance with technical norms. In

circumstances where non-conformity to the quality control standards is detected, reports are issued

based on quality audit results and corrective and/or preventative measures are developed by the

managers of the relevant sub-division in order to prevent recurrence of such non-conformity in the

future.

The Group’s Quality Management System has been certified to comply with the requirements of

International Standards MS ISO 9001:2008 and 9004:2000. Initial certification was obtained by the

Group in 2000, with the fourth compliance certificate issued by IQNet (CQS Czech Republic) in April
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2009. As a result, the Group has experienced no problems with quality control and has not received

any significant complaints from customers.

Repairs and Maintenance

Equipment maintenance (including routine repairs and small operative repairs) is performed

directly by the personnel of the plants and by repair shops located in the plants. As a rule, the same

personnel are engaged in the overhauling of the unit-specific power equipment, including compressors,

extruders, rubber separators and driers, pumps, stirrers, etc.

The reconditioning of large-scale chemical equipment, requiring considerable labour efforts, is

normally undertaken by contractors, of which approximately 80 per cent. are affiliate organisations.
Exceptions to this practice are highly specific or seasonal works, such as that listed below, for which

it is impractical to establish a permanent affiliate company:

* repair and maintenance of freight and passenger elevators;

* fire-proof works, heat insulation;

* underwater works;

* repair of weight-lifting machines;

* repair of steam and gas turbines; and

* urgent shut-down repairs of the process and steam lines.

The maintenance and repair of buildings and installations is contracted out and approximately

40 per cent. of these contractors are affiliate organisations, which provide permanent staff on location

at the Group’s facilities; during the summer peak period local construction companies are engaged.

On average, the maintenance of production facilities normally takes two weeks to one month per year

per plant. Such maintenance usually causes the shut down of the plants.

Investment Programme

The Group has developed and largely implemented a business development plan for the period

up to 2010 pursuant to which it aims to position the Group as an integrated producer of plastics
(including polystyrene, polypropylene and polyethylene), strengthen its production as a supplier of a

wide range of synthetic rubbers (halobutyl, isoprene, butadiene and butadiene-styrene) and optimise

its consumption of power.

In the framework of the above strategy, the Group has implemented the following projects

between 2003 and 2009 year-to-date:

* Polystyrene: the Group constructed a new 50,000 tpa unit in 2003, followed by a second

and a third unit of same capacity in 2005 and 2008, bringing the overall Group capacity

for this product to 150,000 tpa (with 170,000 tpa proven);

* Butyl/halobutyl rubbers: the Group constructed a new 25,000 tpa unit in 2004, followed by
an upgrade to 50,000 tpa in 2006. Overall butyl rubber capacity was increased to 120,000

tpa, coupled with a shift of the production mix away from regular butyl towards more

advanced halobutyl rubbers;

* Butadiene SKD-N rubber: the Group constructed a new 50,000 tpa unit in 2004, with

capacity increased over the following years to 80,000 tpa;

* Polypropylene: the Group constructed a new 180,000 tpa unit in 2006;

* Energy: the Group constructed a cogeneration unit with 75 MW capacity in 2007;

* Polyethylene: the Group constructed a new 230,000 tpa swing unit capable of producing

main types of polyethylene (HDPE, LLDPE and LDPE) in 2009; and

* Butadiene SKD-L rubber: the Group constructed a production unit for a new type of
butadiene rubber with a capacity of 50,000 tpa in 2007.

Other projects of the Company still underway are:

* Ethylene complex: the modernisation of equipment together with capacity upgrade from

450,000 tpa to 600,000 tpa of ethylene. Current capacity is close to 600,000 tpa, with some

modernisation of furnaces still to take place during 2009, after which the project will be

completed;
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* ABS plastics: construction of a new production unit for ABS plastics with capacity of

60,000 tpa. Total value of the project is tentatively estimated at U.S.$114 million of which

U.S.$11 million was already invested. The new unit was scheduled to come online in 2010,

however, due to the financial and economic crisis, construction has been postponed until
2011.

Intellectual Property

The Group’s entities own, or share the ownership of, approximately 99 patents for inventions

and 32 utility model patents. The Company’s trademark is protected nationally and internationally in
Russia, Poland, Norway, the United Kingdom, Finland, Bulgaria, Germany, Benelux, France,

Hungary, Italy, Romania, Serbia, Montenegro, Vietnam and Switzerland. The Group’s subsidiaries

also own several trademarks. The Company’s intellectual property has been registered with the

relevant Russian and foreign registration authorities. The Group believes that it owns or is licensed to

use all of the intellectual property it uses.

Insurance

The Group maintains insurance cover for its property and business, including insurance for

damage related to explosion, fire and other accidents caused by the operating process, third-party

liability insurance for entities operating hazardous production facilities, third-party liability insurance

for entities operating facilities using nuclear energy, insurance of temporary and customs storage

warehouses, insurance of the hazardous products career, and vehicle insurance.

Legal Proceedings

From time to time, the Group’s entities have been involved in court proceedings (both as a

plaintiff and a defendant) arising in the ordinary course of business. The Group believes there are no

current legal proceedings or other claims outstanding, which could have a material effect on the

operations or financial position of the Group and which have not been accrued or disclosed in the
consolidated financial statements.

Industrial Safety

Pursuant to Russian legal requirements, the Group regularly assesses the level of industrial

safety within its operations. The Group’s employees are trained and certified to industry standards
and the Group’s manufacturing processes are regularly checked and, if necessary, changed in order to

attempt to prevent the occurrence of industrial accidents. The Group has not had any serious

accidents or deaths at its plants in the last three years of its operations.

Environmental Regulation

The Group is subject to environmental regulation of both the Russian Federation and the

Republic of Tatarstan. The Group holds a number of environmental licences and permits for

production and for waste disposal. The documents are issued by the relevant state authorities for

specified periods and are renewable upon expiry. The Group is subject to monitoring by Russian and

Tatar environmental authorities which conduct regular and random audits of the Group with respect

to environmental compliance.

The majority of the Group’s facilities are certified in accordance with the international guidelines

and requirements of ISO 14001 (Environmental Management Systems) and OHSAS 18001

(Occupational Health and Safety) standards.

Monitoring of the environment is conducted by recording the consumption of natural resources
and emissions discharged into the environment, as well as by controlling the amount of pollutants in

waste released directly into the environment. This is done by specialised laboratories which are

accredited with state authorities of the Russian Federation.

Monitoring, conducted by state laboratories, has shown that waste waters from treatment
facilities do not have any noticeable effect on the water of the Kama River. This fact has been

confirmed by analysis of water samples upstream and downstream of waste water discharge from

treatment facilities. The amount of pollutants in air emissions from the Group’s sources are within

limits stipulated by existing standards and the concentration of pollutants in soil samples does not

exceed maximum allowed concentrations.
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The Company’s management is committed to the improvement of the environment. One of the

principles guiding the Group’s activities in making efforts to reduce the ecological burden is the

prevention of production of any kind of pollutants. In the industrial facility, this is achieved by the

application of advanced no-waste processes, reliable modern equipment and automated process
control.

To ensure the Group’s environmental safety and sustainable development a new environmental

programme for the period from 2007 to 2015 was developed in 2007. The programme includes steps

to implement the Group’s stated environmental policy, which is centred around sustainable

development. The objectives addressed by the programme include improving environmental

performance and accident prevention, developing environmental protection facilities, putting in place

an effective monitoring system, enhancing the environmental management system and handling
specific environmental issues faced by the Nizhnekamsk municipality.

The initiatives envisaged by the programme would achieve significant resource-saving and reduce

emissions and wastewater discharge. Expected savings during the period covered include:

* 6,044,000 Gcal of heat;

* 414 million kWh of power;

* 21 Kt of reference fuel; and

* 61 Kt of hydrocarbons.

From 1 January 2007 until 31 December 2008, 85 initiatives were implemented as part of the

environmental programme, at a total cost of approximately RUR1,141 million.

The environmental achievements of the Group have been recognised by the republican and

federal government on numerous occasions. In 2005 and 2006, the Company was a laureate of the
Eco-Leader contest arranged by the Tatarstan Cabinet of Ministers, and became the overall winner of

the contest in 2007. The Company has received the Ecomir national environmental award every year

since 2006 and has been repeatedly named an ‘‘Environmental protection leader in Russia’’ in the

frame of the annual Russian Ecology Conference.

In 2005, the Group was selected as one of the two pilot plants to test-run the ‘‘Responsible

Care’’ principles in a live Russian chemical production environment. ‘‘Responsible Care’’ is a

voluntary initiative of the global chemical industry focused on improving performance,

communication and accountability. ‘‘Responsible Care’’ commits companies, through their national
chemical associations, to work together to continuously improve the health, safety and environmental

performance of their products and processes. It is a major contribution by the industry in achieving

sustainable development. The outcome of the three-year programme was that in October 2007 Russia

was welcomed into the ‘‘Responsible Care’’ family – an exclusive group of 53 member countries, thus

solidifying the Company’s commitment to personal and environmental safety.

Employees and Social Responsibility

For the first six months of 2009, the Group had on average 23,975 employees and the Company

had on average 17,442 employees compared to 25,425 employees and 18,892 employees, respectively,

on average in 2008. In the year ended 31 December 2008, the average monthly wage of employees of

the Company increased by 14 per cent. as compared to the average monthly wage for the year ended

31 December 2007 and amounted to RUR22,518 per person. The average monthly wage of employees

of the Company for the first six months of 2009 amounted to RUR21,261 per person representing a

reduction of almost 6 per cent from 2008. All of the Company’s employees are covered by the
Collective Agreement between the Trade Union and the Company, which deals principally with

conditions of employment, wages, promotions, pension schemes, certain benefit programmes,

procedures for hiring and dismissing employees and procedures for settling labour disputes.

The Company has set up a personnel training unit for occupational training, retraining and

advanced training. It has a licence from the Ministry of Education of the Republic of Tatarstan for

training and advanced training and a licence from the Engineering Inspection Authority of the

Russian Federation for training and retraining personnel in hazardous production sites. In 2008, the
personnel training unit trained more than 6,000 workers.

The Group funded RUR211.1 million of housing construction in the year ended 31 December

2008 which ensured the provision of 12.1 thousand square metres of ready accommodation and 13.2

thousand square metres of accommodation to be completed in 2009.
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Approximately half of the Group’s workforce is between 36 and 50 years of age. Around 30 per

cent. of the workforce of the Group comprises people under 30 years of age. The share of this group

has been growing in the last five years, as the workforce is constantly being enriched by graduates of

top industry educational institutions such as Kazan State Technological University, Nizhnekamsk
Chemistry and Technology College, Nizhnekamsk Petrochemical College and others. The Group also

maintains close contact with its retired employees and their interests are represented in the daily

activities of the Group’s Council of Labour and War Veterans.

Impact of the World Financial and Economic Crisis on the Group

Due to the global financial and economic crisis, falling oil prices and CBR’s actions to maintain

the rouble rate, most Russian petrochemical and refining companies faced the following issues in the
last quarter of 2008 and the beginning of 2009:

* dramatically decreased demand and prices for their products;

* overstocking; and

* tough price competition from imports.

Many Russian companies manufacturing products for end users such as the automotive
industry, construction and consumer goods scaled down their operations during the period from

December 2008 to January 2009. After the oil price levelled off at U.S.$40 per barrel and the

exchange rate stabilised at RUR34-35 per U.S.$1 in the beginning of 2009, Russian companies found

themselves in a better position to resume sales, since the higher exchange rate provided a natural

barrier to imports, new possibilities for exports and an opportunity for reducing stockpiles appeared.

Despite all export and most domestic prices having decreased in the first quarter of 2009 as

compared to 2008, the Group was able to substantially increase exports of most of its key products,
proving its flexibility and ability to access foreign markets in times of domestic distress.

The overall effect of the crisis on the volume of sales was limited, with the largest decrease in

demand being for isoprene and butadiene rubbers, whereas the supply of plastics and monomers

actually rose during the months of December 2008 and January 2009.

The largest drop in the total sales volume for the Group occurred in the period from November

2008 to January 2009, when temporary capacity shutdowns for some of the Group’s product lines,
such as ethylene oxide and styrene took place. Relative to all-time high shipments of 140,000

thousand tonnes per month of the first half of 2008, the drop to 90,000 thousand tonnes per month

in the last two months of 2008 amounted to an approximately 35 per cent. decrease. Starting in 2009,

however, volumes have been recovering, and, while taking another slight drop in February 2009, they

were back to mid-2008 levels in March 2009 and further improved in April 2009.

Total Sales Volumes (Thousand Tonnes)
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Source: the Company.

Domestic rubbers volumes decreased most in January 2009, due to Nizhnekamskshina (the

Company’s largest domestic buyer of rubbers) completely halting production together with all other

Russian tyre manufacturers. With the tyre plants restarting production in March 2009 and rapidly
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using their stocks of previously purchased raw materials, a gradual pick-up in domestic demand

became apparent in April and May 2009.

Shipments of plastics to the domestic market have been relatively stable during the observed

period, and have even increased at the beginning of 2009 thanks to additional volumes provided by

the newly launched polyethylene plant.

January 2009 saw an increase in the sales of monomers and commodities, mostly due to the
arbitrage that opened for exports due to the devaluation of the Rouble coupled with the lagging

naphtha price and other Rouble costs.

Domestic Sales Volumes (Thousand Tonnes)
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Source: the Company.

Most of the volumes decrease came from export sales, where shipments of monomers and

commodities, the most vulnerable segment of the Group’s production, suffered most. Rubber volumes

also decreased significantly due to smaller orders from European tyre manufacturers (such as Pirelli,

Michelin, Bridgestone and Goodyear) who were hit by the financial crisis, and diminished demand

from the auto industry. However, from 2009, the Group has increased its shipments of rubbers

mainly to Chinese producers. The Group believes that the quality of its products allowed it to win an
increased market share. Plastics shipment also increased at the beginning of 2009, supported by

recovering demand and the launch of the polyethylene plant.

Export Sales Volumes (Thousand Tonnes)
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Source: the Company.

The effect on prices was more pronounced as compared to volumes, with a noticeable drop

registered for all categories of petrochemicals in the months from December 2008 to February 2009.

As shown in the diagram below, the effect was even sharper in the export market; however, it was to
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a certain degree offset by the simultaneous devaluation of the Rouble. Nevertheless, export prices

suffered a substantial decrease even when converted to RUR per tonne terms.

The diagram below presents the historical average prices for the key products of the Group,

grouped into broad product sectors.

Domestic prices for most products have decreased considerably in the last two months of 2008.
Nevertheless, except for a few rare products, most of them stabilised in March 2009 at or close to the

average 2007 levels.

The prices for butyl and halobutyl rubbers, which increased the most during the first nine

months of 2008, suffered a steep drop during the period from October to December 2008, and so did
the prices for plastics, which almost halved during the same period from October to December 2008.

However, at the end of the first quarter of 2009 the decreasing trend was reversed.

Domestic Prices (RUR/tonne)
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Export prices demonstrate a trend similar to that of the domestic prices, only the price decrease

was more profound and the prices have stabilised at the levels slightly below those of 2007 averages.

Nevertheless, the positive trend in export prices can be seen for most product groups as well,

including plastics and butyl rubbers, which are the most important export categories for the Group.

Export Prices (US$/tonne)
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The decreases in export prices were offset to a certain extent by the Rouble devaluation. Since a

substantial share of the Group’s costs are Rouble based, redirecting sales to export markets from

local markets that had suffered more helped the Group during the trough of the price cycle. This is
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evidenced by the size of Rouble-terms export revenue in January, which was double that of the

domestic sales.

Sales of rubbers, the largest product group of the Group by revenues, suffered the largest

decrease attributable both to the drop in prices (export and domestic) and a substantial decline in

volumes demanded. Revenues from sales of monomers and commodities, the product group

comprising the lowest value-added chemicals, also experienced a substantial decline from the levels of
early 2008; however, they have largely stabilised in 2009. Plastics were the product group least

affected by the crisis, as the global decrease in prices was to a certain extent offset by the increased

domestic and export shipment volumes.

Total Revenues by Product Group (RUR million)
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In an environment of significantly falling domestic demand, the Company was able to redirect a

substantial share of its output to the international market, with the percentage of its export sales

growing to approximately 65 per cent. of main products (which includes all rubbers, plastics,
monomers and a number of other products totalling about 70 per cent. of total revenues) in January

2009, stabilising afterwards at approximately 60 per cent. in February and March 2009. The share of

export shipments followed the same trend, though, due to international prices for some products

being slightly higher than domestic ones, the percentage of export revenues is higher than the

percentage of volumes exported. Approximately 57 per cent. of the Group’s product sales during the

three months ended 31 March 2009 were made to customers in export markets compared to 54 per

cent. for the three months ended 31 March 2008.

Export vs. Domestic Sales
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The Group has put in place a number of response measures to mitigate effect the effects of the world

financial and economic crisis:

* Optimising purchases of raw materials

From February 2009, the Group agreed with TAIF-NK to change the terms of payment for

naphtha supplied by TAIF-NK. Previously, the payment procedure required that the Group make full

payment at the beginning of each month for naphtha scheduled for supply within that month. Since

February 2009, however, the payment for naphtha delivered by TAIF-NK is now made on the first

week of each month for the actual volume received in the previous month. This change reduced the
working capital requirements of the Group.

* Optimising operating conditions for under-utilised facilities

Due to the sharp decline of both demand and prices for its products globally, the Group has

adjusted its production programme. As a result, the synthetic rubber plant, styrene and polyether
resin plant and partially ethylene oxide plant were temporarily shut down in the last quarter of 2008,

with the first two plants currently back in operation. Capacity utilisation was also decreased for some

production units in the beginning of the year.

With demand rebounding at the end of the first quarter of 2009, the Group has restored

capacity utilisation to higher levels (in some cases even to pre-recession levels). The table below shows

the share of capacities utilisation for some major products of the Company during the recent years
and for the six months ended 30 June 2009.

Product

Year ended

31 December

2006

Year ended

31 December

2007

Year ended

31 December

2008 January 09 February 09 March 09 April 09 May 09 Jun. 09

SKI-3 isoprene rubber 68% 75% 95% 5% 29% 70% 80% 80% 80%

SKD-N butadiene

rubber................... 103% 118% 108% 11% 83% 53% 72% 86% 92%

Butyl rubber ............... 161% 115% 99% 104% 100% 113% 107% 110% 110%

Halobutyl rubber........ 113% 135% 79% 116% 105% 134% 125% 130% 112%

Polystyrene ................. 107% 111% 86% 66% 77% 106% 80% 106% 95%

Polypropylene............. 80% 94% 78% 94% 111% 116% 114% 109%

Source: the Company.

* Cost reduction

including:

– Tighter energy and materials consumption limits

During the first quarter of 2009, the Group has tightened the framework of its energy-saving

programme. By implementing an extensive list of energy-saving measures in the first quarter of 2009,

the Group believes that it has realised savings of approximately RUR64.9 million.

The Group has renegotiated energy tariffs with Tatenergo and the government and the Energy

Committee of the Republic of Tatarstan. As a result of these negotiations, the tariffs for the thermal

energy co-produced with electricity were reduced from March 2009. The Company believes that these

reduced tariffs will allow the Group to cut utilities costs for thermal energy by RUR222 million by

the end of 2009. The Group is presently in negotiations with these parties on electricity tariffs.

– Optimising tariffs increases

The Group, together with many other Russian companies, is actively working with different

levels of government offices in order to keep any increase in energy and transportation tariffs

reasonable in the current economic environment. As a result, the previously forecasted gas price and

the railway transportation tariff increases for 2009 were cut from 20 per cent. and 19 per cent. to 5

per cent. and 5 per cent., respectively.

The Group is also in active talks with the government to alleviate the tax burden on the Group

during the crisis, particularly to put in place a mechanism for more rapid VAT reclaim, which would

help to free up working capital for the Company.
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– Maintenance cut to the basic minimum needed to ensure industrial safety

Maintenance activities are currently focused only on core technological equipment instead of the

whole production complex. This allows cutting associated costs while ensuring non-interruption and

safety of operations.

– Reduced employee costs

Since October 2008, the Group has been attempting to optimise its staffing levels, as a result of

which the average staffing level of the Group decreased by approximately 5 per cent. from October

2008 to January 2009. Bonus payments to the Group employees were also reduced during this period.

Overall, these measures allowed the Group to reduce the cost of wages over this period.

Additionally, since 2007, the Group has been working on separating its non-core assets into 100

per cent.-owned subsidiaries in order to facilitate the management of working capital which was

previously intended for their operations, optimise the efficiency of subsidiaries and, in the longer term,

for the purpose of their partial or complete sale.

During the period from 2007 to 2008, three divisions were separated into such subsidiaries, such

divisions representing personnel of approximately 1,500 employees (over 7 per cent. of the previous
direct employees of the Company).

In light of the ongoing economic situation facing the Group, the separation of non-core assets
became a greater priority and in February 2009 the separation into such a subsidiary of the security

division (with a workforce of more than 430 people, or 2.5 per cent. of the Company’s workforce)

was completed.

According to Company estimates for the first six months of 2009, the Group had, on average,

23,975 employees and the Company had, on average, 17,442 employees compared to 25,425

employees and 18,892 employees, respectively, on average, in 2008 which clearly shows an effective

reduction of almost 6 per cent. of the Group personnel in less than a year’s timeframe.

* Reduction of Capex

After completion of the polyethylene project at the end of 2008, the Group had largely

completed its large-scale development investment programme for the period from 2004 to 2008.

Although the Group has plans for further strategic development and associated investments, in

the current economic climate, the Group has postponed new capital projects. These include projects

related to environmental activities, harmonising existing production capacities in line with regulations

as well as completion of a small number of remaining projects in 2009. The main such project is the

last stage of ethylene complex modernisation which will include the construction of two new cracking

furnaces.

During 2007 and 2008, the annual volume of capital investment was within RUR7-8 billion (in

2007, the amount of investments was RUR7.1 billion, in 2008; RUR7.9 billion), whereas the budgeted

figure for 2009 is not in excess of RUR2.3 billion (including the completion of construction of

ethylene furnaces). Such reduction of capital investments will not have a long-term negative effect on
the Company’s position in the market as the 2004 to 2008 investment programme is largely

completed. At the same time, it will allow the Company to finalise the ethylene complex renovation.

* Leveraging the Rouble devaluation

The Group has a certain degree of flexibility between supplying the domestic and international

markets, with the share of sales approximately equally split between them. This gives a certain leeway
to re-orientate some product volumes from one market to another depending on current conditions.

Such flexibility is also supported by the Group’s established sales procedure, which entails volumes

and prices being agreed with suppliers on a monthly basis.

Given the earlier revival of export markets as well as devaluation of Rouble as compared to the

U.S. dollar and the Euro, the share of export sales in the first couple of months of 2009 has

increased, which has allowed the Group to weather the sharp decline in demand in the local market.
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REGULATION

Russia has not enacted any specific legislation governing the operation of the petrochemical

industry and the business of petrochemical production companies. The production, sale and

distribution of petrochemicals in the Russian Federation is regulated by general civil legislation and

extensive special legislation relating to quality standards, industrial safety, environmental issues and
other matters. Below is a brief overview of certain key aspects of the current regulatory regime for

the production, sale and distribution of the petrochemicals in the Russian Federation.

Regulatory Authorities

Presidential Decree No. 314 dated 9 March 2004, Presidential Decree No. 649 dated 20 May
2004 and Presidential Decree No. 724 dated 12 May 2008, each as amended, establish the general

framework and structure of the state authorities which govern the operations of the Group.

At the federal level, regulatory functions relating to the petrochemical industry are divided

primarily between the Ministry of Industry and Trade, the Ministry of Energy and the Ministry of
Natural Resources and Ecology. The Ministry of Industry and Trade is responsible for the

development of governmental policy in, and the regulation of, the industry, technical regulations and

trade. The Ministry of Energy is responsible for the development and realisation of state policy and

regulation in the sphere of energy, including the petrochemical industry. The Ministry of Natural

Resources and Ecology is responsible for the development of state policy and regulation in the sphere

of usage, restoration and protection of natural resources and environmental safety. The federal

ministries in Russia are not, however, responsible for compliance control or management of state

property and provision of state services. These matters are the responsibility of several federal services
and agencies. The federal services and federal agencies that are relevant to the activities of the Group

include:

* The Federal Service for Ecological, Technological and Nuclear Supervision is responsible

for industrial safety, environmental expert reviews and the protection of the environment
from the potentially negative impact of industrial activity. It issues licences and permits for

various activities, such as licences for the exploitation of industrial facilities at risk of

explosion and fire, the exploitation of chemically hazardous industrial facilities, the

collecting, usage, neutralisation, transportation and disposal of hazardous wastes in classes

I to IV and certain other licences and permits for industrial activities which have a

negative impact on the environment.

* The Federal Labour and Employment Service, which controls and supervises the Group’s

compliance with labour legislation.

* The Federal Agency for Technical Regulation and Metrology, which determines, and

oversees compliance with, obligatory general and specific industry standards and technical

regulations.

The federal governmental services and agencies listed above are directly involved in regulating
and supervising the Group’s business. In addition there are a number of other governmental

organisations which (together with their relevant sub-divisions) have authority over various general

issues relevant to the Russian petrochemical industry or are otherwise associated with the business of

the Group, including emergency procedures, customs, justice, tax, labour and other matters.

Generally, regional and municipal authorities with jurisdiction over the specific territory in which

a petrochemical production enterprise is located have authority over certain matters, in particular

with regard to land-use allocations and certain taxation matters.

Licences

Certain laws and regulations, principally Federal Law No. 128-FZ dated 8 August 2001 ‘‘On

Licensing of Certain Types of Activities’’ (as amended), state that certain activities may only be

performed by entities possessing the relevant licence issued by the relevant Russian authorities. In

particular, the Company needs to obtain licences and permits in relation to, inter alia:

* the exploitation of industrial facilities at risk of explosion and fire;

* the exploitation of chemically hazardous industrial facilities; and

* the collecting, usage, neutralisation, transportation and disposal of hazardous wastes in

classes I to IV.
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These licences are usually issued for a period of not less than five years and may be extended

upon application by the licensee. Certain types of licences may be issued for an unlimited term.

A licence may be suspended by a licensing authority upon the imposition of administrative

sanctions in connection with a breach of the terms and conditions of a licence. If a licensee fails to

mitigate any breach of a licence granted to it within the period set by the court, the licensing

authority is obliged to apply to the court for termination of the licence.

As part of the obligations of the Company under relevant licensing regulations and the terms of

its existing licences and permits, the Company must comply with numerous industrial standards,

employ appropriately qualified personnel, maintain certain equipment, maintain a system of quality

control in all its facilities, monitor the functioning of all its facilities, maintain and make appropriate
filings and, upon request, submit specified information to the licensing authorities which control and

inspect its activities.

The Company currently holds all licences necessary for it to operate its business.

Land Use

In accordance with the Land Code of the Russian Federation No. 136-FZ dated 25 October

2001, as amended (the ‘‘Land Code’’), companies usually own or lease the land where their assets are

located. A majority of land plots in the Russian Federation are owned by the federal, regional or
municipal bodies, which can sell or lease land to private users.

Legal entities may also have a so-called ‘‘right of continuous and perpetual use’’ of land plots,

provided such type of title was obtained by them prior to the enactment of the Land Code. However,

Federal Law No.137-FZ dated 25 October 2001 ‘‘On Introduction of the Land Code’’, requires (with
certain exceptions) legal entities holding such rights of perpetual use to purchase or to lease the

relevant land plot from the relevant federal, regional or municipal authority by 1 January 2010.

The Company owns 1,795 hectares of the 2,046 hectares of land that it occupies. The remaining
parcels of land are in the Company’s perpetual use and at present the Company is considering

whether to purchase or lease this land.

All land is categorised as (i) agricultural land, (ii) settlement land, (iii) land used for industrial,

energy, transport, communication, radio broadcasting, television, informatics, maintenance of space
activities, defence, security and other special purposes, (iv) security zones, (v) forestry land, (iv)

waterfront land or (vii) reserved land. Land must be used in accordance with its categorised use.

However, the categorised use of land can be changed.

Technical Regulation

In order for the Group’s products to be traded within the Russian Federation, they must be

certified as complying with the specific Russian standards imposed on all items produced in or

imported into Russia.

Certification is regulated by Federal Law No. 184-FZ dated 27 December 2002 ‘‘On Technical

Regulation’’, as amended (the ‘‘Law on Technical Regulation’’) and other rules. Certificates are issued

in order to confirm that products comply with certain mandatory and voluntary technical

requirements. The Law on Technical Regulation provides for a seven-year (2003-2010) transition

period, during which time the existing legislation and new technical regulations should be further

developed. In the absence of new technical regulations, the previous regime, which includes a system

of state standards, continues to apply. Under that regime, certificates of compliance are mandatory

for some products, but voluntary for other products.

Environmental Requirements

The Group is subject to laws, regulations and other legal requirements relating to the protection

of the environment, including those governing the discharge of substances into the air, water and soil,
those governing the processing, management and disposal of hazardous substances and waste and the

clean-up of contaminated sites and those relating to flora and fauna protection. Environmental

protection issues in Russia are regulated primarily by Federal Law No. 7-FZ dated 10 January 2002

‘‘On Environmental Protection’’, as amended (the ‘‘Environmental Protection Law’’), as well as by a

number of other federal and local rules.
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Pay-to-pollute

The Environmental Protection Law establishes a ‘‘pay-to-pollute’’ regime administered by federal

and local authorities. The Federal Service for Environmental, Technological and Nuclear Supervision
has established standards relating to the permissible impact of certain activities on the environment

and, in particular, limits on emissions and the disposal of substances and wastes. A company whose

activities are subject to the Environmental Protection Law may obtain approval for exceeding these

statutory limits from the federal or regional authorities, depending on the type and scale of the

additional environmental impact. As a condition to such approval, a plan for the reduction of such

emissions or disposals must be developed by the company and cleared with the appropriate

governmental authority. Fees, as set forth in Decree of the Russian Government No. 344 dated

12 June 2003 ‘‘On Rates of Payments for Pollutant Emissions into the Atmosphere by Stationary and
Mobile Sources, Pollutants Disposals into Surface and Underground Waters, Disposal of Production

and Consumption Waste’’, are assessed on a sliding scale for both the statutory or individually

approved limits on emissions and other pollution in excess of these limits. The lowest fees are

imposed for pollution within the statutory limits, intermediate fees are imposed for pollution within

individually approved limits, and the highest fees are imposed for pollution exceeding such limits.

Additionally, fee levels vary between regions and types of pollution based on certain coefficients

introduced by Decree No. 344. The Environmental Protection Law contains an obligation to make

compensation payments to the budget for all environmental losses caused by pollution. The limitation
period for claims for compensation for pollution is 20 years.

Payments of higher fees and fines do not relieve a company of its responsibility to take

environmental protection measures and undertake restoration and clean-up activities.

Environmental approval

An ecological expert review (‘‘EER’’) must be carried out prior to the implementation of any

project that could cause harm to the environment. If a company does not obtain an EER approving
the relevant project, its implementation will be prohibited. An EER will be carried out by a

commission appointed by the Federal Service for Ecological, Technological and Nuclear Supervision

or by the competent regional authority, depending on the nature of the project. Depending on the

potential significance and environmental impact of the project, an EER can be carried out at a

federal or regional level.

The public must be supplied with initial information concerning the planned project and its

potential impact on the environment. Comments from members of the public must be taken into

account and reflected in the preparation and further development of the proposed project and the
assessment thereof. The public may also carry out an independent review, except where project

materials constitute commercial or state secrets. The result of such public independent review will

have legal effect only if approved by the Federal Service for Ecological, Technological and Nuclear

Supervision or by the competent regional authority, depending on the nature of the project.

Environmental liability

If the operations of a company violate environmental requirements or cause harm to the

environment or any individual or legal entity, a court action may be brought, which, if successful,

may result in the prohibition or suspension of such operations and may require the company to

remedy the effects of the violation. Any company or any employee who fails to comply with

environmental requirements and regulations may be subject to administrative and/or civil liability.

Individuals (including employees of legal entities) may also be held criminally liable. Courts may also

impose clean-up obligations on violators in lieu of or in addition to imposing fines.

Health and Safety

Due to the nature of the Group’s business, many of its activities are conducted at industrial

sites by large numbers of workers. Workplace safety issues are therefore of significant importance to

the Group’s operations.

The principal law regulating industrial safety is Federal Law No. 116-FZ dated 21 July 1997

‘‘On Industrial Safety of Dangerous Industrial Facilities’’, as amended (the ‘‘Safety Law’’). The Safety

Law contains the criteria for the designation of an industrial facility as dangerous and a

comprehensive list of hazardous substances, the presence of which in a dangerous industrial facility

requires the preparation of an industrial safety declaration.
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Any construction, reconstruction or other activities undertaken in relation to regulated industrial

sites or any cessation thereof is subject to a state industrial safety review. Any deviation from

approved project documentation during the construction or reconstruction of regulated industrial sites

or any cessation thereof is prohibited unless reviewed by a licensed expert and approved by the
Federal Service for Environmental, Technological and Nuclear Supervision or other relevant

regulatory authority.

Companies that operate such regulated industrial facilities and sites have a wide range of

obligations under Russian law, in particular under the Safety Law and the Labour Code of the

Russian Federation No. 197-FZ dated 30 December 2001, as amended (the ‘‘Labour Code’’). For

example, access to regulated industrial facilities must be limited to qualified specialists, industrial
safety controls must be maintained and insurance for third-party liability for injuries caused in the

course of operating industrial sites must be in force. The Safety Law also requires these companies to

enter into contracts with professional wrecking companies (or create their own wrecking services in

certain cases), conduct personnel training programmes, create systems to cope with and inform the

Federal Service for Environmental, Technological and Nuclear Supervision of accidents and maintain

these systems in good working order.

In certain cases, companies operating industrial sites must prepare declarations of industrial

safety which summarise, inter alia, the risks associated with operating a particular industrial site and

set out the measures the company has taken and will take to mitigate such risks and to ensure the

use of the site in accordance with applicable industrial safety requirements. Such declarations must be

approved by the chief executive officer of the company, who is personally responsible for the

completeness and accuracy of the data contained therein. An industrial safety declaration, as well as a

state industrial safety review, are required for the issuance of a licence permitting the operation of a

dangerous industrial facility.

The Federal Service for Environmental, Technological and Nuclear Supervision has broad

authority in the field of industrial safety. In the case of an accident, a special commission led by a

representative of the Federal Service for Environmental, Technological and Nuclear Supervision will

conduct a technical investigation of the accident. The company operating the industrial facility where

the accident took place must bear all the costs of such investigation. The officials of the Federal

Service for Environmental, Technological and Nuclear Supervision have the right to access industrial
sites and may inspect documents to ensure a company’s compliance with safety rules. The Federal

Service for Environmental, Technological and Nuclear Supervision may impose administrative liability

on the company or its officers.

Any company or individual violating industrial safety rules may incur administrative and/or civil

liability, and individuals may also incur criminal liability. A company that violates safety rules in a

way that negatively impacts the health of an individual may also be obligated to compensate the
individual for loss of earnings, as well as for health-related damages and, in certain cases, the activity

responsible for the violation may have to be suspended.

Antimonopoly Restrictions

In force since 26 October 2006, the main Russian law in the area of competition is Federal Law

‘‘On Protection of Competition’’ (the ‘‘Competition Law’’). Some or all of the Group’s future

activities, including acquisitions that it may carry out in the future, may be subject to the provisions

of the Competition Law, including the requirement that prior approval of such activities be obtained
from the Federal Antimonopoly Service (the ‘‘FAS’’).

Inter alia, the Competition Law provides for mandatory pre-approval by the FAS of the

following actions:

* an acquisition by a person (or its group) of more than 25 per cent. of the voting shares of
a joint stock company (or more than one third of the participation interest in a limited

liability company) and any subsequent increase of these shareholdings to more than 50 per

cent. and more than 75 per cent. of the voting shares (or more than one half and two

thirds of the participation interest in a limited liability company); or

* an acquisition by a person (or its group) of the core production assets and/or intangible

assets of an entity if the balance sheet value of such assets exceeds 20 per cent. of the total
balance sheet value of the core production assets and intangible assets of such entity; or

* the obtaining by a person (or its group) of rights to determine the conduct of business of

an entity or to exercise the powers of its executive body.

111

c101352pu040Proof7:26.10.09B/LRevision:0OperatorYouG



if any of the following thresholds are met:

(i) the aggregate asset value of an acquirer (or its group) together with a target (or its

group) exceeds RUR3 billion (approximately U.S.$94 million) and at the same time
the total asset value of the target (or its group) exceeds RUR150 million

(approximately U.S.$4.7 million); or

(ii) the total annual revenues of an acquirer (or its group) and the target (or its group)

for the preceding calendar year exceed RUR6 billion (approximately U.S.$188.2

million) and at the same time the total asset value of the target (or its group) exceeds

RUR150 million (approximately U.S.$4.7 million); or

(iii) an acquirer, and/or a target, or any entity within the acquirer’s group or a target’s
group is included in the register of entities having a market share in excess of 35 per

cent. on a particular commodity market maintained by the FAS.

The Competition Law provides for a mandatory post-transactional notification (within 45 days

of the closing) to the FAS in connection with certain actions specified above, if any the following

thresholds are met:

(i) the aggregate asset value or total annual revenues of an acquirer (or its group) and a
target (or its group) for the year preceding the calendar year in which the transaction took

place exceed RUR200 million (approximately U.S.$6.3 million) and at the same time the

total asset value of the target (or its group) exceeds RUR30 million (approximately

U.S.$0.9 million); or

(ii) if an acquirer, and/or a target, or any entity within the acquirer’s group or a target’s

group is included in the register of entities having a market share in excess of 35 per cent.

on a particular commodity market maintained by the Federal Antimonopoly Service.

Furthermore, the Competition Law provides for a mandatory pre-approval by the FAS of the

following actions:

* mergers and consolidations of entities, if any the following thresholds are met:

(i) their aggregate asset value (the aggregate asset value of the groups to which they

belong) exceeds RUR3 billion (approximately U.S.$94 million); or

(ii) the total annual revenues of such entities (or the groups to which they belong) for
the preceding calendar year exceed RUR6 billion (approximately U.S.$188.2 million);

or

(iii) one of these entities is included in the register of entities having a market share in

excess of 35 per cent. on a particular commodity market maintained by the Federal

Antimonopoly Service; or

* foundation of an entity, if any the following thresholds are met:

(1) its charter capital is paid by the shares of (or the participation interest in) and/or the

assets of another entity and the newly founded entity acquires the rights in respect of

such shares (or participation interest) and/or assets in the manner specified in the

Competition Law, provided that the aggregate asset value of the founders (or the

groups to which they belong) and the entities (or the groups to which they belong)

whose shares (or participation interest) and/or assets are being contributed to the

charter capital of the newly founded entity exceeds RUR3 billion (approximately

U.S.$94 million); or

(2) the total annual revenues for the preceding calendar year of the founders (or the

groups to which they belong) and the entities (or the groups to which they belong)

whose shares (or participation interest) and/or assets are being contributed to the

charter capital of the newly founded entity exceed RUR6 billion (approximately

U.S.$188.2 million); or

(3) an entity whose shares (or participation interest) and/or assets are being contributed

to the charter capital of the newly founded entity is included in the register of entities
having a market share in excess of 35 per cent. on a particular commodity market

maintained by the FAS.

The Competition Law expressly provides for its extraterritorial application to transactions made

outside Russia which lead, or may lead, to the restriction of competition in Russia and relate to
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assets located in the territory of Russia or to shares (or participation interests) in Russian companies

or rights in relation to such companies.

Employment

Labour matters in Russia are primarily governed by the Labour Code. In addition to this core

legislation, relationships between employers and employees are regulated by several federal laws, such
as Law No. 1032-1 dated 19 April 1991 ‘‘On Employment in Russia’’ and Federal Law No. 173-FZ

dated 17 December 2001 ‘‘On Labour Pensions in Russia’’, each as amended.

Employment Contracts

As a general rule, employment contracts for an indefinite term are concluded with all employees.

Russian labour legislation limits the ability of companies to enter into limited-term employment

contracts. However, employment contracts may be entered into for a fixed term of up to five years in

certain cases where labour relations may not be established for an indefinite term due to the nature

of the relevant employment, the duties relating to such employment or the working conditions of such

employment, as well as in other cases expressly identified by federal law. With the agreement of the

parties, a limited-term employment contract may be concluded without any consideration of the
nature or the working conditions of such employment.

An employer may terminate an employment contract only on the basis of the specific grounds

contemplated by the Labour Code. An employee dismissed from an enterprise due to downsizing or
liquidation is entitled to receive compensation, including a severance payment in the amount of one

month average salary and, depending on the circumstances, salary payments for up to three months.

Any termination by an employer that is inconsistent with the requirements of the Labour Code may

be invalidated by a court and the employee may be reinstated and compensated with back pay for

the period of forced absence.

Work Time

The Labour Code generally sets the regular working week at 40 hours; however, for certain

specified categories of employees, the Labour Code sets a reduced working week, subject to, inter alia,

the age and state of health of the employee and hazardous working conditions. Annual paid vacation
leave is generally 28 calendar days. The Labour Code contemplates additional paid vacation leave in

a number of cases, including for work on an unlimited hours basis, night shifts, work under harmful

conditions and work in the northern regions of Russia.

The retirement age and retirement benefits are regulated by Federal Law No. 173-FZ dated
17 December 2001 ‘‘On Labour Pensions in Russia’’, as amended. The general retirement age in

Russia is 60 years for men and 55 years for women.

Trade Unions

The activities of trade unions are generally governed by Federal Law No. 10-FZ dated

12 January 1996 ‘‘On Trade Unions, Their Rights and Guarantees of Their Activity’’ (the ‘‘Trade

Union Law’’), as well as by Federal Law No. 7-FZ dated 12 January 1996 ‘‘On non-profit

organisations’’ and Federal Law No. 82-FZ dated 19 May 1995 ‘‘On Public Unions’’, each as

amended.

The Trade Union Law defines a trade union as a voluntary union of individuals with common

professional and other interests that is incorporated for the purposes of representing and protecting

the rights and interests of its members. National trade union associations, which co-ordinate the

activities of trade unions throughout Russia, are also permitted.

As part of their activities, trade unions may:

* negotiate collective contracts and agreements such as those between trade unions and

employers, federal, regional and local governmental authorities and other entities;

* monitor compliance with labour laws, collective contracts and other agreements;

* access work sites and offices, and request information relating to labour issues from the

management of companies and state and municipal authorities;

* represent their members and other employees in individual and collective labour disputes

with management;

* participate in strikes; and
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* monitor redundancies and request action by municipal authorities to delay or suspend

mass lay-offs.

Russian laws require that companies co-operate with trade unions and do not interfere with

their activities.

If a trade union discovers any violation of work condition requirements, a notification will be

sent to the employer with a request to cure the violation and to suspend work if there is an

immediate threat to the lives or health of employees. The trade union may also apply to state

authorities and labour inspectors and prosecutors to ensure that an employer does not violate
Russian labour laws. Trade unions may also initiate collective labour disputes which may lead to

strikes.
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MANAGEMENT

Overview

The Company’s current charter was approved by a General Shareholders’ Meeting held on

18 April 2008 and was duly registered with the Unified State Register of Legal Entities on 13 May
2008. The Company’s governing bodies are the General Shareholders’ Meeting, the Board of

Directors, the Management Board and the General Director.

The General Shareholders’ Meeting performs the general management of the Company on the

most senior level. At an intermediary level the management of the Company, including strategy

coordination and general supervision, is effected by the Board of Directors. The Board of Directors

elects the members of the Management Board, the collegial executive body of the Company, and

appoints the General Director who is the sole executive body of the Company. The Management
Board and the General Director are responsible for the day-to-day operations of the Company. A

brief description of each of the General Shareholders’ Meeting, the Board of Directors, the

Management Board and the General Director is set out below.

General Shareholders’ Meeting

The General Shareholders’ Meeting is Company’s supreme governing body. Company

shareholders’ meetings are convened by the Board of Directors at least once a year. The Company is
obliged to hold an Annual Shareholders Meeting each year. Among other matters, the following can

only be dealt with by the General Shareholders’ Meeting:

* amendment of the Company’s charter or approval of a new edition of the Company’s

charter with the exception of cases provided for by Federal Law No. 208-FZ dated

26 December 1995 ‘‘On Joint Stock Companies’’, as amended (the ‘‘Joint Stock Companies

Law’’) accepted by three-quarters of votes by voting shares owned by shareholders

participating in a General Shareholders’ Meeting;

* reorganisation or liquidation of the Company, appointment of the liquidation commission

and approval of interim and final liquidation balance sheets accepted by three-quarters of

votes by voting shares owned by shareholders participating in a General Shareholders’

Meeting;

* appointment and removal of the members of the Board of Directors;

* definition of quantity, nominal value, category of stated Company shares and rights

granted by these shares accepted by three-quarters of votes by voting shares owned by

shareholders participating in a General Shareholders’ Meeting; and

* increase of authorised capital by increasing of the nominal value of shares.

Board of Directors

The Board of Directors is responsible for the general management of the Company, except for

those areas which are within the competence of the General Shareholders’ Meeting as described

above. The Board of Directors conducts general management of the Company and its competence

covers decisions regarding all activities of the Company apart from issues that are attributed to the

competence of the General Shareholders Meeting. The main tasks of the Board of Directors are to

maximise profits and increase the Company’s assets, to protect the rights and legal interests of the

Company’s shareholders, to supervise on an ongoing basis the Company’s executive structures, and to

resolve corporate conflicts.

The Joint Stock Companies Law, requires at least a five-member Board of Directors for all joint

stock companies, at least a seven-member Board of Directors for joint stock companies with more

than 1,000 holders of voting shares, and at least a nine-member Board of Directors for joint stock

companies with more than 10,000 holders of voting shares. Only individuals (as opposed to legal

entities) are entitled to sit on the Board of Directors. Members of the Board of Directors are not

required to be shareholders of the Company. The Company’s charter provides that its Board of

Directors shall consist of 11 members.

The Company’s charter provides for the election of its Board of Directors at the annual General

Shareholders’ Meeting. The Board of Directors is elected through cumulative voting. Under

cumulative voting, each shareholder may cast an aggregate number of votes equal to the number of

shares held by such shareholder multiplied by the number of persons on the Company’s Board of
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Directors, and the shareholder may give all such votes to one candidate or spread them between two

or more candidates. Before the expiry of their term, the directors may be removed at any time by a

majority vote of a shareholders’ meeting.

The Company’s Board of Directors has the power to conduct the general management of the
Company and to decide, among others, the following issues:

* determination of the Company’s business priorities;

* convening of annual and extraordinary General Shareholders’ Meetings, except in certain

circumstances provided for in the Joint Stock Companies Law and the Company’s charter;

* approval of budgets and financial plans;

* approval of the agenda of the General Shareholders’ Meeting, determination of the record

date for shareholders entitled to participate in the General Shareholders’ Meeting and

other issues in connection with the preparation for, and holding of, General Shareholders’

Meetings; and

* increase of the Company’s share capital by (i) placement of additional preferred shares by
way of open subscription; (ii) placement of additional ordinary shares by way of

distribution among all shareholders at the expense of the Company; and (iii) placement of

additional ordinary shares by way of open subscription which constitute less than 25 per

cent. of previously issued and placed ordinary shares within the amount of the authorised

shares.

The current members of the Company’s Board of Directors were elected by the Company’s

shareholders at a General Shareholders’ Meeting held on 3 June 2009. The name, position and certain

other information for each member of the Board of Directors of the Company are set out below.

Name Age Position

Albert K. Shigabutdinov................................... 56 Chairman of the Board of Directors

Vladimir M. Busygin......................................... 59 Deputy Chairman of the Board of Directors

Radik R. Gaizatullin......................................... 45 Member of the Board of Directors

Evgeniy A. Grishin ........................................... 48 Member of the Board of Directors

Nail U. Maganov.............................................. 51 Member of the Board of Directors

Aidar R. Metshin .............................................. 45 Member of the Board of Directors

Jelko Milich....................................................... 63 Member of the Board of Directors
Vladimir V. Presnyakov .................................... 57 Member of the Board of Directors

Alexander L. Rappoport................................... 49 Member of the Board of Directors

Rinat K. Sabirov............................................... 42 Member of the Board of Directors

Guzelya M. Safina ............................................ 53 Member of the Board of Directors

Source: the Company

Albert K. Shigabutdinov graduated from Kazan Institute of Aviation. Since 1995, he has been

General Director of the OJSC TAIF Group. Since 2006, he has acted as Chairman of the Board of

Directors of the Company.

Vladimir M. Busygin graduated from Perm Polytechnic Institute. From 1974 to 1981, he worked

at Berezniki Azot (Mineral) Fertilizer Plant. From 1981 to 1986, Mr Busygin acted as Deputy Head
of the Section for Liquid Ammonia, Head of production and technical department of the

Rossoshansky Industrial Complex. From 1986 to 1999, he was employed in several major chemical

plants in which he occupied managing positions. Since 1999, he has acted as General Director of the

Company and since 1999 he has acted as a member of the Board of Directors of the Company. Since

2006, he has acted as the Deputy Chairman of the Board of Directors

Radik R. Gaizatullin graduated from the Kazan Institute of Agriculture as an economist.

During 1999-2002, he was head of department, Deputy Minister and the First Deputy Minister of

Finance of the Republic of Tatarstan. Since 2002, he has acted as the Minister of Finance of the

Republic of Tatarstan. Since 2006 he has acted as a member of the Board of Directors of the
Company.

Evgeniy A. Grishin has graduated from the Kazan Institute of Finance and Economy. In 1991,

he was acting as a head of subdivision in the State Committee of the Republic of Tatarstan for

economy and forecasting. During 1991-1996, he was working as the head of currency regulation and

securities department in the Ministry of Finance of the Republic of Tatarstan. Since 1996, he has
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been acting as an adviser to the Prime Minister of the Republic of Tatarstan, and as the head of

economy and finance department of the Ministry Cabinet of the Republic of Tatarstan. Since August

2007, he has been the State adviser to the President of the Republic of Tatarstan for economic issues.

He is an honoured economist of the Republic of Tatarstan. Since 2009, he has acted as a member of
the Board of Directors of the Company.

Nail U. Maganov graduated from Gubkin Moscow Institute of Oil and Gas. From 1998 to

2000, he worked as Deputy General Director of OJSC Tataneft for Oil and Oil Products Sales and
Processing – Head of Oil and Oil Products Sales Department. Since 2000, he has acted as First

Deputy General Director of OJSC Tatneft for Oil and Oil Products Sales and Processing – Head of

Oil and Oil Products Sales Department. Since 2001, he has acted as a member of the Board of

Directors of the Company.

Aidar R. Metshin graduated from the Kazan Chemical and Technological Institute and from the

legal department of the Kazan State University. In 1999, he was elected as a delegate of the

Nizhnekamsk united council of public deputies of the Republic of Tatarstan, later as a delegate to

the Municipal Council of the Nizhnekamsk Municipal region. In 2000, he became the administrative

director of the Nizhnekamsk Oil Processing Plant. Since 2006, he has been acting as the head of the

Nizhnekamsk Municipal region. Since 2007, he has acted as a member of the Board of Directors of

the Company.

Jelko Milich since 2002 has been acting as the CEO of IPCO-Trading S.A. (Switzerland). Since

2008, he has been a member of the Board of Directors of the Company.

Vladimir V. Presnyakov graduated from Kazan Chemical and Technological Institute. From

1999 to 2003, he served as First Deputy General Director – Director of the Company for Production

and Development. Since 2003, he has also acted as Deputy General Director of OJSC TAIF for Oil

Processing and Petrochemistry. Since 1999, he has acted as a member of the Board of Directors of
the Company.

Alexander L. Rappoport graduated from the Moscow Legal Academy. He is a managing

partner of the ‘‘Rappaport and partners’’ firm of attorneys. Since 2008, he has been a member of the

Board of Directors of the Company.

Rinat K. Sabirov graduated from Kazan State University and from the post-graduate

department of Kazan State University of Technology. From 1996 to 2003, he served as Chief

Specialist and Head of Marketing Department of OJSC Tatneftekhiminvestholding and Chief
Administrative Assistant of Organisational Department in the Administration of President of the

Republic of Tatarstan. Since 2003, Mr Sabirov has also acted as adviser to the Prime Minister of the

Republic of Tatarstan for oil, gas and chemical industries. Since 2006, he has been acting as the head

of the oil, gas and chemical industries department of the Ministry Cabinet of the Republic of

Tatarstan. Since 2008, he has been an assistant to the Prime Minister of the Republic of Tatarstan on

the issues of the oil, gas and chemical industries. Since 2004, he has acted as a member of the Board

of Directors of the Company.

Guzelya M. Safina graduated from the Kazan Institute of Finance and Economy. In 1991, she

was appointed as a chief accountant of the Foreign Trade scientific and production organisation

‘‘Kazan’’. In 1995, she started work as a deputy General Director for Economy and Finance of JSC

TAIF. In 2002, she was awarded the title of ‘‘Honoured economist of the Republic of Tatarstan’’.
She was a member of the Board of Directors of the Company in 2006 and has been acting as a

member of the Board of Directors of the Company since 2008.

Management Board and General Director

The Management Board is the Company’s collective executive body responsible for issues which,

although part of the Company’s day-to-day activities, have a significant impact on the Company or

require collective decision-making. It is accountable to the Board of Directors and the General

Shareholders’ Meeting. Members of the Management Board of the Company are appointed by the
Board of Directors as advised by the General Director of the Company. The Board of Directors may

at any time resolve on early termination by the General Director or any member of the Management

Board.

The powers of the Management Board include, among other things:

* preparation of plans, projects and the Company’s development programmes; and

* determination of wage conditions and internal labour policy.
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The General Director is elected by the Board of Directors of the Company for a five-year term

and can be re-elected. The General Director conducts the day-to-day management of the Company.

The name, age, position and certain other information for each of the 26 members of the

Management Board is set out below:

Year

Name Age Position Appointed

Vladimir M. Busygin ................... 59 General Director, Chairman of the

Management Board

1999

Akhtyam T. Amirkhanov ............ 44 Director of Synthetic Rubber Plant 2007

Rustam M. Akhmetov................. 50 Deputy General Director for Economy and

Finances

2001

Vladimir A. Belokurov ................ 63 Director of Styrene and Polyether Resin
Plant

1994

Azat Sh. Bikmurzin ..................... 40 Director of Ethylene Plant 2003

Alexey A. Blinov.......................... 48 Deputy General Director for Industrial

Construction and Reconstruction

2009

Tabriz G. Burganov..................... 57 Director of Synthetic Isoprene Rubber Plant 2000

Valeriy A. Valk............................ 41 Head of Sales Department 2009

Alexander M. Vdovin .................. 55 Chief Power Engineer 2002

Ildar A. Gainutdinov................... 60 Head of Finance Department 1997
Rustam Kh. Galimov .................. 50 Director of Oligomer Plant 2008

Shamil Sh. Galyaviev................... 55 Chief Mechanic 1999

Khamit Kh. Gilmanov ................ 59 First Deputy General Director-Chief

Engineer

1999

Gennady M. Makarov................. 58 Director of Ethylene Oxide Plant 2006

Irina N. Maksimova .................... 47 Manager of Export Department 2002

Leonid M. Maltsev ...................... 59 Deputy General Director for Production 2003

Oleg N. Nesterov ......................... 49 Director of Butyl Rubber Plant 2007
Siren G. Sakhapov....................... 51 Director of Polystyrene Plant 2007

Aidar R. Sultanov ....................... 43 Head of Legal Department 2001

Aleksey I. Tokinov ...................... 58 Director of Divinyl and Hydrocarbon Feed

Plant

2004

Victor S. Trifonov ....................... 44 Director of Polyolefin Plant 2006

Nikolai I. Ukhov ......................... 58 Director of Information Technology

Department

2006

Adip A. Hairullin ........................ 51 Chairman of Trade Union 2009
Eugene A. Tsyganov.................... 58 Deputy General Director for Commerce 2004

Vasily N. Shuisky ........................ 52 Deputy General Director for HR and Social

Affairs

2000

Ilfar R. Yakhin ............................ 46 Chief Accountant 1999

Vladimir M. Busygin has served as General Director of the Company and Chairman of the

Management Board of the Company since 1999. See ‘‘– Board of Directors’’.

Akhtyam T. Amirkhanov graduated from the Kazan Chemical and Technological Institute.

During 2003-2007, he worked as deputy director of the Synthetic Rubber plant. Since 2007, he has

been a director of the Synthetic Rubber plant.

Rustam M. Akhmetov graduated from the Kazan Institute of Finance and Economy and has

served as Deputy General Director for Economy and Finances of the Company since 2001. See ‘‘–

Board of Directors’’.

Vladimir A. Belokurov graduated from Irkut Polytechnic Institute. Since 1994, he has served as

Director of the Styrene and Polyether Resin Plant of the Company.

Azat Sh. Bikmurzin graduated from Kazan State University of Technology. From 1998 to 2003,

he was head of the Company’s Shop No. 2104. Since 2003, he has served as Director of the

Company’s Ethylene Plant.

Alexey A. Blinov graduated from the Kazan Chemical and Technological Institute. During 2005-

2007, he was working as deputy Chief Mechanical Engineer. Since 2007, he was serving as the deputy
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head of Capital Construction and Reconstruction. Since 2009 he has served as deputy General

Director for Industrial Construction and Retrofit.

Tabriz G. Burganov graduated from Kazan Chemical and Technological Institute. From 1997 to

2000, he worked as Deputy Director of the Synthetic Rubber Plant of the Company. During 2000-

2006, he has served as Director of the Synthetic Rubber Plant. Since 2006, he has worked as the

Director of the Synthetic Isoprene Rubber Plant.

Valeriy A. Valk graduated from the Kazan Chemical and Technological Institute. During 2004-

2008, he was serving as deputy head of Sales Department. Since 2008, he has worked as the head of
Sales Department.

Alexander M. Vdovin graduated from Kuibyshev Polytechnic Institute. From 1995 to 2001, he
worked as Deputy Chief Power Engineer of the Company for Electricity Supply and Communication.

Since 2001, he has served as Chief Power Engineer.

Ildar A. Gainutdinov graduated from Kazan Institute of Finances and Economics. Since 1997,

he has served as Head of Finance Department of the Company.

Rustam Kh. Galimov graduated from the Nizhnekamsk branch of the Kazan Chemical and
Technological Institute. During 1998-2008, he served as Chief Engineer of the Oligomer Plant. Since

2008, he has worked as the Director of the Oligomer Plant.

Shamil Sh. Galyaviev graduated from Kazan Chemical and Technological Institute. Since 1999,

he has served as Chief Mechanic of the Company.

Khamit Kh. Gilmanov graduated from Kazan Chemical and Technological Institute. From 1998

to 2003, he worked as Director of the Ethylene Plant of the Company. Since 2003, he has served as

First Deputy General Director – Chief Engineer of the Company.

Gennady M. Makarov graduated from the Kazan Chemical and Technological Institute. During

1998-2006, he was Chief Engineer of the Ethylene Oxide plant. Since 2006, he has worked as the

Director of the Ethylene Oxide plant.

Irina N. Maksimova graduated from Kazan Institute of Finances and Economics. From 1997 to

2001, she worked as Head of Department of Finances. Since 2001, she has served as Head of the

Export Department of the Company.

Leonid M. Maltsev graduated from Kazan Chemical and Technological Institute. From 1997 to

2000, he worked as Head of the Production Department of the Company. Since 2002, he has also

acted as Deputy General Director for Production.

Oleg N. Nesterov graduated from Kazan Chemical and Technological Institute. During 2006-

2007, he served as Director of Synthetic Rubber plant. Since 2007, he has worked as the Director of

the Butyl Rubber plant.

Siren G. Sakhapov graduated from Kazan Chemical and Technological Institute. During 2000-

2006, he worked at top management positions of JSC ‘‘Tatar-Korean petrochemical complex’’, JSC

‘‘Nizhnekamsk Oil Processing Plant’’. Since 2006, he has worked as the Director of the Polystyrene

plant.

Aidar R. Sultanov graduated from Kazan State University. From 1997 to 2001, he worked as

Head of the Contract Department of the Company. Since 2001, he has served as Head of the Legal
Department of the Company.

Aleksey I. Tokinov graduated from Kazan Chemical and Technological Institute. From 1998 to
2002, he worked as Deputy General Director of the Divinyl and Hydrocarbon Feed Plant of the

Company. From 2002 to 2003, he worked as Deputy Head of the Production Department of the

Company. Since 2003, he has served as Director of the Divinyl and Hydrocarbon Feed Plant.

Victor S. Trifonov graduated from the Kazan Chemical and Technological Institute. During

2000-2003, he served as deputy Director for development of the Ethylene plant. Since 2003, he has

been acting as the director of the Polyethylene plant.

Nikolai I. Ukhov graduated from the Kazan Chemical and Technological Institute. During

1998-2006, he served as the Director of the Engineering and Design Centre of the Company. Since

2006, he has been acting as the Director of the IT Department.

Adip A. Hairullin graduated from the Kazan State University. During 1993-2008, he served as

the deputy Chairman of the Trade Union of the Company. Since 2008, he has worked as the

Chairman of the Trade Union of the Company.
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Eugene A. Tsyganov graduated from Kazan Chemical and Technological Institute. During 2004-

2008, he served as Deputy Director for Commerce, Head of Sales Department of the Company. Since

2008, he has worked as Deputy General Director for Commerce.

Vasily N. Shuisky graduated from Kazan Chemical and Technological Institute and from the

Moscow Academy of Social Relations. During 1993-2008, he served as the Chairman of the Trade

Union of the Company. Since 2008, he has worked as Deputy General Director for HR and Social
Affairs.

Ilfar R. Yakhin graduated from Kazan Agricultural Institute. From 1988 to 1999, he worked in
the Company as Deputy Chief Accountant. Since 1999, he has served as Chief Accountant of the

Company.

Compensation of Management

Compensation paid to directors and senior management for their services in full-time or part-

time executive management positions comprises a contractual salary, non-cash benefits and a

performance bonus depending on results for the year according to the Russian statutory financial

statements. Total directors’ and senior management (members of the Board of Directors and
Management Board) compensation, included within personnel costs in selling, general and

administrative expenses, amounted to RUR187.92 million for the year ended 31 December 2008 (year

ended 31 December 2007 – RUR179.86 million, year ended 31 December 2006 – RUR183.55 million).

The amount of remuneration paid to the members of the Board of Directors is determined by

the General Shareholders’ Meeting of the Company.

Golden Share

The Republic of Tatarstan possesses a special right to participate in management of the

Company without being its shareholder, through a so-called ‘‘golden share’’.

Pursuant to the terms of the ‘‘golden share’’, representatives of the Republic of Tatarstan must

be appointed annually to the Board of Directors and the Audit Committee of the Company.

Representatives of the Republic of Tatarstan can include their proposals in the agenda of the General
Shareholders’ Meeting, demand that an extraordinary General Shareholders’ Meeting be convened and

have the right of veto on the following issues:

* amendments and additions to the Company’s charter;

* reorganisation and liquidation of the Company, appointment of a liquidation commission
and approval of interim and final liquidation balance sheets;

* increase and decrease of the Company’s share capital; and

* approving major transactions and related-party transactions.

The representatives of the Republic of Tatarstan have never to date exercised their veto rights in

the General Shareholders’ Meeting of the Company. See ‘‘Risk Factors – Risks Related to the

Company and the Group – Government Influence’’.
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SHAREHOLDING

As of 1 July 2009, the Company’s authorised, issued and fully paid share capital was

RUR1,830,239,750, comprised of 1,611,256,000 ordinary registered shares with a par value of RUR1

per share and 218,983,750 preferred shares with a par value of RUR1 per share. Preferred shares are

non-voting (except on issues relating to the status of the preferred shares) and the holders thereof are
entitled to annual fixed dividends in the amount of RUR0.06 distributed among all holders of the

preferred shares.

The following table sets forth types of the Company’s shares, as indicated in its extract from
register of shareholders dated 1 July 2009:

Type of shares Number of shares

Percentage of the

share capital

Ordinary registered shares ........................................................................ 1,611,256,000 88.04%

Preferred shares......................................................................................... 218,983,750 11.96%

Total shares ............................................................................................... 1,830,239,750 100.0%

Source: the Company

As of 1 July 2009, the total number of shareholders holding ordinary registered shares of the

Company was 10718.

As of 1 July 2009, the Republic of Tatarstan owned 28.6 per cent. of the Company’s ordinary

registered shares through its subsidiary OJSC Svyazinvestneftekhim holding the shares through the

nominee OJSC Centralniy Depositariy RT; the TAIF Group beneficially owned 50.6 per cent. of the

Company’s ordinary registered shares through its subsidiary LLC Telecom-Management holding the
shares directly and through the nominee LLC MCB Avers; NKB Investments Limited beneficially

owned 12.1 per cent. of the Company’s ordinary registered shares through ING Bank (Eurasia) ZAO,

CJSC Depositary-Clearing Company and CJSC Depositary Company UralSib. The remaining 8.7 per

cent. of the Company’s ordinary registered shares are owned by 35 legal entities, including 14

nominees, and more than 10,000 individuals.

The following table sets forth Company’s nominees and certain shareholders, as indicated in its

extract from register of shareholders dated 1 July 2009:

Shareholders/Nominees

Number of

ordinary

registered shares

Percentage of

total ordinary

registered shares

TAIF Group ............................................................................................. 815,316,570 50.6%

OAO Svyazinvestneftekhim (nominee for the Republic of Tatarstan)..... 461,291,025 28.6%

NKB Investments Limited (part of UralSib)............................................ 194,509,756 12.1%

Other legal entities (21)............................................................................. 3,104,588 0.2%

Other nominees (14).................................................................................. 74,856,909 4.6%

Individuals (more than 10000).................................................................. 62,177,152 3.9%

Total ordinary registered shares ................................................................ 1,611,256,000 100.0%

Source: the Company

The TAIF Group is primarily an investment company and includes subsidiaries and affiliates

which provide services in the financial market, such as brokering, dealing, asset management,
banking, insurance and consulting services. It was registered with the Ministry of Finance of the

Republic of Tatarstan on 10 August 1995.

The TAIF Group comprises around 80 subsidiaries and associated companies of various
industries, engaged in chemicals and petrochemicals, oil refining, telecommunications, investments and

finance, construction, provision of services and other. The Group plays a central role in the

petrochemical division of the TAIF Group, with the petrochemical industry constituting 24 per cent.

of the Republic of Tatarstan’s economy. The TAIF Group owns majority stakes in key regional

petrochemical companies in the Republic of Tatarstan. Its management of the industry reduces hostile
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competition in the region. The share of the Group in the total TAIF Group revenues for the year

ended 31 December 2008 was 26 per cent.

The TAIF Group, in turn, has 12 shareholders, including LLC Transport, LLC Vulkan, LLC

Nira Export, Conningsby Limited, Dermixco Limited, Leeton Management Limited and Radik M.

Shaymiev, owning approximately 19.9 per cent., 19.9 per cent., 19.21 per cent., 9.45 per cent., 9.45 per

cent., 7.26 per cent. and 5.14 per cent. of the TAIF Group, respectively.
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RELATED PARTY TRANSACTIONS

Parties are considered to be related if one party has the ability to control the other party or

exercise significant influence over the other party in making financial or operational decisions as

defined by IAS 24 ‘‘Related Party Disclosures’’. In considering each possible related party

relationship, attention is directed to the substance of the relationship, not merely the legal form.

Related parties may enter into transactions which unrelated parties might not, and transactions

between related parties may not be effected on the same terms, conditions and amounts as
transactions between unrelated parties.

During the year ended 31 December 2008 and the three months ended 31 March 2009, the
Group had significant activities with companies related to its shareholders and associates in

connection with purchases and sales of refined products and related services. The Group’s reported

results of operations, financial position and cash flows would be different had such transactions been

carried out amongst unrelated parties. The financial condition of the Group and its future operations

may be affected by continued transactions with related parties.

Transactions with the Government of the Republic of Tatarstan

In addition to control over the Group’s activities, the government of the Republic of Tatarstan
is also in a position to influence OJSC Tatneft and OJSC TAIF, the latter being the major

shareholder in the Company and both being the Group’s principal suppliers of raw materials.

Additionally, OJSC Nizhnekamskshina, which is a subsidiary of OJSC Tatneft, is one of the Group’s

largest consumers.

Transactions with related parties

Major purchases from and sales to related parties include:

Amounts in RUR million, in accordance with IFRS

Year ended 31 December

Related party Description 2008 2007

(audited)

The TAIF Group (OAO TAIF-NK, NMU-3

and other) .....................................................

Purchase of materials and

services 16,436 12,261

The TAIF Group (OAO TAIF-NK, OAO
Kazanorgsintez and other) ........................... Sale of products 5,468 4,036

The Tatneft Group (URNiN Tatneft, Tatneft

Neftehimsnab and other) .............................. Purchase of materials 1,061 1,151

The Tatneft Group (URNiN Tatneft, Tatneft

Neftehimsnab and other) .............................. Sale of products 5,625 4,382

OAO Tatenergo (including subsidiaries)...........

Purchase of electric energy

and heat 10,044 8,157

OAO Tatenergo (including subsidiaries)........... Sale of products 47 113

Source: the Company

123

c101352pu040Proof7:26.10.09B/LRevision:0OperatorYouG



Amounts in RUR million, in accordance with IFRS (unaudited) Three months

ended 31 March

Related party Description 2009 2008

(unaudited)

The TAIF Group (AO TAIF-NK, NMU-3 and

other) ............................................................

Purchase of materials and

services

2,641 4,497

The TAIF Group (AO TAIF-NK, OAO

Kazanorgsintez and other) ...........................

Sale of products 1,457 1,532

The Tatneft Group (URNiN Tatneft, Tatneft

Neftekhimsnab and other)............................

Sale of products 276 1,237

The Tatneft Group (URNiN Tatneft, Tatneft

Neftekhimsnab and other)............................

Purchase of materials 82 192

OAO Tatenergo (including its subsidiaries)...... Purchase of electric energy

and heat

2,229 2,695

OAO Tatenergo (including its subsidiaries)...... Sale of products 41 48

ZAO Tatgazinvest ............................................. Purchase of natural gas

used as fuel

366 365

Source: the Company

Transactions with associates

Sales to associates in the year ended 31 December 2008 amounted to RUR409 million, as

compared to RUR477 million for the year ended 31 December 2007. Purchases from associates in the

year ended 31 December 2008 amounted to RUR55 million, as compared to RUR101 million for the

year ended 31 December 2007.

Sales to associates in the three months ended 31 March 2009 amounted to RUR56 million, as

compared to RUR159 million for the three months ended 31 March 2008. Purchases from associates

in the three months ended 31 March 2009 amounted to RUR19 million, as compared to RUR18

million for the three months ended 31 March 2008.

Shares owned by directors and senior management

The total number of shares owned directly by the directors and senior management comprised

753,925 ordinary and 693,772 preferred shares (in total approximately 0.079 per cent. of the

Company’s share capital) at 31 March 2009 compared to 851,175 ordinary and 693,772 preferred

shares (in total approximately 0.084 per cent. of the Company’s share capital) at 31 December 2008.

The total number of shares owned directly by the directors and senior management comprised

837,175 ordinary and 690,522 preferred shares (in total approximately 0.083 per cent. of the

Company’s share capital) at 31 December 2007.

Other cross-shareholdings

The Company owned 6.3 per cent. of OJSC Intechbank at 1 July 2009 and 20 per cent. at

31 December 2008. OJSC Intechbank owned 0.0009 per cent. of the Company’s share capital at 1

July 2009 and at 31 December 2008.
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DESCRIPTION OF THE ISSUER

Introduction

NKNK Finance plc (the ‘‘Issuer’’) was incorporated in Ireland on 3 October 2005, with
registered number 408822 as a public company with limited liability under the Companies Acts 1963-

2005 of Ireland (the ‘‘Companies Acts’’). The registered office of the Issuer is 5 Harbourmaster Place,

IFSC, Dublin 1, Ireland and phone number +353 680 6000.

The authorised share capital of the Issuer is EUR 40,000 divided into 40,000 ordinary shares of

par value EUR 1 each (the ‘‘Shares’’). The Issuer has issued 40,000 Shares, all of which are fully paid

and are held on trust by Deutsche International Finance (Ireland) Limited (the ‘‘Share Trustee’’)

under the terms of a declaration of trust (the ‘‘Declaration of Trust’’) dated 20 December 2005, under

which the Share Trustee holds the Shares on trust for charity. The Share Trustee has no beneficial
interest in and derives no benefit (other than any fees for acting as Share Trustee) from its holding of

the Shares. The Share Trustee will apply any income derived from the Issuer solely for the above

purposes.

Deutsche International Corporate Services (Ireland) Limited (the ‘‘Corporate Services Provider’’),

an Irish company, acts as the corporate services provider for the Issuer. The office of the Corporate

Services Provider serves as the general business office of the Issuer. Through the office and pursuant

to the terms of the corporate services agreement entered into on 20 December 2005 between the

Issuer and the Corporate Services Provider (the ‘‘Corporate Services Agreement’’), the Corporate
Services Provider performs various management functions on behalf of the Issuer, including the

provision of certain clerical, reporting, accounting, administrative and other services until termination

of the Corporate Services Agreement. In consideration of the foregoing, the Corporate Services

Provider receives various fees and other charges payable by the Issuer at rates agreed upon from time

to time plus expenses. The terms of the Corporate Services Agreement provide that either party may

terminate the Corporate Services Agreement upon the occurrence of certain stated events, including

any material breach by the other party of its obligations under the Corporate Services Agreement

which is either incapable of remedy or which is not cured within 30 days from the date on which it
was notified of such breach. In addition, either party may terminate the Corporate Services

Agreement at any time by giving at least 90 days’ written notice to the other party. If the

appointment of the Corporate Services Provider is terminated pursuant to the Corporate Services

Agreement, the Issuer shall use all reasonable efforts within 30 days to appoint a successor (being a

reputable institution acting through its office in Dublin). If the Issuer fails to appoint a successor

within such period, the Corporate Services Provider may select reputable institution acting through its

office in Dublin to act as Corporate Services Provider and the Issuer shall appoint that institution as

the successor Corporate Services Provider.

The Corporate Services Provider’s principal office is 5 Harbourmaster Place, IFSC, Dublin 1,
Ireland.

Principal Activities

The principal objects of the Issuer are set out in Article 3 of its memorandum of association (as

currently in effect) and permit the Issuer, amongst other things, to lend money and give credit,
secured or unsecured, to borrow or raise money and to grant security over its property for the

performance of its obligations or the payment of money.

The Issuer is organised as a special purpose company. The Issuer was established to raise capital

by the issue of debt securities and to use amounts equal to the proceeds of such issuances and

drawing to make loans to the Company.

Since its incorporation, the Issuer has not engaged in any material activities other than those

incidental to its registration as a public company under the Companies Acts, those related to the

issue of the U.S.$200,000,000 8.5 per cent. Loan Participation Notes due 2015 (the ‘‘2005 Notes’’) and

those related to the issue of the Notes. The Issuer has no employees.

Save as disclosed herein, there has been no material adverse change in the financial position or

prospects of the Issuer since 31 December 2007. Save for the 2005 Notes and the issue of the Notes

and their related arrangements, the Issuer has no borrowings or indebtedness in the nature of

borrowings (including loan capital issued or created but unissued), term loans, liabilities under

acceptances or acceptance credits, mortgages, charges or guarantees or other contingent liabilities.
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Directors and Company Secretary

The Issuer’s Articles of Association provide that the Board of Directors of the Issuer will

consist of at least two Directors.

The directors of the Issuer and their business addresses as of the date hereof are as follows:

Michael Whelan5 Harbourmaster Place, IFSC, Dublin 1, Ireland.

Jennifer Coyne 5 Harbourmaster Place, IFSC, Dublin 1, Ireland.

The directors do not hold any direct, indirect, beneficial or economic interest in any of the

Shares. The directorship of the directors is provided as part of the Corporate Service Provider’s

overall corporate administration service provided to the Issuer pursuant to the Corporate Services

Agreement.

The directors of the Issuer may engage in other activities and have other interests which may

conflict with the interests of the Issuer.

The Company Secretary is Deutsche International Corporate Services (Ireland) Limited.

Financial Statements

The Issuer’s financial statements as at and for the years ended 31 December 2006 and
31 December 2007 (the ‘‘Issuer’s Financial Statements’’) have been audited by PricewaterhouseCoopers

who are chartered accountants and are members of the Institute of Chartered Accountants in Ireland

and registered auditors qualified to practise in Ireland. The Issuer’s Financial Statements have been

filed with the Irish Stock Exchange and are incorporated by reference into this Prospectus.

The Issuer does not prepare interim financial statements. The financial year of the Issuer ends

on 31 December in each year.

Each year, a copy of the audited profit and loss account and balance sheet of the Issuer

together with the report of the directors and the auditors thereon is required to be filed in the Irish

Companies Registration Office within 28 days of the annual return date of the Issuer and is available

for inspection. The profit and loss account and balance sheet can be obtained free of charge from the

registered office of the Issuer.

The gap between the annual general meetings of the Issuer must not exceed 15 months (and no

more than nine months after the financial year end). One annual general meeting must be held in

each calendar year.
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THE LOAN AGREEMENT 

The following is the text of the Loan Agreement entered into between the Issuer and NKNK. 

 

THIS LOAN AGREEMENT IS A DEED and is made on 30 October 2009  

BETWEEN: 

(1) OAO NIZHNEKAMSKNEFTEKHIM, a company organised as an open joint stock 
company under the laws of the Russian Federation, whose registered address is City of 
Nizhnekamsk, Republic of Tatarstan, 423570 Russian Federation (the "Borrower"); and 

(2) NKNK FINANCE PLC, a company incorporated under the laws of Ireland (registered 
number 408822), having its registered office at 5 Harbourmaster Place, International 
Financial Services Centre, Dublin 1, Ireland (the "Lender", which expression, where the 
context so admits, includes any successor Lender pursuant to the terms of this 
Agreement and the Trust Deed). 

WHEREAS, the Lender has at the request of the Borrower agreed to make available to the 
Borrower a loan facility in the amount of U.S.$101,394,000 on the terms and subject to the 
conditions of this Deed; 

IT IS HEREBY AGREED as follows: 

1. DEFINITIONS AND INTERPRETATION 

1.1 Definitions  
In this Deed (including the recitals), the following terms shall have the meanings 
indicated: 

"Account" means such account as may be notified in writing to the Borrower by the 
Lender on or prior to the date of this Deed and as set out in the Trust Deed. 

"Additional Amounts" means the additional amounts payable by the Lender in the 
circumstances described in Clause 6.2 (No Set-Off, Counterclaim or Withholding; Gross-
Up) and 6.3 (Withholding on the Notes). 

"Advance" means the advance deemed to be made under Clause 3 (Drawdown). 

An "Affiliate" of any specified Person means any other Person, directly or indirectly, 
controlling or controlled by or under direct or indirect control with such specified 
Person. For the purposes of this definition, "control" when used with respect to any 
Person means the power to direct the management and policies of such Person, directly 
or indirectly, whether through the ownership of voting securities, by contract or 
otherwise; and the terms "controlling" and "controlled" have meanings correlative to 
the foregoing. 

"Agreed Form" means that the form of the document in question has been agreed 
between the proposed parties thereto. 
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"Auditors" means any recognised firm of accountants appointed by the shareholders of 
the Borrower. 

"Board of Directors" means, as to any Person, the board of directors or equivalent 
competent governing body of such Person, or any duly authorised committee thereof. 

"Business Day" means a day (other than a Saturday or Sunday) on which banks and 
foreign exchange markets are open for general business in Ireland, Moscow, New York 
City and London and the city where the specified office of the Principal Paying Agent is 
located, and in relation to any date for payment or purchase of a currency, the principal 
financial centre of the country of that currency. 

"Capital Stock" means, with respect to any Person, any and all shares, interests, 
participations, rights to purchase, warrants, options, or other equivalents (however 
designated) of capital stock of a corporation and any and all equivalent ownership 
interests in a Person other than a corporation, in each case whether now outstanding or 
hereafter issued. 

"Central Bank" means the Central Bank of Russia. 

A "Change of Control" shall be deemed to have occurred at any time (whether or not 
approved by the competent governing body of the Borrower) that the Republic of 
Tatarstan ceases to own the Golden Share in the Borrower and where such event has 
resulted in a Rating Decline. 

"Change of Control Payment Date" means the date falling 90 days after the Borrower 
gives notice to the Lender of a Change of Control pursuant to Clause 5.3 (Prepayment in 
the Event of Change of Control), provided such day is a Business Day and, in the event 
that such day is not a Business Day, the next Business Day. 

"Closing Date" means 3 November 2009 or such later date agree as may be agreed 
between the Lender and the Borrower. 

"Conditions" means the terms and conditions of the Notes. 

For the purposes of the definition of Change of Control, "control" means: 

(a) the power (whether by way of ownership of shares, proxy, contract, agency or 
otherwise) to: 

(i) cast, or control the casting of, more than one-half of the maximum number 
of votes that might be cast at a general meeting of the Borrower; or 

(ii) appoint or remove all, or the majority, of the directors or other equivalent 
officers of the Borrower; or  

(iii) give directions with respect to the operating and financial policies of the 
Borrower which the directors or other equivalent officers of the Borrower 
are obliged to comply with; or  

(b) the holding of more than one-half of the issued share capital of the Borrower. 
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"Deed" means this deed as originally executed or as it may be amended from time to 
time. 

"Dollars", "$" and "U.S.$" means the lawful currency of the United States of America. 

"Environment" means living organisms including the ecological systems of which they 
form part and the following media: 

(a) air (including air within natural or man-made structures, whether above or 
below ground); 

(b) water (including territorial, coastal and inland waters, water under or within 
land and water in drains and sewers); and/or 

(c) land (including land under water). 

"Environmental Claim" means any administrative, regulatory or judicial action, suit, 
demand, demand letter, claim, notice of non-compliance or violation, investigation, 
proceeding, consent order or consent agreement relating to any Environmental Law or 
Environmental Licence. 

"Environmental Law" means all laws and regulations of any relevant jurisdiction 
which: 

(a) have as a purpose or effect the protection of, and/or prevention of harm or 
damage to, the Environment; 

(b) provide remedies or compensation for harm or damage to the Environment; and 

(c) relate to Hazardous Substances or health or safety matters. 

"Environmental Licence" means any authorisation, consent, approval, resolution, 
licence, exemption, filing or registration required at any time under Environmental Law. 

"Event of Default" has the meaning assigned to such term in Clause 11.1 (Events of 
Default) hereof. 

"Facility" means the facility specified in Clause 2 (Facility). 

"Fair Market Value" means the price that would be paid in an arm’s-length transaction 
between an informed and willing seller under no compulsion to sell and an informed and 
willing buyer under no compulsion to buy, as determined in good faith by the Board of 
Directors of the Borrower, whose determination shall be conclusive if evidenced by a 
resolution of such Board of Directors. 

"Final Repayment Date" means the Final Redemption Date, as defined in the Notes. 

"Finance Documents" means this Deed and the other agreements and deeds relating to 
the issuance of Notes. 



   
 

 - 130 -  
 

"Hazardous Substance" means any waste, pollutant, contaminant or other substance 
(including any liquid, solid, gas, ion, living organism or noise) that may be harmful to 
human health or other life or the Environment or a nuisance to any person. 

"Golden Share" means the special right of the Republic of Tatarstan as set out in the 
Federal Law of the Russian Federation No. 178-FZ dated 21 December 2001 (as 
amended) "On Privatisation of State and Municipal Property", the Law of the Republic 
of Tatarstan No.43-ZRT dated 26 July 2004 "On Privatisation of State Property of the 
Republic of Tatarstan" and the Decree of the State Committee of the Republic of 
Tatarstan for State Property Management No. 251 "On Special Right ("Golden Share") 
of the Republic of Tatarstan to Participation in the Management of the Open Joint Stock 
Companies" dated 7 October 1998 to participate in management of the Borrower, 
including, inter alia, the right to appoint representatives of the Republic of Tatarstan to 
the board of directors of the Borrower and the right of veto on certain issues decided by 
the general shareholders' meeting or the board of directors of the Borrower. 

"Group" means the Borrower and its consolidated Subsidiaries from time to time. 

"IFRS" means International Financial Reporting Standards, including International 
Accounting Standards and Interpretations issued by the International Accounting 
Standards Board. 

"IFRS Fiscal Period" means any fiscal period for which the Borrower has produced 
consolidated financial statements in accordance with IFRS which have either been 
audited or reviewed by independent accountants of recognised international standing. 

"Indebtedness" means any indebtedness, in respect of any Person for, or in respect of, 
moneys borrowed or raised including, without limitation, any amount raised by 
acceptance under any acceptance credit facility; any amount raised pursuant to any note 
purchase facility or the issue of bonds, notes, debentures, loan stock or any similar 
instrument; any amount raised pursuant to any issue of shares which are expressed to be 
redeemable; the amount of any liability in respect of leases or hire purchase contracts 
which would, in accordance with applicable law and generally accepted accounting 
principles, be treated as finance or capital leases; the amount of any liability in respect of 
any purchase price for assets or services the payment of which is deferred for a period in 
excess of 180 days; any amount raised under any other transaction (including any 
forward sale or purchase agreement or Repurchase Agreement) having the economic 
effect of a borrowing; and the amount of any liability in respect of any guarantee or 
indemnity for any of the items referred to above. 

"Independent Appraiser" means any third party appraiser of international standing 
selected by the Borrower and approved by the Lender and Trustee provided, however, 
that such third party appraiser is not an Affiliate of the Group. 

"Interest Payment Date" means 20 April and 20 October of each year, commencing on 
20 April 2010, provided that such day is a Business Day and, in the event that such day 
is not a Business Day, the next Business Day. 

"Issuer" means NKNK Finance plc in its capacity as issuer of the Notes. 
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"Lien" means any mortgage, charge, pledge, lien (other than a lien arising solely by 
operation of law) or other security interest including, without limitation, anything 
analogous to any of the foregoing under the laws of any jurisdiction. 

"Loan", at any time, means an amount equal to the aggregate principal amount of the 
Facility granted by the Lender pursuant to this Deed as reduced from time to time by 
repayment or prepayment. 

"Material Adverse Effect" means a material adverse effect on (a) the business, 
operations, property, financial condition or business prospects of the Borrower or any of 
its Material Subsidiaries; (b) the Borrower's ability to perform or comply with its 
obligations under this Deed or (c) the validity or enforceability of this Deed or the rights 
or remedies of the Lender hereunder. 

"Material Subsidiary" means any Subsidiary of the Borrower which has assets 
representing 10% or more of the consolidated assets of the Group, as calculated by 
reference to the then latest audited accounts (consolidated or, as the case may be if no 
such consolidated accounts are produced, unconsolidated) of such Subsidiary and the 
then latest audited IFRS consolidated accounts of the Borrower. 

"Noteholder" means the holder of a Note at any particular time. 

"Notes" means the U.S.$101,394,000 12 per cent. loan participation notes due 2012 
proposed to be issued by the Issuer pursuant to the Trust Deed. 

"Officer's Certificate" means a certificate signed by two authorised officers of the 
Borrower who shall be the principal executive officer, principal accounting officer or 
principal financial officer of the Borrower. 

"Opinion of Counsel" means a written opinion from international legal counsel who is 
acceptable to the Borrower and the Trustee. 

"Paying Agency Agreement" means the paying agency agreement to be dated 
3 November 2009, as amended, varied or supplemented relating to the Notes. 

"Paying Agent" means the Principal Paying Agent and any Successor and/or additional 

paying agent for the Notes as may from time to time be appointed by the Issuer (or 

following the giving of notice pursuant to clause 2.6 of the Trust Deed, the Trustee) or 

any of them. 

"Permitted Liens" means 

(a) Liens existing as at the date of this Deed; 

(b) Liens arising or created in connection with any non-recourse project financing; 

(c) Liens granted in favour of the Borrower or any of its Material Subsidiaries; 
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(d) Liens on property acquired (or deemed to be acquired) under a financial lease, 
or claims arising from the use or loss of or damage to such property; provided 
that any such Lien secures Indebtedness only under such lease; 

(e) Liens securing Indebtedness of a Person existing at the time that such Person is 
merged into or consolidated with the Borrower or becomes a Material 
Subsidiary of the Borrower; provided that such Liens were not created in 
contemplation of such merger or consolidation or event and do not extend to 
any assets or property of the Borrower already existing or any Material 
Subsidiary of the Borrower; 

(f) Liens already existing on assets or property acquired or to be acquired by the 
Borrower or a Material Subsidiary of the Borrower; provided that such Liens 
were not created in contemplation of such acquisition and do not extend to any 
other assets or property (other than proceeds of such acquired assets or 
property); 

(g) Liens granted upon or with regard to any property hereafter acquired by any 
member of the Group to secure the purchase price of such property or to secure 
Indebtedness incurred solely for the purpose of financing the acquisition, 
maintenance, repair of construction of such property and transactional expenses 
related to such acquisition (other than a Lien created in contemplation of such 
acquisition); provided that the maximum amount of Indebtedness thereafter 
secured by such Lien does not exceed the purchase price of such property 
(including transactional expenses) or the maintenance, repair or construction 
thereof or the Indebtedness incurred solely for the purpose of financing the 
acquisition of such property; 

(h) any Liens arising by operation of law; 

(i) easements, rights of way, restrictions (including zoning restrictions), 
reservations, permits, servitudes, minor defects or irregularities in title and other 
similar charges or encumbrances, and Liens arising under leases or subleases 
granted to others, in each case not interfering in any material respect with the 
business of the Borrower or any of its Material Subsidiaries and any existing or 
incurred in the ordinary course of business; 

(j) any Liens arising out of the refinancing, extension, renewal or refunding of any 
Indebtedness secured by a Lien permitted by any of the above exceptions, 
provided that the Indebtedness thereafter secured by such Lien does not exceed 
the amount of the original Indebtedness and such Lien is not extended to cover 
any property not previously subject to such Lien;  

(k) any Lien over the rights, title or interest in, to or under any Product Delivery 
Contract, including the receivables generated under any such Product Delivery 
Contract and all other monies and proceeds arising in connection with any such 
Product Delivery Contract, and any Lien over any bank accounts into which the 
receivables, monies and proceeds from any such Product Delivery Contract are 
paid or transferred (including (i) amounts standing to the credit of such bank 
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accounts and (ii) any rights under any agreements establishing or opening such 
bank accounts);  

(l) any Liens not otherwise permitted by the preceding paragraphs (a) through (k), 
provided that the aggregate principal amount of the Indebtedness secured by 
such Liens does not at any time exceed U.S.$20,000,000. 

"Permitted Refinancing Indebtedness" means any Indebtedness issued in exchange for, 
or the net proceeds of which are used to extend, refinance, renew, replace, defease or 
refund, other Indebtedness (other than intercompany Indebtedness), provided that: 

(a) the principal amount of such Permitted Refinancing Indebtedness does not 
exceed the principal amount (or accreted value, if applicable) of the 
Indebtedness extended, refinanced, renewed, replaced, defeased or refunded 
(plus all accrued interest on the Indebtedness and the amount of all expenses 
and premiums incurred in connection therewith); 

(b) such Permitted Refinancing Indebtedness has a final maturity date equal to or 
later than the final maturity date of, and has a Weighted Average Life to 
Maturity equal to or greater than the Weighted Average Life to Maturity of the 
earlier of, either (i) the Indebtedness being extended, refinanced, renewed, 
replaced, defeased or refunded or (ii) the Notes; 

(c) if the Indebtedness being extended, refinanced, renewed, replaced, defeased or 
refunded is subordinated in right of payment to the Notes, such Permitted 
Refinancing Indebtedness is subordinated in right of payment to the Notes on 
terms at least as favourable to the Noteholders as those contained in the 
documentation governing the Indebtedness being extended, refinanced, 
renewed, replaced, defeased or refunded; and 

(d) such indebtedness is incurred by the Borrower or a Material Subsidiary who is 
the obligor on the Indebtedness being extended, refinanced, renewed, replaced, 
defeased or refunded. 

"Person" means any individual, company, corporation, firm, partnership, joint venture, 
association, organisation, state or agency of a state, government, trust or other entity, 
whether or not having separate legal personality. 

"Potential Event of Default" means any event or circumstances which would with the 
giving of notice or lapse of time become an Event of Default. 

"Principal Paying Agent" means Deutsche Bank AG, London Branch. 

"Product Delivery Contract" means any contract for the sale or delivery of 
petrochemicals, entered into from time to time between the Borrower or any of its 
Material Subsidiaries and any other person in the ordinary course of business, the 
Borrower's or such Material Subsidiary's business that is customary in the petrochemical 
industry, including any commission agency contracts, any spot sale contract and any 
transportation or other contracts related thereto. 
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"Prospectus" means the Prospectus dated 30 October 2009 relating to the issue of the 
Notes. 

"Put Option" means the put option granted to Noteholders pursuant to the Conditions. 

"Qualifying Jurisdiction" means any jurisdiction which has a double taxation treaty 
with the Russian Federation under which the payment of interest by Russian borrowers 
to lenders in the jurisdiction in which the lender is incorporated is generally able to be 
made without deduction or withholding of Russian income tax upon completion of any 
necessary formalities required in relation thereto. 

"RAS" means the accounting principles, standards and practices specified by the laws of 
the Russian Federation, consistently applied. 

"Rate of Interest" has the meaning given to it in Clause 4.1 (Rate of Interest). 

"Rating Agency" means Fitch Ratings Ltd. or Moody's Investor Service, Inc. or any of 
their successors or any rating agency substituted for any of them (or any permitted 
substitute of them) by the Borrower, from time to time with the prior written approval of 
the Lender. 

"Rating Decline" means, at any time within 60 days (which period shall be extended so 
long as the corporate credit rating of the Borrower or the credit rating in respect of the 
Notes is under publicly announced consideration for possible downgrade by any Rating 
Agency) of the announcement of the cessation of ownership of the Republic of Tatarstan 
of the Golden Share, the corporate rating of the Borrower or the rating of the Notes is 
decreased or downgraded by a Rating Agency. 

"Repayment Date" means each Interest Payment Date, commencing on the Interest 
Payment Date falling on or nearest to 20 April 2011. 

"Repurchase Agreement" means any repurchase agreement, buy/sell back agreement, 
reverse repurchase agreement or stock loan with respect to any securities, whether or not 
arising in the ordinary course of business. 

"Rouble" means the lawful currency from time to time of the Russian Federation. 

"Same-Day Funds" means Dollar funds settled through the New York Clearing House 
Interbank Payments System or such other funds for payment in immediately available, 
freely transferable and cleared Dollars as the Lender may at any time determine to be 
customary for the settlement of international transactions in New York City of the type 
contemplated hereby. 

"Secured Obligations" means all obligations at any time due, owing or incurred to the 
Lender by the Borrower under this Deed, whether present or future, actual or contingent. 

"Security" means the security granted by the Lender to the Trustee over the rights of the 
Lender under this Deed, including an assignment of such rights in favour of the Trustee. 

"Subsidiary" means, in relation to any Person (the "first Person") at any particular time, 
any other Person (the "second Person"): (i) whose affairs and policies the first Person 
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controls or has the power to control, whether by ownership of share capital, contract, the 
power to appoint or remove members of the governing body of the second Person or 
otherwise; or (ii) whose financial statements are, in accordance with applicable law and 
international accounting standards, consolidated with those of the first Person. 

"Successor" means in relation to the Paying Agents, such other or further person as may 
from time to time be appointed pursuant to the Paying Agency Agreement as a Paying 
Agent. 

"Taxes" means any taxes (including interest or penalties thereon) which are now or at 
any time hereafter imposed, assessed, charged, levied, collected, demanded, withheld or 
claimed by the Russian Federation, Ireland or any tax authority thereof or therein or any 
other jurisdiction through which the Borrower is directed by the Lender to effect 
payments, provided, however, that for the purposes of this definition the references to 
Ireland shall, upon the occurrence of an Issuer Relevant Event (as defined in the Trust 
Deed), be deemed to be references to the jurisdiction in which the Trustee is domiciled 
for tax purposes; and the term "Taxation" shall be construed accordingly. 

"Trust Deed" means the trust deed to constitute the Notes for the equal and rateable 
benefit of the Noteholders to be dated the Closing Date between the Issuer and the 
Trustee, as amended, varied or supplemented from time to time. 

"Trustee" means Deutsche Trustee Company Limited, as trustee under the Trust Deed 
and any successor thereto as provided thereunder. 

"Weighted Average Life to Maturity" means, when applied to any Indebtedness at any 
date, the number of years obtained by dividing: 

(a) the sum of the products obtained by multiplying (i) the amount of each then 
remaining instalment, sinking fund, serial maturity or other required payments 
of principal, including payment at final maturity, in respect of the Indebtedness, 
by (ii) the number of years (calculated to the nearest one-twelfth) that will 
elapse between such date and the making of such payment; by 

(b) the then outstanding principal amount of such Indebtedness. 

1.2 Other Definitions 
Unless the context otherwise requires, terms used in this Deed which are not defined in 
this Deed but which are defined in the Trust Deed, the Notes or the Paying Agency 
Agreement shall have the meanings assigned to such terms therein. 

1.3 Interpretation 
Unless the context or the express provisions of this Deed otherwise require, the 
following shall govern the interpretation of this Deed: 

1.3.1 All references to "Clause" or "sub-Clause" are references to a clause or 
sub-clause of this Deed. 

1.3.2 The terms "hereof", "herein" and "hereunder" and other words of 
similar import shall mean this Deed as a whole and not any particular 
part hereof. 
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1.3.3 Words importing the singular number include the plural and vice versa. 

1.3.4 All references to "taxes" include all present or future taxes, levies, 
imposts, charges, withholdings and duties of any nature and the terms 
"tax" and "taxation" shall be construed accordingly. 

1.3.5 The table of contents and the headings are for convenience only and 
shall not affect the construction hereof. 

2. FACILITY 

2.1 Facility 
On the terms and subject to the conditions set forth herein and subject to the receipt by 
the Lender of the proceeds of the Notes, the Lender hereby agrees to make available to 
the Borrower, and the Borrower hereby agrees to borrow from the Lender, a loan facility 
in the amount of U.S.$101,394,000. 

2.2 Purpose 
The proceeds of the Advance will be used for general corporate purposes, but the Lender 
shall not be concerned with the application thereof. 

2.3 Facility Fee  
The Borrower shall pay a fee to the Lender in connection with the arrangement of the 
Facility (the "Facility Fee"), in an amount which will be set out in a separate fee side 
letter (the "NKNK Fee Side Letter") dated on or about the date hereof. 

3. DRAWDOWN 

3.1 Drawdown 
On the terms and subject to the conditions set forth herein, on or prior to the Closing 
Date the Advance shall be deemed to be made by the Lender to the Borrower in the full 
amount of the Facility. 

3.2 Facility Fee 
The Borrower agrees to pay the Facility Fee to the Lender in Same-Day Funds by  
10 a.m. (New York City time) on the first Business Day prior to the Closing Date. In the 
event that the Lender has not received the Facility Fee from the Borrower by 10 a.m. 
(New York City time) on the first Business Day prior to the Closing Date, the Borrower 
agrees that an amount equal to the Facility Fee may be deducted from the amount of the 
Advance.  
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The Lender hereby directs the Borrower to pay the Facility Fee to the Account. 

If, following payment of the Facility Fee from the Borrower to the Lender, the closing of 
the issue of the Notes does not take place, the Lender shall promptly return the Facility 
Fee to the Borrower.  

3.3 Disbursement 
Subject to the conditions set forth herein, prior to the Closing Date the Lender shall in 
accordance with Clause 3.1 (Drawdown), make the Advance or the Advance shall be 
deemed to have been made (less any amount to be deducted (if any) in accordance with 
Clause 3.1 (Facility Fee)) to the following account of the Borrower: 

Bank: ZAO KB Citibank 
Swift: CITIRUMX 
Account Name: OAO NIZHNEKAMSKNEFTEKHIM 
Account Number: 40702840000700787141 
  

3.4 Ongoing Fees and Expenses 
In consideration of the Lender making available the Facility hereunder, the Borrower 
shall pay on demand to the Lender each year all properly documented ongoing 
commissions and costs related to the Loan and the Notes (including any costs required to 
maintain the Lender as an incorporated company in Ireland (such as auditors' fees, stock 
exchange fees, legal fees, fees of the Lender's corporate services provider and taxes of 
the Lender)) as set forth to the Borrower in an invoice or invoices from the Lender. 

4. INTEREST 

4.1 Rate of Interest 
The Borrower will pay interest in Dollars to the Lender on the outstanding principal 
amount of the Loan from time to time hereunder at the rate of 12 per cent. per annum 
(the "Rate of Interest"). 

4.2 Payment 
Interest at the Rate of Interest shall accrue from day to day, starting from (and including) 
the Closing Date and shall be paid in accordance with Clause 6.1 (Making of Payments). 
Interest on the Loan will cease to accrue from the due date for repayment or prepayment 
thereof (or any relevant portion thereof) unless payment of principal is withheld or 
refused by the Borrower in breach of its obligations under this Deed, in which event 
interest will continue to accrue (before or after any judgement) at the Rate of Interest to, 
but excluding, the date on which payment in full of the principal thereof is made. If 
interest is required to be calculated for a period of less than one year, it will be calculated 
on the basis of a 360-day year consisting of twelve months of 30 days each and, in the 
case of an incomplete month the number of days elapsed on the basis of a month of 30 
days. 
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5. REPAYMENT AND PREPAYMENT 

5.1 Repayment 
Except as otherwise provided herein, the Borrower shall repay the Loan in equal 
instalments from 20 April 2011, in accordance with the repayment schedule set out in 
Schedule 1 (Repayment Schedule).  

The amount of the outstanding Loan shall be repaid in full (including all accrued but 
unpaid interest and any Additional Amounts) not later than 10 a.m. (New York City 
time) one Business Day prior to the Final Repayment Date. 

5.2 Special Prepayment 
If, (a) as a result of any amendments to, or change in, the double tax treaty between the 
Russian Federation and Ireland or the laws or regulations of the Russian Federation or 
Ireland or of any constituent part or political sub-division thereof or any authority having 
power to tax therein (including as a result of a judgement of a court of competent 
jurisdiction or a change in the application or official interpretation of such laws or 
regulations) which change or amendment becomes effective on or after the date of this 
Deed, (b) as a result of the enforcement of the Security, the Borrower would thereby be 
required to make or increase any payment due hereunder as provided in Clauses 6.2 (No 
Set-Off, Counterclaim or Withholding; Gross-Up) or 6.3 (Withholding on the Notes), or 
(c) if (for whatever reason) the Borrower would have to or has been required to pay 
additional amounts pursuant to Clause 8 (Change in Law or Banking Practices; Increase 
in Cost), and, in any such case, such additional amounts cannot be avoided by the 
Borrower taking reasonable measures applicable to it, then the Borrower may (without 
premium or penalty), upon not less than 20 days' notice to the Lender specifying the date 
of payment and attaching an Officer's Certificate confirming that the Borrower would be 
required to increase the amount payable or to pay additional amounts supported by 
evidence from the relevant tax authorities in the relevant tax jurisdiction (which notice 
shall be irrevocable), prepay the Loan in whole (but not in part). 

5.3 Prepayment in the Event of Change of Control 
5.3.1 If, following a Change of Control, any Noteholder has exercised its Put 

Option, the Borrower shall on the Change of Control Payment Date, 
provided that the Borrower has been given the notice specified in sub-
Clause 5.3.3 not later than 30 days prior to the Change of Control 
Payment Date, prepay the principal amount of the Loan in an amount 
which corresponds to the aggregate outstanding principal amount of 
the Notes in relation to which the Put Option has been duly exercised 
in accordance with the Conditions.  

5.3.2 Promptly, and in any event within 10 calendar days after the date of 
any Change of Control, the Borrower shall deliver to the Lender a 
written notice in the form of an Officer's Certificate, which notice shall 
be irrevocable, stating that a Change of Control has occurred and 
stating the circumstances and relevant facts giving rise to such Change 
of Control. 
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5.3.3 In accordance with the Conditions, the Lender shall notify the 
Borrower not more than three Business Days after receipt of notice 
thereof from the Principal Paying Agent the amount of the Loan to be 
prepaid as a consequence of the exercise of the Put Option by any 
Noteholders. 

5.4 Illegality 
If, at any time after the date of this Deed, by reason of the introduction of, or any change 
in, any applicable law or regulation or regulatory requirement or directive of any agency 
of any state, the Lender reasonably determines (such determination being accompanied 
by an Opinion of Counsel) that it is or would be unlawful or contrary to such applicable 
law, regulation, regulatory requirement or directive for the Lender to allow all or part of 
the Loan or the Notes to remain outstanding or for the Lender to maintain or give effect 
to any of its obligations in connection with this Deed, the Security, or the Notes and/or to 
charge or receive or to be paid interest at the rate then applicable to the Loan or the 
Notes, then upon notice by the Lender to the Borrower in writing (setting out in 
reasonable detail the nature and extent of the relevant circumstances), the Borrower and 
the Lender shall consult in good faith as to a basis which eliminates the application of 
such circumstances; provided, however, that the Lender shall be under no obligation to 
continue such consultation if a basis has not been determined within 30 days of the date 
on which it so notified the Borrower. If such a basis has not been determined within the 
30 days, then upon notice by the Lender to the Borrower in writing the Borrower shall 
prepay the Loan in whole (but not in part) on the next Interest Payment Date or on such 
date as the Lender shall certify to be necessary to comply with such requirements. 

5.5 Reduction of Loan Upon Redemption and Cancellation of Notes 
5.5.1 The Borrower, or any of its Subsidiaries, may from time to time, in 

accordance with the Conditions and to the extent permitted by 
applicable law, purchase Notes in the open market or by tender or by a 
private agreement at any price.  The Borrower or any such Subsidiary 
may from time to time deliver to the Lender Definitive Notes, having 
an aggregate principal value of at least U.S.$1,000,000, together with a 
request (a "Request") for the Lender to present such Definitive Notes 
to the Principal Paying Agent for early redemption and cancellation or 
from time to time procure the delivery to the Principal Paying Agent of 
instructions ("Instructions") to redeem and thereafter cancel a specified 
aggregate principal amount of Notes (being at least U.S.$1,000,000) 
represented by a Global Note.  Any Instructions shall be accompanied 
by evidence satisfactory to the Principal Paying Agent that the 
Borrower or any such Subsidiary is entitled to give such Instructions 
which, for the avoidance of doubt, will be satisfied by the provision of 
copies of account entries in the records of a clearing system and 
associated nominees (if relevant) reflecting the Borrower's or such 
Subsidiary's beneficial interest in such part of the Global Note being 
delivered representing the Notes.  Upon receipt of a Request, the 
Lender shall request, and the Borrower shall procure that the relevant 
clearing system requests, the Principal Paying Agent to redeem and 
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cancel such Notes on the date specified in the Request and the 
Borrower shall promptly procure that the account entries in the records 
of the relevant clearing system reflecting the Borrower's or such 
Subsidiary's beneficial interest in such part of the Global Note being 
delivered are updated to reflect such cancellation.  

5.5.2 The Lender may, from time to time, in accordance with the Conditions 
and to the extent permitted by applicable law, purchase Notes in the 
open market or by tender or by private agreement at any price and such 
Notes will be cancelled promptly thereafter. 

5.5.3 Upon any cancellation of Notes in accordance with sub-Clauses 5.5.1 
and 5.5.2, the amount of the Loan corresponding to the aggregate 
principal amount of such cancelled Notes shall, unless the Lender and 
Borrower agree otherwise, be deemed to have been prepaid by the 
Borrower, together with accrued interest (if any) thereon and no further 
payment shall be made or required to be made by the Borrower in 
respect of such amounts. Notice of such deemed prepayment shall be 
given by the Lender to the Trustee and the Principal Paying Agent. The 
amount outstanding under this Deed shall, at all times, be deemed to 
correspond to the principal amount of Notes outstanding and no 
amendment to this Deed shall be required to reflect such change to the 
amount outstanding under it. 

5.6 Payment of Other Amounts 
If the Loan is to be prepaid by the Borrower pursuant to any of the provisions of Clauses 
5.2 (Special Prepayment), 5.3 (Prepayment in the Event of Change of Control) or 5.4 
(Illegality), the Borrower shall, simultaneously with such prepayment, pay to the Lender 
accrued interest thereon to the date of actual receipt of payment by the Lender and all 
other sums payable by the Borrower pursuant to this Deed. 

5.7 Provisions Exclusive 
The Borrower may not voluntarily prepay the Loan except in accordance with the 
express terms of this Deed. Any amount prepaid may not be reborrowed. 

6. PAYMENTS 

6.1 Making of Payments 
All payments to be made by the Borrower under this Deed shall be made to the Account 
in Same-Day Funds not later than 10 a.m. (New York City time) (a) in the case of all 
payments in respect of interest (and any additional amounts to be paid pursuant to this 
Clause 6 (Payments)), one Business Day prior to each Interest Payment Date or (b) in the 
case of all payments in respect of principal, one Business Day prior to each Repayment 
Date. 

6.2 No Set-Off, Counterclaim or Withholding; Gross-Up 
All payments to be made by the Borrower under this Deed shall be made in full without 
set-off or counterclaim and (except to the extent required by law) free and clear of, and 
without deduction for, or on account of, any Taxes.  If the Borrower shall be required by 
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applicable law to make any deduction or withholding from any payment under this Deed 
for or on account of any Taxes, it shall increase any payment due hereunder to such 
amount as may be necessary to ensure that the Lender receives a net amount in Dollars 
equal to the full amount which it would have received had payment not been made 
subject to such Taxes, shall account to the relevant authorities for the relevant amount of 
such Taxes so withheld or deducted within the time allowed for such payment under the 
applicable law and shall deliver to the Lender without undue delay evidence satisfactory 
to the Lender of such deduction or withholding and of the accounting therefor to the 
relevant taxing authority. If the Lender pays any amount in respect of such Taxes, the 
Borrower shall reimburse the Lender in Dollars for such payment on demand. For the 
avoidance of doubt, this Clause is without prejudice to the obligations of the Lender 
pursuant to Clauses 6.6 (Tax Treaty Relief) and 10.10 (Payment of Taxes and Other 
Claims). 

6.3 Withholding on the Notes 
If the Lender notifies the Borrower (setting out in reasonable detail the nature and extent 
of the obligation with such evidence as the Borrower may reasonably require) that it is 
obliged to make any withholding or deduction for or on account of any Taxes from any 
payment which it is obliged to make or which would otherwise be payable but for the 
imposition of any such withholding or deduction for or on account of any taxes under or 
in respect of the Notes in circumstances where the Lender is required to pay additional 
amounts pursuant to Condition 7 (Taxation), the Borrower agrees to pay to the Lender, 
not later than 10 a.m. (New York City time) one Business Day prior to the date on which 
payment is due to the Noteholders in Same-Day Funds to the Account, such additional 
amounts as are equal to the said additional amounts which the Lender must pay pursuant 
to Condition 7 (Taxation); provided, however, that the Lender shall immediately, upon 
receipt from any Paying Agent of any sums paid in respect of the Issuer's obligations 
under Condition 7 (Taxation) and to the extent that the Noteholders are not entitled to 
such additional amounts pursuant to the Conditions, pay such additional amounts to the 
Borrower (it being understood that neither the Lender, nor the Principal Paying Agent 
nor any Paying Agent shall have any obligation to determine whether any Noteholder is 
entitled to such additional amount). 

6.4 Reimbursement 
To the extent that the Lender subsequently obtains or uses any tax credit or allowance or 
other reimbursements relating to a deduction or withholding with respect to which the 
Borrower has made a payment pursuant to this Clause 6 (Payments) in respect of 
amounts received by it, the Lender shall promptly pay to the Borrower so much of (but in 
any event no amount greater than) the benefit it received and retained as will leave the 
Lender in exactly the same position as it would have been had no additional amount been 
required to be paid by the Borrower pursuant to this Clause 6 (Payments); provided, 
however, that the question of whether any such benefit has been received and retained, 
and accordingly, whether any payment should be made to the Borrower, the amount of 
any such payment and the timing of any such payment, shall be determined solely by the 
Lender. The Lender shall have the absolute discretion whether, and in what order and 
manner, it claims any credits, allowances or refunds available to it. 
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If as a result of a failure to obtain relief from deduction or withholding of taxes referred 
to in Clause 6.2 (No Set-off; Withholding or Counterclaim; Gross up): (a) such taxes are 
deducted or withheld by the Borrower and pursuant to Clause 6.2 (No Set-off; 
Withholding or Counterclaim; Gross up) an increased amount is paid by the Borrower to 
the Lender in respect of such deduction or withholding, and (b) following the deduction 
or withholding of taxes as referred to above, the Borrower applies on behalf of the 
Lender to the competent tax authority for a withholding tax refund (the Borrower having 
notified the Lender of such application) and such withholding tax is refunded or repaid 
by the relevant taxing authority to the Lender, the Lender shall as soon as reasonably 
practicable notify the Borrower of the receipt of such withholding tax refund and 
promptly transfer the actually received amount of the withholding tax refund in the 
currency actually received and less any applicable costs to a bank account of the 
Borrower specified for that purpose by the Borrower.   

6.5 Mitigation 
If at any time either party hereto becomes aware of circumstances which would or might, 
then or thereafter, give rise to an obligation on the part of the Borrower to make any 
deduction, withholding or payment as described in Clauses 6.2 (No Set-Off, 
Counterclaim or Withholding; Gross-up) or 6.3 (Withholding on the Notes), then, 
without in any way limiting, reducing or otherwise qualifying the Lender's rights, or the 
Borrower's obligations, under such Clauses, such party shall promptly upon becoming 
aware of such circumstances notify the other party, and, thereupon the parties shall 
consider and consult with each other in good faith with a view to finding, agreeing upon 
and implementing a method or methods by which any such obligation may be avoided or 
mitigated and, to the extent that both parties can do so without taking any action which in 
the reasonable opinion of such party is prejudicial to its own position, take such 
reasonable steps as may be reasonably available to it to avoid such obligation or mitigate 
the effect of such circumstances. The Borrower agrees to reimburse the Lender for all 
properly incurred costs and expenses (including but not limited to legal fees and Taxes) 
incurred by the Lender in connection with this Clause 6.5 (Mitigation). 

6.6 Tax Treaty Relief 
The Lender shall obtain and deliver to the Borrower at the Borrower's expense:  

6.6.1 no later than ten Business Days before the first date that interest is 
payable by the Lender in each calendar year, a certificate issued by the 
competent Irish authorities confirming that the Lender is resident for 
tax purposes in Ireland including, without limitation, for the purpose of 
the Treaty between the Russian Federation and Ireland on Avoidance 
of Double Taxation and Prevention of Fiscal Evasion in Respect of 
Income Taxes and Property Taxes signed on 29 April 1994 (the 
"Treaty") in the calendar year of such Interest Payment Date; and 

6.6.2 such other information or forms as may need to be duly completed and 
delivered by the Lender to enable the Borrower to obtain relief from 
deduction or withholding of Russian taxes or, as the case may be, to 
apply to obtain a tax refund if a relief from deduction or withholding of 
Russian taxes has not been obtained, 
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provided that the Lender shall not be liable for any failure to provide, or any delays in 
providing, such residency certificate as a result of any action or inaction of the competent 
Irish authorities, but shall notify the Borrower without delay about any such failure or 
delay with a written description of the actions taken by the Lender to obtain such 
residency certificate. Such a certificate and any other information or forms (as 
applicable) shall be appropriately apostilled at the Irish Department of Foreign Affairs or 
any successor thereof and a certified translation shall be supplied and notarised under 
Russian law (if required) at the expense of the Borrower. 

The Borrower and the Lender acknowledge that the Russian legislation regulating the 
procedure for obtaining access to Treaty benefits, as well as practical approach and 
technical interpretations of the Russian taxing authorities, may be subject to change. The 
Borrower and the Lender further acknowledge that any such change may result in access 
to Treaty benefits, and in particular to obtaining the reduced rate of withholding with 
respect to Interest, becoming more difficult or impossible. In the event of any such 
change impacting adversely on the Borrower's ability to apply the reduced rate of 
withholding tax on Interest, the Borrower and the Lender shall use their best endeavours 
to amend the procedure described in this Clause 6.6 (Tax Treaty Relief) including, if 
required, provision regarding procurement of necessary documents and actions from any 
other parties, in order to ensure that the rate of withholding tax on interest as provided 
for in the Treaty can be successfully applied. 

6.7 Russian Tax Payment 
If the Borrower makes a withholding or deduction for or on account of Taxes from a 
payment under or in respect of this Deed, the Borrower may apply on behalf of the 
Lender to the relevant Russian taxing authorities for a payment to be made by such 
authorities to the Lender with respect to such Tax, provided the Lender has delivered to 
the Borrower, at the expense of the Borrower, a duly executed, notarised and apostilled 
power of attorney in respect of making such an application and an executed application 
for such tax refund. If, whether following a claim made on its behalf by the Borrower or 
otherwise, the Lender receives such a payment ("Russian Tax Payment") from the 
relevant Russian taxing authorities with respect to such Taxes, it will as soon as 
reasonably possible notify the Borrower that it has received that payment (and the 
amount of such payment); whereupon, provided that the Borrower has notified the 
Lender in writing of the details of an account (the "Borrower Account") to which a 
payment or transfer should be made, and that the Lender is able to make a payment or 
transfer under applicable laws and regulations, the Lender will pay or transfer an amount 
equal to the Russian Tax Payment to the Borrower Account. 

6.8 Lender Notification 
The Lender agrees promptly, upon becoming aware thereof, to notify the Borrower if it 
ceases to be resident in Ireland or a Qualifying Jurisdiction or if any of the 
representations set forth in Clause 9.2 (Lender’s Representations and Warranties) are no 
longer true and correct. 
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7. CONDITIONS PRECEDENT 

7.1 Conditions 
The obligation of the Lender to make the Advance (less any deduction (if any) in 
accordance with Clause 3.1 (Facility Fee)) shall be subject to the condition precedent 
that as of the Closing Date the Lender shall have received all moneys in respect of the 
full amount of the Advance. 

7.2 Representations, Warranties and Events of Defaults 
The obligation of the Lender to make the Advance shall be subject to the conditions 
precedent that as at the Closing Date (a) the representations and warranties set out in 
Clause 9.1 (Borrower’s Representations and Warranties) are true and accurate as if 
made and given on the Closing Date with respect to the facts and circumstances then 
existing (b) no Potential Event of Default or an Event of Default shall have occurred and 
be continuing and (c) the Borrower is not in breach of any terms or provisions of this 
Deed. 

8. CHANGE IN LAW; INCREASE IN COST 

8.1 Compensation 
In the event that after the date of this Deed there is any change in or introduction of any 
tax, law, regulation, regulatory requirement or official directive (whether or not having 
the force of law but, if not having the force of law, the observance of which is in 
accordance with the generally accepted financial practice of financial institutions in the 
country concerned) or in the interpretation or application thereof by any person charged 
with the administration thereof and/or any compliance by the Lender in respect of the 
Loan or the Facility with any request, policy or guideline (whether or not having the 
force of law but, if not having the force of law, the observances of which is in 
accordance with the generally accepted financial practice of financial institutions in the 
country concerned) from or of any central or other fiscal, monetary or other authority, 
agency or any official of any such authority, which: 

8.1.1 subjects or will subject the Lender to any Taxes with respect to 
payment of principal or interest on the Loan or any other amount 
payable under this Deed, other than any Taxes imposed on or 
calculated by reference to the net income received or receivable (but 
not any sum deemed received or receivable, but not actually received) 
by the Lender or other than any Taxes referred to in Clauses 6.2 (No 
Set-Off, Counterclaim or Withholding; Gross-Up) and 6.3 
(Withholding on the Notes); or 

8.1.2 increases or will increase the taxation of or changes or will change the 
basis of taxation of payments to the Lender of principal of or interest 
on the Loan or any other amount payable under this Deed (other than 
any such increase or change which arises by reason of any increase in 
the rate of tax payable by the Lender on its overall net income or as a 
result of any Taxes referred to in Clauses 6.2 (No Set-Off, 
Counterclaim or Withholding; Gross-Up) or 6.3 (Withholding on the 
Notes)); or 
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8.1.3 imposes or will impose on the Lender any other condition affecting 
this Deed, the Facility or the Loan,  

and if as a result of any of the foregoing: 

(a) the cost to the Lender of making, funding or maintaining the Loan or the 
Facility is increased or a new cost arises; or 

(b) the amount of principal, interest or other amount payable to or received by 
the Lender hereunder is reduced; or 

(c) the Lender makes any payment or foregoes any interest or other return on 
or calculated by reference to the gross amount of any sum receivable by it 
from the Borrower hereunder or makes any payment or foregoes any 
interest or other return on or calculated by reference to the gross amount 
of the Loan,  

then subject to the following, and in each such case: 

(i) the Lender shall, as soon as practicable after becoming aware of 
such increased or new cost, reduced amount or payment made or 
foregone, give written notice to the Borrower, together with a 
certificate signed by one authorised official of the Lender describing 
in reasonable detail the introduction or change or request which has 
occurred and the country or jurisdiction concerned and the nature 
and date thereof and describing the connection between such 
introduction, change or request and such increased or new cost, 
reduced amount or payment made or foregone, and setting out in 
reasonable detail the basis on which such amount has been 
calculated, and all relevant supporting documents describe the 
matters set out in such notes, providing that nothing herein shall 
require the Lender to disclose any confidential information; and 

(ii) the Borrower, in the case of paragraphs (a) and (c) above, shall, 
within 30 days of a demand in respect thereof by the Lender, pay to 
the Lender such additional amount as shall be necessary to 
compensate the Lender for such increased cost, and, in the case of 
paragraph (b) above, at the time the amount so reduced would 
otherwise have been payable, pay to the Lender such additional 
amount as shall be necessary to compensate the Lender for such 
reduction, payment or foregone interest or other return,  

provided that this Clause 8.1 (Compensation) will not apply to or in respect of any 
matter for which the Lender has already been compensated under Clauses 6.2 (No Set-
Off, Counterclaim or Withholding; Gross-Up) or 6.3 (Withholding on the Notes). 

8.2 Mitigation 
In the event that the Lender becomes aware that it is entitled to make a claim pursuant to 
Clause 8.1 (Compensation), the Lender shall consult in good faith with the Borrower and 
shall use reasonable efforts (based on the Lender's reasonable interpretation of any 
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relevant tax, law, regulation, requirement, official directive, request, policy or guideline) 
to reduce, in whole or in part, the Borrower's obligations to pay any additional amount 
pursuant to such Clause, except that nothing in this Clause shall obligate the Lender to 
take any action nor incur any costs or expenses in taking any such action which, in the 
reasonable opinion of the Lender, is prejudicial to its interests. 

9. REPRESENTATIONS AND WARRANTIES 

9.1 The Borrower's Representations and Warranties 
The Borrower represents and warrants to the Lender as follows, to the intent that such 
shall form the basis of this Deed and shall remain in full force and effect at the date 
hereof and shall be deemed to be repeated by the Borrower on the Closing Date: 

9.1.1 The Borrower is duly organised and incorporated and validly existing 
under the laws of the Russian Federation, is not in liquidation or 
receivership and has the power and legal right to own its property, to 
conduct its business as currently conducted and to enter into and to 
perform its obligations under this Deed and to borrow the Advance; the 
Borrower has taken all necessary corporate, legal and other action 
required to authorise the borrowing of the Advance on the terms and 
subject to the conditions of this Deed and to authorise the execution 
and delivery of this Deed and all other documents to be executed and 
delivered by it in connection with this Deed, and the performance of 
this Deed in accordance with its terms. 

9.1.2 This Deed has been duly executed and delivered by the Borrower and 
constitutes a legal, valid and binding obligation of the Borrower 
enforceable in accordance with its terms, subject to applicable 
bankruptcy, insolvency, moratorium and similar laws affecting 
creditors' rights generally, and subject, as to enforceability: (a) to 
general principles of equity (regardless of whether enforcement is 
sought in a proceeding in equity or at law); (b) with respect to 
enforceability of a judgement whether there is a treaty in force relating 
to the mutual recognition of foreign judgements, and (c) to the fact that 
the gross-up provisions contained in Clause 6.2 (No Set-off, 
Counterclaim or Withholding; Gross-up) or 6.3 (Withholding on the 
Notes) may not be enforceable under Russian law. 

9.1.3 The execution, delivery and performance of this Deed by the Borrower 
does not conflict with or result in any breach or violation of (a) any 
law or regulation or any order of any governmental, judicial or public 
body or authority in the Russian Federation, (b) the constitutive 
documents, rules and regulations of the Borrower or (c) any agreement 
or other undertaking or instrument to which the Borrower is a party or 
which is binding upon the Borrower or any of its assets, nor result in 
the creation or imposition of any Lien (other than Permitted Liens) on 
any of its assets pursuant to the provisions of any such agreement or 
other undertaking or instrument. 
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9.1.4 All consents, authorisations or approvals of, or filings with, any 
governmental, judicial and public bodies and authorities of the Russian 
Federation, if any, required by the Borrower in connection with the 
execution, delivery, performance, legality, validity, enforceability, and 
admissibility in evidence of this Deed (subject to the Russian legal 
requirement to provide to a Russian court a duly certified translation 
thereof into Russian) have been obtained or effected and are in full 
force and effect where failure to do so has or is reasonably likely to 
have a Material Adverse Effect. 

9.1.5 No Event of Default or Potential Event of Default or default under any 
agreement or instrument evidencing any Indebtedness of the Borrower 
has occurred and is continuing, and no such event will occur upon the 
deemed making of the Advance. 

9.1.6 There are no judicial, arbitral or administrative actions, proceedings or 
claims (including, without limitation, with respect to Taxes or 
Environmental Claims) pending or, to the knowledge of the Borrower, 
threatened, against the Borrower or any of its Material Subsidiaries, 
the adverse determination of which could singly or in the aggregate (a) 
prohibit the execution and delivery of this Deed by the Borrower or (b) 
have a Material Adverse Effect. 

9.1.7 Other than Permitted Liens, each of the Borrower and each of its 
Material Subsidiaries has good title to its property necessary for the 
conduct of its business, duly registered, where applicable, in its name 
and free from adverse third party claims and the Borrower’s 
obligations under the Loan rank at least pari passu with all its other 
unsecured and unsubordinated Indebtedness, except as otherwise 
provided by mandatory provisions of applicable law. 

9.1.8 The most recent audited consolidated financial statements of the 
Borrower for its two financial years ended 31 December 2007 and 31 
December 2008: 

(a) were prepared in accordance with IFRS, as consistently applied; and 

(b) save as disclosed therein, present fairly in all material respects the assets 
and liabilities as at that date and the results of operations of the Borrower 
during the relevant financial year. 

9.1.9 Except as disclosed in the Prospectus, since 31 December 2008 there 
has been no significant change in the financial or trading position and 
no material adverse change in the prospects of the Borrower or the 
Group taken as a whole. 

9.1.10 The execution, delivery and enforceability of this Deed is not subject 
to any tax, duty, fee or other charge, including, without limitation, any 
registration or transfer tax, stamp duty or similar levy, imposed by or 
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within the Russian Federation or any constituent part or political 
subdivision or a taxing authority thereof or therein (other than state 
duty paid on any claim, petition or other application filed with a 
Russian court). 

9.1.11 Neither the Borrower nor its property has any right of immunity from 
suit, execution, attachment or other legal process on the grounds of 
sovereignty or otherwise in respect of any action or proceeding relating 
in any way to this Deed. 

9.1.12 The Borrower is in compliance with all applicable provisions of law 
except where failure to be so in compliance would not have a Material 
Adverse Effect. 

9.1.13 Neither the Borrower, nor any of its Material Subsidiaries has taken 
any corporate action nor, to the best of the knowledge and belief of the 
Borrower, have any other steps been taken or legal proceedings been 
started or threatened in writing against the Borrower or any of its 
Material Subsidiaries for its or their bankruptcy, winding-up, 
dissolution, external administration or reorganisation (whether by 
voluntary arrangement, scheme of arrangement or otherwise) or for the 
appointment of a receiver, administrator, administrative receiver, 
conservator, custodian, trustee or similar officer of its or of any or all 
of its assets or revenues. 

9.1.14 There are no labour strikes, disturbances, lockouts, slowdowns or 
stoppages of employees, or other employment disputes, of or against 
the Borrower or any of its Material Subsidiaries which exist, are 
pending or, to the Borrower’s knowledge, threatened or imminent, 
except for those that would not have a Material Adverse Effect. 

9.1.15 Save as disclosed in the Prospectus, in any proceedings taken in the 
Russian Federation in relation to this Deed, the choice of English law 
as the governing law of this Deed and any arbitration award obtained 
in England pursuant to Clause 13.9.1 in relation to this Deed will be 
recognised and enforced in the Russian Federation after compliance 
with the applicable procedural rules and all other legal requirements in 
the Russian Federation. 

9.1.16 Subject to the performance by the relevant parties of the relevant 
established procedures in connection with the obtaining of an 
applicable withholding tax exemption for payments hereunder 
(including those set out in Clause 6.6 (Tax Treaty Relief)), under 
Russian law the Borrower is not required to make any deduction or 
withholding from any payment of interest or principal or any other 
amount payable hereunder it may make hereunder in respect of 
Russian taxes. 
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9.1.17 All licences, consents, examinations, clearances, filings, registrations 
and authorisations which are or may be necessary to enable the 
Borrower and any of its Material Subsidiaries to own its material assets 
and carry on its business are in full force and effect where failure to do 
so would not have a Material Adverse Effect. 

9.1.18 Except as disclosed in the Prospectus, neither the Borrower nor any of 
its Material Subsidiaries is materially overdue in the filing of any tax 
returns, reports and other information required to be filed by it with 
any appropriate taxing authority, and each such tax return, report or 
other information was, when filed, accurate and complete in all 
material respects; and each of the Borrower and its Material 
Subsidiaries has duly paid, or has made adequate reserves for, all 
Taxes required to be paid by it and any other assessment, fine or 
penalty levied against it (other than those it is contesting in good faith), 
and to the best of the Borrower’s knowledge, no Tax deficiency is 
currently asserted against the Borrower or any of its Material 
Subsidiaries except, in each case, where any such failure to do so 
would not have a Material Adverse Effect. 

9.1.19  

(a) The Borrower and each of its Material Subsidiaries is in compliance with 
and has complied with all Environmental Laws to which it is subject, 
obtained all Environmental Licences required in connection with its 
respective business and complied with the terms and conditions of those 
Environmental Licences except, in each case, where failure to do so 
would not have a Material Adverse Effect; and 

(b) To the best of the Borrower’s knowledge and belief after due and careful 
consideration and enquiry, no property currently or previously owned, 
leased, occupied or controlled by the Borrower or any of its Material 
Subsidiaries is contaminated with any Hazardous Substance and no 
discharge, release, leaching, migration or escape of any Hazardous 
Substance into the Environment has occurred or is occurring on, under or 
from such property except, in each case, where failure to do so would not 
have a Material Adverse Effect. 

9.1.20 The Borrower is subject to civil and commercial law with respect to its 
obligations under this Deed, and its execution of this Deed constitutes, 
and its exercise of rights and performances of its obligations hereunder 
will constitute, private and commercial acts done and performance for 
private and commercial purposes.  

9.1.21 The Borrower and its Material Subsidiaries own, possess or can 
acquire on reasonable terms, adequate trademarks, trade names and 
other rights to inventions, know-how, patents, copyrights, confidential 
information and other intellectual property (collectively, "intellectual 
property rights") necessary to conduct the businesses now operated 
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by them, or presently employed by them, and have not received any 
notice of infringement of or conflict with asserted rights of others with 
respect to any intellectual property rights that, if determined adversely 
to the Borrower or any of its Material Subsidiaries, would individually 
or in the aggregate have a Material Adverse Effect. 

9.2 Lender's Representations and Warranties 
The Lender represents and warrants to the Borrower as follows: 

9.2.1 The Lender is duly incorporated under the laws of Ireland and is a 
resident for Irish taxation purposes in Ireland and has full power and 
capacity to execute the Finance Documents, to issue the Notes and to 
undertake and perform the obligations expressed to be assumed by it 
herein and therein and the Lender has taken all necessary action to 
approve and authorise the same. 

9.2.2 The execution of the Finance Documents, the issue of the Notes and 
the undertaking and performance by the Lender of the obligations 
expressed to be assumed by it herein and therein will not conflict with, 
or result in a breach of or default under, the laws of Ireland or the 
constitutive documents, rules or regulations of the Lender or any 
agreement or instrument to which it is a party or by which it is bound 
or in respect of Indebtedness in relation to which it is a surety. 

9.2.3 The Lender (a) is a resident of Ireland, is subject to taxation in Ireland 
on the basis of its registration as a legal entity, location of its 
management body or another similar criteria and it is not subject to 
taxation in Ireland merely on income from sources in Ireland or 
connected with property located in Ireland, and (b) does not (save as 
may arise merely from entering into the Finance Documents) have a 
permanent establishment in the Russian Federation. 

9.2.4 The Finance Documents and the Notes constitute legal, valid and 
binding obligations of the Lender enforceable against the Lender in 
accordance with their respective terms, subject to applicable 
bankruptcy, insolvency, moratorium and similar laws affecting 
creditors' rights generally and subject, as to enforcement, to general 
principles of equity. 

9.2.5 All authorisations, consents and approvals required by the Lender for 
or in connection with the execution of the Finance Documents and the 
performance by the Lender of the obligations expressed to be 
undertaken by it herein and therein have been obtained and are in full 
force and effect. 

10. COVENANTS 

The covenants in this Clause 10 (Covenants) shall remain in force from the date of this 
Deed for so long as the Advance or any part of it is outstanding. 
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10.1 Maintenance of Legal Validity 
The Borrower shall obtain, comply with the terms of and do all that is necessary to 
maintain in full force and effect all material authorisations, approvals, licences and 
consents and make or cause to be made all material registrations, recordings and filings 
required in or by the laws and regulations of the Russian Federation to enable it lawfully 
to enter into and perform its obligations under this Deed and to ensure the legality, 
validity, enforceability or admissibility in evidence in the Russian Federation of this 
Deed. 

10.2 Notification of Default 
The Borrower shall deliver to the Lender and the Trustee, promptly upon becoming 
aware of the same, written notice in the form of an Officer's Certificate of any event 
which is a Potential Event of Default or an Event of Default, its status and what action 
the Borrower or the relevant Material Subsidiary, as the case may be, is taking or 
proposes to take with respect thereto. 

10.3 Claims Pari Passu 
The Borrower shall ensure that at all times the claims of the Lender against it under this 
Deed rank at least pari passu with the claims of all its other present and future unsecured 
creditors of the Borrower, save for those claims that are preferred by any bankruptcy, 
insolvency, liquidation or similar laws of general application or any other mandatory 
provisions of applicable law. 

10.4 Negative Pledge 
The Borrower shall not and shall not permit any of its Material Subsidiaries to, directly 
or indirectly, create, incur or suffer to exist any Liens, other than Permitted Liens, on any 
of its or their assets, now owned or hereafter acquired, or any income or profits 
therefrom, securing any Indebtedness, unless, at the same time or prior thereto, the Loan 
is secured equally and rateably with such other Indebtedness. 

10.5 Notes held by the Borrower  
At any time after the Borrower or any of its subsidiaries shall have purchased any Notes 
and retained such Notes for their own account notify the Trustee and the Issuer to that 
effect and thereafter deliver to the Trustee as soon as practicable after being so requested 
in writing by the Trustee a certificate of the Borrower signed by two members of the 
board of directors of the Borrower setting out the total number of Notes which, at the 
date of such certificate, are held by the Borrower or any of its subsidiaries for their own 
account. 

10.6 Mergers 
The Borrower shall not, and shall ensure that none of its Material Subsidiaries will enter 
into any reorganisation (whether by way of a merger, accession, division, separation or 
transformation, as these terms are construed by applicable Russian legislation), or 
participate in any other type of corporate reconstruction, if any such reorganisation or 
other type of corporate reconstruction or other similar type of transaction or series of 
transactions could result in a Material Adverse Effect. 
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10.7 Disposals 
The Borrower shall not and shall ensure that none of its Material Subsidiaries shall sell, 
lease, transfer or otherwise dispose of by one or more transactions or series of 
transactions (whether related or not), the whole or any part of its revenues or its assets 
which have the aggregate value in excess of U.S.$30,000,000 or the equivalent thereof in 
any 12 month period to any Person that is not a member of the Group (except for (i) 
replacement of assets in the ordinary course of business; (ii) sales of stock in trade on an 
arm's length basis in the ordinary cause of business; and (iii) assignments of or other 
arrangements over the rights or revenues arising from contracts for the sale of 
petrochemicals). 

10.8 Transactions with Affiliates 
The Borrower shall not, and shall ensure that none of its Material Subsidiaries, directly 
or indirectly, will, conduct any business, enter into or permit to exist any transaction or 
series of related transactions (including the purchase, sale, transfer, assignment, lease, 
conveyance or exchange of any property or the rendering of any service) with, or for the 
benefit of, any Affiliate (an "Affiliate Transaction"), including without limitation 
intercompany loans, unless the terms of such Affiliate Transaction are no less favourable 
to the Borrower or such Material Subsidiary, as the case may be, than those that could be 
obtained (at the time of such transaction or, if such transaction is pursuant to a written 
agreement, at the time of the execution of the agreement providing therefor) in a 
comparable arm's-length transaction with a Person that is not an Affiliate of the 
Borrower or such Material Subsidiary. 

This Clause 10.8 (Transactions with Affiliates) does not apply to (a) any Affiliate 
Transaction between the Borrower and its Material Subsidiaries and between Material  
Subsidiaries of the Borrower, or (b) any Affiliate Transaction not involving, individually 
or in aggregate, payments or value in excess of 4 per cent. of the gross assets of the 
Borrower and its Material Subsidiaries on a consolidated basis determined by reference 
to the balance sheet date for the Borrower's most recent IFRS Fiscal Period, or (c) 
compensation of employee benefit arrangements with any officer or director of the 
Borrower or such Material Subsidiary arising as a result of their employment contract. 

10.9 Maintenance of Property 
The Borrower shall, and shall ensure that its Material Subsidiaries will, cause all material 
property used in the conduct of its or their business to be maintained and kept in good 
condition, repair and working order and supplied with all necessary equipment and shall 
cause to be made all necessary repairs, renewals, replacements, betterments and 
improvements thereof, all as, in the judgment of the Borrower or such Material 
Subsidiary, may be reasonably necessary so that the business carried on in connection 
therewith may be properly conducted at all times. 

10.10 Payment of Taxes and Other Claims 
The Borrower shall, and shall ensure that its Material Subsidiaries will, pay or discharge 
or cause to be paid or discharged, before the same shall become overdue (a) all taxes, 
assessments and governmental charges levied or imposed upon, or upon the income, 
profits or property of the Borrower and its Material Subsidiaries and (b) all lawful claims 
for labour, materials and supplies which, if unpaid, might by law become a Lien (other 
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than a Permitted Lien) upon the property of the Borrower or any of its Material 
Subsidiaries; provided, however, that neither the Borrower nor any Material Subsidiary 
shall be in breach of this Clause 10.10 if the Borrower or any Material Subsidiary has 
failed to pay or discharge or cause to be paid or discharged any tax, assessment, charge 
or claim (i) if such amount, applicability or validity is being contested in good faith by 
appropriate proceedings and for which adequate reserves in accordance with IFRS or 
other appropriate provision has been made or (ii) if a failure to pay, or discharge or cause 
to be paid or discharged such amount, together with all such other unpaid or 
undischarged taxes, assessments, charges and claims, would not have a Material Adverse 
Effect. 

10.11 Withholding Tax Exemption 
The Borrower shall give to the Lender all assistance it reasonably requires to ensure that, 
prior to the first interest payment and at the beginning of each calendar year, the Lender 
can provide the Borrower with the documents required under Russian laws for the relief 
of the Lender from Russian withholding tax in respect of payments hereunder. 

10.12 Maintenance of Insurance 
So long as any amount remains outstanding hereunder, the Borrower shall, and shall 
ensure that each of its Material Subsidiaries will, keep those of their properties which are 
of an insurable nature insured with insurers of good standing against loss or damage to 
the extent that property of similar character is usually so insured by corporations in the 
same jurisdictions similarly situated and owning like properties in the same jurisdictions. 

10.13 Environmental compliance 
The Borrower shall (and shall ensure that each of its Material Subsidiaries will) comply 
in all material respects with all Environmental Law and obtain and maintain any 
Environmental Permits and take all reasonable steps in anticipation of known or 
expected future changes to or obligations under the same, except where failure to do so 
does not and will not have a Material Adverse Effect. 

10.14 Financial Information 
10.14.1 The Borrower hereby undertakes that so long as the Loan or the Notes 

or any other sum owing hereunder remains outstanding it shall deliver 
to the Lender within nine months after the end of each of its financial 
years, copies of its audited consolidated financial statements for such 
financial year, prepared in accordance with IFRS consistently applied 
with the corresponding financial statements for the preceding period. 

10.14.2 The Borrower hereby undertakes that it will deliver to the Lender, 
without undue delay, such additional information regarding the 
financial position or the business of the Borrower as the Lender may 
reasonably request. 

10.14.3 The Borrower consents that any information provided to the Lender 
pursuant to this Clause 10.14 and Clause 5.3 (Prepayment in the Event 
of Change of Control) may also be provided to the Trustee, if so 
requested by the Trustee, without violating any duty of confidentiality 
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or secrecy that the Lender may owe to the Borrower under the laws of 
Ireland. 

10.14.4 The Borrower will at the same time as delivering its audited annual 
financial statements pursuant to sub-Clause 10.14.1 and within 30 days 
of a request from the Lender, deliver to the Lender an Officer's 
Certificate specifying those Subsidiaries which were at a date no more 
than 10 days before the date of such Officer's Certificate, Material 
Subsidiaries. 

10.14.5 The Borrower undertakes to furnish to the Lender such information as 
the Irish Stock Exchange (or any other or further stock exchange or 
stock exchanges or any relevant authority or authorities on which the 
Notes may, from time to time, be listed or admitted to trading) may 
require as necessary in connection with the listing or admission to 
trading on such stock exchange or relevant authority of such 
instruments. 

10.15 Limitation on Indebtedness 
The Borrower shall not cause, or permit any of its Material Subsidiaries to create, issue, 
incur, assume, guarantee or otherwise in any manner become directly or indirectly liable 
for the payment of or otherwise incur, contingently or otherwise, any Indebtedness other 
than Permitted Refinancing Indebtedness, provided that the Borrower and any Material 
Subsidiary may incur Indebtedness, other than Permitted Refinancing Indebtedness if, (a) 
after such incurrence of Indebtedness the ratio of (i) the Group’s total consolidated 
Indebtedness to (ii) the Group’s consolidated earnings before interest, taxation, foreign 
exchange gain or loss and depreciation (as taken, in the case of (ii), from the most recent 
annual IFRS consolidated financial statements of the Group) is less than 3.5:1.0 for the 
period from (and including) the Closing Date to (and including) 31 December 2009 and 
less than 2.75:1.0 for the period from (and including) 1 January 2010 to (and excluding) 
the Final Redemption Date; and (b) no Potential Event of Default or Event of Default has 
occurred and is continuing. 

10.16 Restricted Payments 
10.16.1 Subject to sub-Clause 10.16.2 and any mandatory requirements of 

applicable law, the Borrower shall not, and shall not permit any of its 
Material Subsidiaries to, directly or indirectly: 

(a) declare or pay dividends, in cash or otherwise, or make any other 
distributions (whether by way of redemption, acquisition or otherwise) in 
respect of its share capital; or 

(b) voluntarily purchase, redeem or otherwise retire for value any Capital 
Stock,  

any such action being referred to herein as a "Restricted Payment"; provided 
that 

10.16.2 the Borrower and any of its Material Subsidiaries may make a 
Restricted Payment if, in the case of the Borrower, no Potential Event 
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of Default or Event of Default has occurred or would result therefrom, 
the aggregate amount of all Restricted Payments for any reporting 
period will not exceed the net profit of the Borrower or its respective 
Material Subsidiary calculated in accordance with RAS, for the 
relevant reporting period and will not, in the opinion of the Borrower 
acting reasonably, have a Material Adverse Effect on the Borrower. 

10.17 Limitation on restrictions on distributions from Subsidiaries 
The Borrower shall not, other than pursuant to Clause 10.16 (Restricted Payments), and 
shall not permit any of its Material Subsidiaries to, create or otherwise cause or permit to 
exist or become effective any consensual encumbrance or consensual restriction on the 
ability of any Material Subsidiary to: 

10.17.1 pay dividends or make any other distributions on its share capital; 

10.17.2 make any loans or advances or pay any Indebtedness owed to the 
Borrower; or  

10.17.3 transfer any of its property or assets to the Borrower, 

other than encumbrances or restrictions existing under the Notes, the Trust Deed and any 
other agreement in effect prior to the Closing Date and advised in writing to the Trustee 
and the Lender or any restrictions provided for by the applicable laws of the Russian 
Federation. 

10.18 Compliance Certificates 
On each Interest Payment Date, the Borrower shall deliver to the Lender, written notice 
in the form of an Officers' Certificate stating whether any Potential Event of Default or 
Event of Default has occurred and, if it has occurred and shall be continuing, what action 
the Borrower is taking or proposes to take with respect thereto. 

10.19 Verification 
The Lender shall be under no obligation to verify the authenticity of any Officer's 
Certificate or any other certificate received by it or to approve the selection of an 
Independent Appraiser, or any Auditors or Rating Agency or be responsible for 
determining the existence of any Potential Event of Default or any Event of Default.  The 
Lender shall be at liberty to accept any aforementioned certificate as sufficient evidence 
of any fact or matter stated in any such certificate and the Lender shall not be bound to 
call for further evidence or be responsible for any loss that may be occasioned by acting 
on, such certificate or selection or failure to determine the existence of any Event of 
Default. 

10.20 Change of Business 
The Borrower shall procure that no material change is made to the general nature of its 
business from that carried on at the date of this Deed. 

10.21 Secured Obligation 
The Borrower shall not do or permit to be done any act or thing that might jeopardise or 
otherwise alter or impair the Secured Obligations. 
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10.22 Change of Control 
The Borrower shall promptly upon becoming aware thereof, inform the Lender and the 
Trustee of the occurrence of a Change of Control. 

11. EVENTS OF DEFAULT 

11.1 Events of Default 
Each of Clause 11.2 (Failure to Pay) to Clause 11.12 (Misrepresentation) describes the 
circumstances which constitute an Event of Default for the purposes of this Deed. If one 
or more Event of Default shall occur, the Lender shall be entitled to the remedies set 
forth in Clause 11.13 (Acceleration) and Clause 11.14 (Amounts Due on Demand). 

11.2 Failure to Pay 
The Borrower fails to pay any sum due from it hereunder at the time, in the currency and 
in the manner specified herein, and such failure is not remedied within five Business 
Days of the due date for payment. 

11.3 Obligations 
The Borrower fails duly to perform or comply with, or is otherwise in breach of, any 
other obligation expressed to be assumed by it in this Deed and such failure or breach, 
provided it is capable of remedy, is not remedied within 30 days after the Lender has 
given written notice of it to the Borrower. 

11.4 Cross Default 
Any Indebtedness of the Borrower or any of its Material Subsidiaries becomes due and 
payable prior to the stated maturity thereof, after the expiry of any applicable grace 
period (other than at the option of the debtor) following a default by the Borrower or any 
of its Material Subsidiaries unless the aggregate amount of such Indebtedness unpaid 
relating to all the above events is less than U.S.$10,000,000 (or its equivalent in any 
other currency or currencies).  

11.5 Validity and Illegality 
The validity of this Deed is contested by the Borrower or the Borrower shall deny any of 
its obligations under this Deed or (save as provided in Clause 10.1 (Maintenance of 
Legal Validity) it is, or will become, unlawful for the Borrower to perform or comply 
with any of its obligations under or in respect of this Deed or any of such obligations 
shall become unenforceable or cease to be legal, valid and binding. 

11.6 Authorisations 
11.6.1 Any regulation, decree, consent, approval, licence, governmental 

authorisation, or other authority necessary to enable the Borrower to 
enter into or (save as provided in Clause 10.1 (Maintenance of Legal 
Validity) perform its obligations under this Deed or for the validity or 
enforceability thereof shall expire or be withheld, revoked or 
terminated or otherwise cease to remain in full force and effect or shall 
be modified in a manner which adversely affects any rights or claims 
of the Lender and such expiration, revocation or termination has a 
Material Adverse Effect. 
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11.6.2 The occurrence of any of the following events:  

(a) the Borrower or any of its Material Subsidiaries fails or is unable to pay 
its debts as they become due; 

(b) any of the Borrower or any of its Material Subsidiaries seeking or 
consenting to the introduction of proceedings for its liquidation or 
bankruptcy or the appointment of a liquidation commission 
(likvidatsionnaya komissiya) or similar officer of any of the Borrower or 
any of its Material Subsidiaries, as the case may be (otherwise than, in the 
case of a Material Subsidiary of the Borrower, for the purposes of or 
pursuant to an amalgamation, reorganisation or restructuring whilst 
solvent);  

(c) the institution of the supervision (nablyudeniye), external management 
(vneshneye upravleniye), bankruptcy management (konkursnoye 
proizvodstvo) of any of the Borrower or any of its Material Subsidiaries, 
as such terms with Russian transliteration are defined in the Federal Law 
of the Russian Federation No. 127-FZ "On Insolvency (Bankruptcy)" of 
26 October 2002 (as amended or replaced from time to time), or any 
analogous procedure or event in any other relevant jurisdiction;  

(d) any judicial liquidation, dissolution, administration or winding-up of the 
Borrower or any of its Material Subsidiaries (otherwise than, in the case 
of a Material Subsidiary of the Borrower, for the purposes of or pursuant 
to an amalgamation, reorganisation or restructuring whilst solvent); or  

(e) the shareholders of the Borrower or any Material Subsidiary shall have 
approved any plan of liquidation, dissolution, administration or winding-
up of the Borrower or such Material Subsidiaries (otherwise than, in the 
case of a Material Subsidiary of the Borrower, for the purposes of or 
pursuant to an amalgamation, reorganisation or restructuring whilst 
solvent). 

11.6.3 Any government, agency or court takes any action that would result in 
a Material Adverse Effect. 

11.7 Appropriation 
11.7.1 Unless contested in good faith by the Borrower or any relevant 

Material Subsidiary and not dismissed, disapplied or overturned within 
30 Business Days by the Borrower or relevant Material Subsidiary, a 
secured party takes possession (in the case of non-possessory security) 
or otherwise takes possession under enforcement of its security, or a 
receiver, manager or other similar officer is appointed, of the whole or 
any part of the undertaking, assets and revenues of the Borrower or any 
of its Material Subsidiaries having a Fair Market Value in excess of 4 
per cent. of the book value of the whole of the assets of the Borrower 
or any Material Subsidiary, as the case may be. 
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11.7.2 There is a seizure, compulsory acquisition, expropriation, 
nationalisation or renationalisation, in each case without appropriate 
compensation, by or under state authority of all or part (the book value 
of which is 4 per cent. or more of the book value of the whole) of the 
assets of the Borrower or any Material Subsidiary. 

11.8 Judgements 
The aggregate amount of unsatisfied judgements, decrees or orders of courts or other 
appropriate law-enforcement bodies for the payment of money against the Borrower 
and/or any Material Subsidiaries of the Borrower exceeds 4 per cent. of the book value 
of the whole of the assets of the Borrower or any Material Subsidiary, as the case may 
be. 

11.9 Business 
The Borrower ceases to carry on the principal business it carried on at the date hereof, as 
described in the Prospectus. 

11.10 Analogous Events 
Any event occurs which under the laws of any relevant jurisdiction has an analogous 
effect to any of the events referred to in Clauses 11.6 (Authorisations) to 11.8 
(Judgements). 

11.11 Failure to Prepay 
Failure by the Borrower to prepay the Loan in accordance with Clause 5.3 (Prepayment 
in the Event of Change of Control) hereof. 

11.12 Misrepresentation 
Any representation or warranty of the Borrower or any statement deemed to have been 
made by the Borrower in this Deed or in any certificate or notice delivered to the Lender 
in connection with this Deed proves to have been inaccurate, incomplete or misleading in 
any material respect at the time it was made or repeated, or deemed to have been made or 
repeated, if not remedied (if capable of remedy) within 30 days. 

11.13 Acceleration 
If any Event of Default shall occur and be continuing, the Lender may, by notice to the 
Borrower, (a) declare the Facility and the obligation of the Lender to make the Advance 
to the Borrower in accordance with Clause 3 (Drawdown) to be terminated, whereupon 
the Facility and such obligation shall terminate, and (b) declare all amounts payable 
hereunder by the Borrower that would otherwise be due after the date of such 
termination to be immediately due and payable, whereupon all such amounts shall 
become immediately due and payable, all without diligence, presentment, demand of 
payment, protest or notice of any kind, which are expressly waived by the Borrower, 
provided, however, that if any event of any kind referred to in sub-Clause 11.6.2 
occurs, the Facility and such obligation of the Lender shall immediately terminate, and 
all amounts payable hereunder by the Borrower that would otherwise be due after the 
occurrence of such event shall become immediately due and payable, all without 
diligence, presentment, demand of payment, protest or notice of any kind, which are 
expressly waived by the Borrower. 
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11.14 Amounts Due on Demand 
If, pursuant to Clause 11.13 (Acceleration), the Lender declares the outstanding principal 
amount of the Loan to be due and payable on demand of the Lender, then, and at any 
time thereafter, the Lender may by written notice to the Borrower require repayment of 
the outstanding principal amount of the Facility on such date as it may specify in such 
notice (whereupon the same shall become due and payable on such date together with 
accrued interest thereon and any other sums then owed by the Borrower hereunder) or 
withdraw its declaration with effect from such date as it may specify in such notice. 

11.15 Rights Not Exclusive 
The rights provided for herein are cumulative and are not exclusive of any other rights, 
powers, privileges or remedies provided by law. 

12. INDEMNITY 

12.1 Indemnification 
The Borrower undertakes to the Lender that if the Lender, any director, affiliate or 
controlling person, officer, employee or agent (other than the Paying Agents) of the 
Lender (each an "Indemnified Party") incurs any loss, damage, claim, demand 
(including, without limitation, in respect of Taxes) and including any value added tax or 
similar tax charged or chargeable in respect thereof and properly incurred out-of-pocket 
costs and expenses (including legal fees) on a full indemnity basis (a "Loss") in relation 
to the preparation and execution, or purported execution, or the exercise of its powers, 
authorities and discretions and the performance of its duties under, and in any other 
manner in relation to, this Deed (or enforcement thereof), excluding a Loss that is the 
subject of the undertakings contained in Clauses 6.2 (No Set Off; Counterclaim or 
Withholding; Gross Up), 6.3 (Withholding on the Notes), 8 (Change in Law; Increase in 
Cost) and 13.5 (Assignment) of this Deed (it being understood that the Lender may not 
recover twice in respect of the same Loss) the Borrower shall pay to the Indemnified 
Party on demand an amount equal to such Loss (as evidenced by an invoice distributed to 
the Borrower by the Lender in accordance with Clause 13.4 (Notices) unless such Loss 
was caused by such Indemnified Party's gross negligence or wilful misconduct. If and to 
the extent the Lender finally and irrevocably recovers from any Person other than the 
Borrower any damages in connection with, or arising out of, any litigation or arbitration 
in respect of the Notes, and has previously been indemnified by the Borrower pursuant to 
Clause 12.1 (Indemnification) in respect of the Loss corresponding to such damages, the 
Lender shall pay to the Borrower the amount of such damages less any applicable fees, 
cost and expenses including, but not limited to, the cost of such litigation or arbitration 
that have not been otherwise finally and irrevocably recovered.  

12.2 Independent Obligation 
Clause 12.1 (Indemnification) constitutes a separate and independent obligation of the 
Borrower from its other obligations under or in connection with this Deed or any other 
obligations of the Borrower in connection with the Notes and shall not affect, or be 
construed to affect, any other provision of this Deed or any such other obligations. 

12.3 Currency Indemnity 
Each reference in this Deed to Dollars is of the essence. To the fullest extent permitted 
by law, the obligation of the Borrower in respect of any amount due in Dollars under this 
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Deed shall, notwithstanding any payment in any other currency (whether pursuant to a 
judgement or otherwise), be discharged only to the extent of the amount in Dollars that 
the party entitled to receive such payment may in accordance with normal banking 
procedures, purchase with the sum paid in such other currency (after any costs of 
exchange) on the Business Day immediately following the day on which such party 
receives such payment. If the amount in Dollars that may be so purchased for any reason 
falls short of the amount originally due, the Borrower hereby agrees to indemnify and 
hold harmless the Lender against any deficiency in Dollars. Any obligation of the 
Borrower not discharged by payment in Dollars shall, to the fullest extent permitted by 
applicable law, be due as a separate and independent obligation and, until discharged as 
provided herein, shall continue in full force and effect. If the amount of Dollars that may 
be so purchased exceeds the amount originally due, the Lender shall promptly pay the 
amount of the excess to the Borrower. 

12.4 Evidence of Loss 
Notice in writing from the Lender, supported by relevant documentation, setting forth the 
amount of Losses described in Clause 12.1 (Indemnification) and specifying in 
reasonable detail, as requested by the Borrower, the basis therefor shall be prima facie 
evidence of the amount of such Losses. 

12.5 Survival 
The obligations of the Borrower pursuant to this Clause, Clauses 6.2 (No Set-Off, 
Counterclaim or Withholding; Gross-Up), 6.3 (Withholding on the Notes) and 12.1 
(Indemnification) shall survive the execution and delivery of this Deed, the Advance of 
the Facility and the repayment of the Loan. 

13. GENERAL 

13.1 Evidence of Debt 
The entries made in the account referred to in Clause 6.1 (Making of Payments) shall, in 
the absence of manifest error, constitute prima facie evidence of the existence and 
amounts of the Borrower's obligations recorded therein. 

13.2 Stamp Duties 
13.2.1 The Borrower shall pay all stamp, registration and documentary taxes, 

duties or similar charges (if any) imposed on the Borrower by any 
person in the Russian Federation, Ireland or any other relevant 
jurisdiction which may be payable or determined to be payable in 
connection with the execution, delivery, performance, enforcement, or 
admissibility into evidence of this Deed or the Notes and shall 
indemnify the Lender against any and all costs, penalties and expenses 
which may be incurred or suffered by the Lender with respect to, or 
resulting from, delay or failure by the Borrower to pay such taxes or 
similar charges upon presentation by the Lender to the Borrower of 
documentary evidence of such costs and expenses. 

13.2.2 The Borrower agrees that if the Lender incurs a liability to pay any 
stamp, registration and documentary taxes, duties or similar charges (if 
any) imposed by any person in the Russian Federation or Ireland which 
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may be payable or determined to be payable in connection with the 
execution, delivery, performance, enforcement, or admissibility into 
evidence of this Deed or the Notes, the Borrower shall reimburse the 
Lender on demand an amount equal to such stamp or other 
documentary taxes, duties or similar charges and shall indemnify the 
Lender against any and all costs and expenses which may be incurred 
or suffered by the Lender with respect to, or resulting from, delay or 
failure by the Borrower to procure the payment of such taxes, duties or 
similar charges. 

13.3 Waivers 
No failure to exercise and no delay in exercising, on the part of the Lender or the 
Borrower, any right, power or privilege hereunder and no course of dealing between the 
Borrower and the Lender shall operate as a waiver thereof, nor shall any single or partial 
exercise of any right, power or privilege preclude any other or further exercise thereof, or 
the exercise of any other right, power or privilege. The rights and remedies herein 
provided are cumulative and not exclusive of any rights, or remedies provided by 
applicable law. 

13.4 Notices 
All notices, requests, demands or other communication to or upon the respective parties 
hereto shall be given or made in the English language by SWIFT or otherwise in writing 
and shall be deemed to have been duly given or made at the time of delivery, if delivered 
by hand or courier, or if sent by facsimile, at the time of transmission (in each case, if 
given during normal business hours of the recipient, and on the Business Day during 
which such normal business hours next occur if not given during such hours on any day), 
to the party to which such notice, request, demand or other communication is required or 
permitted to be given or made under this Deed addressed as follows: 

13.4.1 if to the Borrower: 

Nizhnekamskneftekhim Inc. 
City of Nizhnekamsk 
Republic of Tatarstan 
423570 Russian Federation 

Fax:          +78 555 379 812 
Attention: Igor V. Larionov 
 Deputy General Director, Head of the Corporate Property and 

Investments Department 
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13.4.2 if to the Lender: 

NKNK Finance PLC 
5 Harbourmaster Place 
International Financial Services Centre, Dublin 1, 
Ireland 

Fax: +353 01 680 6050 
Attention: The Directors 

or to such other address or fax number as any party may hereafter specify in writing to 
the other. 

13.5 Assignment 
13.5.1 This Deed shall inure to the benefit of and be binding upon the parties, 

their respective successors and any permitted assignee or transferee of 
some or all of a party's rights or obligations under this Deed. Any 
reference in this Deed to any party shall be construed accordingly and, 
in particular, references to the exercise of rights and discretions by the 
Lender, following the enforcement of the security and/or assignment 
referred to in sub-Clause 13.5.3, shall be references to the exercise of 
such rights or discretions by the Trustee (as Trustee). 

13.5.2 The Borrower shall not assign, novate, dispose or transfer all or any 
part of its rights or obligations hereunder to any other party. 

13.5.3 Subject to clause 16 (Substitution) of the Trust Deed, the Lender may 
not assign or transfer, in whole or in part, any of its rights (other than 
Reserved Rights (as defined in the Trust Deed) and benefits or 
obligations under this Deed except to the Trustee by granting the 
Security. 

13.6 Prescription 
Subject to the Lender having received the principal amount thereof or interest thereon 
from the Borrower, the Lender shall forthwith repay to the Borrower the principal 
amount or the interest amount thereon, respectively, of any Notes upon such Notes 
becoming void pursuant to Condition 8 (Prescription) of the Notes. 

13.7 Contracts (Rights of Third Parties) Act 1999 
A person who is not a party to this Deed has no right under the Contracts (Rights of 
Third Parties) Act 1999 to enforce any term of this Deed. 

13.8 Governing law 
This Deed and any non-contractual obligations arising out of or in connection with this 
Deed are governed by English law. 

13.9 Jurisdiction 
The parties irrevocably agree that any dispute arising out of or connected with this Deed  
including a dispute as to the validity, existence or termination of this Deed or the 
consequences of its nullity and/or this Clause 13.9 (a "Dispute"), shall be resolved, 
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subject to sub-clause 13.9.2 below, by arbitration in London, England, conducted in the 
English language by three arbitrators, in accordance with the rules set down by the LCIA 
(formerly the London Court of International Arbitration) for the conduct of arbitrations 
where any agreement, submission or reference provides in writing and in whatsoever 
manner for arbitration under the rules of the LCIA or by the court of the LCIA (or such 
amended rules as the LCIA may have adopted hereafter to take effect before the 
commencement of any particular arbitration commenced pursuant to this Deed) (the 
“LCIA Rules”), save that, Article 5.6 of the LCIA Rules shall be amended as follows: 
unless the parties agree otherwise, the third arbitrator, who shall act as chairman of the 
tribunal, shall be nominated by the two arbitrators nominated by or on behalf of the 
parties. If he is not so nominated within 30 days of the date of nomination of the later of 
the two party-nominated arbitrators to be nominated, he shall be chosen by the LCIA. 
Save as provided in sub-clause 13.9.2, the Lender and the Borrower exclude the 
jurisdiction of the courts under Sections 45 and 69 of the Arbitration Act 1996. 

13.9.1 Fees of the arbitration (excluding each party's preparation, travel, 
attorneys' fees and similar costs) shall be borne in accordance with the 
decision of the arbitrators. The decision of the arbitrators shall be final, 
binding and enforceable upon the parties and judgement upon any 
award rendered by the arbitrators may be entered in any court having 
jurisdiction thereof. In the event that the failure of a party to comply 
with the decision of the arbitrators requires any other party to apply to 
any court for enforcement of such award, the non-complying party 
shall be liable to the other for all costs of such litigation, including 
reasonable attorneys' fees; or 

13.9.2 at the sole option of the Lender, by proceedings brought in the courts 
of England, which courts are to have exclusive jurisdiction. If the 
Lender is in the position of a Respondent (as defined in the LCIA 
Rules) and wishes to exercise this option, it must do so by notice to the 
other parties to the Dispute within 30 days of service on it of the 
Request for Arbitration (as defined in the LCIA Rules). 

For the avoidance of doubt, sub-clause 13.9.2 is for the benefit of the Lender only. As a 
result, nothing in this Clause 13.9 (Jurisdiction) prevents the Lender from taking 
proceedings relating to a Dispute (“Proceedings”) in any other courts with jurisdiction. 
To the extent allowed by law, the Lender may take concurrent Proceedings in any 
number of jurisdictions.  

13.10 Appropriate forum 
Each of the parties irrevocably waives any objection which it might now or hereafter 
have to the courts of England being nominated as the forum to hear and determine any 
Dispute, and agrees not to claim that any such court is not a convenient or appropriate 
forum. 

13.11 Process Agents 
13.11.1 Lender's Process Agent:  The Lender agrees that the process by which 

any Proceedings in England are begun may be served on it by being 
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delivered to Hackwood Secretaries Limited at One Silk Street, London 
EC2Y 8HQ. If such person is not or ceases to be effectively appointed 
to accept service of process on the Lender's behalf, the Lender shall, on 
the written demand of the Borrower, appoint a further person in 
England to accept service of process on its behalf and, failing such 
appointment within 15 days, the Borrower shall be entitled to appoint 
such a person by written notice to the Lender.  Nothing in this sub-
Clause 13.11.1 shall affect the right of the Borrower to serve process in 
any other manner permitted by law. 

13.11.2 The Borrower's Process Agent: the Borrower agrees that the process by 
which any Proceedings in England are begun may be served on it by 
being delivered to Hackwood Secretaries Limited at One Silk Street, 
London EC2Y 8HQ. If such person is not or ceases to be effectively 
appointed to accept service of process on the Borrower's behalf, the 
Borrower shall, on the written demand of the Lender, appoint a further 
person in England to accept service of process on its behalf and, failing 
such appointment within 15 days, the Lender shall be entitled to 
appoint such a person by written notice to the Borrower. Nothing in 
this Clause 13.11.2 shall affect the right of the Lender to serve process 
in any other manner permitted by law. 

13.12 Counterparts 
This Deed may be executed in any number of counterparts and all of such counterparts 
taken together shall be deemed to constitute one and the same deed. 

13.13 Language 
The language which governs the interpretation of this Deed is the English language. 

13.14 Amendments 
Except as otherwise provided by its terms, this Deed may not be varied except by an 
agreement in writing signed by the parties. 

13.15 Partial Invalidity 
The illegality, invalidity or unenforceability to any extent of any provision of this Deed 
under the law of any jurisdiction shall affect its legality, validity or enforceability in such 
jurisdiction to such extent only and shall not affect its legality, validity or enforceability 
under the law of any other jurisdiction, nor the legality, validity or enforceability of any 
other provision. 

13.16 Limited Recourse and Non Petition 
Neither the Borrower nor any other person acting on its behalf shall be entitled at any 
time to institute against the Lender, or join in any institution against the Lender of, any 
bankruptcy, administration, moratorium, reorganisation, controlled management, 
arrangement, insolvency, examinership, winding-up or liquidation proceedings or similar 
insolvency proceedings under any applicable bankruptcy or similar law in connection 
with any obligation of the Lender under this Deed, save for lodging a claim in the 
liquidation of the Lender which is initiated by another party or taking proceedings to 
obtain a declaration or judgment as to the obligation of the Lender. 
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The Borrower hereby agrees that it shall have recourse in respect of any claim against the 
Lender only to sums in respect of principal, interest or other amounts (if any), as the case 
may be, received and retained (net of tax) by or for the account of the Lender pursuant to 
this Deed (the "Lender Assets"), subject always to the Security Interests (as defined in 
the Trust Deed), and that any such claim by the Borrower shall be reduced pro rata so 
that the total of all such claims does not exceed the aggregate value of the Lender Assets 
after meeting claims secured on them.  After realisation of the security and application of 
the proceeds in accordance with the Trust Deed, neither the Borrower nor any person 
acting on its behalf shall be entitled to take any further steps against the Lender to 
recover any further sums and no debt shall be owed by the Lender to such person in 
respect of any such further sum.  In particular, the Borrower shall not be entitled to 
institute, or join with any other persons in bringing, instituting or joining, insolvency 
proceedings (whether court based or otherwise) in relation to the Lender. 

The Borrower shall have no recourse against any director, shareholder, or officer of the 
Lender in respect of any obligations, covenants or agreement entered into or made by the 
Lender in respect of this Deed, except to the extent that any such person acts in bad faith 
or is negligent in the context of its obligations. 

IN WITNESS WHEREOF this Loan Agreement has been executed as a deed by the 
parties hereto and is intended to be and is hereby delivered on the date first before 
written. 
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Repayment Date Principal Amount of Loan to be Repaid 

20 April 2011 U.S.$33,798,000 

20 October 2011 U.S.$33,798,000 

20 April 2012 U.S.$33,798,000 

 

Schedule 1 
REPAYMENT SCHEDULE 
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SIGNATURES 

SIGNED, SEALED and DELIVERED 
by a duly authorised attorney of 
NKNK FINANCE PLC 
 

In the presence of:  

Witness Signature:   

 

Witness Name: 

Witness Address:   

 

 

SIGNED, SEALED and DELIVERED 
by a duly authorised attorney of 
OAO NIZHNEKAMSKNEFTEKHIM 
as Borrower 

 

In the presence of: 

Witness Signature:   

 

Witness Name: 

Witness Address:   



TERMS AND CONDITIONS OF THE NOTES

The following is the text of the Terms and Conditions of the Notes, which contain summaries of certain

provisions of the Trust Deed, and which will be endorsed on the Notes in definitive form, if any, and

(subject to the provisions thereof) apply to the Global Notes.

The U.S.$101,394,000 12 per cent. Loan Participation Notes due 2012 (the ‘‘Notes’’, which

expression shall in these Terms and Conditions, unless the context requires otherwise, include any

further notes issued pursuant to Condition 14 (Further Issues) and forming a single series with the

Notes) of NKNK Finance plc (the ‘‘Issuer’’ which expression shall include any successor to the Issuer
from time to time) are constituted by and are subject to, and have the benefit of, a trust deed (such

trust deed as modified and/or restated and/or supplemented from time to time, the ‘‘Trust Deed’’)

dated 3 November 2009 between the Issuer and Deutsche Trustee Company Limited as trustee (the

‘‘Trustee’’, which expression shall include all persons for the time being trustee or trustees under the

Trust Deed) for the holders of the Notes (the ‘‘Noteholders’’) the holders of the related principal

receipts (the ‘‘Receiptholders’’ and the ‘‘Receipts’’, respectively) and the holders of the interest coupons

appertaining to the Notes (the ‘‘Couponholders’’ and the ‘‘Coupons’’, respectively).

The Issuer has authorised the creation, issue and sale of the Notes for the sole purpose of

financing a U.S.$101,394,000 loan (the ‘‘Loan’’) to OAO Nizhnekamskneftekhim (‘‘NKNK’’). The

Issuer and NKNK have recorded the terms of the Loan in an agreement (such agreement as modified

and/or restated and/or supplemented from time to time, the ‘‘Loan Agreement’’) dated 30 October
2009 between the Issuer and NKNK.

The statements in these terms and conditions (the ‘‘Conditions’’) include summaries of, and are

subject to, the detailed provisions of and definitions in the Trust Deed, the Loan Agreement and the
Agency Agreement (as defined below). Copies of the Trust Deed, and an agency agreement (such

agreement as modified and/or restated and/or supplemented from time to time, the ‘‘Paying Agency

Agreement’’) dated 3 November 2009 between the Issuer, Deutsche Bank AG, London Branch as

principal paying agent (the ‘‘Principal Paying Agent’’, which expression includes any successor

principal paying agent appointed from time to time in connection with the Notes), the other paying

agents named therein (together with the Principal Paying Agent, the ‘‘Paying Agents’’, which

expression includes any additional or successor paying agent appointed from time to time in

connection with the Notes) and the Trustee are available for inspection during normal business hours
on any weekday (Saturdays, Sundays and public holidays excepted) at the registered office for the

time being of the Issuer (being at the date hereof at 5, Harbourmaster Place, IFSC, Dublin 1,

Ireland) and the Trustee (being at the date hereof at Winchester House, 1 Great Winchester Street,

London EC2N 2DB), and at the specified office of each Paying Agent. The Noteholders and the

Couponholders are entitled to the benefit of, are bound by, and are deemed to have notice of, all the

provisions of the Trust Deed and the Agency Agreement applicable to them.

In each case where amounts of principal, interest and additional amounts (if any) are stated

herein or in the Trust Deed to be payable in respect of the Notes, the obligation of the Issuer to

make any such payment shall constitute an obligation only to account to the Noteholders on each

date upon which such amounts of principal, interest and additional amounts (if any) are due in

respect of the Notes, for an amount equivalent to sums of principal, interest and additional amounts
(if any) actually received by or for the account of the Issuer pursuant to the Loan Agreement less

any amounts in respect of the Reserved Rights (as defined in the Trust Deed). Noteholders must

therefore rely solely on the covenant to pay under the Loan Agreement, the credit and financial

standing of NKNK and on the value of the Security Interests (as defined below). Noteholders shall

have no recourse (direct or indirect) to any asset of the Issuer other than those represented by the

Security Interests (as defined below).

The Issuer has charged by way of first fixed charge in favour of the Trustee its rights and

interests under the Loan Agreement and the Account (as defined in the Trust Deed) as security for its

payment obligations in respect of the Notes and under the Trust Deed (the ‘‘Charge’’) and has

assigned absolutely to the Trustee all of its rights and interests under the Loan Agreement, (the

‘‘Assignment’’ and, together with the Charge, the ‘‘Security Interests’’), in each case, other than the
Reserved Rights. In certain circumstances, the Trustee can (subject to it being indemnified and/or

secured to its satisfaction) be required by Noteholders holding at least one quarter of the principal

amount of the Notes outstanding or by an Extraordinary Resolution (as defined in the Trust Deed)

of the Noteholders to exercise certain of its powers under the Trust Deed (including any rights arising

under the Assignment).
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1. FORM, DENOMINATION AND TITLE

1.1 Form and Denomination

The Notes are in bearer form, serially numbered, in the denominations of U.S.$100,000 and
integral multiples of U.S.$1,000 in excess thereof, up to and including U.S.$199,000. No

definitive Notes will be issued with a denomination above U.S.199,000.

1.2 Title

Title to the Notes, to the Receipts and to the Coupons will pass by delivery.

1.3 Holder Absolute Owner

The Issuer, any Paying Agent and the Trustee may (to the fullest extent permitted by applicable

laws) deem and treat the bearer of any Note, Receipt or Coupon as the absolute owner for all
purposes (whether or not the Note, Receipt or Coupon shall be overdue and notwithstanding

any notice of ownership or writing on the Note, Receipt or Coupon or any notice of previous

loss or theft of the Note, Receipt or Coupon or of any trust or interest therein) and shall not

be required to obtain any proof thereof or as to the identity of such bearer and no person shall

be liable for so treating such holder.

2. STATUS AND LIMITED RECOURSE

2.1 Status

The Notes constitute secured, limited recourse obligations of the Issuer. Recourse in respect of

the Notes is limited in the manner described in Condition 2.2 (Limited Recourse) below. The

Notes are secured in the manner described in the Trust Deed and shall at all times rank pari

passu and without any preference amongst themselves.

2.2 Limited Recourse

The sole purpose of the issue of the Notes is to provide the funds for the Issuer to make the

Loan. In each case where amounts of principal, interest and additional amounts (if any) are
stated in these Conditions or in the Trust Deed to be payable in respect of the Notes, the

obligation of the Issuer to make any such payment shall constitute an obligation only to

account to the Noteholders and/or the Receiptholders and/or the Couponholders, as the case

may be, on each date upon which such amounts of principal and interest are due in respect of

the Notes, for an amount equivalent to sums of principal, interest and additional amounts (if

any) actually received by or for the account of the Issuer pursuant to the Loan Agreement, less

any amounts in respect of the Reserved Rights.

Any payment in respect of the Notes equivalent to the sums actually received by or for the
account of the Issuer by way of principal, interest or additional amounts (if any) pursuant to

the Loan Agreement will be made pro rata among all Noteholders, Receiptholders and

Couponholders (as the case may be) subject to Condition 7 (Taxation), on or as soon as

practicable after the date of the receipt of, and in the currency of, and subject to the conditions

attaching to, the equivalent payment pursuant to the Loan Agreement. The Issuer shall not be

liable to make any payment in respect of the Notes other than as expressly provided in these

Conditions and in the Trust Deed. The Issuer shall be under no obligation to exercise in favour

of the Noteholders and/or the Receiptholders and/or the Couponholders any rights of set-off or
of banker’s lien or to combining accounts or counterclaim that may arise out of other

transactions between the Issuer and NKNK.

It is a condition of the Notes that:

(a) neither the Issuer nor the Trustee makes any representation or warranty in respect of, and

shall at no time have any responsibility for, or, save as otherwise expressly provided in the

Trust Deed or in Condition (f) below, liability or obligation in respect of, the performance

and observance by NKNK of its obligations under the Loan Agreement or the

recoverability of any sum of principal or interest or any additional amounts (if any) due or
to become due from NKNK under the Loan Agreement;

(b) neither the Issuer nor the Trustee shall at any time have any responsibility for, or

obligation or liability in respect of, the condition (financial, operational or otherwise),

creditworthiness, affairs, status, nature or prospects of NKNK;
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(c) neither the Issuer nor the Trustee shall at any time be liable for any misrepresentation or

breach of warranty or any act, default or omission of NKNK under, or in respect of, the

Loan Agreement;

(d) the Trustee shall not at any time have any responsibility for, or liability or obligation in
respect of, the performance and observance by any Paying Agent of its obligations under

the Agency Agreement;

(e) the financial servicing and performance of the Conditions depend solely and exclusively

upon the performance by NKNK of its obligations under the Loan Agreement and its

credit and financial standing;

(f) the Issuer and (pursuant to the Assignment) the Trustee will, and are entitled to, rely on

self-certification by NKNK as a means of monitoring whether NKNK is complying with

its obligations (other than its obligations to make any payment of principal, interest or
additional amounts (if any)) under the Loan Agreement and shall not otherwise be

responsible for investigating any aspect of NKNK’s performance in relation to the Loan

Agreement and, subject as further provided in the Trust Deed, the Trustee will not be

liable for any failure to make any investigation which might be made by a security holder

in relation to the property which is the subject of the Security Interests and held by way

of security for the Notes, and shall not be bound to enquire into or be liable for any

defect or failure in the right or title of the Issuer to the property which is the subject of

the Security Interests whether such defect or failure was known to the Trustee or might
have been discovered upon examination or enquiry and whether capable of remedy or not,

nor will it have any liability for the enforceability of the security created by the Security

Interests whether or not as a result of any failure, omission or defect in registering or

filing or otherwise protecting or perfecting such security and the Trustee will have no

responsibility for the value of such security; and

(g) the Issuer will not be liable for any withholding or deduction or for any payment on

account of tax (not being a tax imposed on the Issuer’s net income) required to be made

by the Issuer on or in relation to any sum received by it under the Loan Agreement which
will or may affect payments made or to be made by the Issuer in respect of the Notes save

to the extent that it has actually received additional amounts under the Loan Agreement in

respect of such withholding or deduction or payment and the Issuer shall, furthermore, not

be obliged to take any actions or measures as regards such deduction or withholding or

payment, other than those set out in the Loan Agreement.

Save as otherwise expressly provided in these Conditions and in the Trust Deed, no proprietary

or other direct interest in the Issuer’s rights under or in respect of the Loan exists for the

benefit of the Noteholders, the Receiptholders or the Couponholders. Subject to the terms of the
Trust Deed, no Noteholder, the Receiptholder or Couponholder will have any entitlement to

enforce any of the provisions in the Loan Agreement or have direct recourse to NKNK except

through action by the Trustee under the Security Interests. The Trustee shall not be required to

take proceedings to enforce payment under the Trust Deed or (pursuant to the Assignment) the

Loan Agreement unless it has been indemnified and/or proceedings secured by the Noteholders,

the Receiptholders or the Couponholders to its satisfaction against all liabilities, claims and

demands to which it may thereby become liable and all costs, charges and expenses which may

be incurred by it in connection therewith.

As provided in the Trust Deed, the obligations of the Issuer are solely to make payments

equivalent to the sums actually received by or for the account of the Issuer by way of principal,

interest or additional amounts (if any) pursuant to the Loan Agreement less any amounts in

respect of the Reserved Rights, the right to which is being charged by way of security to the

Trustee as aforesaid. Noteholders, the Receiptholders and Couponholders must therefore solely

and exclusively rely upon the performance by NKNK of its obligations under the Loan

Agreement and its credit and financial standing.

Notwithstanding any other provisions of these Conditions and the provisions in the Trust Deed,
the Trustee and the Noteholders shall have recourse only to the Security Interests in accordance

with the provisions of the Trust Deed. After realisation of the security which has become

enforceable and application of the proceeds in accordance with Clause 7 (Application of Moneys,

Received by the Trustee) of the Trust Deed, the obligations of the Issuer with respect to the

Trustee and the Noteholders in respect of the Notes shall be satisfied and none of the foregoing
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parties may take any further steps against the Issuer to recover any further sums in respect

thereof and the right to receive any such sums shall be extinguished. In particular, neither the

Trustee nor any Noteholder shall petition or take any other step for the winding-up of the

Issuer.

None of the Noteholders (nor any other person acting on behalf of any of them) shall be

entitled at any time to institute against the Issuer, or join in any institution against the Issuer

of, any bankruptcy, administration, moratorium, reorganisation, controlled management,

arrangement, insolvency, examinership, winding-up or liquidation proceedings or similar

insolvency proceedings under any applicable bankruptcy or similar law in connection with any

obligation of the Issuer relating to the Notes or otherwise owed to the Noteholders for so long

as the Notes are outstanding, save for lodging a claim in the liquidation of the Issuer which is
initiated by another party or taking proceedings to obtain a declaration or judgment as to the

obligations of the Issuer.

No Noteholder shall have any recourse against any director, shareholder, or officer of the Issuer

in respect of any obligations, covenants or agreements entered into or made by the Issuer in

respect of the Notes, except to the extent that any such person acts in bad faith or is grossly

negligent in the context of its obligations.

3. ISSUER’S COVENANTS

As provided in the Trust Deed, so long as any of the Notes remains outstanding (as defined in

the Trust Deed), the Issuer will not, without the prior written consent of the Trustee or an
Extraordinary Resolution or Written Resolution (as defined in the Trust Deed), agree to any

amendment to or any modification or waiver of, or authorise any breach or proposed breach of,

the terms of the Loan Agreement and will act at all times in accordance with any instructions

of the Trustee from time to time with respect to the Loan Agreement, except as otherwise

expressly provided in the Trust Deed. Any such amendment, modification, waiver or

authorisation made with the consent of the Trustee shall be binding on the Noteholders,

Receiptholders and Couponholders and any such amendment or modification shall be notified

by the Issuer to the Noteholders in accordance with Condition 13 (Notices).

Save as provided above, so long as any Note remains outstanding, the Issuer, without the prior

written consent of the Trustee, shall not, inter alia, grant security over the Security Interests

created pursuant to the provisions of the Trust Deed, engage in any other business (other than

acquiring and holding the Security Interests in respect of the Notes acquiring and holding the

security interests in respect of any future issuance of notes, making the Loan to NKNK

pursuant to the Loan Agreement making any loan to NKNK in connection with any future

issuance of notes and performing any act incidental to or necessary in connection with the

foregoing), declare any dividends, have any subsidiaries or employees, purchase, own, lease or
otherwise acquire any real property (including office premises or like facilities), consolidate or

merge with any other person or convey or transfer its properties or assets substantially as an

entity to any person (otherwise than as contemplated in these conditions and the Trust Deed),

issue any shares, give any guarantee or assume any other liability, or, subject to the laws of

Ireland, petition for any winding up or bankruptcy.

4. INTEREST

On each Interest Payment Date (or such later date as amounts equivalent to amounts of interest

are received) the Issuer shall account to the Noteholders for an amount equivalent to amounts

of interest actually received by or for the account of the Issuer pursuant to the Loan
Agreement, which interest is equal to 12 per cent. per annum.

If interest is required to be calculated otherwise than in respect of a full interest period, it shall

be calculated on the basis of a 360 day year consisting of 12 months of 30 days each and, in

the case of an incomplete month, the actual number of days elapsed on the basis of a month of

30 days.
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In these Conditions, ‘‘Interest Payment Date’’ means 20 April and 20 October of each year

commencing on 20 April 2010.

5. REDEMPTION AND PURCHASE

Unless previously prepaid or repaid, pursuant to Clause 5.1 of the Loan Agreement, NKNK

will be required to repay the Loan on the Final Repayment Date (as defined in the Loan

Agreement) and, subject to such repayment and as provided in the Loan Agreement, all the

Notes then outstanding will be redeemed by the Issuer at 100 per cent. of the outstanding

principal amount together with accrued interest.

Subject to actual receipt by, or for the account of, the Issuer of amounts due under the Loan

Agreement, principal on the Notes shall be paid in 10 equal instalments (pro rata) on each

Scheduled Redemption Date in the amortisation amount (each an ‘‘Amortisation Amount’’), as
set out in the amortisation table below, provided that if any partial redemption of any Notes is

made at any time, otherwise than in accordance with this Condition 5 (Redemption and

Purchase), then each Amortisation Amount pertaining to the Notes which falls to be paid after

the date of the partial redemption so made shall be reduced by a proportion of such

Amortisation Amount which is the same proportion as the partial redemption so made bears to

the outstanding principal amount of the Notes immediately prior to such partial redemption

being made after deducting any redemption made in accordance with this Condition 5 on the

date such partial redemption is made.

Amortisation Table

Scheduled Redemption Date Amortisation Amount

20 April 2011 U.S.$33,798,000

20 October 2011 U.S.$33,798,000

20 April 2012 U.S.$33,798,000

If the Loan should become repayable (and be repaid) pursuant to the Loan Agreement prior to

the Final Redemption Date, as set forth in the Loan Agreement, all Notes then remaining

outstanding will thereupon become due and redeemable or repayable at 100 per cent. of their
outstanding principal amount together with the accrued interest (subject to the Loan being

repaid together with accrued interest) and the Issuer shall give not less than 25 nor more than

60 days’ notice thereof to the Trustee (in accordance with Clause 21 (Notices) of the Trust

Deed) and the Noteholders in accordance with Condition 13 (Notices).

The Loan Agreement provides that NKNK or any of its Subsidiaries (as defined therein) may

from time to time and to the extent permitted by applicable laws purchase Notes in the open

market or by tender or by private agreement at any price. Such Notes may be held, sold in the

open market or, at the option of NKNK or such Subsidiary, surrendered by NKNK or such

Subsidiary, as the case may be, to the Issuer for cancellation, whereupon the Issuer shall

instruct the Principal Paying Agent to cancel such Notes. The Issuer undertakes to promptly
inform the Irish Stock Exchange Limited (the ‘‘Irish Stock Exchange’’) (as long as the Notes are

admitted to the Official List of the Irish Stock Exchange) of any such cancellation.

The Issuer may from time to time and to the extent permitted by applicable laws, purchase

Notes in the open market or by tender or by private agreement at any price and such Notes

will be cancelled promptly thereafter. The Issuer shall instruct the Principal Paying Agent to

immediately cancel such Notes and the Issuer undertakes to promptly inform the Irish Stock

Exchange (as long as the Notes are admitted to the Official List of the Irish Stock Exchange) of

any such cancellation.

Upon any cancellation of Notes purchased by the Issuer or NKNK in accordance with this

Condition 5, the amount of the Loan corresponding to the aggregate principal amount of such

cancelled Notes shall, unless the Issuer and NKNK agree otherwise, be deemed to have been
prepaid by NKNK, together with accrued interest (if any) thereon and no further payment shall

be made or required to be made by NKNK in respect of such amounts. The amount

outstanding under the Loan Agreement shall, at all times, be deemed to correspond to the

principal amount of Notes outstanding and no amendment to the Loan Agreement shall be

required to reflect such change to the amount outstanding under it.
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If a Put Event (as defined below) shall occur while any Note is outstanding, the holder of each

such Note will have the option (unless, prior to giving the Put Option Notice referred to below,

the Issuer gives notice as set out above) to require the Issuer to redeem that Note on that Put

Settlement Date (as defined below) at its principal amount together with accrued interest and
additional amounts (if any) to the Put Settlement Date (the ‘‘Put Option’’).

Promptly upon the Issuer being notified by NKNK that a Put Event has occurred, the Issuer

shall give notice (a ‘‘Put Event Notice’’) to the Noteholders in accordance with Condition 13

(Notices) and the standard procedures of Euroclear and Clearstream, Luxembourg, specifying the

details relating to the occurrence of the Put Event and the procedure for exercising the Put

Option.

In order to exercise the Put Option, the holder of a Note must deliver no later than 30 days

after the Put Event Notice is given (the ‘‘Put Period’’), to the specified office of any Paying
Agent evidence satisfactory to the Paying Agent of such holders’ entitlement to such Note and a

duly completed put option notice (a ‘‘Put Option Notice’’) specifying the principal amount of the

Notes in respect of which such option is exercised, in the form obtainable from any Paying

Agent. The Paying Agent will within 2 Business Days of receipt of a Put Option Notice, provide

any such Noteholder with a receipt. For so long as all of the Notes are represented by one or

both of the Global Notes and such Global Note(s) is/are held on behalf of Euroclear and/or

Clearstream, Luxembourg, the Put Option may be exercised by an accountholder shown in the

records of Euroclear and/or Clearstream, Luxembourg as holder of Notes giving notice prior to
expiration of the Put Period to the Principal Paying Agent in accordance with the standard

procedures of Euroclear and Clearstream, Luxembourg (which may include notice being given

on his instructions by Euroclear or Clearstream, Luxembourg or any common depositary for

them to the Principal Paying Agent by electronic means) of the principal amount of the Notes

in respect of which such option is exercised and, following presentation of the relevant Global

Note to the Principal Paying Agent for notation, the Issuer shall no later than 10 days after the

Issuer has been notified by the Principal Paying Agent of the principal amount of the Notes to

be redeemed and, in any event, no later than 300 days before the Put Settlement Date notify
NKNK of the principal amount of the Notes in respect of which such option is exercised and

(subject as provided in Condition 6 (Payments)) redeem and cancel all or the relevant

proportion of the Global Note on the date falling 60 days after NKNK gives notice to the

Issuer of a Change of Control, provided such day is a Business Day and in the event that such

day is not a Business Day, the next Business Day (the ‘‘Put Settlement Date’’) and, in the case

of partial redemption of the Global Note, the Principal Paying Agent shall mark down the

Global Note in accordance with the Paying Agency Agreement. No Put Option Notice or such

notice to the Principal Paying Agent contemplated by the preceding sentence, once delivered in
accordance with this Condition 5 (Redemption and Purchase) may be withdrawn. The Issuer

undertakes to promptly inform the Irish Stock Exchange (as long as the Notes are admitted to

the Official List of the Irish Stock Exchange) of any such cancellation.

Upon the prepayment and conversion of such principal amount of the Loan as contemplated

pursuant to Clause 5.4 (Prepayment as a Result of the Exchange Offer) of the Loan Agreement,

such principal amount of the Loan that is prepaid or converted pursuant to such Clause will be

released from the Security Interests created in respect of the Notes and the Issuer will redeem

the principal amount of the Notes received pursuant to the Exchange Offer (as defined in Clause
5.4 (Prepayment as a Result of the Exchange Offer) of the Loan Agreement corresponding to the

Exchange Notes Principal Amount (as defined in 5.4 (Prepayment as a Result of the Exchange

Offer) of the Loan Agreement, without any further payment due in respect of such Notes so

cancelled.

For the purposes of these Conditions:

A ‘‘Change of Control’’ shall be deemed to have occurred at any time (whether or not approved

by the competent governing body of NKNK) that the Republic of Tatarstan ceases to own the

Golden Share in NKNK and where such event has resulted in a Rating Decline.

‘‘Final Redemption Date’’ means 20 April 2012, or if such date is not a business day (as defined

in the Loan Agreement), the next succeeding business day.

‘‘Golden Share’’ means the special right of the Republic of Tatarstan as set out in the Federal

Law of the Russian Federation No. 178-FZ ‘‘On Privatisation of State and Municipal Property’’

dated 21 December 2001 (as amended), the Law of the Republic of Tatarstan No. 43-ZRT ‘‘On
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Privatisation of State Property of the Republic of Tatarstan’’ dated 26 July 2004 and the Decree

of the State Committee of the Republic of Tatarstan for State Property Management No. 251

‘‘On Special Right (‘‘Golden Share’’) of the Republic of Tatarstan to Participation in the

Management of the Open Joint Stock Companies’’ dated 7 October 1998 to participate in
management of NKNK, including, inter alia, the right to appoint representatives of the Republic

of Tatarstan to the board of directors of NKNK and the right of veto on certain issues decided

by the general shareholders’ meeting or the board of directors of NKNK.

‘‘Put Event’’ means a Change of Control has occurred.

‘‘Rating Agency’’ means Fitch Ratings Ltd. or Moody’s Investors Service, Inc. or any of their
successors or any rating agency substituted for any of them (or any permitted substitute of

them) by NKNK, from time to time with the prior written approval of the Trustee.

‘‘Rating Decline’’ means, at any time within 60 days (which period shall be extended so long as

the corporate credit rating of NKNK or the credit rating in respect of the Notes is under

publicly announced consideration for possible downgrade by any Rating Agency) of the

announcement of the cessation of ownership of the Republic of Tatarstan of the Golden Share,

the corporate rating of NKNK or the rating of the Notes is decreased or downgraded by a
Rating Agency.

‘‘Scheduled Redemption Date’’ means 20 April and 20 October of each year commencing on 20

April 2011, or if such date is not a business day (as defined in the Loan Agreement), the next

succeeding business day.

6. PAYMENTS

6.1 Payments in respect of Notes

(a) Principal: Payments of principal shall be made only against:

(i) presentation and (in the case of final redemption, provided that payment is made in

full) surrender of Notes; and

(ii) in respect of any instalment which becomes due on a Scheduled Redemption Date,

presentation and (provided that payment is made in full) surrender of the appropriate

Receipts,

at the specified office of any Paying Agent.

(b) Interest: Payments of interest due on an Interest Payment Date will be made against

presentation and surrender (provided that payment is made in full) of the relevant Coupon,

in each case at the specified office of any Paying Agent.

6.2 Method of Payment

Payments will be made by credit or transfer to an account in U.S. Dollars maintained by the

payee with a bank outside the United States or, upon application by the payee to the specified

office of the Principal Paying Agent not later than 15 days prior to the due date for such

payment, by a cheque in U.S. Dollars drawn on a bank in New York City by the Principal

Paying Agent.

6.3 Unmatured Receipts Void

On the due date for final redemption of any Note or early redemption of such Note pursuant to

Condition 5 (Redemption and Payment), all unmatured Receipts relating thereto (whether or not

still attached) shall become void and no payment will be made in respect thereof.

6.4 Missing Unmatured Coupons

Each Note shall be presented and surrendered (if appropriate) for payment together with all

relative unmatured Coupons, failing which the full amount of any relative missing unmatured

Coupon (or, in the case of payment not being made in full, that proportion of the full amount

of the missing unmatured Coupon which the amount so paid bears to the total amount due)

will be deducted from the amount due for payment. Each amount so deducted will be paid in
the manner mentioned above against presentation and surrender (or, in the case of part payment

only, endorsement) of the relative missing Coupon at any time before the expiry of 10 years

after the Relevant Date (as defined in Condition 7 (Taxation) in respect of the relevant Note

(whether or not the Coupon would otherwise have become void pursuant to Condition 8

(Prescription) but not thereafter.
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6.5 Payments subject to Applicable Laws

Payments of principal and interest on the Notes are subject in all cases to any fiscal or other

laws and regulations applicable in the place of payment, but without prejudice to the provisions
of Condition 7 (Taxation).

6.6 Payment only on a Presentation Date

A holder shall be entitled to present a Note, Receipt or Coupon for payment only on a
Presentation Date and shall not, except as provided in Condition 4 (Interest), be entitled to any

further interest or other payment in respect of any delay in payment if (A) the due date for a

payment is not a Business Day, (B) the Presentation Date falls after the relevant due date, or

(C) a cheque in U.S. Dollars mailed in accordance with Condition 6.2 (Method of Payments)

arrives after the due date for payment or is lost in the mail.

‘‘Presentation Date’’ means a day which (subject to Condition 8 (Prescription)):

(a) is or falls after the relevant due date;

(b) is a Business Day in the place of the specified office of the Paying Agent at which the
Note, Receipt or Coupon is presented for payment; and

(c) in the case of payment by credit or transfer to a U.S. Dollar account in New York City as

referred to above, is a Business Day in New York City.

In this Condition, ‘‘Business Day’’ means, in relation to any place, a day on which commercial

banks and foreign exchange markets settle payments and are open for general business

(including dealing in foreign exchange and foreign currency deposits) in that place.

6.7 Initial Paying Agents

The names of the initial Paying Agents and their initial specified offices are set out at the end of

these Conditions. The Issuer reserves the right, subject to the prior written approval of the

Trustee, at any time to vary or terminate the appointment of any Paying Agent and to appoint

additional or other Paying Agents provided that it will at all times maintain a Paying Agent in

an EU member state that will not be obliged to withhold or deduct tax pursuant to European

Council Directive 2003/48/EC or any other Directive implementing the conclusions of the

ECOFIN Council meeting of 26-27 November 2000 or any law implementing or complying with,
or introduced in order to conform to, such Directive.

Notice of any termination or appointment and of any changes in specified offices will be given

to the Noteholders promptly by the Issuer in accordance with Condition 13 (Notices).

6.8 Payment obligations limited

In addition, if the due date for redemption or repayment of a Note is not an Interest Payment

Date, interest accrued from the preceding Interest Payment Date or, as the case may be, from

the Closing Date shall be payable only as and when actually received by or for the account of

the Issuer pursuant to the terms and conditions of the Loan Agreement.

6.9 Payments to the Issuer

Save as directed by the Trustee pursuant to the Trust Deed, the Issuer will require NKNK to

make all payments of principal and interest to be made pursuant to the Loan Agreement to the

Principal Paying Agent to an account in the name of the Issuer. Under the Charge, the Issuer
will charge by way of a first fixed charge all the rights, title and interest in and to all sums of

money (other than in respect of the Reserved Rights) then or in the future deposited in such

account in favour of the Trustee for the benefit of the Noteholders.

7. TAXATION

All payments of principal and interest by or on behalf of the Issuer in respect of the Notes,

Receipts or Coupons shall be made without withholding or deduction for, or on account of, any

present or future taxes, duties, assessments or governmental charges of whatsoever nature

(‘‘Taxes’’) imposed or levied by or on behalf of Ireland or the Russian Federation or any

political subdivision or any authority thereof or therein having power to tax, unless such

withholding or deduction of Taxes is required by law.

In that case, the Issuer shall, subject as provided below, pay such additional amounts as may be

necessary in order that the net amounts received by the Noteholders, Receiptholders and

Couponholders after the withholding or deduction shall equal the respective amounts which
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would have been receivable in respect of the Notes or, as the case may be, Receipts or, as the

case may be, Coupons in the absence of the withholding or deduction, except that no additional

amounts shall be payable in respect of any Note, Receipt or Coupon:

(a) presented for payment by or on behalf of a holder which is liable to Taxes in respect of

such Note, Receipt or Coupon by reason of his having some connection with Ireland or

the Russian Federation other than the mere holding of the Note, Receipt or Coupon; or

(b) where such withholding or deduction is imposed on a payment to an individual and is

required to be made pursuant to European Council Directive 2003/48/EC or any other

Directive implementing the conclusions of the ECOFIN Council meeting of 26-27

November 2000 or any law implementing or complying with, or introduced in order to

conform to, such Directive; or

(c) presented for payment by or on behalf of a holder who would be able to avoid such

withholding or deduction by presenting the relevant Note, Receipt or Coupon to another

Paying Agent in a Member State of the European Union; or

(d) presented for payment by or on behalf of a holder more than 30 days after the Relevant

Date (as defined below) except to the extent that the relevant holder would have been

entitled to additional amounts on presenting the relevant Note, Receipt or Coupon for

payment on the last day of the period of 30 days assuming (whether or not it is in fact the
case) that day to have been a Presentation Date.

Notwithstanding the foregoing provisions, the Issuer shall only make such additional payments

to the Noteholders, Receiptholders or the Couponholders to the extent and at such time as it

shall have actually received an equivalent amount from NKNK under the Loan Agreement.

To the extent that the Issuer does not receive from NKNK such equivalent amount in full, the

Issuer shall account to each Noteholder, Receiptholder or Couponholder for an additional

amount equivalent to a pro rata proportion of such additional amount (if any) as is actually

received by, or for the account of, the Issuer pursuant to the provisions of the Loan Agreement
on or as soon as may be practicable after the date of the receipt of, in the currency of, and

subject to any conditions attaching to the payment of, such additional amount to the Issuer.

In these Conditions, ‘‘Relevant Date’’ means the date on which any payment in respect of the

Notes first becomes due except that if the full amount of the money payable has not been
received by the Principal Paying Agent or the Trustee on or before the due date, it means the

date on which (the full amount of the money having been so received) notice to that effect has

been duly given to the Noteholders by the Issuer in accordance with Condition 13 (Notices).

If the Issuer or NKNK becomes subject at any time to any taxing jurisdiction other than

Ireland or the Russian Federation, as the case may be, references in these Conditions to Ireland

and/or the Russian Federation shall be construed as references to Ireland and/or the Russian

Federation and/or such other jurisdiction.

8. PRESCRIPTION

Notes, Receipts and Coupons will become void unless presented for payment within the periods
of ten years (in the case of principal) and five years (in the case of interest) from the Relevant

Date in respect of the Notes or, as the case may be, the Receipts, or as the case may be, the

Coupons.

9. REPLACEMENT OF NOTES AND COUPONS

If any Note, Receipt or Coupon is lost, stolen, mutilated, defaced or destroyed, it may be,
subject to all applicable laws and regulations and stock exchange requirements, replaced at the

specified office of the Principal Paying Agent upon payment by the claimant of the expenses

incurred in connection with the replacement and on such terms as to evidence and indemnity as

the Issuer may reasonably require. Mutilated or defaced Notes, Receipts or Coupons must be

surrendered before replacements will be issued.
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10. TRUSTEE AND PAYING AGENTS

10.1 Indemnification of the Trustee

The Trust Deed contains provisions for the indemnification of the Trustee, provisions for its
relief from responsibility, including relieving it from taking action unless indemnified to its

satisfaction, and provisions entitling it to be paid its costs and expenses in priority to the claims

of the Noteholders.

10.2 Trustee Contracting with the Issuer and NKNK

The Trust Deed also contains provisions pursuant to which the Trustee is entitled, inter alia, (i)

to enter into business transactions with the Issuer and/or NKNK and/or any subsidiary of

NKNK and to act as trustee for the holders of any other securities issued or guaranteed by, or

relating to, the Issuer and/or NKNK and/or any subsidiary NKNK, (ii) to exercise and enforce
its rights, comply with its obligations and perform its duties under or in relation to any such

transactions or, as the case may be, any such trusteeship without regard to the interests of, or

consequences for, the Noteholders, Receiptholders or Couponholders and (iii) to retain and not

be liable to account for any profit made or any other amount or benefit received thereby or in

connection therewith.

10.3 Trustee to have regard to Interests of Noteholders, Receiptholders and Couponholders as one Class

In connection with the exercise by it of any of its trusts, powers, authorities and discretions
(including, without limitation, any modification, waiver, authorisation, determination or

substitution), the Trustee shall have regard to the general interests of the Noteholders,

Receiptholders and Couponholders as a class but shall not have regard to any interests arising

from circumstances particular to individual Noteholders (whatever their number) and, in

particular but without limitation, shall not have regard to the consequences of any such exercise

for individual Noteholders (whatever their number) resulting from their being for any purpose

domiciled or resident in, or otherwise connected with, or subject to the jurisdiction of, any

particular territory or any political sub-division thereof and the Trustee shall not be entitled to
require, nor shall any Noteholder, Receiptholder or Couponholder be entitled to claim, from the

Issuer, the Trustee or any other person any indemnification or payment in respect of any tax

consequence of any such exercise upon individual Noteholders, Receiptholders or Couponholders

except to the extent already provided for in Condition 7 (Taxation) and/or any undertaking

given in addition to, or in substitution for, Condition 7 (Taxation) pursuant to the Trust Deed

and/ or the Loan Agreement.

10.4 Paying Agents

In acting under the Agency Agreement and in connection with the Notes, the Paying Agents act

solely as agents of the Issuer and (to the extent provided therein) the Trustee and do not

assume any obligations towards or relationship of agency or trust for or with any of the

Noteholders, Receiptholders or Couponholders.

11. MEETINGS OF NOTEHOLDERS; MODIFICATION, WAIVER, AUTHORISATION AND

DETERMINATION

11.1 Meetings of Noteholders

The Trust Deed contains provisions for convening meetings of Noteholders to consider matters
affecting their interests, including the modification or abrogation by Extraordinary Resolution of

any provision of the Loan Agreement, these Conditions or the Trust Deed. Such a meeting may

be convened by the Issuer, NKNK or the Trustee and shall be convened by the Trustee, subject

to its being indemnified and/or secured to its satisfaction, upon the request in writing of

Noteholders holding not less than one tenth of the aggregate principal amount of the

outstanding Notes. The quorum at any meeting convened to vote on an Extraordinary

Resolution will be one or more persons present holding or representing more than 50 per cent.

of the aggregate principal amount of the outstanding Notes or, at any adjourned meeting, one
or more persons present being or representing Noteholders whatever the outstanding principal

amount of the Notes held or represented; provided, however, that a Reserved Matter as defined

in the Trust Deed may only be sanctioned by an Extraordinary Resolution passed at a meeting

of Noteholders at which one or more persons present holding or representing not less than two-

thirds or, at any adjourned meeting, one-half of the aggregate principal amount of the
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outstanding Notes form a quorum. Any Extraordinary Resolution duly passed at any such

meeting shall be binding on all the Noteholders, whether present or not, and on all

Receiptholders and Couponholders.

In addition, a resolution in writing signed by or on behalf of all Noteholders who for the time

being are entitled to receive notice of a meeting of Noteholders under the Trust Deed will take
effect as if it were an Extraordinary Resolution. Such a resolution in writing may be contained

in one document or several documents in the same form, each signed by or on behalf of one or

more Noteholders.

11.2 Modification

The Trustee may, without the consent of the Noteholders, agree to any modification of these

Conditions, the Trust Deed or the Loan Agreement which is, in the opinion of the Trustee,

proper to make if, in the opinion of the Trustee, such modification will not be materially

prejudicial to the interests of Noteholders (other than in respect of a Reserved Matter) or is of

a formal, minor or technical nature or is to correct a manifest error.

11.3 Authorisation, Waiver and Determination

In addition, the Trustee may, without the consent of the Noteholders and other than in relation

to a Reserved Matter, authorise or waive any breach or proposed breach of these Conditions or

the Trust Deed by the Issuer or the Loan Agreement by NKNK, or determine that (a) any

event which would or might otherwise give rise to a right of acceleration under the Loan

Agreement or (b) any Relevant Event shall not be treated as such if, in the opinion of the

Trustee, the interests of the Noteholders will not be materially prejudiced thereby.

For the purposes of Condition 11.5 (Substitution), it is expressly agreed that by subscribing to,

acquiring or otherwise purchasing the Notes, the holders of the Noteholders are expressly

deemed to have consented to the substitution of the Issuer by the Substitute and to the release
of the Issuer from any and all obligations in respect of the Notes and the Loan and are

expressly deemed to have accepted such substitution and the consequences thereof.

11.4 Notification to Noteholders

Unless the Trustee agrees otherwise, any such modification, authorisation, waiver or

determination shall be notified to the Noteholders in accordance with Condition 13 (Notices) as

soon as practicable thereafter.

11.5 Substitution

The Trust Deed and the Loan Agreement contain provisions under which the Issuer may,

without the consent of the Noteholders, transfer the obligations of the Issuer as principal debtor

under the Trust Deed and the Notes and its rights as lender under the Loan Agreement to a
Substitute (as defined in the Trust Deed) provided that certain conditions specified in the Trust

Deed are fulfilled. Notice of such substitution shall be given to the Noteholders in accordance

with Condition 13 (Notices) and any such substitution will be announced to the Irish Stock

Exchange but will not involve preparation of a supplement.

12. ENFORCEMENT

12.1 Enforcement by the Trustee

At any time after an Event of Default (as defined in the Loan Agreement) or a Relevant Event

(as defined in the Trust Deed) shall have occurred and be continuing, the Trustee may, at its

discretion and without notice, institute such proceedings as it thinks fit to enforce its rights

under the Trust Deed in respect of the Notes, the Receipts and the Coupons, but it shall not be

bound to do so unless:

(a) it has been so requested in writing by the holders of at least one-quarter in principal

amount of the outstanding Notes or has been so directed by an Extraordinary Resolution;
and

(b) it has been indemnified and/or provided with security to its satisfaction against all

liabilities, proceedings, claims and demands to which it may thereby become liable and all

costs, charges and expenses which may be incurred by it in connection therewith.

In the case of an Event of Default or a Relevant Event, the Trustee may, and shall if requested

to do so by Noteholders holding at least one-quarter in principal amount of the Notes

outstanding or if directed to do so by an Extraordinary Resolution and, in either case, subject
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to its being secured and/or indemnified to its satisfaction, (in the case of an Event of Default)

declare all amounts payable under the Loan Agreement by NKNK to be due and payable or

procure that such a declaration is made, or (in the case of a Relevant Event) exercise any rights

under the Security Interests created in the Trust Deed in favour of the Trustee. Upon repayment
of any amounts outstanding under the Loan Agreement following an Event of Default and a

declaration as provided herein, the Notes will be redeemed or repaid and thereupon shall cease

to be outstanding.

12.2 Enforcement by the Noteholder

No Noteholder, Receiptholder or Couponholder may proceed directly against the Issuer unless

the Trustee, having become bound to do so (other than in relation to enforcement of the

Security Interests), fails to do so within a reasonable time and the failure is continuing.

13. NOTICES

So long as the Notes are admitted to the Official List of the Irish Stock Exchange and the rules

of such stock exchange so require, a notice is published (a) in a daily newspaper having general

circulation in Dublin, which is expected to be the Irish Times, or (b) via the Company

Announcement Office of the Irish Stock Exchange on the web site of the Irish Stock Exchange.

The Issuer shall also ensure that notices are duly published in a manner which complies with

the rules and regulations of any stock exchange or the relevant authority on which the Notes
are for the time being listed. Any such notice will be deemed to have been given on (i) the date

of the first publication or, where required to be published in more than one newspaper, on the

date of the first publication in all required newspapers or (ii) the date such notice becomes

available for viewing on the website of the Irish Stock Exchange. If publication as provided

above is not practicable, notice will be given in such other manner, and shall be deemed to have

been given on such date, as the Trustee may approve in accordance with the rules of the Irish

Stock Exchange. Receiptholders and Couponholders will be deemed for all purposes to have

notice of the contents of any notice given to the Noteholders in accordance with this Condition.

14. FURTHER ISSUES

The Issuer may at any time, with the consent of NKNK and without the consent of the

Noteholders, the Receiptholders or the Couponholders and in accordance with the Trust Deed,

create and issue further notes having the same terms and conditions as the Notes in all respects

(or in all respects except for the issue price, issue date and/or first payment of interest on such

further notes) so as to be consolidated and form a single series with the Notes. Such further

Notes shall be issued under a deed supplemental to the Trust Deed. In relation to any such
further issue of notes to be consolidated and form a single series with the Notes, the Issuer will

enter into a loan agreement supplemental to the Loan Agreement with NKNK substantially on

the same terms as the original Loan Agreement (or on substantially the same terms except for

the date of the advance of the first payment of interest) subject to any modifications which, in

the sole opinion of the Trustee, would not materially prejudice the interests of the Noteholders.

The Issuer will provide a further charge and assignment by way of first fixed security in favour

of the Trustee of its rights under such supplemental loan agreement equivalent to the rights

charged and assigned by way of first fixed security in relation to the Issuer’s rights under the
original Loan Agreement which will, together with the Security Interests referred to in these

Conditions, secure both the Notes and such further notes.

15. GOVERNING LAW AND SUBMISSION TO JURISDICTION

15.1 Governing law

The Trust Deed, the Loan Agreement and the Notes and any non-contractual obligations arising

out of the Trust Deed, the Loan Agreement and the Notes are governed by and shall be

construed in accordance with English law.

15.2 Jurisdiction

The Issuer has in the Trust Deed irrevocably agreed for the benefit of the Trustee, the

Noteholders, the Receiptholders and the Couponholders that the courts of England are to have

exclusive jurisdiction to settle any disputes which may arise out of or in connection with the
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Trust Deed, the Notes or the Coupons, or any non-contractual obligations arising out of or in

connection with the Trust Deed, the Notes or the Coupons, and accordingly has submitted to

the exclusive jurisdiction of the English courts.

The Issuer has also, in the Trust Deed, waived any objection to the courts of England on the

grounds that they are an inconvenient or inappropriate forum. The Trustee, the Noteholders,

the Receiptholders and the Couponholders may take any suit, action or proceeding arising out
of or in connection with the Trust Deed, the Notes, the Receipts or the Coupons or any non-

contractual obligations arising out of or in connection with the Trust Deed, the Notes, the

Receipts or the Coupons, respectively (together referred to as ‘‘Proceedings’’) against the Issuer

in any other court of competent jurisdiction and, to the extent allowed by applicable law,

concurrent Proceedings in any number of jurisdictions.

16. CONTRACTS (RIGHTS OF THIRD PARTIES) ACT 1999

No person shall have any right to enforce any term or condition of the Notes under the

Contracts (Rights of Third Parties) Act 1999, but this does not affect any right or remedy of

any person which exists or is available apart from that Act.

17. U.S. SELLING RESTRICTION

Each Noteholder in the United States and each Noteholder who is a U.S. Person (within the

meaning of Regulation S under the U.S. Securities Act of 1933, ‘‘U.S. Person’’) or a U.S.

Resident (within the meaning of the U.S. Investment Company Act of 1940, a ‘‘U.S. Resident’’)
will not offer, resell, pledge or otherwise transfer the Notes in the United States or to a U.S.

Person or to a U.S. Resident.
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SUMMARY OF PROVISIONS RELATING TO THE NOTES IN GLOBAL FORM

The following is a summary of the provisions to be contained in the Trust Deed to constitute the

Notes and in the Global Notes which will apply to, and in some cases modify, the Terms and Conditions

of the Notes while the Notes are represented by the Global Notes.

1 Exchange

1.1 The Notes will initially be represented by a Temporary Global Note, without interest
coupons or receipts for principal, which will be deposited with a common depositary for

Euroclear and Clearstream, Luxembourg. The Temporary Global Note will be

exchangeable for interests in a Permanent Global Note, without interest coupons or

receipts for principal, on or after a date which is expected to be 15 December 2009, upon

certification as to non-U.S. beneficial ownership.

1.2 The Permanent Global Note will be exchangeable in whole but not in part (free of charge

to the holder) for definitive Notes only:

(a) if Euroclear or Clearstream, Luxembourg is closed for business for a continuous

period of 14 days (other than by reason of holidays, statutory or otherwise) or

announces an intention permanently to cease business;

(b) if by reason of any change in the laws of Ireland, the Issuer is or will be required to

make any withholding or deduction from any payment in respect of the Notes which

would not be required if the Notes were in definitive form; or

(c) if the Issuer would suffer a material disadvantage in respect of the Notes as a result

of a change in taxation laws or regulations which would not be suffered were the
Notes in definitive form.

1.3 Thereupon, the holder of the Permanent Global Note (acting on the instructions of one or

more of the Accountholders (as defined in paragraph 4 below)) or the Trustee may give

notice to the Issuer of its intention to exchange the Permanent Global Note for definitive

Notes on or after the Global Note Exchange Date (as defined below).

1.4 On or after the Global Note Exchange Date the holder of the Permanent Global Note

may surrender the Permanent Global Note to or to the order of the Principal Paying

Agent. In exchange for the Permanent Global Note, the Issuer will deliver, or procure the

delivery of, an equal aggregate principal amount of definitive Notes (having attached to

them all Coupons in respect of interest which has not already been paid on the Permanent

Global Note), security printed in accordance with any applicable legal and stock exchange

requirements and in or substantially in the form set out in the Trust Deed. On exchange
of the Permanent Global Note, the Issuer will procure that it is cancelled and, if the

holder so requests, returned to the holder together with any relevant definitive Notes. The

Issuer undertakes to inform promptly the Irish Stock Exchange (as long as the Notes are

admitted to trading on the Irish Stock Exchange) of any such cancellation.

1.5 For these purposes, ‘‘Global Note Exchange Date’’ means a day specified in the notice

requiring exchange falling not less than 60 days after that on which such notice is given
and on which banks are open for general business in the place in which the specified office

of the Principal Paying Agent is located and, except in the case of exchange pursuant to

1.2 (b) above, in the place in which the relevant clearing system is located.

2 Payments

On and after 15 December 2009, no payment will be made on the Temporary Global Note

unless exchange for an interest in the Permanent Global Note is improperly withheld or refused.

Payments of principal and interest in respect of Notes represented by a Global Note will,

subject as set out below, be made against presentation for endorsement and, if no further
payment falls to be made in respect of the Notes, surrender of such Global Note to the order of

the Principal Paying Agent or such other Paying Agent as shall have been notified to the

Noteholders for such purposes. A record of each payment made will be endorsed on the

appropriate part of the schedule to the relevant Global Note by or on behalf of the Principal

Paying Agent, which endorsement shall be prima facie evidence that such payment has been

181

c101352pu060Proof7:26.10.09B/LRevision:0OperatorYouG



made in respect of the Notes. Payments of interest on the Temporary Global Note (if permitted

by the first sentence of this paragraph 2) will be made only upon certification as to non-U.S.

beneficial ownership unless such certification has already been made.

3 Notices

For so long as all of the Notes are represented by one or both of the Global Notes and such
Global Note(s) is/are held on behalf of Euroclear and/or Clearstream, Luxembourg, notices to

Noteholders may be given by delivery of the relevant notice to Euroclear and/or Clearstream,

Luxembourg (as the case may be) for communication to the relative Accountholders rather than

by publication as required by Condition 13 (Notices), provided that, so long as the Notes are

admitted to the Official List of the Irish Stock Exchange and its rules so require, notices will

also be published (i) in a leading newspaper having general circulation in Dublin (which is

expected to be the Irish Times) or (ii) via Companies Announcement Office of the Irish Stock

Exchange, on the website of the Irish Stock Exchange. Any such notice shall be deemed to have
been given to the Noteholders on the second day after the day on which such notice is delivered

to Euroclear and/or Clearstream, Luxembourg (as the case may be) as aforesaid.

4 Accountholders

For so long as all of the Notes are represented by one or both of the Global Notes and such

Global Note(s) is/are held on behalf of Euroclear and/or Clearstream, Luxembourg, each person

(other than Euroclear or Clearstream, Luxembourg) who is for the time being shown in the

records of Euroclear or Clearstream, Luxembourg as the holder of a particular principal amount

of such Notes (each, an ‘‘Accountholder’’) (in which regard any certificate or other document

issued by Euroclear or Clearstream, Luxembourg as to the principal amount of such Notes

standing to the account of any person shall be conclusive and binding for all purposes) shall be
treated as the holder of such principal amount of such Notes for all purposes (including, but

not limited to, for the purposes of any quorum requirements of, or the right to demand a poll

at, meetings of the Noteholders) other than with respect to the payment of principal and interest

on such principal amount of such Notes, the right to which shall be vested, as against the Issuer

and the Trustee, solely in the bearer of the relevant Global Note in accordance with and subject

to its terms and the terms of the Trust Deed. Each Accountholder must look solely to Euroclear

or Clearstream, Luxembourg, as the case may be, for its share of each payment made to the

bearer of the relevant Global Note.

5 Prescription

Notes, Receipts and Coupons will become void unless presented for payment within the period

of 10 years (in the case of principal) and five years (in the case of interest) from the Relevant

Date in respect of the Notes or, as the case may be, the Receipts, or as the case may be, the

Coupons.

6 Cancellation

Cancellation of any Note represented by a Global Note and required by the Terms and

Conditions of the Notes to be cancelled following its redemption or purchase will be effected by

endorsement by or on behalf of the Principal Paying Agent of the reduction in the principal

amount of the relevant Global Note on the relevant part of the schedule thereto.

The Issuer undertakes to inform promptly the Irish Stock Exchange (as long as the Notes are

admitted to trading on the Irish Stock Exchange) of any such cancellation.

7 Euroclear and Clearstream, Luxembourg

References in the Global Notes and this summary to Euroclear and/or Clearstream, Luxembourg

shall be deemed to include references to any other clearing system approved by the Trustee.

The address of Euroclear is 1 Boulevard du Roi Albert II, B-1210 Brussels, Belgium, and the

address of Clearstream, Luxembourg is 42 Avenue J.F. Kennedy, L-1855, Grand Duchy of

Luxembourg.
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8 Trading

So long as the notes are represented by a Global Note and the rules of Euroclear and

Clearstream, Luxembourg so permit, the Notes shall be tradable only in principal amounts of at
least U.S.$100,000 and integral multiples of U.S.$1,000 in excess thereof, notwithstanding that

no definitive Notes will be issued with a denomination above U.S.$199,000.
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TAXATION

The following is a general description of certain Russian and Irish tax considerations relating to

the Notes and the Loan. It does not purport to be a complete analysis of all tax considerations relating

to the Notes, whether in those countries or elsewhere. Prospective purchasers of the Notes should consult

their own tax advisers as to which countries’ tax laws could be relevant to acquiring, holding and

disposing of Notes and receiving payments of interest, principal and/or other amounts under the Notes

and the consequences of such actions under the tax laws of those countries. This summary is based upon

the law as in effect on the date of this Prospectus. The information and analysis contained within this

section are limited to taxation issues, and prospective investors should not apply any information or

analysis set out below to other areas, including (but not limited to) the legality of transactions involving

the Notes.

Russian Taxation

General

The following is a general summary of certain Russian tax considerations relevant to the

purchase, ownership and disposition of the Notes as well as the taxation of interest on the Loan.

This summary is based on the laws of the Russian Federation in effect on the date of this Prospectus.

This summary does not seek to address the applicability of, and procedures in relation to, taxes
levied by regions, municipalities or other non-federal authorities of the Russian Federation. Nor does

the summary seek to address the availability of any particular double tax treaty relief for a

Noteholder or practical difficulties, including satisfying certain documentation requirements, involved

in claiming such double tax treaty relief.

This summary does not purport to be a comprehensive description of all tax considerations

relevant to any particular Noteholder. Prospective Noteholders should consult their own tax advisers

regarding the Russian tax consequences of investing in the Notes. No representations with respect to
the Russian tax consequences to any particular Noteholder are made hereby.

The provisions of the Russian Tax Code applicable to Noteholders and transactions with the

Notes are uncertain and lack interpretive guidance. Both the substantive provisions of the Russian

Tax Code applicable to financial instruments and the Russian courts’ and Russian tax authorities’

interpretation and application of those provisions may be subject to more rapid and unpredictable

change and inconsistency than in jurisdictions with more developed capital markets and taxation

systems.

In particular, the interpretation and application of such provisions will, in practice, rest

substantially with local tax inspectorates. Such interpretation and application may be inconsistent or

contradictory or impose conditions, requirements or restrictions not set forth in the Russian Tax

Code. Similarly, court rulings on taxation or related matters by different courts relating to the same

or similar circumstances may also be inconsistent or contradictory.

For the purposes of this summary, a ‘‘non-resident Noteholder’’ means:

* a legal entity or organisation, in each case not organised under Russian law, that

purchases, holds and disposes of the Notes other than through its permanent establishment

in the Russian Federation; or

* an individual not considered to be Russian tax resident under the Russian personal income

tax provisions in effect at the time he or she has earned the income. Under the current

law, the Russian tax residency for individuals is generally determined based on the number
of days a person spends in Russia in a 12-month period. While the current version of the

law specifies that an individual present in Russia for an aggregate period of 183 days in

any consecutive 12-month period will be considered to be a tax resident, exactly how to

apply the 12-month rule is subject of debate and is not entirely clear. The Ministry of

Finance of the Russian Federation has issued several letters implying that the final tax

status of an individual taxpayer shall be defined for the whole calendar year by counting

the days spent in Russia within the relevant calendar year.

A ‘‘resident Noteholder’’ means any Noteholder not qualifying as a non-resident Noteholder.

The Russian tax treatment of interest payments that the Company makes to the Issuer or the

Trustee under the Loan Agreement may affect Noteholders. See ‘‘- Taxation of the Loan’’ below.
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Taxation of Noteholders

Non-resident Noteholders

A non-resident Noteholder should not be subject to any Russian taxes on receipt from the

Issuer of principal or interest payable on the Notes subject to what is said in ‘‘- Taxation of Interest

on the Loan’’.

Proceeds from the Disposition of Notes Received from a Source outside the Russian Federation

A non-resident Noteholder who receives proceeds from a sale, redemption or disposition of

Notes from a source outside the Russian Federation generally should not be subject to any Russian
taxes on gain or other income realised from such sale, redemption or other disposition of the Notes

outside of the Russian Federation.

Proceeds from the Disposition of Notes Received from a Source within the Russian Federation

A non-resident Noteholder that is a legal entity or organisation that receives proceeds from a

sale, redemption or disposition of Notes from a source within the Russian Federation generally

should not be subject to Russian tax on any gain or other income from such sale, redemption or
disposition, provided that no portion thereof is attributable to accrued but unpaid interest. Any

portion of such sales proceeds attributable to accrued but unpaid interest may be subject to Russian

withholding tax at a rate of 20 per cent. (even if the disposition results in a capital loss), subject to

any relief available pursuant to a double taxation treaty.

A non-resident individual Noteholder who receives proceeds from a sale, or disposition of the

Notes from a source within the Russian Federation will generally be subject to tax at a rate of 30 per
cent. in respect of the gross proceeds from such sale, or disposition (including accrued interest), less

any available cost deduction (including the original purchase price of the Notes), subject to any relief

available pursuant to a double taxation treaty. The law treats the proceeds from such sale or

disposition as Russian source income if the Notes are disposed of in the Russian Federation.

However, there is some uncertainty as to what constitutes a sale or disposition of the Notes in the

Russian Federation.

There is also a risk that the amount of the taxable gain may be affected by changes in the

exchange rates applicable to the currency of acquisition or disposal of the Notes vis-à-vis roubles.

There is some uncertainty regarding the treatment of the portion of the proceeds, if any, from a

disposal of the Notes that is attributable to accrued interest on the Notes. Proceeds attributable to
accrued interest, if received from a source within Russia by a non-resident Noteholder that is an

individual, may be subject to withholding tax at a rate of 30%, even if the disposal results in a

capital loss. If the disposal proceeds are payable to the non-resident individual by a Russian broker,

asset manager, management company, which performs asset management of a unit investment fund

property, or another person that meets the definition of a tax agent under Russian tax laws, the

payer may be required to withhold the tax. In all other cases, the taxable income should be declared

and the tax should be paid by the non-resident Noteholder directly.

Tax Treaty Procedures

The Russian Federation has concluded double taxation treaties with around seventy states and

honours some double taxation treaties concluded by the former Union of Soviet Socialist Republics.

These tax treaties may contain provisions that reduce or eliminate Russian tax due on income that a

non-resident Noteholder receives from a source within the Russian Federation upon sale or other

disposition of the Notes.

Where proceeds from the disposition of the Notes are received from a Russian source, in order

for the non-resident Noteholder that is a legal entity or organisation to enjoy the benefits of an

applicable double taxation treaty, documentary evidence is required to confirm the applicability of the

double taxation treaty for which benefits are claimed. Currently, a Noteholder that is a legal entity or

an organisation must provide the payer of income with a confirmation of tax residence from the

competent tax authority of the relevant treaty country in order to obtain the advance relief from

withholding of Russian tax. While the tax legislation does not specifically address the format of the
confirmation of tax residency and does not explicitly require the confirmation to be apostilled, in

practice, the tax authorities demand that the confirmation be apostilled. The Supreme Arbitration

Court ruled that a tax residency certificate presented to a Russian tax agent must be confirmed with

an apostille; otherwise, the tax agent must withhold the corresponding tax and remit it to the budget.

A notarised Russian translation of the certificate would be required. The tax residency confirmation
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needs to be renewed on an annual basis, and provided to the payer of income before the first

payment of income in each calendar year.

An individual Noteholder must submit to the tax authorities a confirmation that he or she is a

resident of a country having a double taxation treaty with the Russian Federation. As noted above,
such confirmation should be apostilled and translated into Russian. The law also specifies that the

individual should provide appropriate documentary proof of the income received and the tax payment

made outside the Russian Federation (certified by the foreign taxation authority) on such income.

Because of uncertainties regarding the form and procedures for providing the required documents,

individuals may encounter significant difficulties in obtaining an advance treaty relief on receipt of

proceeds from a source within the Russian Federation and will have to incur the tax and apply for a

tax refund.

A non-resident Noteholder may claim, pursuant to an applicable double taxation treaty, a
refund of Russian tax withheld on the disposition of the Notes. A non-resident Noteholder that is a

legal entity or organisation must do so within three years from the end of the calendar year in which

the income was paid. A non-resident individual Noteholder must do so within one year after the end

of the calendar year for which he or she claims a tax exemption.

To obtain the benefit of double taxation treaty provisions, the Noteholder must comply with

documentation requirements in force in the Russian Federation, some of which the Russian Tax Code

may not expressly require.

Obtaining a refund of Russian tax withheld may be a time consuming process and can involve
considerable practical difficulties for legal entities and organisations and can be extremely difficult, if

not impossible, for individuals.

Non-resident holders should consult their own tax advisers with respect to the tax consequences

of the receipt of proceeds from a source within Russian in respect of a disposition of the Notes.

Resident Noteholders

Resident Noteholders are subject to all applicable Russian taxes in respect of gains from

disposal of the Note, and interest received on the Notes.

Taxation of Interest on the Loan

In general, payments of interest on borrowed funds by a Russian legal entity to a non-resident

legal entity or organisation are subject to Russian withholding tax at a rate of 20 per cent., subject to

reduction or elimination pursuant to the terms of an applicable double tax treaty. Based on

professional advice it has received, the Company believes that pursuant to the double taxation treaty
between the Russian Federation and Ireland, payments of interest on the Loan should not be subject

to Russian withholding tax, provided the Russian tax documentation requirements are satisfied.

However, there can be no assurance that such double tax treaty relief will be available.

It may be noted that President of Russia in his budget message of May 25, 2009 expressed a

goal of introducing legal mechanisms to resist the use of international double tax treaties for the

purpose of minimising taxes where the ultimate beneficiaries are not residents of the country being a

party to the relevant double tax treaty. It is unclear what form such legal mechanisms, how they may

be applied or when they may be introduced. If and when introduced, such changes could have an

impact on the tax treatment of the transactions structured as set forth in the Prospectus.

Additionally, if, as a result of the Trustee’s enforcement of the security that the Issuer grants by

way of the security interests in the Trust Deed, interest on the Loan becomes payable to the Trustee

pursuant to the Trust Deed, any benefit of the double taxation treaty between the Russian Federation

and Ireland would cease, and payments of interest may be subject to Russian withholding tax at a

rate of 20 per cent. if the recipient of interest is a non-resident legal entity or organisation or 30 per

cent. if the recipient of interest is a non-resident individual. In such cases, it may be possible for

Noteholders to seek reduction or elimination of withholding tax under any applicable double taxation

treaties entered into between their countries of residence and the Russian Federation. In addition, the
Company cannot assure prospective investors that they will obtain such reduction or elimination of

withholding tax under any treaty in case of the enforcement of the security.

If payments under the Loan are subject to any withholding of Russian tax for any reason as a

result of which the Issuer would reduce payments under the Notes in the amount of such withholding

taxes, the Company is obliged, subject to certain conditions, to ‘‘gross-up’’, or increase its payments
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as may be necessary so that the Issuer receives the net amount equal to the full amount it would

have received absent such withholding.

It should be noted, however, that tax gross-up provisions may not be enforceable under Russian

law. The Company’s failure to gross-up would constitute an Event of Default pursuant to the Loan
Agreement, regardless of such enforceability. If the Company is obligated to increase the payments, it

may, without premium or penalty but subject to certain conditions, prepay the Loan in full. In such

a case, the Issuer would redeem in full all outstanding Notes at par, together with accrued but

unpaid interest and additional amounts, if any, to the date of redemption.

For double taxation treaty relief from Russian withholding tax, preliminary approval from the

Russian tax authorities is neither required nor possible. However, the Russian tax authorities may

subsequently scrutinise the Issuer’s eligibility for such treaty relief during tax audits.

Russian value added tax is not applied to the rendering of financial services involving the

provision of a loan in monetary form. Therefore, no value added tax should be payable in the

Russian Federation on any payment of interest or principal in respect of the Loan.

Irish Taxation

The following is a summary of the principal Irish tax consequences for individuals and

companies of ownership of the Notes based on the laws and practice of the Irish Revenue

Commissioners currently in force in Ireland and may be subject to change. It deals with Noteholders

who beneficially own their Notes thereon as an investment. Particular rules not discussed below may

apply to certain classes of taxpayers holding Notes, such as dealers in securities, trusts etc. The

summary does not constitute tax or legal advice and the comments below are of a general nature
only. Prospective investors in the Notes should consult their professional advisers on the tax

implications of the purchase, holding, redemption or sale of the Notes and the receipt of interest

thereon under the laws of their country of residence, citizenship or domicile.

Withholding Tax

In general, tax at the standard rate of income tax (currently 20 per cent.) is required to be

withheld from payments of Irish source interest which should include interest payable on the Notes.

The Issuer will not be obliged to make a withholding or deduction for or on account of Irish income
tax from a payment of interest on a Note where certain exemptions apply, in particular, so long as

the interest paid on the relevant Note falls within one of the following categories:

(a) Interest Paid on a Quoted Eurobond: A quoted Eurobond is a security which is issued by a

company (such as the Issuer), is listed on a recognised stock exchange (such as the Irish or

Luxembourg Stock Exchanges) and carries a right to interest. Provided that the Notes are

interest bearing and are listed on a recognised stock exchange (such as the Irish Stock

Exchange), interest paid on them can be paid free of withholding tax provided:

(i) the person by or through whom the payment is made is not in Ireland; or

(ii) the payment is made by or through a person in Ireland and either:

(A) the Note is held in a clearing system recognised by the Irish Revenue

Commissioners; (Euroclear and Clearstream, Luxembourg are, amongst others,
so recognised); or

(B) the person who is the beneficial owner of the quoted Eurobond and who is

beneficially entitled to the interest is not resident in Ireland and has made a

declaration to a relevant person (such as a paying agent located in Ireland) in

the prescribed form.

Thus, so long as the Notes continue to be quoted on the Irish Stock Exchange and are

held in DTC, Euroclear and/or Clearstream, Luxembourg, interest on the Notes can be

paid by any Paying Agent acting on behalf of the Issuer free of any withholding or

deduction for or on account of Irish income tax. If the Notes continue to be quoted but

cease to be held in a recognised clearing system, interest on the Notes may be paid
without any withholding or deduction for or on account of Irish income tax provided such

payment is made through a Paying Agent outside Ireland.

(b) Interest paid to a person resident in a relevant territory: If, for any reason, the Quoted

Eurobond exemption referred to above ceases to apply, interest payments may still be

made free of withholding tax provided that
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(i) the Issuer remains a ‘‘qualifying company’’ as defined in section 110 of the TCA and

the Noteholder is a person which is resident in a relevant territory at the time of the

payment. A relevant territory is a Member State of the European Union (other than

Ireland) or a country with which Ireland has a double taxation agreement in force or
that is signed and which will come into force once all ratification procedures have

been completed (a ‘‘Relevant Territory’’), or

(ii) the interest is paid in the ordinary course of the Issuer’s business and the Noteholder

is a company which is resident in a Relevant Territory,

and the recipient is not a company which receives the interest in connection with a trade

or business carried on by it through a branch or agency in Ireland.

The Issuer must be satisfied that the respective terms of the exemptions are satisfied. The

test of residence in each case is determined by reference to the law of the Relevant

Territory in which the Noteholder claims to be resident. For other holders of Notes,

interest may be paid free of withholding tax if the Noteholder is resident in a double tax

treaty country and under the provisions of the relevant treaty with Ireland such
Noteholder is exempt from Irish tax on the interest and clearance in the prescribed form

has been received by the Issuer before the interest is paid.

Encashment Tax

Irish tax will be required to be withheld at the standard rate of income tax (currently 20 per

cent.) from interest on any Note, where such interest is collected or realised by a bank or encashment

agent in Ireland on behalf of any Noteholder. There is an exemption from encashment tax where the

beneficial owner of the interest is not resident in Ireland and has made a declaration to this effect in

the prescribed form to the encashment agent or bank.

Income Tax and Levies

Notwithstanding that a Noteholder may receive interest on the Notes free of withholding tax,

the Noteholder may still be liable to pay Irish tax with respect to such interest. Noteholders resident
or ordinarily resident in Ireland who are individuals may be liable to pay Irish income tax, social

insurance (PRSI) contributions, the health levy and the income levy in respect of interest they receive

on the Notes.

Interest paid on the Notes may have an Irish source and therefore may be within the charge to

Irish income tax. In the case of Noteholders who are non-resident individuals such Noteholders may

also be liable to pay the health levy and the income levy in respect of interest they receive on the

Notes.

Ireland operates a self-assessment system in respect of tax and any person, including a person

who is neither resident nor ordinarily resident in Ireland, with Irish source income comes within its

scope.

There are a number of exemptions from Irish income tax available to certain non-residents.

Firstly, interest payments made by the Issuer are exempt from income tax so long as the Issuer is a
qualifying company for the purposes of section 110 of the TCA, the recipient is not resident in

Ireland and is resident in a Relevant Territory and, the interest is paid out of the assets of the Issuer.

Secondly, interest payments made by the Issuer in the ordinary course of its business are exempt

from income tax provided the recipient is not resident in Ireland and is a company resident in a

Relevant Territory. Thirdly, interest paid by the Issuer free of withholding tax under the quoted

Eurobond exemption and under the wholesale debt instruments exemption is exempt from income tax,

where the recipient is a person not resident in Ireland and resident in a Relevant Territory. For these

purposes, residence is determined under the terms of the relevant double taxation agreement or in any
other case, the law of the country in which the recipient claims to be resident. Interest falling within

the above exemptions is also exempt from the health levy and the income levy.

Notwithstanding these exemptions from income tax, a corporate recipient that carries on a trade

in Ireland through a branch or agency in respect of which the Notes are held or attributed, may have

a liability to Irish corporation tax on the interest.

Relief from Irish income tax may also be available under the specific provisions of a double tax

treaty between Ireland and the country of residence of the recipient.
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Interest on the Notes which does not fall within the above exemptions is within the charge to

income tax, and, in the case of Noteholders who are individuals, the charge to the health levy and

the income levy. In the past, the Irish Revenue Commissioners have not pursued liability to tax in

respect of persons who are not regarded as being resident in Ireland except where such persons have
a taxable presence of some sort in Ireland or seek to claim any relief or repayment in respect of Irish

tax. However, there can be no assurance that the Irish Revenue Commissioners will apply this

treatment in the case of any Noteholder.

Capital Gains Tax

A holder of Notes will not be subject to Irish tax on capital gains on a disposal of Notes unless

such holder is either resident or ordinarily resident in Ireland or carries on a trade or business in
Ireland through a branch or agency in respect of which the Notes were used or held.

Capital Acquisitions Tax

A gift or inheritance comprising of Notes will be within the charge to capital acquisitions tax

(which subject to available exemptions and reliefs, will be levied at 25 per cent. if either (i) the

disponer or the donee/successor in relation to the gift or inheritance is resident or ordinarily resident

in Ireland (or, in certain circumstances, if the disponer is domiciled in Ireland irrespective of his
residence or that of the donee/successor) on the relevant date or (ii) if the Notes are regarded as

property situate in Ireland (i.e. if the Notes are physically located in Ireland or if the register of the

Notes is maintained in Ireland).

Stamp Duty

No stamp duty or similar tax is imposed in Ireland (on the basis of an exemption provided for

in Section 85(2)(c) to the Irish Stamp Duties Consolidation Act, 1999 assuming the proceeds of the

Notes are used in the course of the Issuer’s business), on the issue, transfer or redemption of the
Notes.

EU Directive on the Taxation of Savings Income

The Council of the European Union has adopted a directive regarding the taxation of interest

income known as the ‘‘European Union Directive on the Taxation of Savings Income (Directive 2003/

48/EC)’’. Ireland has implemented the directive into national law. Accordingly, any Irish paying agent

making an interest payment on behalf of the Issuer to an individual or certain residual entities
resident in another Member State of the European Union or certain associated and dependent

territories of a Member State will have to provide details of the payment and certain details relating

to the Noteholder (including the Noteholder’s name and address) to the Irish Revenue Commissioners

who in turn will provide such information to the competent authorities of the state or territory of

residence of the individual or residual entity concerned.

The Issuer, or certain other persons shall be entitled to require Noteholders to provide any

information regarding their tax status, identity or residency in order to satisfy the disclosure

requirements in Directive 2003/48/EC and Noteholders will be deemed by their subscription for Notes

to have authorised the automatic disclosure of such information by the Issuer, or any other person to

the relevant tax authorities.
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GENERAL INFORMATION

1. The Notes have been accepted for clearance through Euroclear and Clearstream,

Luxembourg with a Common Code of 046341805. The International Securities

Identification Number for the Notes is XS0463418052.

2. This Prospectus has been approved by the Financial Regulator, as competent authority

under the Prospectus Directive. The Financial Regulator only approves this Prospectus as

meeting the requirements imposed under Irish and EU law pursuant to the Prospectus

Directive. Application has been made to the Irish Stock Exchange for the Notes to be

admitted to the Official List and trading on its regulated market. Arthur Cox Listing

Services Limited is acting solely in its capacity as listing agent for the Issuer in connection

with the Notes and is not itself seeking admission of the Notes to the Official List of the

Irish Stock Exchange or to trading on its regulated market for the purposes of the
Prospectus Directive.

3. In connection with the application for the Notes to be admitted to the Official List of the

Irish Stock Exchange, copies (and English translations where the documents in question

are not in English) of the following documents may be inspected at and are available in

physical form from the registered office of the Issuer and the specified offices of the

Principal Paying Agent in London during normal business hours on any weekday

(Saturdays, Sundays and public holidays excepted) so long as any of the Notes are

admitted to the Official List of the Irish Stock Exchange:

(a) a copy of this Prospectus, together with any supplement to this Prospectus;

(b) the Agency Agreement;

(c) the Trust Deed, which includes the forms of the Global Notes and the definitive

Notes;

(d) the Loan Agreement;

(e) IFRS condensed consolidated interim financial information of the Group as at and

for the three months ended 31 March 2009;

(f) IFRS consolidated financial statements of the Group as at and for the years ended 31

December 2008 and 31 December 2007;

(g) The financial statements of the Issuer as at and for the years ended 31 December

2007 and 31 December 2006;

(h) the charter of the Company and the articles of association of the Issuer; and

(i) copies (with an English translation) of the authorisations listed below.

4. The issue of the Notes and the Loan Agreement and the other documents to be entered

into by it in relation to the issue of the Notes have been approved and authorised by a

resolution of the Board of Directors of the Issuer dated 22 September 2009.

5. Since 31 March 2009, there has been no significant change in the financial or trading

position of the Company or the Group and no material adverse change in the prospects of
the Company or the Group.

6. Since 31 December 2007, there has been no significant change in the financial or trading

position of the Issuer and no material adverse change in the financial position and

prospects of the Issuer. The Issuer has no subsidiaries.

7. The Company has obtained all necessary consents, approvals and authorisations in Russia

in connection with its entry into, and the performance of its obligations under, the Loan

Agreement.

8. No consents, approvals, authorisations or orders of any regulatory authorities are required

by the Issuer under the laws of Ireland for its entry into, and the performance of its

obligations under, the Loan Agreement or for the issue of, and performance of its

obligations under, the Notes.
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9. There are no and have not been any governmental, legal or arbitration proceedings

(including any such proceedings which are pending or threatened of which the Company is

aware) which may have, or have had during the 12 months prior to the date of this

Prospectus, a significant effect on the consolidated financial position of the Company or
the Group.

10. There are no and have not been any governmental, legal or arbitration proceedings
(including any such proceedings which are pending or threatened of which the Issuer is

aware) which may have or have had since incorporation, a significant effect on the

financial position of the Issuer.

11. The Trust Deed provides, among other things, that the Trustee may act and/or rely on the

opinion or advice of or a certificate of any information obtained from any lawyer, banker,

valuer, surveyor, broker, auctioneer, accountant, auditor or other expert (whether or not

addressed to the Trustee), notwithstanding that such opinion, advice, certificate or

information contains a monetary or other limit on the liability of any of the above-

mentioned persons in respect thereof.

12. The Group’s consolidated financial statements as at and for the years ended 31 December

2008 and 31 December 2007 have been audited by PwC. The Group’s condensed

consolidated interim financial information as at and for the three months ended 31 March
2009 has been reviewed by PwC. The Group prepares its financial statements in Russian

Roubles and all the translations into U.S. dollars were made for the convenience of the

reader only. The Group will not be preparing interim financial statements in the future.

13. References made in this Prospectus to any web addresses do not form a part of this

Prospectus for the purposes of its approval or of the listing of the Notes.
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NIZHNEKAMSKNEFTEKHIM GROUP
IFRS Consolidated Financial Statements – for the year ended 31 December 2007
(in millions of Russian roubles, unless otherwise stated)

The accompanying notes on pages 8 to 38 are an integral part of these consolidated financial statements.

Consolidated Income Statement

Note 2007 2006

Revenues
Product sales 16 63,422 51,950
Processing fees 504 606
Transportation recharges 317 472
Other income 940 861
Total revenues and other income 65,183 53,889

Operating expenses
Cost of sales 17 (53,018) (43,733)
Selling, general and administrative expenses 18 (7,568) (6,658)
Total operating expenses (60,586) (50,391)

Operating profit 4,597 3,498

Financial income/(expenses)
Exchange gain, net 523 852
Interest income 107 277
Interest expense (780) (1,072)
Total financial income/(expenses) (150) 57

Share of net results of associates 9 178 262

Profit before taxation 4,625 3,817
Income tax expense 19 (1,304) (1,038)
Profit for the year 3,321 2,779

Profit attributable to:
Parent company shareholders 3,203 2,713
Minority interests 118 66
Profit for the year 3,321 2,779

Earnings (basic and fully diluted) per participating
share (Russian roubles per share) 14 1.87 1.90
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NIZHNEKAMSKNEFTEKHIM GROUP
IFRS Consolidated Financial Statements – for the year ended 31 December 2007
(in millions of Russian roubles, unless otherwise stated)

The accompanying notes on pages 8 to 38 are an integral part of these consolidated financial statements.

Consolidated Statement of Cash Flows
2007 2006

Cash flows from operating activities
Cash receipts from customers 73,949 59,643
Cash paid to suppliers and employees, and taxes other than
on income (69,404) (54,386)
Interest paid (961) (1,205)
Income tax paid (1,116) (1,083)
Change in restricted cash 253 29
Net cash from operating activities 2,721 2,998

Cash flows from investing activities
Loans given (20) (50)
Proceeds from sale of third party promissory notes and other
financial assets 86 114
Proceeds from sale of property, plant and equipment 2,776 960
Purchase of property, plant and equipment (7,074) (6,797)
Dividends and interest received 31 44
Net cash used for investing activities (4,201) (5,729)

Cash flows from financing activities
Proceeds from long and short-term borrowings 21,836 15,809
Repayment of long and short-term borrowings (20,185) (16,966)
Dividends paid (561) (351)
Net cash received from/(used for) financing activities 1,090 (1,508)

Net decrease in cash and cash equivalents before
the effects of exchange rate changes (390) (4,239)
Effect of exchange rate changes (27) 18

Net decrease in cash and cash equivalents (417) (4,221)

Cash and cash equivalents at the beginning of the year 569 4,790

Cash and cash equivalents at the end of the year 152 569
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NIZHNEKAMSKNEFTEKHIM GROUP
IFRS Consolidated Financial Statements – for the year ended 31 December 2007
(in millions of Russian roubles, unless otherwise stated)

The accompanying notes on pages 8 to 38 are an integral part of these consolidated financial statements.

Consolidated Statement of Changes in Equity

Share
capital

Treasury
shares

Retained
earnings

Currency
translation

reserve

Total equity
attributable to

the Company’s
equity holders

Minority
interest Total

Balance at 31
December 2005 6,332 (1,394) 15,142 6 20,086 945 21,031
Currency translation
adjustment - - - 5 5 5 10
Net profit recognised
directly in equity - - - 5 5 5 10
Profit for the year - - 2,713 - 2,713 66 2,779
Total recognized
profit for the year - - 2,713 - 2,713 66 2,779
Treasury shares
purchases (see
Note 14) - - - - - - -
Dividends* - - (311) - (311) (50) (361)
Balance at 31
December 2006 6,332 (1,394) 17,544 11 22,493 966 23,459
Currency translation
adjustment - - - 16 16 16 32
Treasury shares
disposal (see
Note 14, 15) - 1,394 664 - 2,058 - 2,058
Gain on disposal of
treasury shares - - 621 - 621 - 621
Provision on
available for sale
investments - - (546) - (546) - (546)
Net profit recognised
directly in equity - 1,394 739 16 2,149 16 2,165
Profit for the year - - 3,203 - 3,203 118 3,321
Total recognized
profit for the year - 1,394 3,942 16 5,352 134 5,486
Dividends - - (1,016) - (1,016) (40) (1,056)
Balance at 31
December 2007 6,332 - 20,470 27 26,829 1,060 27,889

* Dividends adjusted for dividends attributable to treasury shares
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NIZHNEKAMSKNEFTEKHIM GROUP
IFRS Consolidated Financial Statements – for the year ended 31 December 2007
(in millions of Russian roubles, unless otherwise stated)

Note 1 Nizhnekamskneftekhim Group and its operations

OAO Nizhnekamskneftekhim (the "Company") was incorporated as an open joint stock company on 18 August 1993
(the "privatisation date") pursuant to approval by the State Property Management Committee of the Republic of
Tatarstan, a republic within the Russian Federation. All assets and liabilities previously managed by the production
association Nizhnekamskneftekhim were transferred to the Company at their book value at the privatisation date in
accordance with the privatisation laws of the Republic of Tatarstan.

The Company's registered address is 423574, Nizhnekamsk, the Republic of Tatarstan, Russian Federation.

The Company and its subsidiaries listed in Note 20 (the "Group") are principally engaged in the production and sale
of petrochemicals within the Republic of Tatarstan. The Group employed an average of 25,005 and 24,796
employees during the years ended 31 December 2007 and 2006, respectively.

The main shareholders of the Company as at 31 December 2007 are: OAO Svyazinvetsneftekhim (100% owned by
the Republic of Tatarstan) (31 December 2007 – 25.2% of share capital; 31 December 2006 – 25.2% of share
capital); and the TAIF Group (31 December 2007 – 44.5% of share capital; 31 December 2006 – 22.5% of share
capital). 22.0% of the Company’s share capital was accounted for as treasury shares as of 31 December 2006. As
discussed in Note 3, 14, 15 the Group lost control of the entity that held these treasury shares in 2007. These
shares were acquired by a member of the TAIF group. In November 2005 OAO Svyazinvestneftehim transferred
under a trust management agreement its interest in 25.2% of the Company’s share capital to a member of the TAIF
Group. This trust management agreement is for a period of five years and permits OOO TAIF-Invest to manage and
vote these shares. As a consequence of the above, currently the TAIF Group controls the Company. Ultimately,
because of its ultimate ownership, the Government of the Republic of Tatarstan also controls the Group (see Note
14).

Management considers the Group to have a single main activity since all its manufacturing facilities are located in
Nizhnekamsk and none of its main products or the associated assets are large enough to constitute a separate
business segment. The Group’s primary format for reporting segment information is business segments, and its
secondary format is geographic segments. Approximately 51% of total sales during 2007 (57% during 2006) were
made to customers in export markets (see Note 16). These export sales are invoiced and settled principally in US
dollars and Euros.

The Company has its primary share listing on the MICEX stock exchange and quotation list «A» of second level on
the RTS stock exchange, with a further listing of Level 1 American Depositary Receipts on the Berlin and Frankfurt
stock exchanges.

Note 2 Basis of preparation

Basis for preparation

These consolidated financial statements have been prepared in accordance with, and comply with, International
Financial Reporting Standards (“IFRS”) under the historical cost convention. The financial statements are based on
the statutory records, with adjustments and reclassifications recorded for the purpose of fair presentation in
accordance with IFRS.

Functional and presentation currency

The Group’s subsidiaries and associates maintain their accounting records in Russian Roubles (“RR”), which is their
functional currency, and prepare their statutory financial statements in accordance with the Federal Law on
Accounting. There is one exception to this, which is a subsidiary that is incorporated in Finland, and who operates
and prepares its financial statements in Euros. All amounts in these financial statements are presented in millions of
Russian Roubles ("RR million"), unless otherwise stated.

New accounting pronouncements and revised standards

Certain new IFRSs became effective for the Group from 1 January 2007. Listed below are those new or amended
standards or interpretations which are or in the future could be relevant to the Group’s operations and the nature of
their impact on the Group’s accounting policies.

IFRS 7 Financial Instruments: Disclosures (effective from January 1, 2007). The IFRS introduced new disclosure
requirements for financial instruments. The volume of disclosures increased significantly with an emphasis on
quantitative aspects of risk exposures and the methods of risk management. The quantitative disclosures provide
information about the extent to which the entity is exposed to risk, based on information provided internally to the
entity’s key management personnel. Qualitative and quantitative disclosures cover exposure to credit risk, liquidity
risk and market risk including sensitivity analysis to market risk. IFRS 7 replaced IAS 30, Disclosures in the Financial
Statements of Banks and Similar Financial Institutions, and some of the requirements in IAS 32, Financial
Instruments: Disclosure and Presentation. An Amendment to IAS 1 also introduced disclosures about level of an
entity’s capital and how it manages capital.
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NIZHNEKAMSKNEFTEKHIM GROUP
IFRS Consolidated Financial Statements – for the year ended 31 December 2007
(in millions of Russian roubles, unless otherwise stated)

Note 2 Basis of preparation (continued)

IFRIC 7, Applying the Restatement Approach under IAS 29, effective for annual periods beginning on or after March
1, 2006 (that is from January 1, 2007 for these financial statements). The Interpretation clarified the application of
IAS 29 in the reporting period in which hyperinflation is first identified. It states that IAS 29 should initially be applied
as if the economy has always been hyperinflationary. It further clarified calculation of deferred income taxes in the
opening balance sheet restated for hyperinflation in accordance with IAS 29.

IFRIC 8, Scope of IFRS 2, effective for annual periods beginning on or after May 1, 2006 (that is from
January 1, 2007 for these financial statements). The interpretation states that IFRS 2 also applies to transactions in
which the entity receives unidentifiable goods or services and that such items should be measured as the difference
between the fair value of the share-based payment and the fair value of any identifiable goods or services received
(or to be received).

IFRIC 9, Reassessment of Embedded Derivatives, effective for annual periods beginning on or after June 1, 2006.
The Interpretation clarifies that an entity should assess whether an embedded derivative should be accounted for
separately from the host contract when the entity first becomes party to the contact. Only if the contact subsequently
is significantly modified the entity reassesses whether to separate or not.

IFRIC 10 Interim Financial Reporting and Impairment (effective for annual periods beginning on or after
November 1, 2006). The interpretation clarifies that an entity should not reverse an impairment loss recognised in
previous interim periods in respect of goodwill or an investment in a financial asset carried at cost.

Effect of Adoption. The effect of adoption of the above new or revised standards and interpretations on the Group’s
financial position at 31 December 2007 and 31 December 2006 and on the results of its operations for the years
then ended was not significant.

Certain new standards and interpretations have been published that are mandatory for the Group’s accounting
periods beginning on or after 1 January 2008 or later periods and which the entity has not early adopted.

IFRS 8 Operating Segments (effective for annual periods beginning on or after January 1, 2009). The Standard
applies to entities whose debt or equity instruments are traded in a public market or that file, or are in the process of
filing, their financial statements with a regulatory organisation for the purpose of issuing any class of instruments in a
public market. IFRS 8 requires an entity to report financial and descriptive information about its operating segments
and specifies how an entity should report such information.

Puttable financial instruments and obligations arising on liquidation—IAS 32 and IAS 1 Amendment (effective from
1 January 2009). The amendment requires classification as equity of some financial instruments that meet the
definition of a financial liability.

IAS 1, Presentation of Financial Statements (revised September 2007; effective for annual periods beginning on or
after 1 January 2009). The main change in IAS 1 is the replacement of the income statement by a statement of
comprehensive income which will also include all non-owner changes in equity, such as the revaluation of available-
for-sale financial assets. Alternatively, entities will be allowed to present two statements: a separate income
statement and a statement of comprehensive income. The revised IAS 1 also introduces a requirement to present a
statement of financial position (balance sheet) at the beginning of the earliest comparative period whenever the
entity restates comparatives due to reclassifications, changes in accounting policies, or corrections of errors. The
Group expects the revised IAS 1 to affect the presentation of its financial statements but to have no impact on the
recognition or measurement of specific transactions and balances.

IAS 27, Consolidated and Separate Financial Statements (revised January 2008; effective for annual periods
beginning on or after 1 July 2009). The revised IAS 27 will require an entity to attribute total comprehensive income
to the owners of the parent and to the non-controlling interests (previously “minority interests”) even if this results in
the non-controlling interests having a deficit balance (the current standard requires the excess losses to be allocated
to the owners of the parent in most cases). The revised standard specifies that changes in a parent’s ownership
interest in a subsidiary that do not result in the loss of control must be accounted for as equity transactions. It also
specifies how an entity should measure any gain or loss arising on the loss of control of a subsidiary. At the date
when control is lost, any investment retained in the former subsidiary will have to be measured at its fair value.
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NIZHNEKAMSKNEFTEKHIM GROUP
IFRS Consolidated Financial Statements – for the year ended 31 December 2007
(in millions of Russian roubles, unless otherwise stated)

Note 2 Basis of preparation (continued)

IFRS 3, Business Combinations (revised January 2008; effective for business combinations for which the acquisition
date is on or after the beginning of the first annual reporting period beginning on or after 1 July 2009). The revised
IFRS 3 will allow entities to choose to measure non-controlling interests using the existing IFRS 3 method
(proportionate share of the acquiree’s identifiable net assets) or at fair value. The revised IFRS 3 is more detailed in
providing guidance on the application of the purchase method to business combinations. The requirement to
measure at fair value every asset and liability at each step in a step acquisition for the purposes of calculating a
portion of goodwill has been removed. Instead, goodwill will be measured as the difference at acquisition date
between the fair value of any investment in the business held before the acquisition, the consideration transferred
and the net assets acquired. Acquisition-related costs will be accounted for separately from the business
combination and therefore recognised as expenses rather than included in goodwill. An acquirer will have to
recognise at the acquisition date a liability for any contingent purchase consideration. Changes in the value of that
liability after the acquisition date will be recognised in accordance with other applicable IFRSs, as appropriate, rather
than by adjusting goodwill. The revised IFRS 3 brings into its scope business combinations involving only mutual
entities and business combinations achieved by contract alone.

Vesting Conditions and Cancellations—Amendment to IFRS 2, Share-based Payment (issued in January 2008;
effective for annual periods beginning on or after 1 January 2009). The amendment clarifies that only service
conditions and performance conditions are vesting conditions. Other features of a share-based payment are not
vesting conditions. The amendment specifies that all cancellations, whether by the entity or by other parties, should
receive the same accounting treatment.

IFRIC 11, IFRS 2 Group and Treasury Share Transactions (effective for annual periods beginning on or after
March 1, 2007). This Interpretation addresses how to apply IFRS 2 “Share-based Payment” to share-based payment
arrangements involving an entity’s own equity instruments or equity instruments of another entity in the same group
(e.g. equity instruments of its parent).

IFRIC 12, Service Concession Arrangements (effective for annual periods beginning on or after January 1, 2008).
The interpretation addresses how service concession operators should apply existing IFRS to account for the
obligations they undertake and rights they receive in service concession arrangements. It does not address
accounting for the government side of service concession arrangements.

IFRIC 13, Customer Loyalty Programmes (effective for annual periods beginning on or after July 1, 2008). The
interpretation addresses accounting by entities that grant loyalty award credits (such as ‘points’ or travel miles) to
customers who buy other goods or services. Specifically, it explains how such entities should account for their
obligations to provide free or discounted goods or services (‘awards’) to customers who redeem award credits.

IFRIC 14, IAS 19 – The Limit on a Defined Benefit Asset, Minimum Funding Requirements and their Interaction.
(effective for annual periods beginning on or after January 1, 2008). IFRIC 14 addresses when refunds or reductions
in future contributions should be regarded as available in accordance with paragraph 58 of IAS 19; how a minimum
refunding requirement might affect the availability of reductions in future contributions, and when a minimum
refunding requirement might give rise to a liability. IFRIC 14 is not relevant for the Company’s operations.

IAS 23, Borrowing Cost (Amendment, applies to borrowing costs relating to qualifying assets for which the
commencement date for capitalization is on or after January 1, 2009). The amendment eliminates the option of
immediately recognising as an expense borrowing costs that relate to the assets which requires substantial period of
time to get ready for use or sale.

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

Note 3 Critical accounting estimates and professional judgements in applying accounting
policies

The preparation of consolidated financial statements in conformity with IFRS requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities at the date of the financial
information preparation and the reported amounts of revenues and expenses during the reporting period. Actual
results may differ from such estimates. In particular, information about significant areas of estimation and critical
judgments in applying accounting policies made by management in preparing these financial statements include:

Impairment provision for property, plant and equipment. Management has used various assumptions in the
calculation of the recoverable value of property, plant and equipment. Variations in these assumptions may give rise
to a significantly different amount for any impairment provision. Management have estimated that if the discount
rates used in calculating impairment were reduced from an average 11.4% to 10.0%, then the carrying value of
property, plant and equipment would have increased by RR 21 million. Additionally, management have estimated
that if future cash flows were to be reduced by 5.0% then the carrying value of property, plant and equipment would
have reduced by RR 9 million.
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Note 3 Critical accounting estimates and professional judgements in applying accounting
policies (continued)

Impairment provision for receivables. Management has determined the impairment provision for accounts
receivable based on specific customer identification, customer payment trends and subsequent receipts and
settlements. The management of the Group believes that Group entities will be able to realise the net receivable
amount through direct collections and other non-cash settlements, and that, therefore, the recorded value
approximates their fair value.

Impairment provision for other current assets. Management has determined the fair value of other current
assets, based on an assessment of their recoverability and future expected cash flows.

Estimation of provision in respect of payments to employees on retirement. Management has determined that
certain lump sum payments to employees on retirement constitute neither a legal or constructive obligation to the
Group. Consequently, no provision in respect of post-employment benefits has been created. Management
continues to review such programmes and continues to assess whether they give rise to a legal or constructive
obligation. If a constructive obligation were to have been assessed to have arisen as of the beginning of the period
then a provision of approximately RR 60 to 80 million would have needed to be recorded.

Deferred income tax asset recognition. Deferred tax assets represent income taxes recoverable through future
deductions from taxable profits and is recorded on the balance sheet. Deferred income tax assets are recorded to
the extent that realisation of the related tax benefit is probable. Management has estimated that if estimated future
earnings of entities with deferred tax assets were to be reduced by 5% then deferred tax assets would not be
reduced significantly.

The Group has not recognised any deferred tax liability in respect of temporary differences associated with
investments in subsidiaries as the Group is able to control the timing of the reversal of those temporary differences
and does not intend to reverse them in the foreseeable future.

In determining future taxable profits and the amount of tax benefits that are probable in the future management
makes judgements and applies estimation based on last three years taxable profits and expectations of future
income that are believed to be reasonable under the circumstances.

Disposals of treasury shares. Following the developments of 2007 management reassessed the Company’s ability
to control an entity that held 402,814,001 shares in the Company, these shares were accounted for as treasury
shares as of 31 December 2006. This entity was deconsolidated primarily due to the entity's disposal of the
Company's shares to a related party. The Group recognised an available-for-sale investment in respect of its interest
in this entity following its deconsolidation. See further discussion of this matter in Note 15.

Note 4 Summary of significant accounting policies

4.1 Group accounting

Subsidiaries

Those business undertakings in which the Group, directly or indirectly, has an interest of usually more than one half
of the voting rights or otherwise has power to exercise control over the operations, are defined as subsidiary
undertakings (“subsidiaries”) and have been consolidated. Subsidiaries are consolidated from the date on which
effective control is transferred to the Group and are no longer consolidated from the date when such control ceases.

All transactions, balances and unrealised gains and losses on transactions within the Group have been eliminated in
the consolidation. Where necessary, accounting policies of subsidiaries have been changed to ensure consistency
with the policies adopted by the Group.

For subsidiaries that are not wholly owned, minority's interest is measured as its proportion of the fair value at the
acquisition date of the assets and liabilities of the subsidiary, adjusted for its share of subsequent profits, losses and
dividends. Minority’s interest transactions are accounted using the parent company method.
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Note 4 Summary of significant accounting policies (continued)

Associates

Entities over which the Group generally has between 20% and 50% of the voting rights, or otherwise the Group has
significant influence, but which it does not control (“associates”) are accounted for by the equity method of accounting.
Under this method the Group’s share of the post-acquisition profits or losses of associates is recognised in the income
statement and its share of post-acquisition movements in reserves is recognised in reserves. The cumulative post-
acquisition movements are adjusted against the cost of the investment. Unrealised gains on transactions between the
Group and its associates are eliminated to the extent of the Group's interest in the associates; unrealised losses are
also eliminated unless the transaction provides evidence of an impairment of the asset transferred.

Equity accounting is discontinued when the carrying amount of the investment in an associate reaches zero. When
the Group has incurred obligations or guaranteed obligations in respect of the associate equity accounting is
continued.

4.2 Investments

The Group classifies its investments into the following categories: trading, held-to-maturity or available-for-sale,
loans to other entities and long-term accounts receivable. Investments that are acquired principally for the purpose
of generating a profit from short-term fluctuations in price are classified as trading investments and included in
current assets. Investments with a fixed maturity that the management has the intent and ability to hold to maturity
are classified as held-to-maturity and are included in non-current assets. During the year, the Group did not hold any
investments classified as trading or held-to-maturity. Investments intended to be held for an indefinite period of time,
which may be sold in response to needs for liquidity or changes in interest rates, are classified as available-for-sale;
these are included in non-current assets unless management has expressed the intention of holding the investment
for less than 12 months from the balance sheet date or unless they will need to be sold to raise operating capital, in
which case they are included in current assets. Loans to other entities and long-term accounts receivable are
included in non-current assets unless management has expressed the intention of holding the investment for less
than 12 months from the balance sheet date or unless they will need to be sold to raise operating capital, in which
case they are included in current assets. Management determines the appropriate classification of its investments at
the time of the purchase and reviews such designation on a regular basis.

All purchases and sales of investments are recognized on trade-date – the date on which the Group commits to
purchase or sell the asset. Cost of purchase includes transaction costs. Trading and available-for-sale investments
are subsequently carried at fair value, whilst held-to-maturity investments are carried at amortized cost using the
effective yield method. Dividends on available-for-sale equity instruments are recognized in profit or loss when the
Group’s right to receive payment is established. All other elements of changes in the fair value are deferred in equity
until the investment is derecognized or impaired at which time the cumulative gain or loss is moved from equity to
profit or loss.

The Group’s investments which are not publicly traded, and for which therefore no reliable method of fair value
estimation exists, are excluded from fair value valuation.

Those financial assets that are excluded from fair valuation and that have a fixed maturity are measured at
amortized cost using the effective interest rate method less impairment. Those that do not have a fixed maturity date
are measured at cost less impairment.

Unquoted available-for-sale equity investments are reviewed for impairment losses at every balance sheet date and
whenever events or changes in circumstances indicate that the carrying amount may not be recoverable. When a
review for impairment is conducted, the recoverable amount is assessed by reference to the net present value of
expected future cash inflows. The discount rate applied is based upon the Group’s weighted average cost of capital
with appropriate adjustment for the risks associated with the investment under assessment. When the level of
information available to calculate the net present value of expected future cash inflows makes this exercise
impracticable, management uses different valuation techniques (such as net assets test) to estimate whether there
is objective evidence of impairment and to determine the likely amount of impairment, if any.

4.3 Cash and cash equivalents

Cash and cash equivalents consist of cash on hand, balances with banks and instruments with maturity at the date
of inception of less than three months, which are considered by the Group at the time of deposit to have minimal fair
value and default risks.
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Note 4 Summary of significant accounting policies (continued)

4.4 Accounts receivable

Accounts receivable are carried at original invoice amount less provision made for impairment, which is established
when there is objective evidence that the Group will not be able to collect all amounts due according to the original
terms of the contract. The amount of the provision is the difference between the carrying amount and the
recoverable amount, being the present value of expected cash flows, discounted at the market rate of interest for
similar borrowers.

4.5 Value added tax

Output value added tax related to sales is payable to tax authorities on the earlier of (a) collection of the receivables
from customers or (b) delivery of the goods or services to customers. Input VAT is generally recoverable against
output VAT upon receipt of the VAT invoice and acceptance of goods and services received. The tax authorities
permit the settlement of VAT on a net basis. VAT related to sales and purchases is recognised in the balance sheet
on a gross basis and disclosed separately as liability and asset. Where provision has been made for impairment of
receivables, impairment loss is recorded for the gross amount of the debtor, including VAT.

4.6 Inventories

Inventories are recorded at the lower of cost or net realisable value. Cost of inventory is determined on the weighted
average basis. The cost of finished goods and work in progress comprises raw material, direct labour, other direct
costs and related production overhead (based on normal operating capacity) but excludes borrowing costs. Net
realisable value is the estimated selling price in the ordinary course of business, less the cost of completion and
selling expenses.

4.7 Property, plant and equipment and related government grants

All property, plant and equipment is carried at cost, except for assets acquired prior to 1 January 2003 which have
been adjusted for the impact of changes in the general purchasing power in accordance with IAS 29 “Financial
Reporting in Hyperinflationary Economies”, less accumulated depreciation. Assets under construction are carried at
cost and depreciated from the time the asset is brought into use. At each balance sheet date an assessment is
made as to whether there is any indication that the recoverable amount of the Group’s property, plant and
equipment and assets under construction differs from the carrying amount. When there is such an indication, an
impairment provision or reversal, as applicable, is made which is included in the results of operations in the period in
which the indication of impairment or reversal occurred. The Group’s property, plant and equipment and assets
under construction are assessed for impairment by reference to the higher of their net selling price or their value in
use, based on future cash flow forecasts from continuing use of the asset discounted to net present value. The
discount rates used are those considered appropriate to the Group in the economic environment in the Russian
Federation at each balance sheet date.

Expenditures for maintenance, repair and minor renewals to maintain facilities are expensed as incurred. Major
replacements and renewals are capitalised.

Interest costs on borrowings to finance the construction of property, plant and equipment are capitalised as part of
the cost of the asset during the period of time that is reasonably required to complete and prepare the asset for its
intended use.

Gains and losses arising from the retirement or other disposal of property, plant and equipment are included in the
consolidated statement of income as incurred.

Depreciation is calculated using the straight-line method over the estimated useful lives of the assets as follows:

Years

Buildings 30-40
Equipment 7-20
Other 2-10

The Group maintains and constructs assets for social use by the local community. Social assets held by the Group
at privatisation that have subsequently been transferred, or are planned to be transferred, to government authorities
without consideration have not been recognised in the consolidated financial statements. The cost of social assets
constructed subsequent to privatisation and those related to the maintenance, repair and minor renewal of such
assets are expensed as incurred.
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Note 4 Summary of significant accounting policies (continued)

Government grants related to the acquisition of property, plant and equipment are recognised when there is
reasonable assurance that they will be received and that the Group will comply with any associated conditions. The
grants are included in non-current liabilities as deferred income, and are amortised on a straight-line basis over the
estimated useful lives of the related assets.

4.8 Finance leases

Assets held under finance leases are capitalized and included in property, plant and equipment at the lower of fair
value and the present value of the minimum lease payments as determined at the inception of the lease. The
obligations relating to finance leases, net of finance charges in respect of future periods, are determined at the
inception of the lease and included within liabilities. The interest element of the rental obligation is allocated to
accounting periods during the lease term to reflect the constant rate of interest on the remaining balance of the
obligation for each accounting period.

The Group has certain long-term arrangements under which it has acquired all of the capacity of certain property,
plant and equipment. In circumstances where it is considered that the Group has the majority of the risks and
rewards of ownership of the plant, the arrangement is considered to contain a finance lease.

4.9 Borrowings

Borrowings are recognised initially at cost, which is the fair value of the proceeds received (which is determined
using the prevailing market rate of interest for a similar instrument, if significantly different from the transaction
price), net of transaction costs incurred. In subsequent periods, borrowings are stated at amortised cost using the
effective yield method; any difference between fair value of the proceeds (net of transaction costs) and the
redemption amount is recognised as interest expense over the period of the borrowings.

4.10 Deferred income taxes

Deferred tax assets and liabilities are calculated in respect of temporary differences using the balance sheet liability
method. Deferred income taxes are provided for all temporary differences arising between the tax basis of assets
and liabilities and their carrying values for financial reporting purposes. A deferred tax asset is recorded only to the
extent that it is probable that taxable profit will be available against which the deductible temporary differences can
be utilised. Deferred tax assets and liabilities are measured at tax rates that are expected to apply to the period
when the asset is realised or the liability is settled, based on tax rates that have been enacted or substantively
enacted at the balance sheet date.

Deferred income tax is provided on temporary differences arising on investments in subsidiaries and associates,
except where the timing of the reversal of the temporary difference can be controlled and it is probable that the
temporary difference will not reverse in the foreseeable future.

4.11 Foreign currency transactions and translation

Monetary assets and liabilities, which are held by Group entities and denominated in foreign currencies at the
balance sheet date, are translated into the RR at the exchange rate prevailing at that date. Foreign currency
transactions are accounted for at the exchange rate prevailing at the date of the transaction. Gains and losses
resulting from the settlement of such transactions and from the translation of monetary assets and liabilities
denominated in foreign currency are recognised in the statement of income.

At 31 December 2007, the official rate of exchange, as determined by the Central Bank of the Russian Federation,
was US dollar (USD) 1=RR 24.5462 (31 December 2006 USD 1=RR 26.3311). The official Euro to RR exchange
rate at 31 December 2007, as determined by the Central Bank of the Russian Federation, was Euro (EUR) 1=RR
35.9332 (31 December 2006 EUR 1=34.6965). Exchange restrictions and currency controls exist relating to
converting the RR into other currencies. The RR is not freely convertible in most countries outside of the Russian
Federation.

The balance sheet of the foreign subsidiary is translated into RR at the exchange rate prevailing at the reporting
date. Statements of income of foreign entities are translated at average exchange rates for the year. Exchange
differences arising on the translation of the net assets of foreign subsidiaries are recognised as currency translation
adjustment and included in shareholders’ equity.
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Note 4 Summary of significant accounting policies (continued)

4.12 Shareholders’ equity

Share capital and treasury shares

Ordinary shares and non-redeemable preferred shares with discretionary dividends are both classified as equity.
Where Group companies purchase the Company’s equity share capital, the consideration paid including any
attributable transaction costs is deducted from total shareholders’ equity. Share capital is decreased by the nominal
value of these treasury shares and the difference between the nominal value and purchase price is charged against
retained earnings. Where such shares are subsequently sold, any consideration received is included in
shareholders’ equity. The gains (losses) arising from treasury share transactions are recognised as a movement in
the consolidated statement of changes in equity, net of associated costs including taxation.

Dividends

Dividends are recognised as a liability and deducted from equity at the balance sheet date only if they are declared
before or on the balance sheet date. Dividends are disclosed when they are proposed before the balance sheet date
or proposed or declared after the balance sheet date but before the financial statements are authorised for issue.

Earnings (loss) per share

Preferred shares are considered to be participating shares, as their dividend may not be less than that given with
respect to ordinary shares. Earnings per share is determined by dividing the net profit (loss) attributable to ordinary
and preference shareholders by the weighted average number of participating shares outstanding during the
reporting year.

4.13 Revenue recognition

Revenues are recognised when products are shipped or when title passes to the customer, as this is the date on
which the risks and rewards of ownership are transferred to the customers. Revenues are stated net of VAT and
similar compulsory payments collected on behalf of the authorities, and eliminating sales between Group
companies.

Sales of services are recognized in the accounting period in which the services are rendered, by reference to stage
of completion of the specific transaction assessed on the basis of the actual service provided as a proportion of the
total services to be provided.

Revenues are measured at the fair value of the consideration received or receivable. When the fair value of such
consideration cannot be measured reliably, revenue is measured at the fair value of the goods or services provided.

4.14 Employee benefits

The Group contributes to the Russian Federation state pension scheme on behalf of its employees. Mandatory
contributions to the governmental pension scheme are expensed when incurred. Discretionary pensions benefits are
included within personnel costs in selling, general and administrative expenses.

4.15 Uncertain tax positions

The Group's uncertain tax positions are reassessed by management at every balance sheet date. Liabilities are
recorded for income tax positions that are determined by management as less likely than not to be sustained if
challenged by tax authorities, based on the interpretation of tax laws that have been enacted or substantively
enacted by the balance sheet date. Liabilities for penalties, interest and taxes other than on income are recognized
based on management’s best estimate of the expenditure required to settle the obligations at the balance sheet
date.

4.16 Provisions

Provisions for liabilities and charges are recognized when the Group has a present legal or constructive obligation
as a result of past events, and it is probable that an outflow of resources will be required to settle the obligation, and
a reliable estimate of the amount can be made. Provisions are measured at the present value of the expenditures
expected to be required to settle the obligation.
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Note 5 Cash and cash equivalents and restricted cash

31 December 2007 31 December 2006

RR denominated amounts 107 385
Euro denominated amounts 25 73
USD denominated amounts 20 111

Total cash and cash equivalents 152 569

Restricted cash amounts represents deposits, related to Group's loan agreement with Eximbank (see Note 11).
These deposits totalled USD 6.7 million (RR 165 million) and USD 15.9 million (RR 418 million) at 31 December
2007 and 31 December 2006, respectively. The restricted cash balance of RR 165 million as at 31 December 2007
is reflected in current assets as the underlying borrowing is current as at 31 December 2007.

Note 6 Trade accounts receivable and other receivables

31 December 2007 31 December 2006

ZAO TAIF-NK note receivable - 2,876
Receivables from export sales (denominated in USD and Euro) 1,666 1,470
Receivables from domestic sales, net 1,418 664
Other accounts receivable, net 294 132

Total trade accounts receivable and other receivables 3,378 5,142

A provision for impairment of RR 129 million at 31 December 2007 (31 December 2006 – RR 508 million) has been
made against receivables from domestic sales to reduce them to their estimated recoverable value. The net
decrease in the provision of RR 8 million during the year ended 31 December 2007 (year ended 31 December 2006
- increase of RR 18 million) was recognised in the consolidated income statement as a component of selling,
general and administrative expenses.

The movement of the impairment provision for receivables from domestic sales is shown in the table below:

Year ended
31 December 2007

Year ended
31 December 2006

Balance at the beginning of the year 508 490
Increase in impairment provision 52 116
Reversal of impairment provision (60) (98)
Write-off of previously impaired trade receivables (371) -

Balance at the end of the year 129 508

Other accounts receivable are stated net of provision for impairment of RR 58 million as at 31 December 2007
(31 December 2006 – RR 326 million). The net increase in the provision of RR 58 million during the year ended
31 December 2007 (during the year ended 2006 – decrease of RR 70 million) was recognised in the consolidated
income statement as a component of selling, general and administrative expenses. The classification of RR 326
million related to the reclassification to non-current assets of the underlying receivable.

The movement of the impairment provision for other accounts receivables is shown in the table below:

Year ended
31 December 2007

Year ended
31 December 2006

Balance at the beginning of the year 326 396
Increase in impairment provision 63 64
Reversal of impairment provision (5) (134)
Reclassification (See Note 9) (326) -

Balance at the end of the year 58 326

The carrying amounts of trade accounts receivable and other receivables approximate their fair value.
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Note 6 Trade accounts receivable and other receivables (continued)

As at 31 December 2007 trade and other receivables of RR 187 million (31 December 2006 - RR 834 million) were
fully impaired. The amount of provision was RR 187 million as of 31 December 2007 (31 December 2006 - RR 834
million). The individually impaired receivables mainly relate to domestic customers who are in unexpectedly difficult
economic condition. The aging of these receivables is as follows:

31 December 2007 31 December 2006

Up to 3 to 6 months 28 -
Over 6 months 159 834

Total 187 834

As at 31 December 2007 trade receivables of RR 1,203 million (31 December 2006 - RR 454 million) were past due
but not impaired. These relate to a number of independent customers for whom there is no recent history of default.
The ageing analysis of these receivables is as follows:

31 December 2007 31 December 2006

Not past due 1,809 1,680
Up to 3 months 983 391
3 to 6 months 122 16
Past due more than 6 months 98 47

Total 3,012 2,134

The carrying amounts of the Group's trade and other receivables are denominated in the following currencies:

31 December 2007 31 December 2006

Russian roubles 1,712 3,672
US Dollar 797 630
Euro 869 840

Total 3,378 5,142

The other classes within trade accounts receivable and other receivables do not contain impaired assets.

The maximum exposure to credit risk at the reporting date is the fair value of each class of trade and other accounts
receivable mentioned above. The group does not hold any collateral as security.

Note 7 Other current assets

31 December 2007 31 December 2006

Financial assets
Loan to Tatneft-NKNK-Oil 92 92

Non-financial assets
Advances to suppliers 2,754 956
Taxes paid in advance and VAT receivable on export sales 968 920
Prepayments to customs 10 16
Other current assets 255 215

Total other current assets 4,079 2,199

Loan to Tatneft-NKNK-Oil

The Group has an unsecured RR denominated loan to its associate Tatneft-NKNK-Oil with a gross value of RR 386
million. This loan bears interest rate of 7.0% per annum, which is less than market rate. The original maturity date of
the loan was December 2004, however, during 2004 the maturity was extended until 31 August 2007. Management
have assessed the recoverability of this loan and reflected an additional impairment provision of RR 275 million
during 2006. As of 31 December 2007 and 2006 this loan had a net carrying value of RR 92 million.
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Note 7 Other current assets (continued)

The movement of the provision is shown in the table below:

Year ended
31 December 2007

Year ended
31 December 2006

Balance at the beginning of the year 299 -
Increase in impairment provision 15 299
Reversal of impairment provision (1) -
Write-off of previously impaired other current assets (3) -

Balance at the end of the year 310 299

The carrying amounts of other current assets approximate their fair value.

The other classes within other current assets do not contain impaired assets.

The carrying amounts of the Group's other current assets are denominated in the following currencies:

31 December 2007 31 December 2006

Russian Roubles 3,601 2,147
US Dollar 108 23
Euro 370 29

Total 4,079 2,199

The maximum exposure to credit risk at the reporting date is the fair value of each class of other current assets
mentioned above. The group does not hold any collateral as security.

Note 8 Inventories

31 December 2007 31 December 2006

Finished goods and work in progress 2,266 2,426
Raw materials 1,984 2,513
Materials and supplies 1,969 1,659

Total inventories 6,219 6,598

RR 1,979 million and RR 11 million of finished goods and work in progress were pledged as security for borrowings
at 31 December 2007 and 2006, respectively.

Raw materials are presented net of provision for obsolescence of RR 50 million as at 31 December 2007
(31 December 2006 - RR 42 million). The increase in the provision of RR 8 million during the year ended 31
December 2007 (for the year ended 31 December 2006 – RR 10 million) was recognised in the consolidated income
statement as component of cost of sales. The carrying value of materials carried at net realizable value is RR 2,034
million and RR 2,555 million at 31 December 2007 and 2006, respectively.

Note 9 Investments in associates and other non-current assets

Investments in associates

Year ended
31 December 2007

Year ended
31 December 2006

Balance at the beginning of the year 1,703 1,573
Additions 9 6

Disposals (755) -
Share of net results for the year 178 262
Dividends (16) (17)
Impairment (123) (121)

Balance at the end of the year 996 1,703
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Note 9 Investments in associates and other non-current assets (continued)

The Group has investments in the following associates that are accounted for under the equity method:

Associate Amount of investment Ownership percentageActivities of
associate 31 Dec 2007 31 Dec 2006 31 Dec 2007 31 Dec 2006

Tatneftekhiminvest-holding Holding company 242 202 7.30% 7.30%
Spurt Bank Banking services 179 159 14.05% 14.05%
Tatfundbank Banking services 178 181 3.20% 5.19%
KB Intekhbank Banking services 162 214 20.00% 32.47%

SP Elastokam Production of
polyurethane 130 121 50.00% 50.00%

Karpov Plant Production of
chemicals 96 97 32.81% 32.81%

Kaminterkhim Production of
chemicals - - 49.00% 49.00%

AK Bars Bank Banking services - 728 - 3.12%
Other Various 9 1 Various Various

Total 996 1,703

All associates are incorporated within the Russian Federation.

Significant influence is exercised over the associates listed above where the Group owns less than 20% through
other means of influence such as common directorships and chairmanships, and significant transactions.

Summaries of the Group’s share of associates’ revenue, profit and loss, assets and liabilities for the years ended
and as at 31 December 2007 and 2006 are as follows:

Share of associate
revenue

Share of associate
assets

Share of associate
liabilities

Associate 31 Dec 2007 31 Dec 2006 31 Dec 2007 31 Dec 2006 31 Dec 2007 31 Dec 2006
SP Elastokam 538 410 264 234 134 113
Karpov Plant 243 195 272 237 177 141
AK Bars Bank* 180 734 - 3,175 - 2,445
Spurt Bank 156 170 1,280 1,005 1,100 846
Tatfundbank 126 198 1,374 1,565 1,197 1,385
KB Intekhbank 98 175 1,052 1,081 891 867
Kaminterkhim 4 4 28 29 36 37
Tatneftekhiminvest-
holding 1 42 143 139 1 1
Other 2 24 175 21 161 1

Total 1,348 1,952 4,588 7,486 3,697 5,836

* for 5 months in respect of 2007

As at 28 May 2007 the Group ceased to exercise significant influence over AK Bars Bank due to no longer having
participation in the Board of Directors. The net income attributable to the Group for the period when the Group had
significant influence amounted to RR 34 million. As at 31 December 2007 this investments was accounted within
other non-current assets as investment available-for-sale.
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Note 9 Investments in associates and other non-current assets (continued)

Other non-current assets

Description 31 December 2007 31 December 2006
Financial assets
Available-for-sale investments, AK Bars Bank 755 -
Available-for-sale investments, other 2,263 15
Mortgage loans issued to employees 138 101

Non-financial assets
Other non-current assets 520 422

Total other non-current assets 3,676 538

Available-for-sale investments, other represents the Group’s interest in an entity that previously held treasury
shares. The recognition of this entity is further discussed in Note 15.

Other non-current non-financial assets represent licences, catalysts and prepaid expenses, which will be utilized in
the period after 31 December 2008.

The movement of the impairment provision for non-current assets is shown in the table below:

Year ended
31 December 2007

Year ended
31 December 2006

Balance at the beginning of the year 100 71
Reclassification (see Note 6) 447 -
Increase in impairment provision 131 29
Increase in impairment provision on other available-for-sale
investments

546

Balance at the end of the year 1,224 100

All the above other non-current assets are denominated in Russian Roubles.

The maximum exposure to credit risk at the reporting date is the fair value of each class of other non-current assets
mentioned above. The group does not hold any collateral as security.
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Note 10 Property, plant and equipment

Buildings Equipment
Assets under
construction Other Total

At 1 January 2006
Cost 31,686 34,816 7,640 3261 77,403
Accumulated depreciation (22,829) (29,280) - (2,011) (54,120)
Net book value at 1 January 2006 8,857 5,536 7,640 1,250 23,283
Depreciation for the year (764) (1,264) - (219) (2,247)
Additions 637 114 6,460 251 7,462
Transfers 5,066 3,593 (8,797) 138 -
Disposals at cost (31) (171) (575) (469) (1,246)
Impairment provision (149) - (103) - (252)
Accumulated depreciation on disposals 10 168 - 44 222
Net book value at 31 December 2006 13,626 7,976 4,625 995 27,222

At 1 January 2007
Cost 37,209 38,352 4,625 3,181 83,367
Accumulated depreciation (23,583) (30,376) - (2,186) (56,145)
Net book value at 1 January 2007 13,626 7,976 4,625 995 27,222
Depreciation for the year (963) (1,431) - (77) (2,471)
Additions - - 7,676 - 7,676
Transfers 2,450 3,226 (5,847) 171 -
Disposals at cost (115) (68) (290) (77) (550)
Impairment provision - - (348) (37) (385)
Accumulated depreciation on disposals 106 47 - 62 215
Net book value at 31 December 2007 15,104 9,750 5,816 1,037 31,707

At 31 December 2007
Cost 39,544 41,050 5,816 3,238 90,108
Accumulated depreciation (24,440) (31,760) - (2,201) (58,401)
Net book value at 31 December 2007 15,104 9,750 5,816 1,037 31,707

Included in the equipment category are vehicles and machinery where the Group is a lessee under a finance lease:

31 December 2007 31 December 2006

Cost capitalized finance leases 201 84
Accumulated depreciation (18) (16)
Net book value 183 68

Lease liabilities are effectively secured as the rights to the leased asset revert to the lessor in the event of default.

Gross finance lease liabilities – minimum lease payments:

31 December 2007 31 December 2006

No later than 1 year 73 28
Later than 1 year and no later than 5 years 99 12

Future finance charges on finance leases (41) (8)
Present value of finance lease liabilities 131 32

The present value of finance lease liabilities is as follows:

31 December 2007 31 December 2006

No later than 1 year 47 22
Later than 1 year and no later than 5 years 84 10
Net book value 131 32
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Note 10 Property, plant and equipment (continued)

Property, plant and equipment is presented net of an accumulated impairment provision of RR 3,516 million at
31 December 2007 (RR 3,131 million at 31 December 2006). The increase in the provision of RR 385 million during
the year ended 31 Deсember 2007 (during the year ended 31 December 2006 – increase of RR 252 million) was
recognised in the consolidated income statement as a component of selling, general and administrative expenses.
The most significant component of the impairment charge for 2007 relates to the impairment for RR 200 million of
the Group’s water treatment facility. The future economic returns on this asset, measured as the expected value in
use, were not sufficient to cover its carrying value. The most significant component of the impairment charge of RR
252 million for 2006 relates to a charge of RR 149 million in respect of an ice sport complex constructed by the
Group.

Included in the cost of property plant and equipment are fully depreciated assets which are still in service in the
amount of RR 36,452 million and RR 32,884 million at 31 December 2007 and 2006, respectively.

Included in additions is capitalised interest of RR 170 million for the year ended 31 December 2007 (year ended
31 December 2006 – RR 163 million). The effective capitalization rate for the year ended 31 December 2007 was
7.19% (for the year ended 31 December 2006 – 7.57%).

RR 2,812 million and RR 3,198 million of property, plant and equipment at carrying value were pledged as security
for borrowings at 31 December 2007 and 2006, respectively (see Note 11).

Note 11 Borrowings

31 December 2007 31 December 2006

Bonds payable 6,332 6,687
Other borrowings 8,457 7,138
Total borrowings 14,789 13,825
Less current bonds payable and current portion of non-current
borrowings (3,958) (3,006)

Total non-current borrowings 10,831 10,819

The carrying amounts and fair value of the non-current other borrowings and bonds are as follows:

Fair value
31 December 2007 31 December 2006

Bonds payable 5,576 6,629
Other borrowings 3,849 3,210

Total non-current borrowings 9,425 9,839

The fair value of current other borrowings and RR denominated bonds payable equals their carrying amount, as the
impact of discounting is not significant. The fair values are based on cash flows discounted using borrowing rate of
10% (for the year ended 31 December 2006 - 10%).

Borrowings include amounts denominated in RR, USD and Euro:

31 December 2007 31 December 2006

Borrowings in USD 9,533 10,298
Borrowings in RR 3,696 2,134
Borrowings in Euro 1,560 1,393

Total borrowings 14,789 13,825

Scheduled maturity of non-current borrowings was as follows:

31 December 2007 31 December 2006

Due for repayment:
Between one and two years 1,202 1,261
Between two and four years 1,754 1,609
After four years 7,875 7,949

Total non-current borrowings 10,831 10,819
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Note 11 Borrowings (continued)

Unsecured bonds payable

Included in borrowings are the following amounts for unsecured bonds payable denominated in Russian roubles and
US dollars:

Description Coupon Amount
Issued 2 September 2003, maturing 2 September 2007,
RR denominated 8% 2,000
Repurchased in 2003 (432)
Repurchased in 2004 (202)
Repurchased in 2005 (1,218)
Repurchased in 2006 (127)
Paid in 2007 (21)
Balance as at 31 December 2007 -

Issued 4 April 2005, maturing 26 March 2012,
RR denominated

9.99%* for first 4 years 1,500

Unamortized discount (10)
Balance as at 31 December 2007 1,490

Issued 22 December 2005, maturing 22 December 2015**,
USD denominated

8.5% paid semi-annually 4,909

Unamortized discount (67)
Balance as at 31 December 2007 4,842

Total balance as at 31 December 2007 6,332

*- bond bears interest of 9.99% per annum for the first four years. After which the Company is able to set a new rate
it is willing to pay. This new rate will be announced in advance. After the announcement of the new rate the bond
holders have the option to continue to hold the bonds or put them back to the Company.

** - holders of the bonds have option to redeem the bonds in 2010.

Description Coupon Amount
Issued 2 September 2003, maturing 2 September 2007,
RR denominated 8% 2,000
Repurchased in 2003 (432)
Repurchased in 2004 (202)
Repurchased in 2005 (1,218)
Repurchased in 2006 (127)
Unamortized discount (12)
Balance as at 31 December 2006 9

Issued 4 April 2005, maturing 26 March 2012,
RR denominated

9.99% for first 4 years 1,500

Unamortized discount (12)
Balance as at 31 December 2006 1,488

Issued 22 December 2005, maturing 22 December 2015,
USD denominated

8.5% paid semi-annually 5,266

Unamortized discount (76)
Balance as at 31 December 2006 5,190

Total balance as at 31 December 2006 6,687
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Note 11 Borrowings (continued)

Other borrowings

The other borrowings received by the Group:

31 December
2007

31 December
2006

Borrowing facilities
Interest rate
description Currency

Year of
redemption

Current
portion

Non-
current
portion

Current
portion

Non-
current
portion

Current borrowings
Nordea (credit line of
Oy. Nizhex
Scandinavia Ltd.) Floating EUR 2008 387 - 535 -
BNP (credit line of
Oy. Nizhex
Scandinavia Ltd.) Floating EUR 2008 62 - - -

Citibank N.A. credit line Fixed USD 2008 918 - 433 -

IMB (Unicredit) credit
line Floating USD 2008 455 - - -

Sberbank credit line Fixed RR 2008 1,374 - - -

Non-current borrowings

Citibank N.A. Floating USD 2009** - - 515 601

Citibank (OPIC) Floating USD 2012** - - 169 1,016
Citibank N.A. (SACE)
$65m Fixed USD 2013 238 1,072 237 1,306

Eximbank Floating USD 2008 151 - 325 162

Citibank (GOVCO) Floating USD 2013 50 252 54 324
Citibank N.A. (SACE)
$120m Fixed USD 2015 - 972 - -

HSBC Floating USD 2009 - 736 - -

HVB Bank (SLA 02) Floating EUR 2011 31 78 30 106

HVB Bank (SLA 03) Floating EUR 2014 56 335 4 27

HVB Bank (SLA 04) Floating EUR 2015 73 438 16 246

IMB (Unicredit) bank Floating EUR 2010** - - - 353

AK Bars Bank Fixed RR 2012 - 300 - -

Other Various Various Various 163 316 679 -
Total other borrowings 3,958 4,499 2,997 4,141

** – These borrowings were repaid in advance of scheduled maturity in February 2007.

Sberbank credit line. In January 2007 the Group entered into a credit line agreement with Sberbank, according to
which the Group receives money installments on as-needed basis. Redemption dates do not exceed 2 months. 19
installments took place through the year with total amount of RR 13,830 mln. 18 of them were paid back. As at 31
December 2007 there was one unpaid loan in the amount of RR 1,374 mln (redemption date is January 2008;
inventory pledged as collateral for this loan equals to RR 1,979 mln).
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Note 11 Borrowings (continued)

Citibank N.A. In December 2005 the Group entered into a loan agreement for USD 44.0 million. The loan was
secured by supply commitments. The loan was repaid in advance of scheduled maturity in February 2007. The
outstanding amount of the loan as at 31 December 2006 was USD 42.4 million (RR 1,116 million).

Citibank (OPIC). In April 2005 the Company entered into an agreement with Citibank to obtain US dollar
denominated credit facilities for USD 45.0 million. The loan was guaranteed by OPIC and secured by supply
commitments. The loan was repaid in advance of scheduled maturity in February 2007. The outstanding amount of
the loan as at 31 December 2006 was USD 45.0 million (RR 1,185 million).

Citibank N.A. (SACE) $65m. In 2007 the Group received financing from Citibank N.A. (SACE) for USD 4.5 million.
Total amount of the loan is USD 65.0 million. The loan is guaranteed by SACE and secured by property, plant and
equipment (see Note 10). The outstanding amount of the loan is USD 53.4 million (RR 1,310 million) at
31 December 2007 (31 December 2006 – USD 58.6 million (RR 1,543 million)).

Eximbank. In December 1996, the Group entered into a US dollar denominated loan agreement with Citibank, N.A.
and Export–Import Bank of the United States ("Eximbank"), whereby a consortium of banks provided financing of
USD 115.3 million for the purchase of equipment and services. The outstanding amount of the loan was
USD 6.2 million (RR 151 million) at 31 December 2007 (31 December 2006 – USD 18.5 million (RR 487 million)). As
at 31 December 2007 the loan was secured by the property; plant and equipment (see Note 10). The loan was
repaid in the accordance with agreement in March 2008.

Citibank (GOVCO). In December 2004, the Group entered into an additional US dollar denominated loan agreement
with Citibank (GOVCO) and Eximbank for the total amount of USD 14.4 million, whereby in 2005 GOVCO provided
financing for the purchase of equipment and services. The loan principal is repayable in 14 equal semi-annual
instalments commencing 25 March 2007. Citibank serves as the agent for the lender (GOVCO). The outstanding
amount of the loan was USD 12.3 million (RR 302 million) at 31 December 2007 (31 December 2006 –
USD 14.4 million (RR 378 million)).

Citibank N.A. (SACE) $120m. In 2007 the Group received financing from Citibank N.A. (SACE) for
USD 39.6 million. Total amount of the loan is USD 120.0 million. The loan is guaranteed by a letter of credit in
amount of debtor’s obligations during interest period. The outstanding amount of the loan is USD 39.6 million
(RR 972 million) at 31 December 2007.

HSBC. In December 2007 the Group received financing from HSBC for USD 30 million (RR 736 million). The
maturity date of the loan is 2009.

HVB Bank. The Group obtained new credit lines under contracts signed in August 2005 for a total amount of
EUR 33 million for the upgrading of the ethylene plant. During 2007 EUR 20.1 million (RR 722 million) was received
by the Group (EUR 12.6 million (RR 436 million) for 2006). The outstanding amount of the SLA #02 was
EUR 3 million (RR 109 million) at 31 December 2007 (31 December 2006 – EUR 3.9 million (RR 136 million)). The
outstanding amount of the SLA #03 was EUR 10.9 million (RR 391 million) at 31 December 2007
(31 December 2006 –EUR 0.9 million (RR 31 million)). The outstanding amount of the SLA #04 was
EUR 14.2 million (RR 511 million) at 31 December 2007 (31 December 2006 – EUR 7.6 million (RR 262 million)).

IMB (Unicredit) Bank. In August 2005 the Group signed a credit line to finance the modernisation of the ethylene
plant for a total amount of EUR 13.6 million. During 2007 the Group drew down EUR 2.9 million (RR 104 million)
(EUR 10.1 million (RR 353 million) during 2006). The maturity date of the credit line was 2010. However, the loan
was repaid in advance of scheduled maturity in February 2007.

AK Bars Bank. In May 2007 SOV-NKNK (Subsidiary) signed a credit line agreement with AK Bars Bank. The credit
line was fully drawn down during 2007 with RR 300 million being received. The maturity date of the credit line is May
2012.

The average effective interest rates at the balance sheet dates were as follows:

31 December 2007 31 December 2006

US$ denominated floating rate 6.93% 7.70%
US$ denominated fixed rate 7.09% 7.30%
RR denominated bonds 9.99% 9.90%
RR denominated fixed rate 8.00% 9.80%
EUR denominated floating rate 5.00% 5.40%
EUR denominated fixed rate - 6.10%
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Note 11 Borrowings (continued)

Certain loan agreements entered by the Group are secured by property, plant and equipment (see Note 10) and
inventory (see note 8). Additionally, various loan agreements require the Group to maintain certain minimum
financial ratios.

The Group has undrawn credit facilities in amount of RR 2,565 million (USD 104.5 million and EUR nil million) at 31
December 2007 (31 December 2006 – RR 3,285 million (USD 120 million and EUR 3.6 million)).

Note 12 Accounts payable and accrued liabilities

31 December 2007 31 December 2006

Financial liabilities
Trade accounts payable 4,364 4,012
Accrued interest 100 103

Non-financial liabilities
Advances from customers 1,658 1,860
Dividends payable 606 82
Salaries payable 369 255
Vacation pay accrual 320 253
Other 350 147

Total accounts payable and accrued liabilities 7,767 6,712

Accounts payable and accrued liabilities are predominantly RR denominated.

Note 13 Taxes other than income payable

31 December 2007 31 December 2006

Unified social tax 103 64
Property tax 76 107
Personal income tax 57 39
VAT (including deferred) 31 540
Tax on land 9 1
Other taxes 21 40

Total taxes other than income payable 297 791

Note 14 Shareholders’ equity and earnings per share

As of 31 December 2007 the Company had authorised, issued and paid up voting ordinary share capital of
1,611,256,000 shares (31 December 2006 – 1,611,256,000 shares). As of 31 December 2007 the Company had
authorised, issued and paid up non-voting preferred share capital of 218,983,750 shares (31 December 2006 –
218,983,750 shares).

Number of shares Nominal amount

Non-voting preferred shares 218,983,750 757

Voting ordinary shares 1,611,256,000 5,575

Outstanding share capital at 31 December 2007 and 2006 1,830,239,750 6,332

Treasury shares at 31 December 2006 and 31 December 2005 (402,814,001) (1,394)

Disposal of treasury shares in 2007 402,814,001 1,394

Treasury shares at 31 December 2007 - -
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Note 14 Shareholders’ equity and earnings per share (continued)

Earnings per share

Year ended
31 December 2007

Year ended
31 December 2006

Profit attributable to parent company shareholders 3,203 2,713

Weighted average number of participating shares,
adjusted for treasury shares 1,715,465,350 1,427,425,749
Earnings (basic and fully diluted) per participating share (RR
per share) 1.87 1.90

Golden share

The Government of the Republic of Tatarstan possesses a special right ("Golden Share") to veto certain decisions
taken at shareholders’ and Board of Directors’ meetings. Decisions subject to veto include: amendments to the
Company’s charter or adoption of a new edition; reorganisation of the Company; liquidation of the Company,
creation of the liquidation commission and approval of the interim and final liquidation balance sheets; increases and
decreases in share capital; investments in holding companies, financial and industrial groups or other entities;
entering into significant transactions and transactions with related parties in accordance with the Law of the Russian
Federation "On Joint Stock Companies"; and the appointment of the chief executive officer (General Director) of the
Company.

Through the above rights, substantive direct participation in the Group's charter capital, its legislative and regulatory
powers and participation in the governing bodies of the Group’s largest shareholders, the Government of the
Republic of Tatarstan can exercise control over the Group's activity.

Treasury shares

As at 31 December 2007 Group entity owned nil shares of the Company (as at 31 December 2006 - 402,814,001
shares of the Company). These shares were accounted for as treasury shares as at 31 December 2006. See further
discussion of this matter in Note 15.

Rights attributable to preferred shares

Preferred shareholders have the right to participate with voting rights in General Shareholders' Meetings at which
issues relating to the amendment of their rights or to the Company's liquidation or reorganisation are discussed.

Preferred shares have the right to receive annual dividends of not less than RR 0.06 per share, and this amount can
be accumulated for a period of up to three years and paid when funds are available to do so and authorized by the
Company’s Board of Directors. Since the dividend on each preferred share cannot be less than that on each
ordinary share, for the purposes of the earnings per share calculation preferred shares are considered to be
participating shares in all financial reporting years.

In the event that no decision is taken in the General Shareholders’ Meeting regarding payment of dividends on
preferred shares, or if a decision is made to pay less than the minimum amount shown above, preferred shares
acquire voting rights equivalent to those held by ordinary shares until such time as the minimum dividends are paid.

On liquidation, preferred shares have the right to receive a distribution of the nominal amount of their shares, after
the settlement of all external liabilities in accordance with the relevant legislation, before any amounts are paid to
ordinary shareholders.
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Note 14 Shareholders’ equity and earnings per share (continued)

Dividends and distributable reserves

Dividends declared:

For the year ended 31 December 2005, approved in the annual general shareholders’ meeting on
28 April 2006:

Per ordinary share in RR 0.1765
Per preferred share in RR 0.1765

For the year ended 31 December 2006, approved in the annual general shareholders’ meeting on
26 April 2007:

Per ordinary share in RR 0.5448
Per preferred share in RR 0.5448

The following amounts have not been included in the consolidated financial statements since they were declared
after the balance sheet date:

For the year ended 31 December 2007, approved in the annual general shareholders’ meeting on
18 April 2008:

Per ordinary share in RR 0.6715
Per preferred share in RR 0.6715

The statutory accounting reports of the Company are the basis for profit distribution and other appropriations.
Russian legislation identifies the basis of distribution as the net profit. For 2007, the current year statutory net profit
for the Company as reported in the published annual statutory reporting forms was RR 4,096 million (for the year
ended 31 December 2006 – RR 3,324 million) and the closing balance of the accumulated profit including the
current year statutory net profit totalled RR 16,069 million as at 31 December 2007 (as at 31 December 2006 – RR
12,940 million). However, this legislation and other statutory laws and regulations dealing with the distribution rights
are open to legal interpretation.

Note 15 Related party transactions

For the purposes of these consolidated financial statements, parties are considered to be related if one party is
under common control of the other party or exercise significant influence over the other party in making financial or
operational decisions as defined by IAS 24 "Related Party Disclosures". In considering each possible related party
relationship, attention is directed to the substance of the relationship, not merely the legal form.

Related parties may enter into transactions which unrelated parties might not, and transactions between related
parties may not be effected on the same terms, conditions and amounts as transactions between unrelated parties.

In addition to its ability to control the Group's activities (see Note 14), the Government of the Republic of Tatarstan is
also in a position to influence OAO Tatneft, which is the Group’s supplier of raw materials. The TAIF Group, which is
ordinary shareholder of the Company and is the Group’s principal supplier of raw materials. Additionally
OOO Tatneft-Neftehimsnab, which is a subsidiary of OAO Tatneft, is one of the Group’s largest customers.

In 2007 and 2006 the Group has transactions and balances with the following state controlled entities and
government bodies which are treated as related parties by IAS 24 "Related Party Disclosures”.
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Note 15 Related party transactions (continued)

Transactions and balances with the ultimate controlling entity

Purchases and expenses incurred from and sales to TAIF Group companies, which is the ultimate controlling entity
were:

Related party Description
Year ended

31 December 2007
Year ended

31 December 2006

The TAIF Group (ОAO TAIF-NK,
NMU-3 and other)

Purchase of materials and
services 12,261 9,399

The TAIF Group (ОAO TAIF-NK,
OAO Kazanorgsintez and other )

Sale of products
4,036 2,086

The TAIF Group Disposal of treasury shares 2,679 -

Balances due to or from TAIF Group companies, excluded those balances mentioned separately in these
consolidated financial statements (see Note 6), include:

Item 31 December 2007 31 December 2006

Accounts receivable 73 91
Advances given 1,375 52
Accounts payable and accrued liabilities 494 35

Following the developments of 2007 management reassessed the Company’s ability to control an entity that held
402,814,001 shares in the Company, these shares were accounted for as treasury shares as of 31 December 2006.
This entity was deconsolidated primarily due to the entity's disposal of the Company's shares to a related party of
the Group for RR 2,679 million. The terms of the sale agreement were concluded on 27 December 2006, and the
transfer of title, according to the terms of the agreement took place on 17 April 2007. The Company's shares
minimum quoted price was RR 6.60 on 27 December 2006 and RR 15.89 on 17 April 2007. As a result of the
deconsolidation the Group recognised an available-for-sale investment in respect of its interest in this entity at a fair
value of RR 2,679 million. Total equity increased by RR 2,679 million, through a reduction in the par value treasury
shares of RR 1,394 million; and an increase of RR 1,285 million in retained earnings (representing the differences
between proceeds and total par value of treasury shares).

Transactions and balances with entities under common control

Purchases and expenses incurred from and sales to entities under common control are summarised below. As a
consequence of the ability of the Government of the Republic of Tatarstan to control the Company, entities
controlled by the government of the Russian Federation are also considered to be related parties.

Related party Description
Year ended
31 December 2007

Year ended
31 December 2006

OAO Tatenergo (including its
subsidiaries)

Purchase of electric energy and
heat 8,157 6,718

The Tatneft Group (URNiN
Tatneft, Tatneft Neftekhimsnab
and other) Sale of products 4,382 4,640
OAO Gazenergoset Purchase and sale of products 2,525 1,702
OAO Russian railroads Purchase of transport services 1,154 773
The Tatneft Group (URNiN
Tatneft, Tatneft Neftekhimsnab
and other) Purchase of materials 1,151 926

ZAO Tatgazinvest
Purchase of natural gas used as
fuel 696 509

OAO Sibur Sale of products 488 680
OAO Oil Company Rosneft Purchase of materials 374 -
Minzemimuschestvo RT Lease of land 276 241
OAO Sibur Purchases of materials 146 320
OAO Tatenergo (including its
subsidiaries) Sale of products 113 -

Customs of RT Custom fees and custom
services 67 67

Astrakhanskaya toplivnaya
company

Purchase of electric energy and
heat - 168

Others Sale of products 317 145
Others Various purchases 61 9
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Note 15 Related party transactions (continued)

Balances due to or from the above related parties (entities under common control) include:
Item 31 December 2007 31 December 2006

Accounts receivable 826 741
Accounts payable and accrued liabilities 891 633
Loans received (AK Bars Bank) 495 -
Loans received (Sberbank) 1,376 -
Cash and cash equivalents (MKB Avers, AK Bars Bank) 43 58

An impairment of a loan given to an associate is discussed in Note 7. Amount of guarantees issued to third parties,
when beneficiary is related party, disclosed in Note 22.

Transactions and balances with associates

Sales to associates in 2007 were RR 477 million (year ended 31 December 2006 – RR 251 million), and purchases
from associates in 2007 were 101 RR million (year ended 31 December 2006 - RR 28 million).

Balances with associates were as follows:
Item 31 December 2007 31 December 2006

Accounts receivable 121 10
Accounts payable and accrued liabilities 36 3
Cash and cash equivalents ( AKB Spurt, Tatfundbank) 31 301
Loans received (AK Bars Bank) - 240

Transactions and balances with other related parties

Sales to other related parties in 2007 were RR 202 million (year ended 31 December 2006 – RR 55 million), and
purchases from related parties in 2007 were 668 RR million (year ended 31 December 2006 - RR 375 million).

Balances with related parties were as follows:
Item 31 December 2007 31 December 2006

Accounts receivable 80 8
Accounts payable and accrued liabilities - 14

Shares owned by directors and senior management

The total number of shares owned directly by the directors and senior management comprised 837,175 ordinary and
690,522 preferred shares (in total approximately 0.08% of the Company’s share capital) at 31 December 2007 (at
31 December 2006 – 3,007,732 ordinary and 821,496 preferred shares (in total approximately 0.21% of the
Company’s share capital)).

Directors' compensation

Compensation paid to directors and senior management for their services in full time or part time executive
management positions comprises a contractual salary, non-cash benefits, and a performance bonus depending on
results for the year according to the Russian statutory financial statements. Total directors’ and senior management
compensation of the above nature, included within personnel costs in selling, general and administrative expenses,
amounted to RR 176 million for the year ended 31 December 2007 (year ended 31 December 2006 – RR 184
million).

Note 16 Product sales

The following table summarises the Group's product sales by destination.
Year ended

31 December 2007
Year ended

31 December 2006

Russia and CIS 34,939 24,900
Other Europe 26,523 21,860
North America 715 2,565
Other 1,245 2,625

Total product sales 63,422 51,950
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Note 17 Cost of sales

Year ended
31 December 2007

Year ended
31 December 2006

Raw materials 31,866 25,551
Energy and fuel 8,394 7,118
Personnel costs 4,480 3,817
Services and other 3,123 2,623
Depreciation 2,305 2,095
Unified social tax 1,008 845
Repairs and maintenance 888 797
Taxes other than income tax 667 627
Rental payment for land 280 250
Impairment provision for obsolete stock 8 10

Total cost of sales 53,018 43,733

The rent agreements for land is renegotiated annually. The expected amount of rent payments for 2008 year is RR
294 million (for 2007 – 280 million).

Note 18 Selling, general and administrative expenses

Year ended
31 December 2007

Year ended
31 December 2006

Transportation expenses 2,021 1,940
Maintenance of social infrastructure 1,019 942
Personnel costs 956 801
Materials 947 575
Impairment provision on fixed assets 385 252
Insurance 216 178
Unified social tax 201 195
Repairs and maintenance 186 152
Depreciation 166 152
Consulting, audit and information services 126 102
Impairment provision on investments 123 121
Energy and fuel 82 62
Fire security 78 63
Custom service fees 71 67
Bad debt provision charge/ (release) 62 (48)
Impairment provision on other current assets - 275
Legal provisions (release)/ charge (see Note 22) (15) 15
Other 944 814

Total selling, general and administrative expenses 7,568 6,658

Depreciation totaling RR 2,471 million (for the year ended 31 December 2006 – RR 2,247 million) and personnel
costs totaling RR 5,436 million (for the year ended 31 December 2006 – RR 4,618 million) were included in the
consolidated income statement for the year ended 31 December 2007.

Note 19 Income tax expense

Income tax expense comprises the following:

Year ended Year ended
31 December 2007 31 December 2006

Current income tax expense 1,422 1,301
Deferred income tax (benefit) (118) (263)
Total income tax expense 1,304 1,038
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Note 19 Income tax expense (continued)

Income tax payable by companies in the Russian Federation with effect from 1 January 2002 ranges from 20% to
24%, depending on the decision each year of regional and local tax authorities which can agree jointly on a
supplementary amount of up to 4% above that set by the federal tax authorities. The rate used to compute the
deferred tax assets and liabilities of the Group at 31 December 2007 and 2006 was 24%, which reflects the fact that
the regional and local tax authorities decided to assess the maximum supplementary amount in respect of both
years.

Presented below is a reconciliation between actual income tax expense and taxes determined by applying the
theoretical tax rate to profit before taxation:

Year ended Year ended

31 December 2007 31 December 2006

Profit before taxation 4,625 3,817

Theoretical tax charge at statutory rate of 24% 1,110 916
Tax effects of items not deductible or assessable for taxation
purposes:

Non-taxable income (114) (61)
Non-deductible expenses:
Impairment of property, plant and equipment of social nature 91 60
Other expenses 217 123

Total income tax expense 1,304 1,038

Differences between IFRS and Russian statutory tax accounting give rise to certain temporary differences between
the carrying value of certain assets and liabilities for financial reporting purposes and for income tax purposes. The
tax effect of the movement on these temporary differences is recorded at the rate of 24 percent (for the year ended
31 December 2006 - 24 percent).

31 December
2005

Tax effect of
movement in

temporary
differences

31 December
2006

Tax effect of
movement in

temporary
differences

31 December
2007

Property, plant and equipment 833 (141) 692 (85) 607

Inventories 80 (62) 18 (18) -

Long-term investments 73 (79) (6) (16) (22)

Long-term loans 35 26 61 21 82

Suppliers - (79) (79) (30) (109)
Deferred income (29) 14 (15) 3 (12)

Accruals (74) 88 14 (14) -
Accounts receivable and
prepayments (86) (30) (116) 22 (94)
Net deferred income tax
liability 832 (263) 569 (118) 451

The Group has not recognised a deferred tax liability of RR 17 million as at 31 December 2007 (31 December 2006
– RR 20 million) in respect of temporary differences associated with investments in subsidiaries as the Group is able
to control the timing of the reversal of those temporary differences and does not intend to reverse them in the
foreseeable future. For the years ended 31 December 2007 and 2006, the Group’s effective tax rate was 28 percent
and 27 percent, respectively. During 2007 the Group’s effective tax rate increased due to a increase of non-
deductible expenses, primarily related to social expenses and impairment of property, plant and equipment.
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Note 20 Principal subsidiaries

Percentage of voting interest
held

Subsidiary Business
31 December

2007
31 December

2006

OOO Trest TSNKhRS General equipment repairs and
construction

100% 100%

ОOО RMZ-NKHH Repair and maintenance 100% -
OOO Transport -express Transportation 100% 100%
OOO Neftekhimagroprom Agricultural 100% 100%
OOO Neftekhim-Invest Asset management 100% 100%
OOO Nizhnekamskneftekhim – Service Wholesale and retail trade 100% 100%
OOO UOP Neftehim Food supplies and catering 100% 100%
OAO SOV-NKNH Water purification 100% -
OOO SCC Neftekhimik Ice sports complex 87% 93%
OAO Neftekhimsevilen Plastic products 51% 51%
OY Nizhex Scandinavia Ltd Petrochemicals trading 50% 50%
OOO Nizhnekamskneftekhim –Divinil Butadiene production 50% 50%

As at 31 December 2007 and 2006 the percentage of ownership interest of the Group in its subsidiaries is equal to
percentage of voting interest.

All the consolidated subsidiaries are incorporated in the Russian Federation, except for Oy Nizhex Scandinavia Ltd
("Nizhex"), which is incorporated in Finland. The Group executes control over Nizhex and OOO
Nizhnekamskneftekhim-Divinil through chairmanship and seats in the Board of Directors.

Note 21 Financial instruments and financial risk factors

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

Market risk

Foreign exchange risk

The Group operates internationally and is exposed to foreign exchange risk arising from various currency exposures,
primarily with respect to the US dollar and the Euro. Foreign exchange risk arises from future commercial
transactions, recognised assets and liabilities and net investments in foreign operations.

The Group's overall strategy is to have no significant net exposure to currencies other than the Russian rouble, Euro
or the US dollar, and it does not enter into forward foreign exchange contracts to mitigate this risk. Management has
not set any limit on its exposure to foreign exchange risk but periodically reviews its exposure of foreign exchange
movements. The Group’s financial assets and liabilities denominated in US dollars and Euro are listed in notes 5, 6,
7, 9, 11 and 12. Management believes the Group's exposure to fluctuations in foreign exchange rates is limited to
the aforementioned and to the proceeds from export sales.

The sensitivity analysis of the foreign exchange risk is shown in the table below:

At 31 December 2007, if the Euro had weakened by 5% against the Russian Rubles with all other variables held
constant, post tax profit for the year would be higher by the following:

Year ended Year ended
31 December 2007 31 December 2006

Effect on post tax profit 13 55

Post tax profit would have been higher mainly as a result of foreign exchange gains on translation of foreign
currency denominated trade receivables, financial assets at fair value through profit and loss and foreign currency
denominated borrowings.

The group’s sensitivity to changes in Euro exchange rate is low as most of the Group’s borrowings are US dollar
denominated.
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Note 21 Financial instruments and financial risk factors (continued)

At 31 December 2007, if the US dollar had weakened by 5% against the Russian Rubles with all other variables held
constant, post tax profit for the year would be higher by the following:

Year ended Year ended
31 December 2007 31 December 2006

Effect on post tax profit 364 385

Post tax profit is higher mainly as a result of foreign exchange gains has the effect from foreign currency
denominated trade receivables, borrowings and financial assets at fair value through profit and loss.

The Group’s sensitivity to the US dollar exchange rate is relatively high due to the current US dollar denominated
borrowings. The Group’s policy is to repay US dollar denominated borrowings by US dollar revenues received from
customers.

Cash flow and fair value interest rate risk

The Group obtains borrowings from and deposits surplus funds with banks at current market interest rates. The
Group is exposed to interest rate risk through market value fluctuations of interest bearing borrowings.

The Group's interest rate risk arises from long term borrowings (Note 11). Borrowings issued at variable rates
expose the group to cash flow interest rate risk. Borrowings issued at fixed rates expose the group to fair value
interest rate risk.

The policy of the Group is to have its non-current borrowings denominated primarily in US Dollars and to price its
export sales in US Dollars also. Through this structure Group management believes that an element of natural
hedging of US Dollar currency risk arises from these transactions and consequently there is no need to formally
hedge the US Dollar to mitigate this risk. The major use of proceeds from borrowings is the funding of capital
investments. The Group makes every effort to have such borrowings at fixed rates so that the return on capital
projects is as predictable as possible, thus reducing the risk that the effectiveness of capital investments will go
down due to changes in the market interest rate. The Group management does not eliminate the possibility of using
certain arrangements to hedge interest-rate risks in order to be able to mitigate the risk of fixed interest rates being
inconsistent with the current cost of borrowings on the market.

The group analyses its interest rate exposure on a dynamic basis. Various scenarios are simulated taking into
consideration refinancing, renewal of existing options and alternative financing. Based on these scenarios, the
Group calculates the impact on profit and loss of a defined interest rate shift. For each simulation, the same interest
rate shift is used for all currencies. The scenarios are run only for liabilities that represent the major interest-bearing
positions.

Based on the simulations performed the impact on profit and loss and equity of a 10 basis point shift would be:

Year ended Year ended
31 December 2007 31 December 2006

Profit and loss 58 73

The Group has no significant interest-bearing assets. It does not use any hedging instruments to manage its
exposure to changes in interest rates because management considers that there is no necessity to do so.

Credit risk

Financial assets, which potentially subject the Group to concentrations of credit risk, consist principally of trade
receivables, cash and cash equivalents, restricted cash and non-current assets. Although collection of receivables
could be influenced by economic factors, management believes that there is no significant risk of loss to the Group
beyond the provision for impairment of receivables already recorded.

The Group does not hold or issue financial instruments for trading purposes.

Cash is placed in financial institutions, which are considered at the time of the deposit to have minimal risk of
default. The cash held in financial institutions at 31 December 2007 is immaterial to the financial statements.
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Note 21 Financial instruments and financial risk factors (continued)

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

Rating A – history of business relations more than one year, no creditworthiness difficulties;
Rating B –history of business relations more than one year, potential creditworthiness difficulties are anticipated and
Rating C – others, credit worthiness difficulties are anticipated.

Rating "А" Rating "В" Rating "С"
At 31 December 2007

Cash and cash equivalents 152 -
Restricted cash 165 -
Trade accounts receivable and other
receivables 3,272 106 -
Other current financial assets - 92 -

Non-current financial assets 3,487 -

At 31 December 2006

Cash and cash equivalents 569 -

Restricted cash 418 -
Trade accounts receivable and other
receivables 5,129 13 -

Other current financial assets - 92 -

Non-current financial assets 538 - -

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

Liquidity risk

Prudent liquidity risk management includes maintaining sufficient cash and the availability of funding from an
adequate amount of committed credit facilities.

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

Less than 1 year Between 1 and 2
years

Between 2 and 5
years

More than 5 years

At 31 December 2007
Trade accounts payable 4,364 - - -
Other payables 3,702 25 74 -
Borrowings 3,958 1,202 1,754 7,875

At 31 December 2006
Trade accounts payable 4,012 - - -
Other payables 3,506 46 9 -
Borrowings 3,006 1,261 1,609 7,949
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Note 21 Financial instruments and financial risk factors (continued)

Fair values

The estimated fair value of financial assets carried at amortized cost is determined by discounting estimated future
cash flows expected to be received. Expected cash flows are discounted at current market rates available to the
Group for similar financial instruments. Fair value of these financial assets did not materially differ from their carrying
amount at 31 December 2007 and 31 December 2006. At 31 December 2007 and 31 December 2006 the fair value
of financial liabilities which is estimated by discounting the future contractual cash flows at the current market
interest rate available to the Group for similar financial instruments with the same remaining maturity, did not
materially differ from the carrying amount of these financial liabilities.

The carrying amounts of financial assets and liabilities with maturity of less than one year are assumed to
approximate their fair values.

Note 22 Contingent liabilities, commitments and other risks

Contingent liabilities

Taxation

Russian tax, currency and customs legislation is subject to varying interpretations, and changes, which can occur
frequently. Management's interpretation of such legislation as applied to the transactions and activity of the Group
may be challenged by the relevant regional and federal authorities. Recent events within the Russian Federation
suggest that the tax authorities may be taking a more assertive position in its interpretation of the legislation and
assessments, and it is possible that transactions and activities that have not been challenged in the past may be
challenged. As a result, significant additional taxes, penalties and interest may be assessed. Fiscal periods remain
open to review by the authorities in respect of taxes for three calendar years preceding the year of review. Under
certain circumstances reviews may cover longer periods.

As at 31 December 2007 management believes that its interpretation of the relevant legislation is appropriate and
the Group's tax, currency and customs positions will be sustained. Accordingly, at 31 December 2007 no provision
for potential tax liabilities had been recorded (31 December 2006 – RR nil million).

Legal proceedings

During the year, the Group was involved in a number of court proceedings (both as a plaintiff and a defendant)
arising in the ordinary course of business. In March 2006, the Federal anti-monopoly agency issued a ruling in the
amount of RR 71 million against the Group for the overstatement of tariffs for ethylene transportation through the
Company’s pipeline. A provision of RR 71 million was recognised in 2005 and charged to the consolidated income
statement as a component of selling, general and administrative expenses. The management assessment of this
provision did not change during 2007.

During 2007 the Group has utilised a provision of RR 15 million, which was accrued in 2006 in respect of a legal
proceeding from TatDevelopment and Oktan Resurs.

No other legal provisions were accrued in 2007.

In the opinion of management, there are no other current legal proceedings or other claims outstanding, which could
have a material effect on the result of operations or financial position of the Group and which have not been accrued
or disclosed in these consolidated financial statements.

Environmental matters

The enforcement of environmental regulation in the Russian Federation is evolving and the enforcement posture of
government authorities is continually being reconsidered. The Group periodically evaluates its obligations under
environmental regulations. As obligations are determined, they are recognised immediately. Potential liabilities,
which might arise as a result of changes in existing regulations, civil litigation or legislation, cannot be estimated but
could be material. In the current enforcement climate under existing legislation, management believes that there are
no significant liabilities for environmental damage.

Commitments

Capital commitments

As of 31 December 2007 the Group had entered into capital commitments equal to RR nil (31 December 2006 - RR
nil).
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Note 22 Contingent liabilities, commitments and other risks (continued)

Social assets

The Group significantly contributes to the maintenance of local infrastructure and the welfare of its employees within
the Republic of Tatarstan. This includes contributions towards the construction, development and maintenance of
housing and other social needs. Such funding is periodically determined by the Board of Directors and recorded as
expenditures as incurred.

Supply commitments

Under the terms of the Eximbank loan agreement (see Note 11), the Group entered into supply agreement to
dispatch products Oy Nizhex Scandinavia Ltd. (“Nizhex”) (a subsidiary). According to the terms of this supply
commitment agreement, the Group is obliged to dispatch certain products, at market rates, to Nizhex up to the value
calculated on the basis of the Eximbank loan agreement. At 31 December 2007, the Group’s remaining supply
commitment under this agreement is RR nil (31 December 2006 – RR 850 million (USD 32.3 million)). This supply
commitment agreement was cancelled in April 2007. The credit was repaid in March 2008.

In April 2006 the Company entered into a credit line agreement with Citibank (see Note 11) and as a consequence
of this the Group is obliged to supply petrochemical products at market rates to Ameropa AG and Nizhex. As at 31
December 2007 the Group’s remaining commitment under the contract was RR nil (31 December 2006 – RR 2,420
million (USD 91.9 million)). The credit was repaid in February 2007 and supply commitment agreement was
cancelled.

In April 2005 the Company entered into an agreement with Citibank (see Note 11) to obtain US dollar denominated
credit facilities for USD 45 million. The loan is guaranteed by OPIC and the Group entered into agreement with
Sawex and Nizhex, according to which it is obliged to dispatch certain products at market rates. As at 31 December
2007 the Group’s remaining commitment under the contract was RR nil (31 December 2006 – RR 2,465 million
(USD 93.6 million)). The credit was repaid in February 2007 and supply commitment agreement was cancelled.

Guarantees to third parties

The Group has entered in number of agreements under which the Group is guarantor to third parties in case of
default of the principal debtors. The amount of guarantees given as at 31 December 2007 is RR 95 million, including
AK Bars Bank as beneficiary – RR 70 million (31 December 2006 – RR 421 million, including AK Bars Bank as
beneficiary – RR nil million). The fair value of these guarantees have been estimated and have been included within
accounts payable and accrued liabilities.

Financial commitments

The Group has unsecured uncovered letters of credit as at 31 December 2007 for RR 28 million (RR 101 million –
as at 31 December 2006).

Other risks

Operations and legislative matters

The operations and earnings of the Group continue, from time to time and in varying degrees, to be affected by
legislative, fiscal and regulatory developments, including those related to environmental protection. Due to the
capital intensive nature of the industry, the Group is also subject to physical risks of various kinds. The nature and
frequency of these developments and events associated with these risks as well as their effect on future operations
and earnings are not predictable.

As at 31 December 2007 the Company, which represents the majority of the Group operations, had in place
insurance in respect of physical assets and compensations to personal.

Operating environment of the Group

Whilst there have been improvements in economic trends in the country, the Russian Federation continues to
display certain characteristics of an emerging market. These characteristics include, but are not limited to, the
existence of a currency that is not freely convertible in most countries outside of the Russian Federation, restrictive
currency controls, and relatively high inflation. The tax, currency and customs legislation within the Russian
Federation is subject to varying interpretations, and changes, which can occur frequently.

The future economic direction of the Russian Federation is largely dependent upon the effectiveness of economic,
financial and monetary measures undertaken by the Government, together with tax, legal, regulatory, and political
developments.
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Note 22 Contingent liabilities, commitments and other risks (continued)

Recent volatility in global financial markets

Since the second half of 2007 there has been a sharp rise in foreclosures in the US sub-prime mortgage market.
The effects have spread beyond the US housing market as global investors have re-evaluated their exposure to
risks, resulting in increased volatility and lower liquidity in the fixed income, equity, and derivative markets. The
volume of Eurobond or other debt financing by banks has significantly reduced since August 2007. Such
circumstances may affect the ability of the Group to obtain new borrowings and refinance its existing borrowings at
terms and conditions that applied to similar transactions in recent periods. Debtors of the Group may also be
affected by the lower liquidity situation which could in turn impact their ability to repay their amounts owed.

Management estimate the effects on the financial position of deterioration in liquidity of the financial markets and
their increased volatility to be low for the Group.

Note 23 Capital risk management

The group’s objectives when managing capital are to safeguard the group’s ability to continue as a going concern in
order to provide returns for shareholders and benefits for other stakeholders and to maintain an optimal capital
structure to reduce the cost of capital.

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

The Group monitors capital on the basis of the its gearing ratio and indebtness ratio. The gearing ratio ratio is
calculated as net debt divided by total capital. Net debt is calculated as total borrowings (including ‘current and non-
current borrowings’ as shown in the consolidated balance sheet) less cash and cash equivalents. Total capital is
calculated as ‘equity’ as shown in the consolidated balance sheet plus net debt. The indebtness ratio is calculated
as net debt divided by total equity.

During 2007, the Group’s strategy, which was unchanged from 2006, was to maintain the indebtness ratio not be
greater than 75% and a gearing ratio not greater than 45%. The gearing ratios and indebtness ratios at 31
December 2007 and 2006 were as follows:

Year ended
31 December 2007

Year ended
31 December 2006

Total borrowings (note 11) 14,789 13,825
Less: cash and cash equivalents (note 5) (152) (569)
Net debt 14,637 13,256
Total equity 27,889 23,459

Total capital 42,526 36,715

Indebtness ratio 53% 57%
Gearing ratio 34% 36%

The decrease in the Indebtness ratio during 2007 mainly caused by higher rate of growth of retained earnings in
comparison with growth of net debt.

Note 24 Events after the Balance Sheet Date

Dividends

As discussed in Note 14, on 18 April 2008 the annual general shareholder’s meeting approved a dividend of
RR 1,229 million.

New loans

A new credit line agreement was signed with HVB and HSBC as loan arrangers in April 2008. The total amount of
the credit line is USD 140 million. The term of the credit line is two years and it is free of any collateral.
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Consolidated Income Statement

Note 2008 2007

Revenues
Product sales 16 75,378 63,422
Processing fees 406 504
Transportation recharges and services 517 646
Other revenue 1,567 611
Total revenues and other income 77,868 65,183

Operating expenses
Cost of sales 17 (64,555) (53,018)
Selling, general and administrative expenses 18 (7,547) (7,568)
Total operating expenses (72,102) (60,586)

Operating profit 5,766 4,597

Financial income/(expenses)
Exchange (loss)/ gain, net (2,901) 523
Interest income 114 107
Interest expense (1,183) (780)
Total financial expenses, net (3,970) (150)

Share of net results of associates 9 137 178

Profit before taxation 1,933 4,625
Income tax expense 19 (818) (1,304)
Profit for the year 1,115 3,321

Profit attributable to:
Parent company shareholders 1,532 3,203
Minority interests (417) 118
Profit for the year 1,115 3,321

Earnings (basic and fully diluted) per participating
share (Russian roubles per share) 14 0.84 1.87
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Consolidated Statement of Cash Flows
2008 2007

Cash flows from operating activities
Cash receipts from customers 90,002 73,949
Cash paid to suppliers and employees, and taxes other than
on income (78,790) (69,404)
Interest paid (1,207) (961)
Income tax paid (1,434) (1,116)
Change in restricted cash 165 253
Net cash from operating activities 8,736 2,721

Cash flows from investing activities
Loans given (97) (20)
Proceeds from sale of third party promissory notes and other
financial assets 66 86
Proceeds from sale of property, plant and equipment 33 2,776
Purchase of property, plant and equipment (7,938) (7,074)
Dividends and interest received 46 31
Net cash used for investing activities (7,890) (4,201)

Cash flows from financing activities
Proceeds from long and short-term borrowings 24,867 21,836
Repayment of long and short-term borrowings (22,665) (20,185)
Dividends paid (1,451) (561)
Net cash received from financing activities 751 1,090

Net increase/ (decrease) in cash and cash equivalents
before the effects of exchange rate changes 1,597 (390)
Effect of exchange rate changes (49) (27)

Net increase/ (decrease) in cash and cash equivalents 1,548 (417)

Cash and cash equivalents at the beginning of the year 152 569

Cash and cash equivalents at the end of the year 1,700 152
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Consolidated Statement of Changes in Equity

Share
capital

Treasury
shares

Retained
earnings

Currency
translation

reserve

Total equity
attributable to

the Company’s
equity holders

Minority
interest Total

Balance at 31
December 2006 6,332 (1,394) 17,544 11 22,493 966 23,459

Currency translation
adjustment - - - 16 16 16 32
Net profit recognised
directly in equity - 16 16
Profit for the year - - 3,203 - 3,203 118 3,321
Total recognized profit
for the year - 16 134
Gain on disposal of
treasury shares - - 621 - 621 - 621
Provision on available-
for-sale investment
(see Note 9) - - (546) - (546) - (546)
Treasury shares
purchases (see
Note 14) - 1,394 664 - 2,058 - 2,058
Dividends* - - (1,016) - (1,016) (40) (1,056)
Balance at 31
December 2007 6,332 - 20,470 27 26,829 1,060 27,889

Currency translation
adjustment - - - 9 9 5 14
Fair value adjustment
on available for sale
investment (see Note 9) - 232 - 232 - 232
Change in minority
interests in OAO SOV-
NKNK (see Note 20) - - - - - 658 658
Change in minority
interests in OY Nizhex
Scandinavia (see Note
20) - - (25) - (25) (15) (40)
Net profit recognised
directly in equity - - 207 9 216 648 864
Profit for the year - - 1,532 - 1,532 (417) 1,115
Total recognized profit
for the year - - 1,739 9 1,748 231 1,979
Dividends - - (1,247) - (1,247) (83) (1,330)
Balance at 31
December 2008 6,332 - 20,962 36 27,330 1,207 28,537

* Dividends adjusted for dividends attributable to treasury shares

-

-

-

3,203 3,219

3216

3,353
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Note 1 Nizhnekamskneftekhim Group and its operations

OAO Nizhnekamskneftekhim (the "Company") was incorporated as an open joint stock company on 18 August 1993
(the "privatisation date") pursuant to approval by the State Property Management Committee of the Republic of
Tatarstan, a republic within the Russian Federation. All assets and liabilities previously managed by the production
association Nizhnekamskneftekhim were transferred to the Company at their book value at the privatisation date in
accordance with the privatisation laws of the Republic of Tatarstan.

The Company's registered address is 423574, Nizhnekamsk, the Republic of Tatarstan, Russian Federation.

The Company and its subsidiaries listed in Note 20 (the "Group") are principally engaged in the production and sale
of petrochemicals within the Republic of Tatarstan. The Group employed an average of 25,425 and 25,005
employees during the years ended 31 December 2008 and 2007, respectively.

The main shareholders of the Company as at 31 December 2008 are: OAO Svyazinvetsneftekhim (100% owned by
the Republic of Tatarstan) (31 December 2008 – 25.2% of share capital; 31 December 2007 – 25.2% of share
capital); and the TAIF Group (31 December 2008 – 44.5% of share capital; 31 December 2007 – 44.5% of share
capital). In November 2005 OAO Svyazinvestneftehim transferred under a trust management agreement its interest
in 25.2% of the Company’s share capital to a member of the TAIF Group. This trust management agreement is for a
period of five years and permits OOO TAIF-Invest to manage and vote these shares. As a consequence of the
above, currently the TAIF Group controls the Company. Ultimately, because of the nature of its ownership interest,
the Government of the Republic of Tatarstan also controls the Group (see Note 14).

Management considers the Group to have a single main activity since all its manufacturing facilities are located in
Nizhnekamsk and none of its main products or the associated assets are large enough to constitute a separate
business segment. The Group’s primary format for reporting segment information is business segments, and its
secondary format is geographic segments. Approximately 52% of total sales during 2008 (51% during 2007) were
made to customers in export markets (see Note 16). These export sales are invoiced and settled principally in US
dollars and Euros.

The Company has its primary share listing on the MICEX stock exchange and quotation list «A» of second level on
the RTS stock exchange, with a further listing of Level 1 American Depositary Receipts on the Berlin and Frankfurt
stock exchanges.

Note 2 Basis of preparation

Basis for preparation

These consolidated financial statements have been prepared in accordance with, and comply with, International
Financial Reporting Standards (“IFRS”) under the historical cost convention. The financial statements are based on
the statutory records, with adjustments and reclassifications recorded for the purpose of fair presentation in
accordance with IFRS.

Functional and presentation currency

The Group’s subsidiaries and associates maintain their accounting records in Russian Roubles (“RR”), which is their
functional currency, and prepare their statutory financial statements in accordance with the Federal Law on
Accounting. The one exception to this is a subsidiary incorporated in Finland; who operates and prepares its
financial statements in Euros. All amounts in these financial statements are presented in millions of Russian
Roubles ("RR million"), unless otherwise stated.

New accounting pronouncements and revised standards

Certain new interpretations became effective for the Group from 1 January 2008:

 IFRIC 11, IFRS 2—Group and Treasury Share Transactions (effective for annual periods beginning on or
after 1 March 2007);

 IFRIC 12, Service Concession Arrangements (effective for annual periods beginning on or after 1 January
2008); and

 IFRIC 14, IAS 19—The Limit on a Defined Benefit Asset, Minimum Funding Requirements and their
Interaction (effective for annual periods beginning on or after 1 January 2008).

These interpretations did not have any significant effect on the Group’s consolidated financial statements.
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Note 2 Basis of preparation (continued)

Reclassification of Financial Assets—Amendments to IAS 39, Financial Instruments: Recognition and
Measurement, and IFRS 7, Financial Instruments: Disclosures and a subsequent amendment,
Reclassification of Financial Assets: Effective Date and Transition. The amendments allow entities the options
(a) to reclassify a financial asset out of the held for trading category if, in rare circumstances, the asset is no longer
held for the purpose of selling or repurchasing it in the near term; and (b) to reclassify an available-for-sale asset or
an asset held for trading to the loans and receivables category, if the entity has the intention and ability to hold the
financial asset for the foreseeable future or until maturity (subject to the asset otherwise meeting the definition of
loans and receivables). The amendments may be applied with retrospective effect from 1 July 2008 for any
reclassifications made before 1 November 2008; the reclassifications allowed by the amendments may not be
applied before 1 July 2008 and retrospective reclassifications are only allowed if made prior to 1 November 2008.
Any reclassification of a financial asset made on or after 1 November 2008 takes effect only from the date when the
reclassification is made. The Group has not elected to make any of the optional reclassifications during the period.

Certain new standards and interpretations have been published that are mandatory for the Group’s accounting
periods beginning on or after 1 January 2009 or later periods and which the Group has not early adopted:

IFRS 8, Operating Segments (effective for annual periods beginning on or after 1 January 2009). The standard
applies to entities whose debt or equity instruments are traded in a public market or that file, or are in the process of
filing, their financial statements with a regulatory organisation for the purpose of issuing any class of instruments in a
public market. IFRS 8 requires an entity to report financial and descriptive information about its operating segments,
with segment information presented on a similar basis to that used for internal reporting purposes. Management is
currently assessing what impact the standard will have on segment disclosures in the Group’s financial statements.

Puttable Financial Instruments and Obligations Arising on Liquidation—IAS 32 and IAS 1 Amendment
(effective for annual periods beginning on or after 1 January 2009). The amendment requires classification as equity
of some financial instruments that meet the definition of financial liabilities. The Group does not expect the
amendment to affect its financial statements.

IAS 23, Borrowing Costs (revised March 2007; effective for annual periods beginning on or after 1 January 2009).
The main change to IAS 23 is the removal of the option of immediately recognising as an expense borrowing costs
that relate to assets that take a substantial period of time to get ready for use or sale. An entity is, therefore, required
to capitalise such borrowing costs as part of the cost of the asset. The revised standard applies prospectively to
borrowing costs relating to qualifying assets for which the commencement date for capitalisation is on or after 1
January 2009. The Group’s accounting policy prior to the amendment to the standard was to capitalise borrowing
costs relating to such assets, and therefore the amendment does not impact the Group’s financial statements.

IAS 1, Presentation of Financial Statements (revised September 2007; effective for annual periods beginning on
or after 1 January 2009). The main change in IAS 1 is the replacement of the income statement by a statement of
comprehensive income which will also include all non-owner changes in equity, such as the revaluation of available-
for-sale financial assets. Alternatively, entities will be allowed to present two statements: a separate income
statement and a statement of comprehensive income. The revised IAS 1 also introduces a requirement to present a
statement of financial position (balance sheet) at the beginning of the earliest comparative period whenever the
entity restates comparatives due to reclassifications, changes in accounting policies, or corrections of errors. The
Group expects the revised IAS 1 to affect the presentation of its financial statements but to have no impact on the
recognition or measurement of specific transactions and balances.

IAS 27, Consolidated and Separate Financial Statements (revised January 2008; effective for annual periods
beginning on or after 1 July 2009). The revised IAS 27 will require an entity to attribute total comprehensive income
to the owners of the parent and to the non-controlling interests (previously “minority interests”) even if this results in
the non-controlling interests having a deficit balance (the current standard requires the excess losses to be allocated
to the owners of the parent in most cases). The revised standard specifies that changes in a parent’s ownership
interest in a subsidiary that do not result in the loss of control must be accounted for as equity transactions. It also
specifies how an entity should measure any gain or loss arising on the loss of control of a subsidiary. At the date
when control is lost, any investment retained in the former subsidiary will have to be measured at its fair value. The
Group is currently assessing the impact of the amended standard on its financial statements.

Vesting Conditions and Cancellations—Amendment to IFRS 2, Share-based Payment (issued in January 2008;
effective for annual periods beginning on or after 1 January 2009). The amendment clarifies that only service
conditions and performance conditions are vesting conditions. Other features of a share-based payment are not
vesting conditions. The amendment specifies that all cancellations, whether by the entity or by other parties, should
receive the same accounting treatment. The Group does not expect the amendment to have a material effect on its
financial statements.
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IFRS 3, Business Combinations (revised January 2008; effective for business combinations for which the
acquisition date is on or after the beginning of the first annual reporting period beginning on or after 1 July 2009).
The revised IFRS 3 will allow entities to choose to measure non-controlling interests using the existing IFRS 3
method (proportionate share of the acquiree’s identifiable net assets) or at fair value. The revised IFRS 3 is more
detailed in providing guidance on the application of the purchase method to business combinations. The
requirement to measure at fair value every asset and liability at each step in a step acquisition for the purposes of
calculating a portion of goodwill has been removed. Instead, in a business combination achieved in stages, the
acquirer will have to remeasure its previously held equity interest in the acquiree at its acquisition-date fair value and
recognise the resulting gain or loss, if any, in profit or loss. Acquisition-related costs will be accounted for separately
from the business combination and therefore recognised as expenses rather than included in goodwill. An acquirer
will have to recognise at the acquisition date a liability for any contingent purchase consideration. Changes in the
value of that liability after the acquisition date will be recognised in accordance with other applicable IFRSs, as
appropriate, rather than by adjusting goodwill. The revised IFRS 3 brings into its scope business combinations
involving only mutual entities and business combinations achieved by contract alone. The Group is assessing what
impact this may have in the future, if any, business combinations.

IFRIC 13, Customer Loyalty Programmes (effective for annual periods beginning on or after 1 July 2008). IFRIC
13 clarifies that where goods or services are sold together with a customer loyalty incentive (for example, loyalty
points or free products), the arrangement is a multiple-element arrangement and the consideration receivable from
the customer is allocated between the components of the arrangement using fair values. IFRIC 13 is not relevant to
the Group’s operations because no Group companies operate any loyalty programs.

IFRIC 15, Agreements for the Construction of Real Estate (effective for annual periods beginning on or after 1
January 2009). The interpretation applies to the accounting for revenue and associated expenses by entities that
undertake the construction of real estate directly or through subcontractors, and provides guidance for determining
whether agreements for the construction of real estate are within the scope of IAS 11 or IAS 18. It also provides
criteria for determining when entities should recognise revenue on such transactions. The Group is currently
assessing the impact of the interpretation on its financial statements.

IFRIC 16, Hedges of a Net Investment in a Foreign Operation (effective for annual periods beginning on or after 1
October 2008). The interpretation explains which currency risk exposures are eligible for hedge accounting and
states that translation from the functional currency to the presentation currency does not create an exposure to
which hedge accounting could be applied. The IFRIC allows the hedging instrument to be held by any entity or
entities within a group except the foreign operation that itself is being hedged. The interpretation also clarifies how
the gain or loss recycled from the currency translation reserve to profit or loss is calculated on disposal of the
hedged foreign operation. Reporting entities will apply IAS 39 to discontinue hedge accounting prospectively when
their hedges do not meet the criteria for hedge accounting in IFRIC 16. IFRIC 16 does not have any impact on these
financial statements as the Group does not apply hedge accounting.

Cost of an Investment in a Subsidiary, Jointly Controlled Entity or Associate—IFRS 1 and IAS 27
Amendment (issued in May 2008; effective for annual periods beginning on or after 1 January 2009). The
amendment allows first-time adopters of IFRS to measure investments in subsidiaries, jointly controlled entities or
associates at fair value or at previous GAAP carrying value as deemed cost in the separate financial statements.
The amendment also requires distributions from pre-acquisition net assets of investees to be recognised in profit or
loss rather than as a recovery of the investment. The amendments will not have any impact on the Group’s
consolidated financial statements.

Eligible Hedged Items—Amendment to IAS 39, Financial Instruments: Recognition and Measurement
(effective with retrospective application for annual periods beginning on or after 1 July 2009). The amendment
clarifies how the principles that determine whether a hedged risk or portion of cash flows is eligible for designation
should be applied in particular situations. The amendment is not expected to have any impact on the Group's
financial statements as the Group does not apply hedge accounting.
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Improvements to International Financial Reporting Standards (issued in May 2008). In 2007, the International
Accounting Standards Board decided to initiate an annual improvements project as a method of making necessary,
but non-urgent, amendments to IFRS. The amendments consist of a mixture of substantive changes, clarifications,
and changes in terminology in various standards. The substantive changes relate to the following areas:
classification as held for sale under IFRS 5 in case of a loss of control over a subsidiary; possibility of presentation
of financial instruments held for trading as non-current under IAS 1; accounting for sale of IAS 16 assets which were
previously held for rental and classification of the related cash flows under IAS 7 as cash flows from operating
activities; clarification of definition of a curtailment under IAS 19; accounting for below market interest rate
government loans in accordance with IAS 20; making the definition of borrowing costs in IAS 23 consistent with the
effective interest method; clarification of accounting for subsidiaries held for sale under IAS 27 and IFRS 5;
reduction in the disclosure requirements relating to associates and joint ventures under IAS 28 and IAS 31;
enhancement of disclosures required by IAS 36; clarification of accounting for advertising costs under IAS 38;
amending the definition of the fair value through profit or loss category to be consistent with hedge accounting under
IAS 39; introduction of accounting for investment properties under construction in accordance with IAS 40; and
reduction in restrictions over manner of determining fair value of biological assets under IAS 41. Further
amendments made to IAS 8, 10, 18, 20, 29, 34, 40, 41 and to IFRS 7 represent terminology or editorial changes
only, which the IASB believes have no or minimal effect on accounting. The Group does not expect the amendments
to have any material effect on its financial statements.

IFRIC 17, Distribution of Non-Cash Assets to Owners (effective for annual periods beginning on or after 1 July
2009). The amendment clarifies when and how distribution of non-cash assets as dividends to the owners should be
recognised. An entity should measure a liability to distribute non-cash assets as a dividend to its owners at the fair
value of the assets to be distributed. A gain or loss on disposal of the distributed non-cash assets will be recognised
in profit or loss when the entity settles the dividend payable. IFRIC 17 is not relevant to the Group’s operations
because it does not distribute non-cash assets to owners.

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

IFRIC 18, Transfers of Assets from Customers (effective for annual periods beginning on or after 1 July 2009).
The interpretation clarifies the accounting for transfers of assets from customers, namely, the circumstances in
which the definition of an asset is met; the recognition of the asset and the measurement of its cost on initial
recognition; the identification of the separately identifiable services (one or more services in exchange for the
transferred asset); the recognition of revenue, and the accounting for transfers of cash from customers. IFRIC 18 is
not expected to have any impact on the Group’s financial statements.

Improving Disclosures about Financial Instruments - Amendment to IFRS 7, Financial Instruments:
Disclosures (issued in March 2009; effective for annual periods beginning on or after 1 January 2009). The
amendment requires enhanced disclosures about fair value measurements and liquidity risk. The entity will be
required to disclose an analysis of financial instruments using a three-level fair value measurement hierarchy. The
amendment (a) clarifies that the maturity analysis of liabilities should include issued financial guarantee contracts at
the maximum amount of the guarantee in the earliest period in which the guarantee could be called; and (b) requires
disclosure of remaining contractual maturities of financial derivatives if the contractual maturities are essential for an
understanding of the timing of the cash flows. An entity will further have to disclose a maturity analysis of financial
assets it holds for managing liquidity risk, if that information is necessary to enable users of its financial statements
to evaluate the nature and extent of liquidity risk. The Group is currently assessing the impact of the amendment on
disclosures in its financial statements.

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

Note 3 Critical accounting estimates and judgements in applying accounting policies

The preparation of consolidated financial statements in conformity with IFRS requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities at the date of the financial
information preparation and the reported amounts of revenues and expenses during the reporting period. Actual
results may differ from such estimates. In particular, information about significant areas of estimation and critical
judgments in applying accounting policies made by management in preparing these financial statements include:
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(continued)

Impairment provision for property, plant and equipment. Management has used various assumptions in the
calculation of the recoverable value of property, plant and equipment. Variations in these assumptions may give rise
to a significantly different amount for any impairment provision. Management have estimated that if the discount
rates used in calculating impairment were reduced from an average 13% to 10%, then the carrying value of property,
plant and equipment would have increased by RR 20 million. Additionally, management have estimated that if future
cash flows were to be reduced by 5.0% then the carrying value of property, plant and equipment would have
reduced by RR 10 million (see Note 10).

Impairment provision for receivables. Management has determined the impairment provision for accounts
receivable based on specific customer identification, customer payment trends and subsequent receipts and
settlements. The management of the Group believes that Group entities will be able to realise the net receivable
amount through direct collections and other non-cash settlements, and that, therefore, the recorded value
approximates their fair value.

Impairment provision for other current assets. Management has determined the fair value of other current
assets, based on an assessment of their recoverability and future expected cash flows. (See Note 7).

Estimation of provision in respect of payments to employees on retirement. Management has determined that
certain lump sum payments to employees on retirement constitute neither a legal or constructive obligation to the
Group. Consequently, no provision in respect of post-employment benefits has been created. Management
continues to review such programmes and continues to assess whether they give rise to a legal or constructive
obligation. If a constructive obligation were to have been assessed to have arisen as of the beginning of the period
then a provision of approximately RR 65 to 91 million would have needed to be recorded.

Deferred income tax asset recognition. Deferred tax assets represent income taxes recoverable through future
deductions from taxable profits and is recorded on the balance sheet. Deferred income tax assets are recorded to
the extent that realisation of the related tax benefit is probable.

The Group has not recognised any deferred tax liability in respect of temporary differences associated with
investments in subsidiaries as the Group is able to control the timing of the reversal of those temporary differences
and does not intend to reverse them in the foreseeable future.

In determining future taxable profits and the amount of tax benefits that are probable in the future management
makes judgements and applies estimation based on last three years taxable profits and expectations of future
income that are believed to be reasonable under the circumstances.

Going concern. Management prepared these financial statements on a going concern basis. In making this
judgment management considered the Group’s financial position, current intentions, profitability of operations and
access to financial resources, and analyzed the impact of the recent financial crisis on future operations of the
Group (see Note 22).

Note 4 Summary of significant accounting policies

4.1 Group accounting

Subsidiaries

Those business undertakings in which the Group, directly or indirectly, has an interest of usually more than one half
of the voting rights or otherwise has power to exercise control over the operations, are defined as subsidiary
undertakings (“subsidiaries”) and have been consolidated. Subsidiaries are consolidated from the date on which
effective control is transferred to the Group and are no longer consolidated from the date when such control ceases.

All transactions, balances and unrealised gains and losses on transactions within the Group have been eliminated in
the consolidation. Where necessary, accounting policies of subsidiaries have been changed to ensure consistency
with the policies adopted by the Group.

For subsidiaries that are not wholly owned, minority's interest is measured as its proportion of the fair value at the
acquisition date of the assets and liabilities of the subsidiary, adjusted for its share of subsequent profits, losses and
dividends. Minority’s interest transactions are accounted using the parent company method.
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Associates

Entities over which the Group generally has between 20% and 50% of the voting rights, or otherwise the Group has
significant influence, but which it does not control (“associates”) are accounted for by the equity method of accounting.
Under this method the Group’s share of the post-acquisition profits or losses of associates is recognised in the income
statement and its share of post-acquisition movements in reserves is recognised in reserves. The cumulative post-
acquisition movements are adjusted against the cost of the investment. Unrealised gains on transactions between the
Group and its associates are eliminated to the extent of the Group's interest in the associates; unrealised losses are
also eliminated unless the transaction provides evidence of an impairment of the asset transferred.

Equity accounting is discontinued when the carrying amount of the investment in an associate reaches zero. When
the Group has incurred obligations or guaranteed obligations in respect of the associate equity accounting is
continued.

4.2 Investments

The Group classifies its investments into the following categories: trading, held-to-maturity or available-for-sale,
loans to other entities and long-term accounts receivable. Investments that are acquired principally for the purpose
of generating a profit from short-term fluctuations in price are classified as trading investments and included in
current assets. Investments with a fixed maturity that the management has the intent and ability to hold to maturity
are classified as held-to-maturity and are included in non-current assets. During the year, the Group did not hold any
investments classified as trading or held-to-maturity. Investments intended to be held for an indefinite period of time,
which may be sold in response to needs for liquidity or changes in interest rates, are classified as available-for-sale;
these are included in non-current assets unless management has expressed the intention of holding the investment
for less than 12 months from the balance sheet date or unless they will need to be sold to raise operating capital, in
which case they are included in current assets. Loans to other entities and long-term accounts receivable are
included in non-current assets unless management has expressed the intention of holding the investment for less
than 12 months from the balance sheet date or unless they will need to be sold to raise operating capital, in which
case they are included in current assets. Management determines the appropriate classification of its investments at
the time of the purchase and reviews such designation on a regular basis.

All purchases and sales of investments are recognized on trade-date – the date on which the Group commits to
purchase or sell the asset. Cost of purchase includes transaction costs. Trading and available-for-sale investments
are subsequently carried at fair value, whilst held-to-maturity investments are carried at amortized cost using the
effective yield method. Dividends on available-for-sale equity instruments are recognized in profit or loss when the
Group’s right to receive payment is established. All other elements of changes in the fair value are deferred in equity
until the investment is derecognized or impaired at which time the cumulative gain or loss is moved from equity to
profit or loss.

The Group’s investments which are not publicly traded, and for which therefore no reliable method of fair value
estimation exists, are excluded from fair value valuation.

Those financial assets that are excluded from fair valuation and that have a fixed maturity are measured at
amortized cost using the effective interest rate method less impairment. Those that do not have a fixed maturity date
are measured at cost less impairment.

Unquoted available-for-sale equity investments are reviewed for impairment losses at every balance sheet date and
whenever events or changes in circumstances indicate that the carrying amount may not be recoverable. When a
review for impairment is conducted, the recoverable amount is assessed by reference to the net present value of
expected future cash inflows. The discount rate applied reflects the Group’s weighted average cost of capital with
appropriate adjustment for the risks associated with the investment under assessment. When the level of
information available to calculate the net present value of expected future cash inflows makes this exercise
impracticable, management uses different valuation techniques (such as net assets test) to estimate whether there
is objective evidence of impairment and to determine the likely amount of impairment, if any.

4.3 Cash and cash equivalents

Cash and cash equivalents consist of cash on hand, balances with banks and instruments with maturity at the date
of inception of less than three months, which are considered by the Group at the time of deposit to have minimal fair
value and default risks.

4.4 Accounts receivable

Accounts receivable are carried at amortized costs which are approximates original invoice amount less provision
made for impairment, which is established when there is objective evidence that the Group will not be able to collect
all amounts due according to the original terms of the contract. The amount of the provision is the difference
between the carrying amount and the recoverable amount, being the present value of expected cash flows,
discounted at the market rate of interest for similar borrowers.

F-48



NIZHNEKAMSKNEFTEKHIM GROUP
IFRS Consolidated Financial Statements – for the year ended 31 December 2008
(in millions of Russian roubles, unless otherwise stated)

Note 4 Summary of significant accounting policies (continued)

4.5 Value added tax

Output value added tax related to sales is payable to tax authorities on the earlier of (a) collection of the receivables
from customers or (b) delivery of the goods or services to customers. Input VAT is generally recoverable against
output VAT upon receipt of the VAT invoice and acceptance of goods and services received. The tax authorities
permit the settlement of VAT on a net basis. VAT related to sales and purchases is recognised in the balance sheet
on a gross basis and disclosed separately as liability and asset. Where provision has been made for impairment of
receivables, impairment loss is recorded for the gross amount of the debtor, including VAT.

4.6 Inventories

Inventories are recorded at the lower of cost or net realisable value. Cost of inventory is determined on the weighted
average basis. The cost of finished goods and work in progress comprises raw material, direct labour, other direct
costs and related production overhead (based on normal operating capacity) but excludes borrowing costs. Net
realisable value is the estimated selling price in the ordinary course of business, less the cost of completion and
selling expenses.

4.7 Property, plant and equipment and related government grants

All property, plant and equipment is carried at cost, except for assets acquired prior to 1 January 2003 which have
been adjusted for the impact of changes in the general purchasing power in accordance with IAS 29 “Financial
Reporting in Hyperinflationary Economies”, less accumulated depreciation. Assets under construction are carried at
cost and depreciated from the time the asset is brought into use. At each balance sheet date an assessment is
made as to whether there is any indication that the recoverable amount of the Group’s property, plant and
equipment and assets under construction differs from the carrying amount. When there is such an indication, an
impairment provision or reversal, as applicable, is made which is included in the results of operations in the period in
which the indication of impairment or reversal occurred. The Group’s property, plant and equipment and assets
under construction are assessed for impairment by reference to the higher of their net selling price or their value in
use, based on future cash flow forecasts from continuing use of the asset discounted to net present value. The
discount rates used are those considered appropriate to the Group in the economic environment in the Russian
Federation at each balance sheet date.

Expenditures for maintenance, repair and minor renewals to maintain facilities are expensed as incurred. Major
replacements and renewals are capitalised.

Interest costs on borrowings to finance the construction of property, plant and equipment are capitalised as part of
the cost of the asset during the period of time that is reasonably required to complete and prepare the asset for its
intended use.

Gains and losses arising from the retirement or other disposal of property, plant and equipment are included in the
consolidated statement of income as incurred.

Depreciation is calculated using the straight-line method over the estimated useful lives of the assets as follows:

Years

Buildings 30-40
Equipment 7-20
Other 2-10

The Group maintains and constructs assets for social use by the local community. Social assets held by the Group
at privatisation that have subsequently been transferred, or are planned to be transferred, to government authorities
without consideration have not been recognised in the consolidated financial statements. The cost of social assets
constructed subsequent to privatisation and those related to the maintenance, repair and minor renewal of such
assets are expensed as incurred.

Government grants related to the acquisition of property, plant and equipment are recognised when there is
reasonable assurance that they will be received and that the Group will comply with any associated conditions. The
grants are included in non-current liabilities as deferred income, and are amortised on a straight-line basis over the
estimated useful lives of the related assets.
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4.8 Finance leases

Assets held under finance leases are capitalized and included in property, plant and equipment at the lower of fair
value and the present value of the minimum lease payments as determined at the inception of the lease. The
obligations relating to finance leases, net of finance charges in respect of future periods, are determined at the
inception of the lease and included within liabilities. The interest element of the rental obligation is allocated to
accounting periods during the lease term to reflect the constant rate of interest on the remaining balance of the
obligation for each accounting period.

The Group has certain long-term arrangements under which it has acquired all of the capacity of certain property,
plant and equipment. In circumstances where it is considered that the Group has the majority of the risks and
rewards of ownership of the plant, the arrangement is considered to contain a finance lease.

4.9 Borrowings

Borrowings are recognised initially at cost, which is the fair value of the proceeds received (which is determined
using the prevailing market rate of interest for a similar instrument, if significantly different from the transaction
price), net of transaction costs incurred. In subsequent periods, borrowings are stated at amortised cost using the
effective yield method; any difference between fair value of the proceeds (net of transaction costs) and the
redemption amount is recognised as interest expense over the period of the borrowings.

4.10 Deferred income taxes

Deferred tax assets and liabilities are calculated in respect of temporary differences using the balance sheet liability
method. Deferred income taxes are provided for all temporary differences arising between the tax basis of assets
and liabilities and their carrying values for financial reporting purposes. A deferred tax asset is recorded only to the
extent that it is probable that taxable profit will be available against which the deductible temporary differences can
be utilised. Deferred tax assets and liabilities are measured at tax rates that are expected to apply to the period
when the asset is realised or the liability is settled, based on tax rates that have been enacted or substantively
enacted at the balance sheet date.

Deferred income tax is provided on temporary differences arising on investments in subsidiaries and associates,
except where the timing of the reversal of the temporary difference can be controlled and it is probable that the
temporary difference will not reverse in the foreseeable future.

4.11 Foreign currency transactions and translation

Monetary assets and liabilities, which are held by Group entities and denominated in foreign currencies at the
balance sheet date, are translated into the RR at the exchange rate prevailing at that date. Foreign currency
transactions are accounted for at the exchange rate prevailing at the date of the transaction. Gains and losses
resulting from the settlement of such transactions and from the translation of monetary assets and liabilities
denominated in foreign currency are recognised in the statement of income.

At 31 December 2008, the official rate of exchange, as determined by the Central Bank of the Russian Federation,
was US dollar (USD) 1=RR 29.3804 (31 December 2007 USD 1=RR 24.5462). The official Euro to RR exchange
rate at 31 December 2008, as determined by the Central Bank of the Russian Federation, was Euro (EUR) 1=RR
41.4411 (31 December 2007 EUR 1=RR 35.9332). Exchange restrictions and currency controls exist relating to
converting the RR into other currencies. The RR is not freely convertible in most countries outside of the Russian
Federation.

The balance sheet of the foreign subsidiary is translated into RR at the exchange rate prevailing at the reporting
date. Statements of income of foreign entities are translated at average exchange rates for the year. Exchange
differences arising on the translation of the net assets of foreign subsidiaries are recognised as currency translation
adjustment and included in shareholders’ equity.

4.12 Shareholders’ equity

Share capital and treasury shares

Ordinary shares and non-redeemable preferred shares with discretionary dividends are both classified as equity.
Where Group companies purchase the Company’s equity share capital, the consideration paid including any
attributable transaction costs is deducted from total shareholders’ equity. Share capital is decreased by the nominal
value of these treasury shares and the difference between the nominal value and purchase price is charged against
retained earnings. Where such shares are subsequently sold, any consideration received is included in
shareholders’ equity. The gains (losses) arising from treasury share transactions are recognised as a movement in
the consolidated statement of changes in equity, net of associated costs including taxation.
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Dividends

Dividends are recognised as a liability and deducted from equity at the balance sheet date only if they are declared
before or on the balance sheet date. Dividends are disclosed when they are proposed before the balance sheet date
or proposed or declared after the balance sheet date but before the financial statements are authorised for issue.

Earnings (loss) per share

Preferred shares are considered to be participating shares, as their dividend may not be less than that given with
respect to ordinary shares. Earnings per share is determined by dividing the net profit (loss) attributable to ordinary
and preference shareholders by the weighted average number of participating shares outstanding during the
reporting year.

4.13 Revenue recognition

Revenues are recognised when products are shipped or when title passes to the customer, as this is the date on
which the risks and rewards of ownership are transferred to the customers. Revenues are stated net of VAT and
similar compulsory payments collected on behalf of the authorities, and eliminating sales between Group
companies.

Sales of services are recognized in the accounting period in which the services are rendered, by reference to stage
of completion of the specific transaction assessed on the basis of the actual service provided as a proportion of the
total services to be provided.

Revenues are measured at the fair value of the consideration received or receivable. When the fair value of such
consideration cannot be measured reliably, revenue is measured at the fair value of the goods or services provided.

4.14 Employee benefits

The Group contributes to the Russian Federation state pension scheme on behalf of its employees. Mandatory
contributions to the governmental pension scheme are expensed when incurred. Discretionary pensions benefits are
included within personnel costs in selling, general and administrative expenses.

4.15 Uncertain tax positions

The Group's uncertain tax positions are reassessed by management at every balance sheet date. Liabilities are
recorded for income tax positions that are determined by management as less likely than not to be sustained if
challenged by tax authorities, based on the interpretation of tax laws that have been enacted or substantively
enacted by the balance sheet date. Liabilities for penalties, interest and taxes other than on income are recognized
based on management’s best estimate of the expenditure required to settle the obligations at the balance sheet
date.

4.16 Provisions

Provisions for liabilities and charges are recognized when the Group has a present legal or constructive obligation
as a result of past events, and it is probable that an outflow of resources will be required to settle the obligation, and
a reliable estimate of the amount can be made. Provisions are measured at the present value of the expenditures
expected to be required to settle the obligation.

Note 5 Cash and cash equivalents and restricted cash

31 December 2008 31 December 2007

RR denominated amounts 1,605 107
Euro denominated amounts 13 25
USD denominated amounts 82 20

Total cash and cash equivalents 1,700 152

The Group placed temporarily available cash denominated in RR into short-term deposits primarily with Sberbank of
RF and other banking institutions at total amount RR 1,050 million as at 31 December 2008 (RR nil million as at 31
December 2007).

Restricted cash amounts represented deposits, related to Group's loan agreement with Eximbank (see Note 11).
These deposits totalled USD nil million (RR nil million) and USD 6.7 million (RR 165 million) at 31 December 2008
and 31 December 2007, respectively.
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Note 6 Trade accounts receivable and other receivables

31 December 2008 31 December 2007

Receivables from export sales (denominated in USD and Euro) 1,064 1,666
Receivables from domestic sales, net 2,093 1,418
Other accounts receivable, net 125 294

Total trade accounts receivable and other receivables 3,282 3,378

A provision for impairment of RR 146 million at 31 December 2008 (31 December 2007 – RR 129 million) has been
made against receivables from domestic sales to reduce them to their estimated recoverable value. The net
increase in the provision of RR 17 million during the year ended 31 December 2008 (year ended 31 December 2007
- decrease of RR 8 million) was recognised in the consolidated income statement as a component of selling, general
and administrative expenses.

The movement of the impairment provision for receivables from domestic sales is shown in the table below:

Year ended
31 December 2008

Year ended
31 December 2007

Balance at the beginning of the year 129 508
Increase in impairment provision 49 52
Reversal of impairment provision (32) (60)
Write-off of previously impaired trade receivables - (371)

Balance at the end of the year 146 129

Other accounts receivable are stated net of provision for impairment of RR 44 million as at 31 December 2008
(31 December 2007 – RR 58 million). The net decrease in the provision of RR 14 million during the year ended
31 December 2008 (during the year ended 2006 – increase of RR 58 million) was recognised in the consolidated
income statement as a component of selling, general and administrative expenses.

The movement of the impairment provision for other accounts receivables is shown in the table below:

Year ended
31 December 2008

Year ended
31 December 2007

Balance at the beginning of the year 58 326
Increase in impairment provision 7 63
Reversal of impairment provision (21) (5)
Reclassification (See Note 9) - (326)

Balance at the end of the year 44 58

The carrying amounts of trade accounts receivable and other receivables approximate their fair value.

As at 31 December 2008 trade and other receivables of RR 190 million (31 December 2007 - RR 187 million) were
fully impaired. The amount of provision was RR 190 million as of 31 December 2008 (31 December 2007 - RR 187
million). The individually impaired receivables mainly relate to domestic customers who are in unexpectedly difficult
economic condition. The aging of these receivables is as follows:

31 December 2008 31 December 2007

Up to 3 to 6 months - 28
Over 6 months 190 159

Total 190 187

As at 31 December 2008 trade receivables of RR 804 million (31 December 2007 - RR 1,203 million) were past due
but not impaired. These relate to a number of independent customers for whom there is no recent history of default.
The ageing analysis of these receivables is as follows:
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Note 6 Trade accounts receivable and other receivables (continued)

31 December 2008 31 December 2007

Not past due 2,353 1,881
Up to 3 months 684 983
3 to 6 months 35 122
Past due more than 6 months 85 98

Total 3,157 3,084

The carrying amounts of the Group's trade and other receivables are denominated in the following currencies:

31 December 2008 31 December 2007

Russian roubles 2,159 1,712
US Dollar 809 797
Euro 314 869

Total 3,282 3,378

The other classes within trade accounts receivable and other receivables do not contain impaired assets.

The maximum exposure to credit risk at the reporting date is the fair value of each class of trade and other accounts
receivable mentioned above. The Group does not hold any collateral as security.

Note 7 Other current assets

31 December 2008 31 December 2007

Financial assets
Short term part of loan to Tatneft-NKNK-Oil 43 92

Non-financial assets
Advances to suppliers 896 2,754
Taxes paid in advance and VAT receivable on export sales 2,572 968
Prepayments to customs 12 10
Other current non-financial assets 173 255

Total other current assets 3,696 4,079

Loan to Tatneft-NKNK-Oil

The Group has an unsecured RR denominated loan to its associate Tatneft-NKNK-Oil with a gross value of RR 386
million. This loan bears interest rate of 7.0% per annum, which is less than market rate. The original maturity date of
the loan was December 2004, however, during 2004 the maturity was extended until 31 August 2007 and in 2008
until 31 December 2011 (RR 43 million should be paid in 2009 and RR 343 – during 2010-2011). Management have
assessed the recoverability of this loan and reflected impairment provision of RR 294 million during 2006. As of 31
December 2008 and 2007 this loan had a net carrying value of RR 92 million. Management consideres that the
resultant carrying value of RR 92 million (RR 43 million is reported as other current assets and RR 49 million
reported as other non-current assets) to be recoverable.

The movement of the provision is shown in the table below:

Year ended
31 December 2008

Year ended
31 December 2007

Balance at the beginning of the year 310 299
Increase in impairment provision 5 15
Reversal of impairment provision (15) (1)
Reclassification (See Note 9) (294) (3)

Balance at the end of the year 6 310

The carrying amounts of other current assets approximate their fair value.

The other classes within other current assets do not contain impaired assets.
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Note 7 Other current assets (continued)

The carrying amounts of the Group's other current assets are denominated in the following currencies:

31 December 2008 31 December 2007

Russian Roubles 3,616 3,601
US Dollar - 108
Euro 80 370

Total 3,696 4,079

The maximum exposure to credit risk at the reporting date is the fair value of each class of other current assets
mentioned above. The Group does not hold any collateral as security.

Note 8 Inventories

31 December 2008 31 December 2007

Finished goods and work in progress 1,762 2,266
Raw materials 2,452 1,984
Materials and supplies 1,495 1,969

Total inventories 5,709 6,219

RR 1,557 million and RR 1,979 million of finished goods and work in progress were pledged as security for
borrowings at 31 December 2008 and 2007, respectively.

Raw materials are presented net of provision for obsolescence of RR 51 million as at 31 December 2008
(31 December 2007 - RR 50 million). The increase in the provision of RR 1 million during the year ended 31
December 2008 (for the year ended 31 December 2007 – RR 8 million) was recognised in the consolidated income
statement as component of cost of sales. The carrying value of materials carried at net realizable value is RR 2,503
million and RR 2,034 million at 31 December 2008 and 2007, respectively.

Note 9 Investments in associates and other non-current assets

Investments in associates

Year ended
31 December 2008

Year ended
31 December 2007

Balance at the beginning of the year 996 1,703

Additions - 9

Disposals (118) (755)
Share of net results for the year 137 178
Dividends (27) (16)
Impairment (103) (123)

Balance at the end of the year 885 996
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Note 9 Investments in associates and other non-current assets (continued)

The Group has investments in the following associates that are accounted for under the equity method:

Associate Amount of investment Ownership percentageActivities of
associate 31 Dec 2008 31 Dec 2007 31 Dec 2008 31 Dec 2007

Tatneftekhiminvest-holding Holding company 165 242 7.30% 7.30%
Spurt Bank Banking services 73 179 5.05% 14.05%
Tatfundbank Banking services 268 178 3.20% 3.20%
KB Intekhbank Banking services 168 162 20.00% 20.00%

SP Elastokam Production of
polyurethane 124 130 50.00% 50.00%

Karpov Plant Production of
chemicals 86 96 32.81% 32.81%

Kaminterkhim Production of
chemicals - - 49.00% 49.00%

Other Various 1 9 Various Various

Total 885 996

All associates are incorporated within the Russian Federation.

Significant influence is exercised over the associates listed above where the Group owns less than 20% through
other means of influence such as common directorships and chairmanships, and significant transactions.

The Group has disposed 9% of its stake of Spurt Bank to a third parties for RR 99 million. Financial result was
recognized in consolidated income statement.

Summaries of the Group’s share of associates’ revenue, profit and loss, assets and liabilities for the years ended
and as at 31 December 2008 and 2007 are as follows:

Share of associate
revenue

Share of associate
assets

Share of associate
liabilities

Associate 31 Dec 2008 31 Dec 2007 31 Dec 2008 31 Dec 2007 31 Dec 2008 31 Dec 2007
SP Elastokam 594 538 337 264 213 134
Karpov Plant 275 243 286 272 201 177
AK Bars Bank* - 180 - - - -
Spurt Bank 46 156 514 1,280 441 1,100
Tatfundbank 173 126 1,459 1,374 1,192 1,197
KB Intekhbank 112 98 1,134 1,052 967 891
Kaminterkhim 4 4 28 28 36 36
Tatneftekhiminvest-
holding - 1 148 143 - 1
Other 16 2 173 175 194 161

Total 1,220 1,348 4,079 4,588 3,244 3,697

* for 5 months in respect of 2007

Other non-current assets

Description 31 December 2008 31 December 2007

Financial assets

Available-for-sale investments, AK Bars Bank 755 755
Available-for-sale investments, other (see Note 14) 2,495 2,263
Long term part of loan to Tatneft-NKNK-Oil (see Note 7) 49 -
Mortgage loans issued to employees 159 138

Non-financial assets
Other non-current non-financial assets 659 520

Total other non-current assets 4,117 3,676
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Note 9 Investments in associates and other non-current assets (continued)

Available-for-sale investments, other represents the Group’s interest in an entity that previously held treasury
shares. In year 2007 management re-assessed the Company’s ability to control that entity, and as result of
deconsolidation the Group recognized as an available-for-sale investment in respect of its interest in this entity at a
fair value of RR 2,679 million as at the date of transaction.

Other non-current non-financial assets represent licences, catalysts and prepaid expenses, which will be utilized in
the period after 31 December 2009.

The movement of the impairment provision for non-current assets is shown in the table below:

Year ended
31 December 2008

Year ended
31 December 2007

Balance at the beginning of the year 1,224 100
Reclassification (see Note 7) 294 -
Increase in impairment provision 57 131
Reclassification (326) 447
Fair value adjustment on available for sale investment (232) 546

Balance at the end of the year 1,017 1,224

All the above other non-current assets are denominated in Russian Roubles.

The maximum exposure to credit risk at the reporting date is the fair value of each class of other non-current assets
mentioned above. The Group does not hold any collateral as security.

Note 10 Property, plant and equipment

Buildings Equipment
Assets under
construction Other Total

At 1 January 2007
Cost 37,209 38,352 4,625 3,181 83,367
Accumulated depreciation (23,583) (30,376) - (2,186) (56,145)
Net book value at 1 January 2007 13,626 7,976 4,625 995 27,222
Depreciation for the year (963) (1,431) - (77) (2,471)
Additions - - 7,676 - 7,676
Transfers 2,450 3,226 (5,847) 171 -
Disposals at cost (115) (68) (290) (77) (550)
Impairment provision - - (348) (37) (385)
Accumulated depreciation on disposals 106 47 - 62 215
Net book value at 31 December 2007 15,104 9,750 5,816 1,037 31,707

At 1 January 2008
Cost 39,544 41,510 5,816 3,238 90,108
Accumulated depreciation (24,440) (31,760) - (2,201) (58,401)
Net book value at 1 January 2008 15,104 9,750 5,816 1,037 31,707
Depreciation for the year (1,149) (1,711) - (93) (2,953)
Additions - - 9,508 - 9,508
Transfers 7,495 5,043 (12,642) 104 -
Disposals at cost (237) (275) (370) (43) (925)
Impairment provision - - (39) - (39)
Accumulated depreciation on disposals 70 257 - 22 349
Net book value at 31 December 2008 21,283 13,064 2,273 1,027 37,647

At 31 December 2008
Cost 46,802 46,278 2,273 3,299 98,652
Accumulated depreciation (25,519) (33,214) - (2,272) (61,005)
Net book value at 31 December 2008 21,283 13,064 2,273 1,027 37,647

Included in the equipment category are vehicles and machinery where the Group is a lessee under a finance lease:
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Note 10 Property, plant and equipment (continued)

31 December 2008 31 December 2007

Cost capitalized finance leases 227 201
Accumulated depreciation (45) (18)
Net book value 182 183

Lease liabilities are effectively secured as the rights to the leased asset revert to the lessor in the event of default.

Gross finance lease liabilities – minimum lease payments:

31 December 2008 31 December 2007

No later than 1 year 71 73
Later than 1 year and no later than 5 years 54 99

Future finance charges on finance leases (20) (41)
Present value of finance lease liabilities 105 131

The present value of finance lease liabilities is as follows:

31 December 2008 31 December 2007

No later than 1 year 55 47
Later than 1 year and no later than 5 years 50 84
Net book value 105 131

Property, plant and equipment is presented net of an accumulated impairment provision of RR 3,881 million at
31 December 2008 (RR 3,516 million at 31 December 2007). The increase in the provision of RR 39 million during
the year ended 31 Deсember 2008 (during the year ended 31 December 2007 – increase of RR 385 million) was
recognised in the consolidated income statement as a component of selling, general and administrative expenses.
The future economic returns on these assets, measured as the expected value in use, were not sufficient to cover
their carrying value. The most significant component of the impairment charge of RR 200 million for 2007 relates to
a charge in respect of an OAO SOV-NKNK complex constructed by the Group.

Included in the cost of property plant and equipment are fully depreciated assets which are still in service in the
amount of RR 37,120 million and RR 36,452 million at 31 December 2008 and 2007, respectively.

Included in additions is capitalised interest of RR 339 million for the year ended 31 December 2008 (year ended
31 December 2007 – RR 170 million). The effective capitalization rate for the year ended 31 December 2008 was
7.62% (for the year ended 31 December 2007 – 7.19%).

RR 1,930 million and RR 2,812 million of property, plant and equipment at carrying value were pledged as security
for borrowings at 31 December 2008 and 2007, respectively (see Note 11).

Note 11 Borrowings

31 December 2008 31 December 2007

Bonds payable 7,308 6,332
Other borrowings 12,817 8,457
Total borrowings 20,125 14,789
Less current bonds payable and current portion of non-current
borrowings (7,707) (3,958)

Total non-current borrowings 12,418 10,831

The fair value of borrowings and bonds are as follows:

Fair value

31 December 2008 31 December 2007

Bonds payable 6,559 6,133
Other borrowings 10,675 7,628

Total borrowings and bonds 17,234 13,761
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Note 11 Borrowings (continued)

The fair value of current other borrowings and RR denominated bonds payable equals their carrying amount, as the
impact of discounting is not significant. The fair values are based on cash flows discounted using borrowing rate of
15% (for the year ended 31 December 2007 - 10%).

Borrowings include amounts denominated in RR, USD and Euro:

31 December 2008 31 December 2007

Borrowings in USD 15,013 9,533
Borrowings in RR 3,382 3,696
Borrowings in Euro 1,730 1,560

Total borrowings 20,125 14,789

Scheduled maturity of non-current borrowings was as follows:

31 December 2008 31 December 2007

Due for repayment:
Between one and two years 8,303 2,702
Between two and four years 2,063 5,163
After four years 2,052 2,966

Total non-current borrowings 12,418 10,831

Unsecured bonds payable

Included in borrowings are the following amounts for unsecured bonds payable denominated in Russian roubles and
US dollars:

Description Coupon Amount

Issued 4 April 2005, maturing 26 March 2012,
RR denominated

9.99%* for first 4 years 1,500

Unamortized discount (8)
Balance as at 31 December 2008 1,492

Issued 22 December 2005, maturing 22 December 2015**,
USD denominated

8.5% paid semi-annually 5,876

Unamortized discount (60)
Balance as at 31 December 2008 5,816

Total balance as at 31 December 2008 7,308

*- bond bears interest of 9.99% per annum for the first four years. After which the Company is able to set a new rate
it is willing to pay. This new rate will be announced in advance. After the announcement of the new rate the bond
holders have the option to continue to hold the bonds or put them back to the Company. See Note 24.

** - holders of the bonds have option to redeem the bonds in 2010.

Description Coupon Amount

Issued 4 April 2005, maturing 26 March 2012,
RR denominated

9.99%* for first 4 years 1,500

Unamortized discount (10)
Balance as at 31 December 2007 1,490

Issued 22 December 2005, maturing 22 December 2015**,
USD denominated

8.5% paid semi-annually 4,909

Unamortized discount (67)
Balance as at 31 December 2007 4,842

Total balance as at 31 December 2007 6,332
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Note 11 Borrowings (continued)

Other borrowings

The other borrowings received by the Group:

31 December 2008 31 December 007

Borrowing facilities
Interest rate
description Currency

Year of
redemption

Current
portion

Non-
current
portion

Current
portion

Non-
current
portion

Current borrowings
Nordea (credit line of
Oy. Nizhex
Scandinavia Ltd.) Floating EUR 2009 257 - 387 -
BNP (credit line of
Oy. Nizhex
Scandinavia Ltd.) Floating EUR 2008 - - 62 -

ZAO KB Citibank
credit line Fixed USD 2009 153 - 918 -

ZAO Unicredit bank
credit line Floating USD 2008 - - 455 -

AK Bars Bank credit
line Fixed RR 2009 150 - - -

Sberbank credit line Fixed RR 2009 800 - 1,374 -

Other Various Various 2009 188 - - -

Non-current borrowings
Citibank N.A. (SACE)
$65m Fixed USD 2013 285 998 238 1,072

Eximbank Floating USD 2008 - - 151 -

Citibank (GOVCO) Floating USD 2013 60 241 50 252
Citibank N.A. (SACE)
$120m Fixed USD 2015 419 2,512 - 972

HSBC Floating USD 2009 588 - - 736

HVB and HSBC Floating USD 2010 2,742 1,371 - -

HVB Bank (SLA 02) Floating EUR 2011 36 54 31 78

HVB Bank (SLA 03) Floating EUR 2014 64 323 56 335

HVB Bank (SLA 04) Floating EUR 2015 84 421 73 438

HVB Bank (SLA 05) Floating EUR 2017 34 506 - -

Other Various Various Various 355 176 163 616
Total other borrowings 6,215 6,602 3,958 4,499

Sberbank credit line. Starting from January 2007 the Group enteres into a credit line agreement with Sberbank,
according to which the Group receives money installments on as-needed basis for its operating needs. Maturity of
each installment is one month. 14 installments took place through the year 2008 with total amount of
RR 15,056 mln. 12 of them were paid back. As at 31 December 2008 there was two unpaid loans in the amount of
RR 800 mln (redemption date is March and May 2009; inventory pledged as collateral for this loan equals to
RR 1,514 mln).
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Note 11 Borrowings (continued)

Citibank N.A. (SACE) $65m. In 2008 the Group did not utilize financing from Citibank N.A. (SACE). Total amount of
the loan is USD 65.0 million. The loan is guaranteed by SACE and secured by property, plant and equipment (see
Note 10). The outstanding amount of the loan is USD 43.7 million (RR 1,283 million) at 31 December 2008
(31 December 2007 – USD 53.4 million (RR 1,310 million)).

Eximbank. In December 1996, the Group entered into a US dollar denominated loan agreement with Citibank, N.A.
and Export–Import Bank of the United States ("Eximbank"), whereby a consortium of banks provided financing of
USD 115.3 million for the purchase of equipment and services. The outstanding amount of the loan was
USD nil million (RR nil million) at 31 December 2008 (31 December 2007 – USD 6.2 million (RR 151 million)). The
loan was repaid in the accordance with agreement in March 2008.

Citibank (GOVCO). In December 2004, the Group entered into an additional US dollar denominated loan agreement
with Citibank (GOVCO) and Eximbank for the total amount of USD 14.4 million, whereby in 2005 GOVCO provided
financing for the purchase of equipment and services. Citibank serves as the agent for the lender (GOVCO). The
outstanding amount of the loan was USD 10.2 million (RR 301 million) at 31 December 2008 (31 December 2007 –
USD 12.3 million (RR 302 million)).

Citibank N.A. (SACE) $120m. In 2008 the Group received financing from Citibank N.A. (SACE) for
USD 60.2 million. Total amount of the loan is USD 120.0 million. The loan is guaranteed by a letter of credit in
amount of debtor’s obligations during interest period. The outstanding amount of the loan is USD 99.8 million
(RR 2,931 million) at 31 December 2008 (31 December 2007 – USD 39.6 million (RR 972 million)).

HSBC. In December 2007 the Group received financing from HSBC for USD 30 million (RR 736 million). The
outstanding amount of the loan is USD 20.0 million (RR 588 million) at 31 December 2008 (31 December 2007 –
USD 30.0 million (RR 736)).

HVB and HSBC. In April 2008 a new credit line agreement was signed and utilized through HVB and HSBC. The
total amount of credit line is USD 140 million. Group received financing for USD 140 million (RR 3,298 million). The
outstanding amount of the loan as at 31.12.2008 was USD 140 million (RR 4,113).

HVB Bank. The Group obtained new credit lines under contracts signed in August 2005 for a total amount of
EUR 33 million for the upgrading of the ethylene plant. During 2008 EUR 13.0 million (RR 478 million) was received
by the Group (EUR 20.1 million (RR 722 million) in 2007).

 The outstanding amount of the SLA #02 was EUR 2 million (RR 90 million) at 31 December 2008
(31 December 2007 – EUR 3 million (RR 110 million)).

 The outstanding amount of the SLA #03 was EUR 9 million (RR 387 million) at 31 December 2008
(31 December 2007 – EUR 11 million (RR 391 million)).

 The outstanding amount of the SLA #04 was EUR 12 million (RR 505million) at 31 December 2008
(31 December 2007 – EUR 14 million (RR 511 million)).

 The outstanding amount of the SLA #05 was EUR 13 million (RR 540 million) at 31 December 2008 (31
December 2007 – nil).

The average effective interest rates at the balance sheet dates were as follows:

31 December 2008 31 December 2007

US$ denominated floating rate 3.93% 6.93%
US$ denominated fixed rate 6.88% 7.09%
RR denominated bonds 9.99% 9.99%
RR denominated fixed rate 13.08% 8.00%
EUR denominated floating rate 4.78% 5.00%

Certain loan agreements entered by the Group are secured by property, plant and equipment (see Note 10) and
inventory (see Note 8). A number of loan agreements require the Group to maintain certain minimum financial
ratios, and majority of those are related to EBIDTA. Management believes that calculation of EBIDTA should exclude
the impact of foreign exchange gains and losses.

The Group has undrawn credit facilities in amount of RR 4,407 million (USD 95 million and EUR 16 million) at 31
December 2008 (31 December 2007 – RR 2,565 million (USD 104.5 million and EUR nil million)).
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Note 12 Accounts payable and accrued liabilities

31 December 2008 31 December 2007

Financial liabilities
Trade accounts payable 5,418 4,364
Accrued interest 101 100

Non-financial liabilities
Advances from customers 987 1,658
Dividends payable 473 606
Salaries payable 301 369
Vacation pay accrual 353 320
Other 287 350

Total accounts payable and accrued liabilities 7,920 7,767

Accounts payable and accrued liabilities are predominantly RR denominated.

Note 13 Taxes other than income payable

31 December 2008 31 December 2007

Unified social tax 55 103
Property tax 101 76
Personal income tax 69 57
VAT (including deferred) 75 31
Tax on land 63 9
Other taxes 36 21

Total taxes other than income payable 399 297

Note 14 Shareholders’ equity and earnings per share

As of 31 December 2008 the Company had authorised, issued and paid up voting ordinary share capital of
1,611,256,000 shares (31 December 2007 – 1,611,256,000 shares). As of 31 December 2008 the Company had
authorised, issued and paid up non-voting preferred share capital of 218,983,750 shares (31 December 2007 –
218,983,750 shares).

Earnings per share

Year ended
31 December 2008

Year ended
31 December 2007

Profit attributable to parent company shareholders 1,532 3,203

Weighted average number of participating shares,
adjusted for treasury shares 1,830,239,750 1,715,465,350
Earnings (basic and fully diluted) per participating share (RR
per share) 0.84 1.87

Golden share

The Government of the Republic of Tatarstan possesses a special right ("Golden Share") to veto certain decisions
taken at shareholders’ and Board of Directors’ meetings. Decisions subject to veto include: amendments to the
Company’s charter or adoption of a new edition; reorganisation of the Company; liquidation of the Company,
creation of the liquidation commission and approval of the interim and final liquidation balance sheets; increases and
decreases in share capital; investments in holding companies, financial and industrial groups or other entities;
entering into significant transactions and transactions with related parties in accordance with the Law of the Russian
Federation "On Joint Stock Companies"; and the appointment of the chief executive officer (General Director) of the
Company.

Through the above rights, substantive direct participation in the Group's charter capital, its legislative and regulatory
powers and participation in the governing bodies of the Group’s largest shareholders, the Government of the
Republic of Tatarstan can exercise control over the Group's activity.

Treasury shares

As at 31 December 2008 Group entity owned nil shares of the Company (as at 31 December 2007 - nil shares of the
Company). In April 2007 threasury shares were disposed by the Group. See Note 9.
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Note 14 Shareholders’ equity and earnings per share (continued)

Rights attributable to preferred shares

Preferred shareholders have the right to participate with voting rights in General Shareholders' Meetings at which
issues relating to the amendment of their rights or to the Company's liquidation or reorganisation are discussed.

Preferred shares have the right to receive annual dividends of not less than RR 0.06 per share, and this amount can
be accumulated for a period of up to three years and paid when funds are available to do so and authorized by the
Company’s Board of Directors. Since the dividend on each preferred share cannot be less than that on each
ordinary share, for the purposes of the earnings per share calculation preferred shares are considered to be
participating shares in all financial reporting years.

In the event that no decision is taken in the General Shareholders’ Meeting regarding payment of dividends on
preferred shares, or if a decision is made to pay less than the minimum amount shown above, preferred shares
acquire voting rights equivalent to those held by ordinary shares until such time as the minimum dividends are paid.

On liquidation, preferred shares have the right to receive a distribution of the nominal amount of their shares, after
the settlement of all external liabilities in accordance with the relevant legislation, before any amounts are paid to
ordinary shareholders.

Dividends and distributable reserves

Dividends declared:

For the year ended 31 December 2006, approved in the annual general shareholders’ meeting on
26 April 2007:

Per ordinary share in RR 0.5448
Per preferred share in RR 0.5448

For the year ended 31 December 2007, approved in the annual general shareholders’ meeting on
18 April 2008:

0.6715
Per ordinary share in RR 0.6715
Per preferred share in RR

The following amounts have not been included in the consolidated financial statements since they were proposed by
Board of Directors after the balance sheet date:

For the year ended 31 December 2008, as proposed by Board of Directors to the annual general
shareholders’ meeting on 23 April 2009:

Per ordinary share in RR 0.3098
Per preferred share in RR 0.3098

The statutory accounting reports of the Company are the basis for profit distribution and other appropriations.
Russian legislation identifies the basis of distribution as the net profit. For 2008, the current year statutory net profit
for the Company as reported in the published annual statutory reporting forms was RR 1,764 million (for the year
ended 31 December 2007 – RR 4,096 million) and the closing balance of the accumulated profit including the
current year statutory net profit totalled RR 16,334 million as at 31 December 2008 (as at 31 December 2007 – RR
16,069 million). However, this legislation and other statutory laws and regulations dealing with the distribution rights
are open to legal interpretation.

Note 15 Related party transactions

For the purposes of these consolidated financial statements, parties are considered to be related if one party is
under common control of the other party or exercise significant influence over the other party in making financial or
operational decisions as defined by IAS 24 "Related Party Disclosures". In considering each possible related party
relationship, attention is directed to the substance of the relationship, not merely the legal form.

Related parties may enter into transactions which unrelated parties might not, and transactions between related
parties may not be effected on the same terms, conditions and amounts as transactions between unrelated parties.
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Note 15 Related party transactions (continued)

In addition to its ability to control the Group's activities (see Note 14), the Government of the Republic of Tatarstan is
also in a position to influence OAO Tatneft, which is the Group’s supplier of raw materials. The TAIF Group, which is
ordinary shareholder of the Company and is the Group’s principal supplier of raw materials. Additionally
OOO Tatneft-Neftehimsnab, which is a subsidiary of OAO Tatneft, is one of the Group’s largest customers.

In 2008 and 2007 the Group has transactions and balances with the following state controlled entities and
government bodies which are treated as related parties by IAS 24 "Related Party Disclosures”.

Transactions and balances with the ultimate controlling entity

Purchases and expenses incurred from and sales to TAIF Group companies, which is the ultimate controlling entity
were:

Related party Description
Year ended

31 December 2008
Year ended

31 December 2007

The TAIF Group (ОAO TAIF-NK,
NMU-3 and other)

Purchase of materials and
services 16,436 12,261

The TAIF Group (ОAO TAIF-NK,
OAO Kazanorgsintez and other )

Sale of products
5,468 4,036

The TAIF Group Disposal of treasury shares - 2,679

Disposal of treasury shares is discussed in Note 9.

Balances due to or from TAIF Group companies, excluded those balances mentioned separately in these
consolidated financial statements (see Note 6), include:

Item 31 December 2008 31 December 2007

Accounts receivable 973 73
Advances given 301 1,375
Accounts payable and accrued liabilities 1,064 669

Transactions and balances with entities under common control

Purchases and expenses incurred from and sales to entities under common control are summarised below. As a
consequence of the ability of the Government of the Republic of Tatarstan to control the Company, entities
controlled by the government of the Russian Federation are also considered to be related parties.

Related party Description
Year ended
31 December 2008

Year ended
31 December 2007

OAO Tatenergo (including its
subsidiaries)

Purchase of electric energy and
heat 10,044 8,157

The Tatneft Group (URNiN
Tatneft, Tatneft Neftekhimsnab
and other) Sale of products 5,625 4,382
OAO Gazenergoset Purchase and sale of products 3,696 2,525
OAO Russian railroads Purchase of transport services 1,209 1,154
The Tatneft Group (URNiN
Tatneft, Tatneft Neftekhimsnab
and other) Purchase of materials 1,061 1,151

ZAO Tatgazinvest
Purchase of natural gas used as
fuel 1,534 696

OAO Sibur Sale of products 565 488
OAO Oil Company Rosneft Purchase of materials 437 374
Minzemimuschestvo RT Lease of land 300 276
OAO Sibur Purchases of materials 954 146
OAO Tatenergo (including its
subsidiaries) Sale of products 47 113

Customs of RT Custom fees and custom
services 89 67

Others Sale of products 714 317
Others Various purchases 2,015 61

Balances due to or from the above related parties (entities under common control) include:
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Note 15 Related party transactions (continued)

Item 31 December 2008 31 December 2007

Accounts receivable 613 826
Accounts payable and accrued liabilities 806 891
Bank deposits (Sberbank) 1,050 -
Loans received (AK Bars Bank) 939 495
Loans received (Sberbank) 1,410 1,376
Cash and cash equivalents (MKB Avers, AK Bars Bank) 32 43

An impairment of a loan given to an associate is discussed in Note 7. Amount of guarantees issued to third parties,
when beneficiary is related party, disclosed in Note 22.

Transactions and balances with associates

Sales to associates in 2008 were RR 409 million (year ended 31 December 2007 – RR 477 million), and purchases
from associates in 2008 were 55 RR million (year ended 31 December 2007 - RR 101 million).

Balances with associates were as follows:
Item 31 December 2008 31 December 2007

Accounts receivable 192 121
Accounts payable and accrued liabilities 6 36
Cash and cash equivalents ( AKB Spurt, Tatfundbank) 7 31

Transactions and balances with other related parties

Sales to other related parties in 2008 were RR 157 million (year ended 31 December 2007 – RR 202 million), and
purchases from related parties in 2008 were 179 RR million (year ended 31 December 2007 - RR 668 million).

Balances with related parties were as follows:
Item 31 December 2008 31 December 2007

Accounts receivable 1 80
Accounts payable and accrued liabilities 75 -

Shares owned by directors and senior management

The total number of shares owned directly by the directors and senior management comprised 851,175 ordinary and
693,772 preferred shares (in total approximately 0.08% of the Company’s share capital) at 31 December 2008 (at
31 December 2007 – 837,175 ordinary and 690,522 preferred shares (in total approximately 0.08% of the
Company’s share capital)).

Directors' compensation

Compensation paid to directors and senior management for their services in full time or part time executive
management positions comprises a contractual salary, non-cash benefits, and a performance bonus depending on
results for the year according to the Russian statutory financial statements. Total directors’ and senior management
compensation of the above nature, included within personnel costs in selling, general and administrative expenses,
amounted to RR 188 million for the year ended 31 December 2008 (year ended 31 December 2007 – RR 176
million).

Note 16 Product sales

The following table summarises the Group's product sales by destination.
Year ended

31 December 2008
Year ended

31 December 2007

Russia and CIS 39,674 34,939
Other Europe 33,852 26,523
North America 1,158 715
Other 694 1,245

Total product sales 75,378 63,422
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Note 17 Cost of sales

Year ended
31 December 2008

Year ended
31 December 2007

Raw materials 39,735 31,866
Energy and fuel 11,268 8,394
Personnel costs 5,102 4,480
Services and other 2,549 3,122
Depreciation 2,806 2,305
Unified social tax 1,190 1,008
Repairs and maintenance 784 888
Taxes other than income tax 737 667
Rental payment for land 383 280
Impairment provision for obsolete stock 1 8

Total cost of sales 64,555 53,018

The rent agreements for land is renegotiated annually. The expected amount of rent payments for 2009 year is RR
220 million (for 2008 – 294 million).

Note 18 Selling, general and administrative expenses

Year ended
31 December 2008

Year ended
31 December 2007

Transportation expenses 1,750 2,021
Maintenance of social infrastructure 989 1,019
Personnel costs 1,215 956
Materials 1,288 947
Impairment provision on fixed assets 39 385
Insurance 538 216
Unified social tax 234 201
Repairs and maintenance 213 186
Depreciation 147 166
Consulting, audit and information services 13 126
Impairment provision on investments - 123
Energy and fuel 97 82
Fire security 106 78
Custom service fees 89 71
Bad debt provision (release)/ charge (7) 62
Legal provisions charge/ (release) (see Note 22) - (15)
Other 836 944

Total selling, general and administrative expenses 7,547 7,568

Depreciation totaling RR 2,953 million (for the year ended 31 December 2007 – RR 2,471 million) and personnel
costs totaling RR 6,317 million (for the year ended 31 December 2007 – RR 5,436 million) were included in the
consolidated income statement for the year ended 31 December 2008.

Note 19 Income tax expense

Income tax expense comprises the following:

Year ended Year ended

31 December 2008 31 December 2007

Current income tax expense 968 1,422
Deferred income tax (benefit) (150) (118)
Total income tax expense 818 1,304

Income tax payable by companies in the Russian Federation with effect from 1 January 2002 ranges from 20% to
24%, depending on the decision each year of regional and local tax authorities which can agree jointly on a
supplementary amount of up to 4% above that set by the federal tax authorities. The rate used to compute the
deferred tax assets and liabilities of the Group at 31 December 2007 was 24%, which reflects the fact that the
regional and local tax authorities decided to assess the maximum supplementary amount in respect of year 2007
and prior years.
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Note 19 Income tax expense (continued)

On 26 November 2008, the Russian Federation reduced the standard corporate income tax rate from 24% to 20%
with effect from 1 January 2009. The impact of the change in tax rate presented below represents the effect of
applying the reduced 20% tax rate to deferred tax balances at 31 December 2008.

Presented below is a reconciliation between actual income tax expense and taxes determined by applying the
theoretical tax rate to profit before taxation:

Year ended Year ended

31 December 2008 31 December 2007

Profit before taxation 1,933 4,625

Theoretical tax charge at statutory rate of 24% 464 1,110
Tax effects of items not deductible or assessable for taxation
purposes:

Non-taxable income (55) (227)
Non-deductible expenses 348 418
Impairment of property, plant and equipment of social nature 9 91
Other 111 (87)

Effect of reduction in tax rate to 20% enacted in 2008 with effect
from 1 January 2009 (60) -

Total income tax expense 818 1,304

Differences between IFRS and Russian statutory tax accounting give rise to certain temporary differences between
the carrying value of certain assets and liabilities for financial reporting purposes and for income tax purposes. The
tax effect of the movement on these temporary differences is recorded at the rate of 20 percent (for the year ended
31 December 2007 - 24 percent).

31 December
2006

Tax effect of
movement in

temporary
differences

31 December
2007

Tax effect of
movement in

temporary
differences

31 December
2008

Property, plant and equipment 692 (85) 607 (200) 407

Inventories 18 (18) - (33) (33)

Long-term investments (6) (16) (22) 33 11

Long-term borrowings 61 21 82 (24) 58

Accounts payable (79) (30) (109) 47 (62)
Deferred income (15) 3 (12) 14 2

Other non-current liabilities - - - (24) (24)
Accounts receivable and
prepayments (116) 21 (95) 37 (57)
Net deferred income tax
liability 569 (118) 451 (150) 301

The Group has not recognised a deferred tax liability of RR 3 million as at 31 December 2008 (31 December 2007 –
RR 17 million) in respect of temporary differences associated with investments in subsidiaries as the Group is able
to control the timing of the reversal of those temporary differences and does not intend to reverse them in the
foreseeable future. For the years ended 31 December 2008 and 2007, the Group’s effective tax rate was 42 percent
and 28 percent, respectively. During 2008 the Group’s effective tax rate increased due to decrease in non-taxable
income.
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Note 20 Principal subsidiaries

Percentage of voting interest
held

Subsidiary Business
31 December

2008
31 December

2007

OOO Trest TSNKhRS General equipment repairs and
construction

100% 100%

ОOО RMZ-NKNK Repair and maintenance 100% 100%
OOO Transport-express Transportation 100% 100%
OOO Neftekhimagroprom Agricultural 100% 100%
OOO Neftekhim-Invest Asset management 100% 100%
OOO Nizhnekamskneftekhim – Service Wholesale and retail trade 100% 100%
OOO UOP Neftehim Food supplies and catering 100% 100%
OAO SOV-NKNK Water purification 52% 100%
OOO SCC Neftekhimik Ice sports complex 87% 87%
OAO Neftekhimsevilen Plastic products 51% 51%
OY Nizhex Scandinavia Ltd Petrochemicals trading 56% 50%
OOO Nizhnekamskneftekhim –Divinil Butadiene production 50% 50%

As at 31 December 2008 and 2007 the percentage of ownership interest of the Group in its subsidiaries is equal to
percentage of voting interest.

All the consolidated subsidiaries are incorporated in the Russian Federation, except for Oy Nizhex Scandinavia Ltd
("Nizhex"), which is incorporated in Finland. The Group executes control over Nizhex and OOO
Nizhnekamskneftekhim-Divinil through chairmanship and seats in the Board of Directors.

In year 2008 the Group purchased one share of its existing subsidiary, OY Nizhex Scandinavia Ltd, from minority
shareholder for RR 40 million. The transaction resulted in increase of Group's stake in its subsidiary from 50% to
56%. The excess amount between consideration paid and respective share of net assets received amounted to RR
25 million, which was recognized in consolidated statement of changes in equity.

In 2008 decision about additional shares issue by OAO SOV-NKNK was undertaking. Total amount of additional
shares issue RR 1,186 million (1,186,560,846 shares with 1 RR nominal each). The other shareholders, Ministry of
Land and Property Relations of Republic of Tatarstan, city administration of Nizhnekamsk and OAO Tatneft,
contributed assets of fair value of RR 658 million. The respective change in minority interest was recognized in in
consolidated statement of changes in equity. Additional shares issue performed by SOV-NKNK was registered by
relevant government authorities on 5 February 2009.

Note 21 Financial instruments and financial risk factors

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

Foreign exchange risk

The Group operates internationally and is exposed to foreign exchange risk arising from various currency exposures,
primarily with respect to the US dollar and the Euro. Foreign exchange risk arises from future commercial
transactions, recognised assets and liabilities and net investments in foreign operations.

The Group's overall strategy is to have no significant net exposure to currencies other than the Russian rouble, Euro
or the US dollar, and it does not enter into forward foreign exchange contracts to mitigate this risk. Management has
not set any limit on its exposure to foreign exchange risk but periodically reviews its exposure of foreign exchange
movements. The Group’s financial assets and liabilities denominated in US dollars and Euro are listed in notes 5, 6,
7, 9, 11 and 12. Management believes the Group's exposure to fluctuations in foreign exchange rates is limited to
the aforementioned and to the proceeds from export sales.

At 31 December 2008, if the Euro had weakend by 15% against the Russian Rubles with all other variables held
constant, post tax profit for the year would be higher by the following:

Year ended Year ended

31 December 2008 31 December 2007

Effect on post tax profit 243 65
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Note 21 Financial instruments and financial risk factors (continued)

At 31 December 2008, if the US dollar had weakened by 15% against the Russian Rubles with all other variables
held constant, post tax profit for the year would be higher by the following:

Year ended Year ended

31 December 2008 31 December 2007

Effect on post tax profit 2,125 1,092

Post tax profit is higher mainly as a result of foreign exchange gains has the effect from foreign currency
denominated trade receivables, borrowings and financial assets at fair value through profit and loss.

The Group’s sensitivity to the US dollar exchange rate is relatively high due to the current US dollar denominated
borrowings. The Group’s policy is to repay US dollar denominated borrowings by US dollar revenues received from
customers.

Cash flow and fair value interest rate risk

The Group obtains borrowings from and deposits surplus funds with banks at current market interest rates. The
Group is exposed to interest rate risk through market value fluctuations of interest bearing borrowings.

The Group's interest rate risk arises from long term borrowings (Note 11). Borrowings issued at variable rates
expose the group to cash flow interest rate risk. Borrowings issued at fixed rates expose the group to fair value
interest rate risk.

The policy of the Group is to have its non-current borrowings denominated primarily in US Dollars and to price its
export sales in US Dollars also. Through this structure Group management believes that an element of natural
hedging of US Dollar currency risk arises from these transactions and consequently there is no need to formally
hedge the US Dollar to mitigate this risk. The major use of proceeds from borrowings is the funding of capital
investments. The Group makes every effort to have such borrowings at fixed rates so that the return on capital
projects is as predictable as possible, thus reducing the risk that the effectiveness of capital investments will go
down due to changes in the market interest rate. The Group management does not eliminate the possibility of using
certain arrangements to hedge interest-rate risks in order to be able to mitigate the risk of fixed interest rates being
inconsistent with the current cost of borrowings on the market.

The Group analyses its interest rate exposure on a dynamic basis. Various scenarios are simulated taking into
consideration refinancing, renewal of existing options and alternative financing. Based on these scenarios, the
Group calculates the impact on profit and loss of a defined interest rate shift. For each simulation, the same interest
rate shift is used for all currencies. The scenarios are run only for liabilities that represent the major interest-bearing
positions.

Based on the simulations performed the impact on profit and loss and equity of a 15 basis point shift would be:

Year ended Year ended

31 December 2008 31 December 2007

Profit and loss 146 87

The Group has no significant interest-bearing assets. It does not use any hedging instruments to manage its
exposure to changes in interest rates because management considers that there is no necessity to do so.

Credit risk

Financial assets, which potentially subject the Group to concentrations of credit risk, consist principally of trade
receivables, cash and cash equivalents, restricted cash and non-current assets. Although collection of receivables
could be influenced by economic factors, management believes that there is no significant risk of loss to the Group
beyond the provision for impairment of receivables already recorded.

The Group does not hold or issue financial instruments for trading purposes.

Cash is placed in financial institutions, which are considered at the time of the deposit to have minimal risk of
default.
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Note 21 Financial instruments and financial risk factors (continued)

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

Rating A – history of business relations more than one year, no creditworthiness difficulties;
Rating B – history of business relations more than one year, potential creditworthiness difficulties are anticipated;
Rating C – others, creditworthiness difficulties are anticipated.

Rating "А" Rating "В" Rating "С"
At 31 December 2008

Cash and cash equivalents 1,700 - -
Trade accounts receivable and other
receivables 3,162 120 -

Other current financial assets - - 43

Non-current financial assets 3,409 - 49

At 31 December 2007

Cash and cash equivalents 152 - -

Restricted cash 165 - -
Trade accounts receivable and other
receivables 3,272 106 -

Other current financial assets - 92 -

Non-current financial assets 3,156 - -

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

Liquidity risk

Prudent liquidity risk management includes maintaining sufficient cash and the availability of funding from an
adequate amount of committed credit facilities.

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

Less than 1 year Between 1 and 2
years

Between 2 and 5
years

More than 5 years

At 31 December 2008

Trade accounts payable 5,418 - - -
Other payables 101 155 56 -
Borrowings (principal) 7,707 8,303 2,063 2,052
Borrowings (interest) 1,068 842 482 95

At 31 December 2007

Trade accounts payable 4,364 - - -
Other payables 100 25 74 -
Borrowings (principal) 3,958 1,202 6,663 2,966
Borrowings (interest) 856 796 703 30

The ability to ensure compliance with borrowing covenants is critical to the Group managing its liquidity risks. Any
breach of a covenant can have significant impact on the ability of the Group to repay its obligations in a structured
manner.
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Note 21 Financial instruments and financial risk factors (continued)

Fair values

The estimated fair value of financial assets carried at amortized cost is determined by discounting estimated future
cash flows expected to be received. Expected cash flows are discounted at current market rates available to the
Group for similar financial instruments. Fair value of these financial assets did not materially differ from their carrying
amount at 31 December 2008 and 31 December 2007. At 31 December 2008 and 31 December 2007 the fair value
of financial liabilities which is estimated by discounting the future contractual cash flows at the current market
interest rate available to the Group for similar financial instruments with the same remaining maturity, did not
materially differ, unless otherwise stated, from the carrying amount of these financial liabilities.

The carrying amounts of financial assets and liabilities with maturity of less than one year are assumed to
approximate their fair values.

Note 22 Contingent liabilities, commitments and other risks

Contingent liabilities

Taxation

Russian tax, currency and customs legislation is subject to varying interpretations, and changes, which can occur
frequently. Management's interpretation of such legislation as applied to the transactions and activity of the Group
may be challenged by the relevant regional and federal authorities. Recent events within the Russian Federation
suggest that the tax authorities may be taking a more assertive position in its interpretation of the legislation and
assessments, and it is possible that transactions and activities that have not been challenged in the past may be
challenged. As a result, significant additional taxes, penalties and interest may be assessed. Fiscal periods remain
open to review by the authorities in respect of taxes for three calendar years preceding the year of review. Under
certain circumstances reviews may cover longer periods.

As at 31 December 2008 management believes that its interpretation of the relevant legislation is appropriate and
the Group's tax, currency and customs positions will be sustained. Accordingly, at 31 December 2008 no provision
for potential tax liabilities had been recorded (31 December 2007 – RR nil million).

Legal proceedings

During the year, the Group was involved in a number of court proceedings (both as a plaintiff and a defendant)
arising in the ordinary course of business. In March 2006, the Federal anti-monopoly agency issued a ruling in the
amount of RR 71 million against the Group for the overstatement of tariffs for ethylene transportation through the
Company’s pipeline. A provision of RR 71 million was recognised in 2005 and charged to the consolidated income
statement as a component of selling, general and administrative expenses. The management assessment of this
provision did not change during 2008 and 2007 and, consequently, provision of RR 71 million was reflected in the
consolidated balance sheet as of both 31 December 2008 and 2007.

No other legal provisions were accrued in 2008.

In the opinion of management, there are no other current legal proceedings or other claims outstanding, which could
have a material effect on the result of operations or financial position of the Group and which have not been accrued
or disclosed in these consolidated financial statements.

Environmental matters

The enforcement of environmental regulation in the Russian Federation is evolving and the enforcement posture of
government authorities is continually being reconsidered. The Group periodically evaluates its obligations under
environmental regulations. As obligations are determined, they are recognised immediately. Potential liabilities,
which might arise as a result of changes in existing regulations, civil litigation or legislation, cannot be estimated but
could be material. In the current enforcement climate under existing legislation, management believes that there are
no significant liabilities for environmental damage.

Commitments

Capital commitments

As of 31 December 2008 the Group had entered into capital commitments equal to RR nil (31 December 2007 - RR
nil).
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Note 22 Contingent liabilities, commitments and other risks (continued)

Social assets

The Group significantly contributes to the maintenance of local infrastructure and the welfare of its employees within
the Republic of Tatarstan. This includes contributions towards the construction, development and maintenance of
housing and other social needs. Such funding is periodically determined by the Board of Directors and expensed as
incurred.

Supply commitments

Under the terms of the Eximbank loan agreement (see Note 11), the Group entered into supply agreement to
dispatch products Oy Nizhex Scandinavia Ltd. (“Nizhex”) (a subsidiary). According to the terms of this supply
commitment agreement, the Group is obliged to dispatch certain products, at market rates, to Nizhex up to the value
calculated on the basis of the Eximbank loan agreement. At 31 December 2008, the Group’s remaining supply
commitment under this agreement is RR nil (31 December 2007 – RR nil million (USD nil million)). This supply
commitment agreement was cancelled in April 2007. The credit was repaid in March 2008.

According to purchase agreement of OY Nizhex Scandinavia Ltd share (see Note 20) the Group has commitment of
delivery of 152 thousands metric tones of petrochemical products till 30 June 2011 to that subsidiary.

Guarantees to third parties

The Group has entered in number of agreements under which the Group is guarantor to third parties in case of
default of the principal debtors. The amount of guarantees given as at 31 December 2008 is RR 35 million, including
AK Bars Bank as beneficiary – RR 35 million (31 December 2007 – RR 95 million, including AK Bars Bank as
beneficiary – RR 70 million). The fair value of these guarantees have been estimated and have been included within
accounts payable and accrued liabilities.

Financial commitments

The Group has unsecured uncovered letters of credit as at 31 December 2008 for RR 961 million (RR 28 million –
as at 31 December 2007).

Other risks

Operations and legislative matters

The operations and earnings of the Group continue, from time to time and in varying degrees, to be affected by
legislative, fiscal and regulatory developments, including those related to environmental protection. Due to the
capital intensive nature of the industry, the Group is also subject to physical risks of various kinds. The nature and
frequency of these developments and events associated with these risks as well as their effect on future operations
and earnings are not predictable.

As at 31 December 2008 the Company, which represents the majority of the Group operations, had in place
insurance in respect of physical assets and compensations to personal.

Operating environment of the Group

Russian Federation. The Russian Federation displays certain characteristics of an emerging market, including
relatively high inflation. Despite strong economic growth in recent years, the financial situation in the Russian market
significantly deteriorated during 2008, particularly in the fourth quarter. As a result of global volatility in financial and
commodity markets, among other factors, there has been a significant decline in the Russian stock market since
mid-2008. Since September 2008, there has been increased volatility in currency markets and the Russian Rouble
(RR) has depreciated significantly against some major currencies. The official US Dollar (USD) exchange rate of the
Central Bank of the Russian Federation (“CBRF”) increased from RR 25.3718 at 1 October 2008 to RR 29.3804 at
31 December 2008 and RR 33.2491 at 30 April 2009.

The future economic direction of the Russian Federation is largely dependent upon the effectiveness of economic,
financial and monetary measures undertaken by the Government, together with tax, legal, regulatory, and political
developments. Management is unable to predict all developments in the economic environment which could have an
impact on the Group’s operations and consequently what effect, if any, they could have on the financial position of
the Group.
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Note 22 Contingent liabilities, commitments and other risks (continued)

Impact of the ongoing global financial and economic crisis. The ongoing global financial and economic crisis
that emerged out of the severe reduction in global liquidity which commenced in the middle of 2007 (often referred to
as the “Credit Crunch”) has resulted in, among other things, a lower level of capital market funding, lower liquidity
levels across the banking sector and wider economy, and, at times, higher interbank lending rates and very high
volatility in stock and currency markets. The uncertainties in the global financial markets have also led to failures of
banks and other corporates, and to bank rescues in the United States of America, Western Europe, Russia and
elsewhere. Since September 2008 several large Russian banks have been acquired by state-controlled banks and
companies due to their liquidity problems. The full extent of the impact of the ongoing financial crisis is proving to be
difficult to anticipate or completely guard against.

The availability of external funding in financial markets has significantly reduced since August 2007. Such
circumstances may affect the ability of the Group to obtain new borrowings and re-finance its existing borrowings at
terms and conditions similar to those applied to earlier transactions.

Debtors of the Group may be adversely affected by the financial and economic environment, which could in turn
impact their ability to repay the amounts owed. Deteriorating economic conditions for customers may also have an
impact on management's cash flow forecasts and assessment of the impairment of financial and non-financial
assets. To the extent that information is available, management has properly reflected revised estimates of expected
future cash flows in its impairment assessments.

Management is unable to reliably determine the effects on the Group's future financial position of any further
deterioration in the liquidity of the financial markets and the increased volatility in the currency and equity markets.
Management believes it is taking all the necessary measures to support the sustainability and development of the
Group’s business in the current circumstances.

Note 23 Capital risk management

The group’s objectives when managing capital are to safeguard the group’s ability to continue as a going concern in
order to provide returns for shareholders and benefits for other stakeholders and to maintain an optimal capital
structure to reduce the cost of capital.

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

The Group monitors capital on the basis of the its gearing ratio and indebtness ratio. The gearing ratio is calculated
as net debt divided by total capital. Net debt is calculated as total borrowings (including ‘current and non-current
borrowings’ as shown in the consolidated balance sheet) less cash and cash equivalents. Total capital is calculated
as ‘equity’ as shown in the consolidated balance sheet plus net debt. The indebtness ratio is calculated as net debt
divided by total equity.

During 2008, the Group’s strategy, which was unchanged from 2007, was to maintain the indebtness ratio not be
greater than 75% and a gearing ratio not greater than 45%. The gearing ratios and indebtness ratios at 31
December 2008 and 2007 were as follows:

Year ended
31 December 2008

Year ended
31 December 2007

Total borrowings (Note 11) 20,125 14,789
Less: cash and cash equivalents (Note 5) (1,700) (152)
Net debt 18,425 14,637
Total equity 28,537 27,889

Total capital 46,962 42,526

Indebtness ratio 65% 53%
Gearing ratio 39% 34%

The increase in the Indebtness ratio during 2008 mainly caused by lower rate of growth of retained earnings in
comparison with growth of net debt.
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Note 24 Events after the Balance Sheet Date

Dividends

As discussed in Note 14, on 23 April 2009 the Board of Directors meeting proposed a dividend of RR 567 million.
This need to be ratified by annual general shareholders meeting.

Early redemption of bonds

On 2 April 2009 the Group executed the option and redeemed the bonds in advance of its original maturity for the
amount of RR 1,493 million with fixed coupon rate of 10.00%.
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Consolidated Condensed Interim Statement of Comprehensive Income (unaudited) 
   
  Three months ended 31 March 
 Note 2009  2008 
    

Revenues   
Product sales 8 11,924  19,251 
Processing fees 59  97 
Transportation recharges 205  179 
Other revenue 226  235 
Total revenues   12,414  19,762 
    
Operating expenses    
Cost of sales 9 (10,645)  (15,815) 
Selling, general and administrative expenses 10 (1,549)  (1,766) 
Total operating expenses  (12,194)   (17,581) 
     
Operating profit   220   2,181 
     
Financial (expenses) income     
Exchange (loss) gain, net  (2,433)  330 
Interest income  58  29 
Interest expense  (393)  (260) 
Total financial (expenses) income  (2,768)   99 
     
Share of post tax net results in associates  55  58 
Dilution of interest in associate  (72)  - 
Net gain (loss) in respect of associate  (17)  58 
     
Profit before taxation   (2,565)   2,338 
Income tax benefit (expense)  535  (443) 
(Loss) profit for the period  (2,030)   1,895 
     
Other comprehensive income:     
Fair value gains on available-for-sale financial assets, 
net of tax  17  58 
Currency translation differences  36   18 
Total comprehensive income (loss) for the period  (1,977)   1,971 
     
(Loss) profit attributable to:     
Parent company shareholders  (2,030)  1,896 
Minority interests  -  (1) 
  (2,030)   1,895 
     
Total comprehensive income (loss) attributable to:     
Parent company shareholders  (1,991)  1,963 
Minority interests  14  8 
  (1,977)  1,971 
     
(Loss) earnings (basic and fully diluted) per 
participating share (Russian roubles per share) 6 (1.11)  1.04 

  

The accompanying notes on pages 8 to 25 are an integral part of these consolidated condensed interim financial 
information. 
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Consolidated Condensed Interim Statement of Cash Flows (unaudited) 
 Three months ended 31 March 

 2009  2008
    
Cash flows from operating activities    
Cash receipts from customers                    14,824                     21,600 
Cash paid to suppliers and employees, and taxes other than 
on income (11,394)  (19,549) 
Interest paid (168)  (168) 
Income tax paid (10)  (240) 
Change in restricted cash                             -                            165 
Net cash from operating activities                      3,252                        1,808 
    
Cash flows from investing activities    
Loans given                             -    (8) 
Proceeds from sale of third party promissory notes and other 
financial assets                              2                               9 
Proceeds from sale of property, plant and equipment                            13                             13 
Purchase of property, plant and equipment (1,056)  (1,978) 
Dividends and interest received                            12                             24 
Net cash used for investing activities (1,029)   (1,940) 
    
Cash flows from financing activities    
Proceeds from long and short-term borrowings                      1,658                       6,755 
Repayment of long and short-term borrowings (1,525)  (5,616) 
Dividends paid (29)   (424) 
Net cash received from financing activities                            104                           715 
    
Net increase in cash and cash equivalents before the 
effects of exchange rate changes                      2,327                          583 
Effect of exchange rate changes                            66  (14) 
     
Net increase in cash and cash equivalents                      2,393                          569 
    
Cash and cash equivalents at the beginning of the period                      1,700                          152 
     
Cash and cash equivalents at the end of the period                      4,093                          721 
    

The accompanying notes on pages 8 to 25 are an integral part of these consolidated condensed interim financial 
information. 
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The accompanying notes on pages 8 to 25 are an integral part of these consolidated condensed interim financial information. 
 

Consolidated Condensed Interim Statement of Changes in Equity (unaudited) 
 
 

Share capital 
Retained 
earnings 

 
 

Revaluation 
reserve 

Currency 
translation 

reserve 

Total equity 
attributable to 

the Company’s 
shareholders 

Minority 
interest Total 

Balance at 31 December 2007 6,332 21,016 (546) 27 26,829 1,060 27,889 
      
Total comprehensive income for the period  - 1,897 58 8 1,963 8 1,971 

Balance at 31 March 2008 6,332 22,913 (488) 35 28,792 1,068 29,860 
      

Balance at 31 December 2008 6,332 21,276 (314) 36 27,330 1,207 28,537 
      
Total comprehensive income (loss) for the period  - (2,029) 16 22 (1,991) 14 (1,977) 

Balance at 31 March 2009 6,332 19,247 (298) 58 25,339 1,221 26,560 
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Note 1 Nizhnekamskneftekhim Group and its operations 
 
OAO Nizhnekamskneftekhim (the "Company") was incorporated as an open joint stock company on 18 August 1993 
(the "privatisation date") pursuant to approval by the State Property Management Committee of the Republic of 
Tatarstan, a republic within the Russian Federation. All assets and liabilities previously managed by the production 
association Nizhnekamskneftekhim were transferred to the Company at their book value at the privatisation date in 
accordance with the privatisation laws of the Republic of Tatarstan. The Company and its subsidiaries (the "Group") 
are principally engaged in the production and sale of petrochemicals.  
 
The Company's registered address is 423574, Nizhnekamsk, the Republic of Tatarstan, Russian Federation. 
 
The main shareholders of the Company as at 31 December 2008 are: OAO Svyazinvetsneftekhim (100% owned by 
the Republic of Tatarstan) (31 March 2009 – 25.2% of share capital; 31 December 2008 – 25.2% of share capital); 
and the TAIF Group (31 March 2009 – 44.5% of share capital; 31 December 2008 – 44.5% of share capital). In 
November 2005 OAO Svyazinvestneftehim transferred under a trust management agreement its interest in 25.2% of 
the Company’s share capital to a member of the TAIF Group. This trust management agreement is for a period of 
five years and permits OOO TAIF-Invest to manage and vote these shares. As a consequence of the above, 
currently the TAIF Group is the ultimate controlling party of the Group. The percentage of ownership interests were 
calculated and presented based on the Company’s total number of outstanding common and preference shares. 
 
The Government of the Republic of Tatarstan possesses a special right ("Golden Share") to veto certain decisions 
taken at shareholders’ and Board of Directors’ meetings. Decisions subject to veto include: amendments to the 
Company’s charter or adoption of a new edition; reorganisation of the Company; liquidation of the Company, creation 
of the liquidation commission and approval of the interim and final liquidation balance sheets; increases and 
decreases in share capital; investments in holding companies, financial and industrial groups or other entities; 
entering into significant transactions and transactions with related parties in accordance with the Law of the Russian 
Federation "On Joint Stock Companies"; and the appointment of the chief executive officer (General Director) of the 
Company. 
 
The Company has its primary share listing on the MICEX stock exchange and quotation list «A» of second level on 
the RTS stock exchange, with a further listing of Level 1 American Depositary Receipts on the Berlin and Frankfurt 
stock exchanges.  
 
Note 2 Basis of preparation and accounting policies 
 
This condensed consolidated interim financial information for the three months ended 31 March 2009 has been 
prepared in accordance with IAS 34, ‘Interim financial reporting’. The condensed consolidated interim financial 
information should be read in conjunction with the annual financial statements for the year ended 31 December 2008, 
which have been prepared in accordance with IFRSs.  
 
Except as described below, the accounting policies applied are consistent with those of the consolidated annual 
financial statements for the year ended 31 December 2008, as described in those consolidated annual financial 
statements.  
 
Taxes on income in the interim periods are accrued using the tax rate that would be applicable to expected total 
annual earnings.  
 
The following new standards and amendments to standards are mandatory for the first time for the financial year 
beginning 1 January 2009. 
 
IFRS 8, Operating Segments (effective for annual periods beginning on or after 1 January 2009). The standard 
applies to entities whose debt or equity instruments are traded in a public market or that file, or are in the process of 
filing, their financial statements with a regulatory organisation for the purpose of issuing any class of instruments in a 
public market. IFRS 8 requires an entity to report financial and descriptive information about its operating segments, 
with segment information presented on a similar basis to that used for internal reporting purposes.  This has resulted 
in the identification of two reportable segments.  

Operating segments are reported in a manner consistent with the internal reporting provided to the chief operating 
decision-maker. The chief operating decision-maker has been identified as the General Director of the Company that 
makes strategic decisions. There has been no further impact on the measurement of the Group’s assets and 
liabilities. Comparatives for 2008 have been restated. 

Puttable Financial Instruments and Obligations Arising on Liquidation—IAS 32 and IAS 1 Amendment 
(effective for annual periods beginning on or after 1 January 2009). The amendment requires classification as equity 
of some financial instruments that meet the definition of financial liabilities. There has been no impact on the Group’s 
financial statements. 
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Note 2 Basis of preparation and accounting policies (continued) 
 

IAS 23, Borrowing Costs (revised March 2007; effective for annual periods beginning on or after 1 January 2009). 
The main change to IAS 23 is the removal of the option of immediately recognising as an expense borrowing costs 
that relate to assets that take a substantial period of time to get ready for use or sale. An entity is, therefore, required 
to capitalise such borrowing costs as part of the cost of the asset. The revised standard applies prospectively to 
borrowing costs relating to qualifying assets for which the commencement date for capitalisation is on or after 1 
January 2009. The Group’s accounting policy prior to the amendment to the standard was to capitalise borrowing 
costs relating to such assets, and, therefore, the amended standard did not impact the Group’s financial statements. 

IAS 1, Presentation of Financial Statements (revised September 2007; effective for annual periods beginning on or 
after 1 January 2009). The main change in IAS 1 is the replacement of the income statement by a statement of 
comprehensive income which will also include all non-owner changes in equity, such as the revaluation of available-
for-sale financial assets. Alternatively, entities will be allowed to present two statements: a separate income 
statement and a statement of comprehensive income. The revised IAS 1 also introduces a requirement to present a 
statement of financial position (balance sheet) at the beginning of the earliest comparative period whenever the entity 
restates comparatives due to reclassifications, changes in accounting policies, or corrections of errors. The group 
has elected to present one statement of comprehensive income which includes all non-owner changes in equity. The 
interim financial statements have been prepared under the revised disclosure requirements.  

IFRIC 13, Customer Loyalty Programmes (effective for annual periods beginning on or after 1 July 2008). IFRIC 13 
clarifies that where goods or services are sold together with a customer loyalty incentive (for example, loyalty points 
or free products), the arrangement is a multiple-element arrangement and the consideration receivable from the 
customer is allocated between the components of the arrangement using fair values. IFRIC 13 is not relevant to the 
Group’s operations because no Group companies operate any loyalty programs. 

IFRIC 15, Agreements for the Construction of Real Estate (effective for annual periods beginning on or after 1 
January 2009). The interpretation applies to the accounting for revenue and associated expenses by entities that 
undertake the construction of real estate directly or through subcontractors, and provides guidance for determining 
whether agreements for the construction of real estate are within the scope of IAS 11 or IAS 18. It also provides 
criteria for determining when entities should recognise revenue on such transactions. IFRIC 15 did not have a 
significant impact on the Group’s financial statements. 

IFRIC 16, Hedges of a Net Investment in a Foreign Operation (effective for annual periods beginning on or after 1 
October 2008). The interpretation explains which currency risk exposures are eligible for hedge accounting and 
states that translation from the functional currency to the presentation currency does not create an exposure to which 
hedge accounting could be applied. The IFRIC allows the hedging instrument to be held by any entity or entities 
within a group except the foreign operation that itself is being hedged. The interpretation also clarifies how the gain or 
loss recycled from the currency translation reserve to profit or loss is calculated on disposal of the hedged foreign 
operation. Reporting entities will apply IAS 39 to discontinue hedge accounting prospectively when their hedges do 
not meet the criteria for hedge accounting in IFRIC 16. IFRIC16 did not have any impact on the Group’s financial 
statements as the Group does not apply hedge accounting. 

Vesting Conditions and Cancellations—Amendment to IFRS 2, Share-based Payment (issued in January 2008; 
effective for annual periods beginning on or after 1 January 2009). The amendment clarifies that only service 
conditions and performance conditions are vesting conditions. Other features of a share-based payment are not 
vesting conditions. The amendment specifies that all cancellations, whether by the entity or by other parties, should 
receive the same accounting treatment. The amendment did not have a significant impact on the Group’s financial 
statements. 

Cost of an Investment in a Subsidiary, Jointly Controlled Entity or Associate—IFRS 1 and IAS 27 Amendment 
(issued in May 2008; effective for annual periods beginning on or after 1 January 2009). The amendment allows first-
time adopters of IFRS to measure investments in subsidiaries, jointly controlled entities or associates at fair value or 
at previous GAAP carrying value as deemed cost in the separate financial statements. The amendment also requires 
distributions from pre-acquisition net assets of investees to be recognised in profit or loss rather than as a recovery of 
the investment. The amendments did not have any impact on the Group’s consolidated financial statements. 

Improving Disclosures about Financial Instruments - Amendment to IFRS 7, Financial Instruments: 
Disclosures (issued in March 2009; effective for annual periods beginning on or after 1 January 2009). The 
amendment requires enhanced disclosures about fair value measurements and liquidity risk.  The entity will be 
required to disclose an analysis of financial instruments using a three-level fair value measurement hierarchy. The 
amendment (a) clarifies that the maturity analysis of liabilities should include issued financial guarantee contracts at 
the maximum amount of the guarantee in the earliest period in which the guarantee could be called; and (b) requires 
disclosure of remaining contractual maturities of financial derivatives if the contractual maturities are essential for an 
understanding of the timing of the cash flows. An entity will further have to disclose a maturity analysis of financial 
assets it holds for managing liquidity risk, if that information is necessary to enable users of its financial statements to 
evaluate the nature and extent of liquidity risk. The amendment did not have a significant impact on the Group’s 
financial statements. 
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Note 2 Basis of preparation and accounting policies (continued) 
 

Improvements to International Financial Reporting Standards (issued in May 2008). In 2007, the International 
Accounting Standards Board decided to initiate an annual improvements project as a method of making necessary, 
but non-urgent, amendments to IFRS. The amendments consist of a mixture of substantive changes, clarifications, 
and changes in terminology in various standards. The substantive changes relate to the following areas: 
classification as held for sale under IFRS 5 in case of a loss of control over a subsidiary; possibility of presentation of 
financial instruments held for trading as non-current under IAS 1; accounting for sale of IAS 16 assets which were 
previously held for rental and classification of the related cash flows under IAS 7 as cash flows from operating 
activities; clarification of definition of a curtailment under IAS 19; accounting for below market interest rate 
government loans in accordance with IAS 20; making the definition of borrowing costs in IAS 23 consistent with the 
effective interest method; clarification of accounting for subsidiaries held for sale under IAS 27 and IFRS 5; reduction 
in the disclosure requirements relating to associates and joint ventures under IAS 28 and IAS 31; enhancement of 
disclosures required by IAS 36; clarification of accounting for advertising costs under IAS 38; amending the definition 
of the fair value through profit or loss category to be consistent with hedge accounting under IAS 39; introduction of 
accounting for investment properties under construction in accordance with IAS 40; and reduction in restrictions over 
manner of determining fair value of biological assets under IAS 41. Further amendments made to IAS 8, 10, 18, 20, 
29, 34, 40, 41 and to IFRS 7 represent terminology or editorial changes only, which the IASB believes have no or 
minimal effect on accounting. The amended standards did not have a material effect on the Group’s financial 
statements. 

The Group early adopted the improvement to IFRS 8 issued in April 2009 which requires to report a measure of total 
assets and liabilities for each reportable segment under IFRS 8 only if such amounts are regularly provided to the 
chief operating decision maker.  

Recently, the International Accounting Standards Board published the following new standards and interpretations 
which have not been early adopted by the Group. 

IAS 27, Consolidated and Separate Financial Statements (revised January 2008; effective for annual periods 
beginning on or after 1 July 2009). The revised IAS 27 will require an entity to attribute total comprehensive income 
to the owners of the parent and to the non-controlling interests (previously “minority interests”) even if this results in 
the non-controlling interests having a deficit balance (the current standard requires the excess losses to be allocated 
to the owners of the parent in most cases). The revised standard specifies that changes in a parent’s ownership 
interest in a subsidiary that do not result in the loss of control must be accounted for as equity transactions. It also 
specifies how an entity should measure any gain or loss arising on the loss of control of a subsidiary. At the date 
when control is lost, any investment retained in the former subsidiary will have to be measured at its fair value. The 
Group will apply the amended standard prospectively. 

IFRS 3, Business Combinations (revised January 2008; effective for business combinations for which the 
acquisition date is on or after the beginning of the first annual reporting period beginning on or after 1 July 2009). The 
revised IFRS 3 will allow entities to choose to measure non-controlling interests using the existing IFRS 3 method 
(proportionate share of the acquiree’s identifiable net assets) or at fair value. The revised IFRS 3 is more detailed in 
providing guidance on the application of the purchase method to business combinations. The requirement to 
measure at fair value every asset and liability at each step in a step acquisition for the purposes of calculating a 
portion of goodwill has been removed. Instead, in a business combination achieved in stages, the acquirer will have 
to remeasure its previously held equity interest in the acquiree at its acquisition-date fair value and recognise the 
resulting gain or loss, if any, in profit or loss. Acquisition-related costs will be accounted for separately from the 
business combination and therefore recognised as expenses rather than included in goodwill. An acquirer will have 
to recognise at the acquisition date a liability for any contingent purchase consideration. Changes in the value of that 
liability after the acquisition date will be recognised in accordance with other applicable IFRSs, as appropriate, rather 
than by adjusting goodwill. The revised IFRS 3 brings into its scope business combinations involving only mutual 
entities and business combinations achieved by contract alone. The Group will apply the amended standard 
prospectively. 

Eligible Hedged Items—Amendment to IAS 39, Financial Instruments: Recognition and Measurement 
(effective with retrospective application for annual periods beginning on or after 1 July 2009). The amendment 
clarifies how the principles that determine whether a hedged risk or portion of cash flows is eligible for designation 
should be applied in particular situations. The Group does not expect the amended standard to have a material effect 
on its financial statements. 

IFRIC 17, Distribution of Non-Cash Assets to Owners (effective for annual periods beginning on or after 1 July 
2009). The amendment clarifies when and how distribution of non-cash assets as dividends to the owners should be 
recognised. An entity should measure a liability to distribute non-cash assets as a dividend to its owners at the fair 
value of the assets to be distributed. A gain or loss on disposal of the distributed non-cash assets will be recognised 
in profit or loss when the entity settles the dividend payable. IFRIC 17 is not relevant to the Group’s operations 
because it does not distribute non-cash assets to owners. 
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Note 2 Basis of preparation and accounting policies (continued) 
 

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

IFRIC 18, Transfers of Assets from Customers (effective for annual periods beginning on or after 1 July 2009). 
The interpretation clarifies the accounting for transfers of assets from customers, namely, the circumstances in which 
the definition of an asset is met; the recognition of the asset and the measurement of its cost on initial recognition; 
the identification of the separately identifiable services (one or more services in exchange for the transferred asset); 
the recognition of revenue, and the accounting for transfers of cash from customers. The Group concluded that IFRIC 
18 does not have any effect on its financial statements. 

Embedded Derivatives - Amendments to IFRIC 9 and IAS 39 (effective for annual periods ending on or after 30 
June 2009). The amendments clarify that on reclassification of a financial asset out of the ‘at fair value through profit 
or loss’ category, all embedded derivatives have to be assessed and, if necessary, separately accounted for.  The 
Group concluded that the amendements do not have any effect on its financial statements. 

Improvements to International Financial Reporting Standards (issued in April 2009; amendments to IFRS 2, IAS 
38, IFRIC 9 and IFRIC 16 are effective for annual periods beginning on or after 1 July 2009; amendments to IFRS 5, 
IFRS 8, IAS 1, IAS 7, IAS 17, IAS 36 and IAS 39 are effective for annual periods beginning on or after 1 January 
2010). The improvements consist of a mixture of substantive changes and clarifications in the following standards 
and interpretations: clarification that contributions of businesses in common control transactions and formation of joint 
ventures are not within the scope of IFRS 2; clarification of disclosure requirements set by IFRS 5 and other 
standards for non-current assets (or disposal groups) classified as held for sale or discontinued operations; requiring 
to report a measure of total assets and liabilities for each reportable segment under IFRS 8 only if such amounts are 
regularly provided to the chief operating decision maker; amending IAS 1 to allow classification of certain liabilities 
settled by entity’s own equity instruments as non-current; changing IAS 7 such that only expenditures that result in a 
recognised asset are eligible for classification as investing activities; allowing classification of certain long-term land 
leases as finance leases under IAS 17 even without transfer of ownership of the land at the end of the lease; 
providing additional guidance in IAS 18 for determining whether an entity acts as a principal or an agent; clarification 
in IAS 36 that a cash generating unit shall not be larger than an operating segment before aggregation; 
supplementing IAS 38 regarding measurement of fair value of intangible assets acquired in a business combination; 
amending IAS 39 (i) to include in its scope option contracts that could result in business combinations, (ii) to clarify 
the period of reclassifying gains or losses on cash flow hedging instruments from equity to profit or loss and (iii) to 
state that a prepayment option is closely related to the host contract if upon exercise the borrower reimburses 
economic loss of the lender; amending IFRIC 9 to state that embedded derivatives in contracts acquired in common 
control transactions and formation of joint ventures are not within its scope; and removing the restriction in IFRIC 16 
that hedging instruments may not be held by the foreign operation that itself is being hedged. The Group does not 
expect the amendments to have any material effect on its financial statements.  

Group Cash-settled Share-based Payment Transactions - Amendments to IFRS 2, Share-based Payment 
(effective for annual periods beginning on or after 1 January 2010). The amendments provide a clear basis to 
determine the classification of share-based payment awards in both consolidated and separate financial statements. 
The amendments incorporate into the standard the guidance in IFRIC 8 and IFRIC 11, which are withdrawn. The 
amendments expand on the guidance given in IFRIC 11 to address plans that were previously not considered in the 
interpretation. The amendments also clarify the defined terms in the Appendix to the standard. The Group is currently 
assessing the impact of the amendments on disclosures in its financial statements. 

The International Financial Reporting Standard for Small and Medium-sized Entities (issued in July 2009) is a 
self-contained standard, tailored to the needs and capabilities of smaller businesses. Many of the principles of full 
IFRS for recognising and measuring assets, liabilities, income and expense have been simplified, and the number of 
required disclosures have been simplified and significantly reduced. The IFRS for SMEs may be applied by entities 
which publish general purpose financial statements for external users and do not have public accountability. As a 
listed entity, the Group is not eligible to apply the IFRS for SMEs. 
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Note 3 Segment information 
 
Management has determined the operating segments based on the management reports, which are primarily derived 
from statutory records and regularly reconciled to IFRS financial statements. The management reports are reviewed 
by the chief operating decision-maker that are used to make strategic decisions. The chief operating decision-maker, 
who is responsible for allocating resources and assessing performance of the operating segments, has been 
identified as the General Director of the Company. The following criteria have been used by management for 
determining the operating segments and assigning the Group subsidiaries to particular segment: 
 
• Business activities of companies; and 
• Product perspective. 
 
The first operating segment “Product and sales of petrochemicals” contains the results of the parent company OAO 
Nizhnekamskneftekhim only.  This segment derives its revenue primarily from the manufacture and sale of 
petrochemical products.  
 
The second operating segment “Petrochemicals trading” includes results of OY Nizhex Scandinavia Ltd (a subsidiary 
of the Company).  This subsidiary is primarily engaged in trading of petrochemical products.  OY Nizhex Scandinavia 
Ltd purchases petrochemical products from the parent company and from third parties and resells the products to 
foreign customers.      
 
The table below contains other principal subsidiaries that did not fall under the above listed operating segments and 
were presented under “All other segments”: 
 

 As of and for the three months ended 31 March 
 2009 2008 
1 OOO Trest TSNKhRS OOO Trest TSNKhRS 
2 ОOО RMZ-NKNK ОOО RMZ-NKNK 
3 OOO Transport-express OOO Transport-express 
4 OOO Neftekhimagroprom OOO Neftekhimagroprom 
5 OOO Neftekhim-Invest OOO Neftekhim-Invest 
6 OOO Nizhnekamskneftekhim – Service OOO Nizhnekamskneftekhim – Service 
7 OOO UOP Neftehim OOO UOP Neftehim 
8 OAO SOV-NKNK OAO SOV-NKNK 
9 OOO SCC Neftekhimik OOO SCC Neftekhimik 
10 OAO Neftekhimsevilen OAO Neftekhimsevilen 
11 OOO Nizhnekamskneftekhim –Divinil OOO Nizhnekamskneftekhim –Divinil 

 
The first operating segment “Production and sales of petrochemicals” includes the results of the following associate 
companies: 

 As of and for the three months ended 31 March 
 2009 2008 
1 Tatneftekhiminvest-holding Tatneftekhiminvest-holding 
2 Spurt Bank Spurt Bank 
3 Tatfundbank Tatfundbank 
4 KB Intekhbank KB Intekhbank 
5 SP Elastokam SP Elastokam 
6 Karpov Plant Karpov Plant 
7 Kaminterkhim Kaminterkhim 
8 Other (less than 5% of total share in associate 

revenue) 
Other (less than 5% of total share in associate 
revenue 

 
The reportable operating segments derive their revenue primarily from the production and sale of petrochemicals and 
the other products and services. 
 
Management assesses the performance of operating segments based on certain measures, which are presented to  
the chief operating decision maker. This includes financial information on the Group operating reportable segments 
presented in accordance with Russian Statutory Accounting regulations (RSA) and in accordance with IFRS as 
adopted by EU (for OY Nizhex Scandinavia Ltd only). The information comprises measures such as total revenue, 
gross profit, operating profit and net profit. The RSA segment reporting information is reconciled where applicable to 
the amounts reported in the Group's consolidated financial statements prepared in accordance with International 
Financial Reporting Standards. 
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Note 3 Segment information (continued) 
 
The Group’s financial performance by operating segments for the three months ended 31 March 2009: 
 

Description 

Production and 
sales of 

petrochemicals, 
RSA 

Petrochemicals 
trading,  

IFRS 

All other 
segments, 

RSA Total 
Revenue         
External sales 10,589 1,065 760 12,414 
Inter-segment sales 1,020 - 539 1,559 
Total revenue 11,609 1,065 1,299 13,973 
Result     
Gross profit 2,110 150 29 2,289 
Operating profit (loss) 941 135 (120) 956 
Exchange (loss) gain, net (2,433) - - (2,433) 
Interest income 28 12 - 40 
Interest expense (322) (21) (11) (354) 
Share of net results of associates - - - - 
Income tax benefit (expense) - - (3) (3) 
Net (loss) profit (1,758) 126 (102) (1,734) 
 Other information     
Depreciation (732) - (84) (816) 
     

 
Reportable segment revenues for the three months ended 31 March 2009 is reconciled to the Group’s revenue as 
follows: 

Description 

Production and 
sales of 

petrochemicals 
Petrochemicals 

trading 
All other 

segments Total 
Revenues, RSA and IFRS 11,609 1,065 1,299 13,973 
Intercompany transactions (1,020) - (539) (1,559) 
Other adjustments (44) - 44 - 

Revenues, IFRS 10,545 1,065 804 12,414 
 
Reportable segment operating profit for the three months ended 31 March 2009 is reconciled to the Group’s 
operating profit as follows: 

Description 

Production and 
sales of 

petrochemicals 
Petrochemicals 

trading 
All other 

segments Total 

Operating profit, RSA and IFRS                     941              135 (120) 
  

956 
Reclassification of other expenses (372) - (17) (389) 
Difference in IFRS and RSA depreciation (137)  -                13 (124) 
Other adjustments (234)  -                11 (223) 

Operating profit (loss), IFRS 198 135 (113) 220 
 
Reportable segment net profit for the three months ended 31 March 2009 is reconciled to the Group’s net profit as 
follows: 

Description 

Production and 
sales of 

petrochemicals 
Petrochemicals 

trading 
All other 

segments Total 
Net profit, RSA and IFRS (1,758) 126 (102) (1,734) 
Reversal of RSA deferred tax (400) - 20 (380) 
Accrual of IFRS deferred tax 538 - - 538 
Difference in IFRS and RSA depreciation (137) - 13 (124) 
Other adjustments (255) - (75) (330) 

Net profit (loss), IFRS (2,012) 126 (144) (2,030) 
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Note 3 Segment information (continued) 
 
The Group’s financial performance by operating segments for the three months ended 31 March 2008: 
 

Description 

Production and 
sales of 

petrochemicals, 
RSA 

Petrochemicals 
trading,  

IFRS 

All other 
segments, 

RSA Total 
Revenue         
External sales                 16,675                  1,892         1,368  19,935 
Inter-segment sales                   1,762                         -              563  2,325 
Total revenue 18,437 1,892 1,931 22,260 
Result         
Gross profit 3,989 23 84 4,096 
Operating profit 2,717 33 (14) 2,736 
Exchange (loss) gain, net                      330                       -                  -              330 
Interest income                           5                       23                1               29 
Interest expense                   (189)                     (11)             (29)        (229) 
Share of net results of associates                          -                           -                  -                  -   
Income tax benefit (expense)                    (571)                     (10)             (12)       (593) 
Net (loss) profit 1,920 25 (54) 1,891 
 Other information         
Depreciation                   (546)                      -              (52)        (598) 
     

Reportable segment revenues for the three months ended 31 March 2008 is reconciled to the Group’s revenue as 
follows:  

Description 

Production and 
sales of 

petrochemicals 
Petrochemicals 

trading 
All other 

segments Total 
Revenues, RSA and IFRS 18,437 1,892 1,931 22,260 
Intercompany transactions (1,762) - (563) (2,325) 
Other adjustments (187) - 14 (173) 

Revenues, IFRS 16,488 1,892 1,382 19,762 
 
Reportable segment operating profit for the three months ended 31 March 2008 is reconciled to the Group’s 
operating profit as follows: 

Description 

Production and 
sales of 

petrochemicals 
Petrochemicals 

trading 
All other 

segments Total 
Operating profit, RSA and IFRS 2,717 33 (14) 2,736 
Reclassification of other expenses (342) (10) - (352) 
Difference in IFRS and RSA depreciation (99) -  - (99)  
Other adjustments (99) -  (5) (104) 

Operating profit (loss), IFRS 2,177 23 (19) 2,181 
 
Reportable segment net profit for the three months ended 31 March 2008 is reconciled to the Group’s net profit as 
follows: 

Description 

Production and 
sales of 

petrochemicals 
Petrochemicals 

trading 
All other 

segments Total 
Net profit, RSA and IFRS 1,920 25 (54) 1,891 
Reversal of RSA deferred tax 30 - - 30 
Accrual of IFRS deferred tax 150 - - 150 
Difference in IFRS and RSA depreciation (99) - - (99) 
Other adjustments (64) - (13) (77) 

Net profit (loss), IFRS 1,937 25 (67) 1,895 
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Note 3 Segment information (continued) 
 
The major part of revenue relates to a few customers, which account for less than 10% of total revenues each and 
presented below based on accounting records used to prepare IFRS financial statements. 
 

Revenue by major customers (for the 
three months ended 31 March 2009) 

Product and 
sales of 

petrochemicals 
Petrochemicals 

trading 
All other 

segments Total  
Two customers with sales turnover more 
than RR 1,000 million each                   2,344 -  -          2,344 
Other customers (with turnover less than RR 
1,000 million each)                    8,201                    1,065             804       10,070 

Revenues, IFRS 10,545 1,065 804 12,414 
 

Revenue by major customers (for the 
three months ended 31 March 2008) 

Production and 
sales of 

petrochemicals 
Petrochemicals 

trading 
All other 

segments Total  
Four customers with sales turnover more 
than RR 1,000 million each                  5,081   -  -        5,081   
Other customers (with turnover less than RR 
1,000 million each)             11,407               1,892 1,382     14,681 

Revenues, IFRS  16,488               1,892         1,382  19,762 
 
Revenue by major products presented below based on accounting records used to prepare IFRS financial 
statements: 

Revenue by major products (for the three 
months ended 31 March 2009) 

Production and 
sales of 

petrochemicals 
Petrochemicals 

trading 
All other 

segments Total 
 Rubbers production                    4,277 5  -         4,282 
 Plastic production                    2,519  176  -         2,695 
 Olefins products                     3,049  640  -         3,689 
 Other products                       700                   244               804          1,748 

Revenues, IFRS 10,545 1,065 804 12,414 
 

Revenue by major products (for the three 
months ended 31 March 2008) 

Production and 
sales of 

petrochemicals 
Petrochemicals 

trading 
All other 

segments Total 
 Rubbers production                  6,917 37 -        6,954 
 Plastic production                    3,355  108 -        3,463 
 Olefins products                   5,242  1,718 -         6,960 
 Other products                  974               29          1,382         2,385 

Revenues, IFRS              16,488          1,892             1,382      19,762 
 
Note 4  Property, plant and equipment 
 

 
Buildings Equipment 

Assets under 
construction Other Total 

      
At 31 December 2008     
Cost 46,802 46,278 2,273       3,299      98,652
Accumulated depreciation (25,519) (33,214) - (2,272) (61,005)

Net book value  21,283 13,064 2,273   1,027 37,647
   

At 31 March 2009     
Cost 46,853 46,390 2,451 3,303 98,997
Accumulated depreciation (25,855) (33,732) - (2,295) (61,882)

Net book value  20,998 12,658 2,451 1,008 37,115 
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Note 5  Borrowings 
 

 31 March 2009 31 December 2008 

Bonds payable                  8,238   7,308 
Other borrowings                14,545   12,817 
Total borrowings           22,783 20,125 
Less current bonds payable and current portion of non-current 
borrowings     (9,247) (7,707) 

Total non-current borrowings 13,536 12,418 
 
The fair value of current and non-current borrowings and bonds are as follows: 
 

 Fair value             
 31 March 2009 31 December 2008 

Bonds payable 5,650 6,559 
Other borrowings 13,621 11,999 

Total borrowings and bonds  19,271 18,558 
 
The fair value of current other borrowings approximates their carrying amount, as the impact of discounting is not 
significant. The fair value of bonds is determined by reference to the market prices as of 31 March 2009. The fair 
value of non-current other borrowings with fixed rates is based on cash flows discounted using estimates of a market 
borrowing rate - a rate of 10% at 31 March 2009 and 15% at 31 December 2008. 
 
Borrowings include amounts denominated in RR, USD and Euro: 
 

 31 March 2009 31 December 2008 

Borrowings in USD                       17,928   15,013 
Borrowings in RR                         2,886   3,382 
Borrowings in Euro                         1,969   1,730 

Total borrowings                       22,783   20,125 
 
Scheduled maturity of non-current borrowings was as follows: 
 

  31 March 2009 31 December 2008 
   
Due for repayment:   
Between one and two years                        8,637   8,303
Between two and four years                        2,394   2,063
After four years                        2,505   2,052

Total non-current  borrowings                       13,536   12,418 
 
Included in borrowings are the following amounts for unsecured bonds payable denominated in Russian roubles and 
US dollars: 
 
Description Coupon Amount 

Current   
Issued 4 April 2005, maturing 26 March 2012,  
RR denominated 

 9.99%* for first 4 years 1,500 

Unamortized discount   (7)
Balance as at 31 March 2009  1,493 

Non-current   
Issued 22 December 2005, maturing 22 December 2015**, 
USD denominated 

 8.5% paid semi-annually 6,803 

Unamortized discount  (58)
Balance as at 31 March 2009  6,745 
   
Total balance as at 31 March 2009  8,238 
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Note 5  Borrowings (continued) 
 
*- bond bears interest of 9.99% per annum for the first four years. After which the Company is able to set a new rate 
it is willing to pay. This new rate will be announced in advance. After the announcement of the new rate the bond 
holders have the option to continue to hold the bonds or put them back to the Company.  
** - holders of the bonds have option to redeem the bonds in 2010. 
 
Description Coupon Amount 
   
Issued 4 April 2005, maturing 26 March 2012,  
RR denominated 

 9.99%* for first 4 years           1,500 

Unamortized discount  (8)
Balance as at 31 December 2008  1,492 
   
Issued 22 December 2005, maturing 22 December 2015**, 
USD denominated 

 8.5% paid semi-annually 5,876 

Unamortized discount  (60)
Balance as at 31 December 2008  5,816 
   
Total balance as at 31 December 2008  7,308 

 
Other borrowings 
 
The other borrowings received by the Group: 
 

31 March 2009 31 December 2008 Borrowing facilities Interest 
rate 

description 

Currency Year of 
redemption Current 

portion 
Non-

current 
portion 

Current 
portion 

Non-
current 
portion 

Current borrowings 
Nordea (credit line of 
Oy. Nizhex 
Scandinavia Ltd.) Floating EUR 2009 170 - 257 - 
BNP Paribas (credit line 
of Oy. Nizhex 
Scandinavia Ltd.) Floating USD 2009 160 - 

 
 

- 

 
 

- 
ZAO KB Citibank  
credit line Fixed USD 2009 - - 153 - 
ZAO UniCredit Bank 
credit line Floating USD 2009 233 - - - 

AK Bars Bank credit line Fixed RR 2009 141  150 - 
Sberbank credit line Fixed RR 2009 300 - 800 - 
Other  Various Various 2009 227 - 188 - 

Non-current borrowings 
Citibank N.A. (SACE) 
$65m Fixed USD 2013 330 1,156 285 998 
Citibank (GOVCO) Floating USD 2013 70 244 60 241 
Citibank N.A. (SACE) 
$120m Fixed USD 2015 530 3,181 

 
419 

 
2,512 

HSBC Floating USD 2009 680 - 588 - 
HVB and HSBC Floating USD 2010 4,365 397 2,742 1,371 
HVB Bank (SLA 02) Floating EUR 2011 39 39 36 54 
HVB Bank (SLA 03) Floating EUR 2014 70 350 64 323 
HVB Bank (SLA 04) Floating EUR 2015 91 456 84 421 
HVB Bank (SLA 05) Floating EUR 2017 98 685 34 506 
Other Various Various Various 250 283 355 176 

Total other borrowings    7,754 6,791 6,215 6,602 
 
Sberbank credit facility. In January 2007, the Group signed an agreement with Sberbank under which the Group 
would receive loan tranches, when necessary, to carry out its operations. As of 31 March 2009 the Group owed RR 
300 million with respect to this facility (date of maturity – May 2009; the cost of goods in turnover pledged to secure 
the obtained loan is RR 1,038 million). Within the period from 31 December 2008 to 31 March 2009 the Group repaid 
RR 500 million with respect to this facility.  
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Note 5  Borrowings (continued) 
 
Citibank N.A. (SACE) USD 65.0 million. During the first quarter in 2009 the Group did not utilize financing from 
SACE.   Total amount of the loan is USD 65.0 million.  The loan is guaranteed by SACE and secured by property, 
plant and equipment. As of 31 March 2009 the outstanding debt amounted to USD 43.7 million (RR 1,486 million) (as 
of 31 December 2008 – USD 43.7 million (RR 1,283 million)). 
Citibank (GOVCO). In December 2004, the Group signed an agreement with Citibank N.A. (GOVCO) and EXIM 
Bank for the total amount of USD 14.4 million. Under this agreement, GOVCO provided a loan in 2005 for the 
acquisition of equipment and services. Citibank acts as the agent of the creditor (GOVCO). As of 31 March 2009 the 
outstanding debt amounted to USD 9.2 million (RR 314 million) (as of 31 December 2008 – USD 10.2 million (RR 
301 million)). 
Citibank N.A. (SACE) USD 120.0 million. The total loan facility is equal to USD 120.0 million. The loan is secured 
by a letter of credit in the amount of the debtor’s liability for the term of interest payment. As of 31 March 2009 the 
outstanding debt amounted to USD 109 million (RR 3,711 million), and as of 31 December 2008 – USD 99.8 million 
(RR 2,931 million). 
 
HSBC. In December 2007, the Group obtained a loan facility from HSBC in the amount of USD 30 million (RR 
736 million). As of 31 March 2009 the outstanding debt amounted to USD 20 million (RR 680 million) (as of 31 
December 2008 – USD 20 million (RR 588 million)). 
 
HVB and HSBC. In April 2008, the Group signed an agreement on the opening of a new credit facility with HVB and 
HSBC. The total amount of the credit facility is USD 140 million. The Group drew down USD 140 million. As of 31 
March 2009 the outstanding balance amounted to USD 140 million (RR 4,762 million) (as of 31 December 2008 – 
USD 140 million (RR 4,113 million)). 
 
HVB Bank. Under the contract signed in August 2005, the Group obtained new credit facilities for the total amount of 
EUR 50 million to upgrade the ethylene producing plant. Within the period from 31 December 2008 to 31 March 2009 
the Group received the total of EUR 4.4 million. 

• As of 31 March 2009 the outstanding debt balance under SLA No. 02 was EUR 1.7 million (RR 78 million) 
(as of 31 December 2008 – EUR 2.2 million (RR 90 million)).  
• As of 31 March 2009 the outstanding debt balance under SLA No. 03 was EUR 9.3 million (RR 420 million) 
(as of 31 December 2008 – EUR 9.3 million (RR 387 million)).  
• As of 31 March 2009 the outstanding debt balance under SLA No. 04 was EUR 12.2 million (RR 547 million) 
(as of 31 December 2008 – EUR 12.2 million (RR 505 million)).  
• As of 31 March 2009 the outstanding debt balance under SLA No. 05 was EUR 17.4 million (RR 783 million) 
(as of 31 December 2008 – EUR 13.02 million (RR 540 million)).  
 

The effective interest rates on credits and loans as of the reporting dates are as follows: 
 

   31 March 2009 31 December 2008 
USD denominated borrowings, floating 2.66% 3.93% 
USD denominated borrowings, fixed  6.87% 6.88% 
RR denominated bonds  9.99% 9.99% 
RR denominated borrowings, fixed  13.44% 13.08% 
EUR denominated borrowings, floating 4.44% 4.78% 

 
Certain loan agreements entered by the Group are secured by fixed assets and inventories in turnover. A number of 
loan agreements require the Group to maintain certain minimum financial ratios, and majority of those are related to 
EBITDA. The Management believes that, while calculating EBITDA, the impact of positive and negative foreign 
exchange rate differences should not be taken into account.  The Group was in compliance with the covenants 
imposed by the loan agreements at 31 March 2009. 
As of 31 March 2009, the Group has undrawn credit facilities in amount of RR 3,385 million (USD 84 million and EUR 
11.6 million) (as of 31 December 2008 – RR 4,407 million (USD 95 million and EUR 16 million)). 
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Note 6 (Loss) earnings per share 
 
(Loss) earnings per share 

 Three months ended 31 March 
 2009 2008 

(Loss) profit attributable to parent company shareholders (2,030) 1,896 
  
Weighted average number of participating shares,  
adjusted for treasury shares  1,830,239,750 1,830,239,750 

(Loss) earnings (basic and fully diluted) per participating share 
(RR per share) (1.11) 1.04 

 
 
Note 7  Related party transactions 
 
Parties are generally considered to be related if the parties are under common control or if one party has the ability to 
control the other party or can exercise significant influence or joint control over the other party in making financial and 
operational decisions. In considering each possible related party relationship, attention is directed to the substance of 
the relationship, not merely the legal form.  
 
Transactions and balances with the ultimate controlling party 
 
Purchases of materials and services incurred from and sales to TAIF Group, which is the ultimate controlling party 
(Note 1), were: 
 

 
Related party 

 
Description 

 
Three months ended 31 March 

  2009 2008 
    
TAIF Group (ОAO TAIF-NK, 
NMU-3 and other) 

Purchase of materials and 
services 2,641 4,497 

TAIF Group (ОAO TAIF-NK, OAO 
Kazanorgsintez and other ) 

Sale of products  
1,457 1,532 

 
Balances due to or from TAIF Group companies, excluded those balances mentioned separately in these 
consolidated financial statements, were: 
 

Item 31 March 2009 31 December 2008 

Accounts receivable  1,368 973 
Advances given 1 301 
Accounts payable and accrued liabilities  1,997 1,064 
Cash and cash equivalents (MKB Avers) 434 32 

 

F-89



NIZHNEKAMSKNEFTEKHIM GROUP 
IFRS Consolidated Condensed Interim Financial Information – for the three months ended  
31 March 2009      
(in millions of Russian roubles, unless otherwise stated)  
 

 
 

Note 7  Related party transactions (continued) 
 
Transactions and balances with the entities controlled by the Russian Government 
 
Purchases and expenses incurred from and sales to the entities controlled by the Russian Government are related 
party transactions due to the Tatarstan Government being part of the Russian Government. These are summarised 
below.  

 
Related party 

 
Description 

 
Three months ended 31 March 

  2009 2009 
    
OAO Tatenergo (including its 
subsidiaries) Purchase of electricity and heat 2,229 2,695 
Tatneft Group (URNiN Tatneft, 
Tatneft Neftekhimsnab and 
other) Sale of products  276 1,237 
OAO Gazenergoset Purchase and sale of products 305 952 
OAO Russian railroads Purchase of transport services 121 316 
Tatneft Group (URNiN Tatneft, 
Tatneft Neftekhimsnab and 
other) Purchase of materials 82 192 

ZAO Tatgazinvest 
Purchase of natural gas used as 
fuel 366 365 

OAO Sibur Sale of products  4 84 
OAO Oil Company Rosneft Purchase of materials - 232 
Minzemimuschestvo RT Lease of land 5 74 
OAO Sibur Purchases of materials - 151 
OAO Tatenergo (including its 
subsidiaries) Sale of products 41 48 
Others Sale of products 92 76 

Others Purchases of various materials 
and services 419 770 

 
Balances due to or from the entities controlled by the Russian Government included: 

Item 31 March 2009 31 December 2008 

Accounts receivable  635 613 
Accounts payable and accrued liabilities  567 806 
Bank deposits (Sberbank) - 1,050 
Loans received (AK Bars Bank) 915 939 
Loans received (Sberbank) 312 1,410 
Cash and cash equivalents (Ak Bars Bank, Sberbank) 955 32 

 
Transactions and balances with associates 
 
Sales to associates for the three months ended 31 March 2009 were RR 56 million (for three months ended 31 
March 2008 – RR 159 million), and purchases from associates for the three months ended 31 March 2009 were 19 
RR  million (for the three months ended 31 March 2008 - RR 18  million).  
 
Balances with associates were as follows: 

Item 31 March 2009 31 December 2008 
   
Accounts receivable 169 192 
Accounts payable and accrued liabilities 20 6 
Bank deposits (AKB Spurt) 100 - 
Cash and cash equivalents (AKB Spurt, Tatfundbank) 1,281 7 

 
Shares owned by directors and senior management 
 
The total number of shares owned directly by the directors and senior management comprised 753,925 ordinary and 
693,772 preferred shares (in total approximately 0.079% of the Company’s share capital) at 31 March 2009 (at 
31 December 2008 – 851,175 ordinary and 693,772 preferred shares (in total approximately 0.08% of the Company’s 
share capital)).  
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Note 7  Related party transactions (continued) 
 
Directors' compensation 
 
Compensation paid to directors and senior management for their services in full time or part time executive 
management positions comprises a contractual salary, non-cash benefits, and a performance bonus depending on 
results for the year according to the Russian statutory financial statements. Total directors’ and senior management 
compensation of the above nature, included within personnel costs in selling, general and administrative expenses, 
amounted to RR 32 million for the three months ended 31 March  2009 (for the three months ended 31 March 2008 – 
RR 38 million).  
 
 
Note 8 Product sales 
 
The following table summarises the Group's  product sales by destination. 

 Three months ended 31 March 
 2009 2008 

Russia and CIS 5,507 10,112 
Other Europe 5,685 8,667 
North America 143 266 
Other 589 206 

Total product sales 11,924 19,251 
 
Note 9 Cost of sales 
 

 Three months ended 31 March 
 2009 2008 

Raw materials 5,035 9,754 
Energy and fuel 2,549 3,030 
Personnel costs 1,110 1,125 
Services and other 522 686 
Depreciation 910 663 
Unified social tax 266 293 
Repairs and maintenance 57 7 
Taxes other than income tax 192 175 
Rental payment for land 4 82 

Total cost of sales 10,645 15,815 
 
Rent agreements for  the land are renegotiated annually. The expected amount of rent payments for 2009 is RR 220 
million (for 2008 – 294 million). 
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Note 10 Selling, general and administrative expenses 
 

 Three months ended 31 March 
 2009 2008 

Transportation expenses 329 597 
Maintenance of social infrastructure 246 254 
Personnel costs 271 289 
Materials 290 309 
Insurance 65 84 
Unified social tax 62 65 
Repairs and maintenance 15 24 
Depreciation 30 34 
Consulting, audit and information services 11 1 
Energy and fuel 28 32 
Fire security 29 24 
Custom service fees 16 23 
Bad debt provision charge  (release) 20 (40) 
Other 137 70 

Total selling, general and administrative expenses 1,549 1,766 
 
Depreciation totaling RR 940 million (for the period ended 31 March 2008 – RR 697 million) and personnel costs 
totaling RR 1,381 million (for the period ended 31 March 2008 – RR 1,407 million) were included in the consolidated 
income statement for the three months ended 31 March 2009. 
 
Note 11 Income tax expense  
 
Tax rate. Income tax expense is recognised based on management’s best estimate of the weighted average annual 
income tax rate expected for the full financial year. The estimated average annual tax rate used for the year to 31 
December 2009 is 21%. The actual tax rate for the three months ended 31 March 2008 was 19 %.  
 
Deferred income tax asset recognition at 31 March 2009. The recognised deferred tax asset totaling RR 237 
million at 31 March 2009 represents income taxes recoverable through future deductions from taxable profits and has 
been recorded in the statement of financial position. Deferred income tax asset is recorded to the extent that 
realisation of the related tax benefit is probable. The future taxable profits and the amount of tax benefits that are 
probable in the future are based on 2009-2014 business plans prepared by management and extrapolated results 
thereafter. The business plans are based on management expectations that are believed to be reasonable under the 
circumstances.  
 
Note 12 Contingent liabilities, commitments and other risks 
 
Contingent liabilities 
 
Taxation 
 
Russian tax and customs legislation is subject to varying interpretations, and changes, which can occur frequently. 
Management’s interpretation of such legislation as applied to the transactions and activity of the Group may be 
challenged by the relevant authorities. 

The Russian tax authorities may be taking a more assertive and sophisticated approach in their interpretation of the 
legislation and tax examinations. This includes them following guidance from the Supreme Arbitration Court for anti-
avoidance claims based on reviewing the substance and business purpose of transactions. Combined with a 
possible increase in tax collection efforts to respond to budget pressures, the above may lead to an increase in the 
level and frequency of scrutiny by the tax authorities. In particular, it is possible that transactions and activities that 
have not been challenged in the past may be challenged. As a result, significant additional taxes, penalties and 
interest may be assessed.  

Fiscal periods remain open to review by the authorities in respect of taxes for three calendar years preceding the 
year of review. Under certain circumstances reviews may cover longer periods. 

As at 31 March 2009 management believes that its interpretation of the relevant legislation is appropriate and the 
Group's tax, currency and customs positions will be sustained. Accordingly, at 31 March 2009 no provision for 
potential tax liabilities had been recorded (31 December 2008 – RR nil million). 
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Note 12 Contingent liabilities, commitments and other risks (continued) 
 
Legal proceedings 
 
During the three months ended 31 March 2009, the Group was involved in a number of court proceedings (both as a 
plaintiff and a defendant) arising in the ordinary course of business. In March 2006, the Federal anti-monopoly 
agency issued a ruling in the amount of RR 71 million against the Group for the overstatement of tariffs for ethylene 
transportation through the Company’s pipeline. A provision of RR 71 million was recognised in 2005 and charged to 
the consolidated income statement as a component of selling, general and administrative expenses. The 
management assessment of this provision did not change during the three months ended 2009 and 2008 and, 
consequently, provision of RR 71 million was reflected in the consolidated balance sheet as of both period ended 31 
March 2009 and 31 December 2008. 
 
In the opinion of management, there are no other current legal proceedings or other claims outstanding, which could 
have a material effect on the result of operations or financial position of the Group and which have not been accrued 
or disclosed in these consolidated financial statements. 
 
Environmental matters 
 
The enforcement of environmental regulation in the Russian Federation is evolving and the enforcement posture of 
government authorities is continually being reconsidered.  The Group periodically evaluates its obligations under 
environmental regulations.  As obligations are determined, they are recognised immediately. Potential liabilities, 
which might arise as a result of changes in existing regulations, civil litigation or legislation, cannot be estimated but 
could be material.  In the current enforcement climate under existing legislation, management believes that there are 
no significant liabilities for environmental damage. 
 
Commitments 
 
Capital commitments 
 
As of 31 March 2009 and 31 December 2008 the Group had no capital commitments.  
 
Social assets 
 
The Group significantly contributes to the maintenance of local infrastructure and the welfare of its employees within 
the Republic of Tatarstan. This includes contributions towards the construction, development and maintenance of 
housing and other social needs. Such funding is periodically determined by the Board of Directors and expensed as  
incurred. 
 
Supply commitments  
 
In year 2008 the Group purchased one share of its existing subsidiary, OY Nizhex Scandinavia Ltd, from minority  
shareholder for RR 40 million. According to purchase agreement of OY Nizhex Scandinavia Ltd share the Group has 
commitment of delivery of 152 thousands metric tones of petrochemical products till 30 June 2011 to that subsidiary. 
 
Guarantees to third parties 
 
The Group has entered into a number of agreements under which the Group is a guarantor to the third parties in 
case of default of the principal debtors. The amount of guarantees given as at 31 March 2009 is RR 35 million, 
including AK Bars Bank as beneficiary – RR 35 million (31 December 2008 – RR 35 million, including AK Bars Bank 
as beneficiary – RR 35 million).  The fair value of these guarantees have been estimated and have been included 
within accounts payable and accrued liabilities.  
 
Financial commitments 
 
The Group has unsecured uncovered letters of credit as at 31 March 2009 for RR 705 million (RR 961 million – as at 
31 December 2008). 
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Note 12 Contingent liabilities, commitments and other risks (continued) 
 
Other risks 
 
Operations and legislative matters 
 
The operations and earnings of the Group continue, from time to time and in varying degrees, to be affected by 
legislative, fiscal and regulatory developments, including those related to environmental protection. Due to the capital 
intensive nature of the industry, the Group is also subject to physical risks of various kinds. The nature and frequency 
of these developments and events associated with these risks as well as their effect on future operations and 
earnings are not predictable. 
 
As at 31 March 2009 the Company, which represents the majority of the Group operations, had in place insurance in 
respect of physical assets and compensations to personal.  
 
Operating environment of the Group 
 
Russian Federation. The effects of the global financial crisis continued to have a severe effect on the Russian 
economy in 2009: 

- Low commodity prices have resulted in lower income from exports and thus lower domestic demand. 
Russia’s economy contracted by 7 percent year-on-year in the first quarter of 2009 and, according to the Russian 
Economic Development Ministry, Russia’s gross domestic product is expected to decrease by 8.5 percent in total for 
2009. 

- The rise in Russian and emerging market risk premia resulted in a steep increase in financing costs; 

- The depreciation of the Russian Rouble against hard currencies increased the burden of foreign currency 
corporate debt, which has risen considerably in recent years; and 

- As part of preventive steps to ease the effects of the situation in financial markets on the economy. 

Since September 2008, there has been increased volatility in currency markets and the Russian rouble (RR) has 
depreciated significantly against some major currencies. The official US Dollar (USD) exchange rate of the Central 
Bank of the Russian Federation (“CBRF”) increased from RR 25.3718 at 1 October 2008 to RR 29.3804 at 31 
December 2008, 34.0134 at 31 March 2009 and RR 31.5544 at 25 August 2009. 
 
The future economic direction of the Russian Federation is largely dependent upon the effectiveness of economic, 
financial and monetary measures undertaken by the Government, together with tax, legal, regulatory, and political 
developments. Management is unable to predict all developments in the economic environment which could have an 
impact on the Group’s operations and consequently what effect, if any, they could have on the financial position of 
the Group.  
 
Impact of the ongoing global financial and economic crisis. The ongoing global financial and economic crisis 
that emerged out of the severe reduction in global liquidity which commenced in the middle of 2007 (often referred to 
as the “Credit Crunch”) has resulted in, among other things, a lower level of capital market funding, lower liquidity 
levels across the banking sector and wider economy, and, at times, higher interbank lending rates and very high 
volatility in stock and currency markets. The uncertainties in the global financial markets have also led to failures of 
banks and other corporates, and to bank rescues in the United States of America, Western Europe, Russia and 
elsewhere. Since September 2008 several large Russian banks have been acquired by state-controlled banks and 
companies due to their liquidity problems. The full extent of the impact of the ongoing financial crisis is proving to be 
difficult to anticipate or completely guard against. 
 
The availability of external funding in financial markets has significantly reduced since August 2007. Such 
circumstances may affect the ability of the Group to obtain new borrowings and re-finance its existing borrowings at 
terms and conditions similar to those applied to earlier transactions. 
 
Debtors of the Group may be adversely affected by the financial and economic environment, which could in turn 
impact their ability to repay the amounts owed. Deteriorating economic conditions for customers may also have an 
impact on management's cash flow forecasts and assessment of the impairment of financial and non-financial assets. 
To the extent that information is available, management has properly reflected revised estimates of expected future 
cash flows in its impairment assessments. 
 
Management is unable to reliably determine the effects on the Group's future financial position of any further 
deterioration in the liquidity of the financial markets and the increased volatility in the currency and equity markets. 
Management believes it is taking all the necessary measures to support the sustainability and development of the 
Group’s business in the current circumstances. 
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Note 13  Subsequent events 
 
Early redemption of bonds 
 
On 2 April 2009 the Group executed the option and redeemed the RR denominated bonds in advance of its original 
maturity for the amount of RR 1,500 million with fixed coupon rate of 10.00%. 
 
Dividends 
 
The General Shareholders’ Meeting held on 3 June 2009 approved the dividends based on 2008 results in the 
amount of RR 567 million. 
  
New loans 
  
On 10 June the Group entered in agreement on a credit facility with Bank Saint Petersburg for the amount of USD 
100 million. This credit facility was opened for the term of 1 year and can be prolonged for up to two years. USD 20 
million has been drawn down to date from this facility. 
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APPENDIX A

REPUBLIC OF TATARSTAN

Introduction and Constitution

Originally formed in 1920, the Republic of Tatarstan (the ‘‘Republic’’) was known in Soviet

times as the ‘‘Tatar Autonomous Soviet Socialist Republic’’. In August 1990, Mintimer S. Shaimiev,

who was at that time President of the Supreme Soviet of Tatarstan, signed the ‘‘Declaration of State

Sovereignty’’, which proclaimed that Tatarstan had primary jurisdiction and ownership over state

enterprises located on its territory and that the Tatar Constitution and the Republic’s laws prevailed.
In late 1991, the Soviet Union was dissolved and succeeded by the Russian Federation. In February

1992, Tatarstan changed its name to the Republic of Tatarstan. In March 1992, a referendum

declared the Republic of Tatarstan to be ‘a sovereign state and a subject of international law

associated with the Russian Federation’.

Under the Constitution of the Russian Federation adopted on 12 December 1993 (the

‘‘Constitution’’), the Republic has the status of a ‘‘subject’’ of the Russian Federation. As of 1 March

2008, there are 83 subjects within the Russian Federation: 21 republics, 46 regions, nine territories,
one autonomous region, four autonomous areas and two cities of federal significance, Moscow and

St. Petersburg. These subjects are governed by their respective legislative and executive authorities and

have their own budgets.

On 12 June 1991, Mintimer S. Shaimiev was elected the first President of the Republic and the

first Constitution of the Republic was adopted in November 1992. The Republic consequently entered

into negotiations with the Russian Federation, which, in February 1994, resulted in the signing of the

treaty on the ‘‘Segregation of Responsibilities and the Mutual Delegation of Powers between the State
Bodies of the Russian Federation and the Republic of Tatarstan’’ (the ‘‘Russia-Tatarstan Treaty’’ or

the ‘‘Treaty’’). The Treaty recognised the Republic’s sovereignty and confirmed the Republic as part

of the Russian Federation. In addition, it delineated those areas which were the specific areas of

responsibility of the Russian Federation and those which were the responsibility of the Republic.

One of the most significant results of the Russia-Tatarstan Treaty was that the Republic claimed

complete ownership and responsibility for all enterprises, natural resources and organisations located

on its territory, except for ‘‘federal property’’, which consisted mainly of military installations and
federal monopolies located in the Republic (e.g. railroads and pipelines). It also resulted in the

Republic being able to retain control over the privatisation process, rather than being required to

comply with the privatisation laws of the Russian Federation.

As a result, the Republic received and retained significant ownership in the privatised enterprises

located on its territory and received a golden share in certain enterprises which were viewed as

strategically important or having the potential to be profitable. The Republic’s ownership of its land

also enabled it to resolve the issue of land ownership in a more transparent fashion than in certain
other regions of the Russian Federation and, as a result, companies may now own the land on which

they are situated and foreign-owned entities set up in the Republic are allowed to purchase land.

On 10 May 2002, the original constitution of the Republic was replaced with the current

Constitution, which was adopted in compliance with the Federal Constitution. The Treaty is, as a

practical matter, no longer effective.

State authority in the Republic is exercised by the President of the Republic, the State Council
of the Republic (the ‘‘State Council’’), the Cabinet of Ministers of the Republic (the ‘‘Cabinet’’) and

the courts (which are integrated into the federal judicial system), comprising a division of authority

into legislative, executive and judicial functions. The State Council (the Republic’s parliament)

performs legislative functions. The President, the Cabinet, ministries and state committees and other

executive bodies of the Republic (together, the ‘‘Government’’) constitute the executive authority of

the Republic. The President, subject to the approval of the State Council, appoints the members of

the Cabinet.

The State Council is the supreme representative and legislative body of the Republic and is

elected for a term of five years. It is comprised of 100 deputies, 50 of which are elected in single-

mandate constituencies, and 50 in single republican constituencies from party lists of candidates

nominated for election by electoral unions and blocs. Twenty of the elected deputies work on a full-

time basis at the State Council as heads of the State Council and its Committees .
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The State Council, headed by a Chairman, adopts, and can modify, the Constitution, vests

authority in the President, regulates the jurisdiction subjects of the Republic and subjects of joint

jurisdiction of the Russian Federation and its subjects intra vires the Republic of Tatarstan,

establishes the administrative-territorial structure of the Republic and sets procedures for its
modification, establishes the organisational framework for republic-wide and local authorities, passes

the state budget and oversees other matters. The State Council elects the Constitutional Court,

approves candidates for the posts of Prime Minister, Chairman of the Constitutional Court and

Deputy Chairman of the Constitutional Court, elects Justices of the Peace and Representatives for

Human Rights in the Republic and co-ordinates the candidates for the post of Public Prosecutor of

the Republic. The most recent parliamentary elections were held on 4 March 2009.

The Cabinet is an executive and regulatory public authority and is responsible to the President

of the Republic. The Cabinet consolidates, directs and controls the work of ministries, state

committees and certain other authorities under its jurisdiction. It also ensures the compliance of local

normative legal acts with federal legislation, the Constitution, the laws of the Republic, legal acts of

the President of the Republic and legal acts of the Cabinet.

In March 2005, the President of the Republic, Mr Mintimer S. Shaimiev, resigned prior to the

expiry of his third presidential term and was nominated by the President of the Federation to govern

the Republic for a further term of five years. The State Council appointed Mr Mintimer S. Shaimiev
as President of the Republic for a further term of five years in March 2005.

The previous Russia-Tatarstan treaty was succeeded by a new 10-year Treaty on Delimitation of

Jurisdictional Subjects and Powers between Bodies of Public Authority of the Russian Federation and
Bodies of Public Authority of the Republic of Tatarstan, which was signed on 26 June, 2007 by the

then President of the Russian Federation, Mr. Putin and the President of the Republic of Tatarstan,

Mr. Shaimiev. This Treaty was ratified by Federal Law 199-FZ of 24 July, 2007. The new Treaty

consolidated the existing status of the Republic, recognising the Constitution as the basis of the

statehood of the Republic and reconfirmed both the level of international relations permitted to the

Republic and the necessity of the Republic working with the federal government and other federal

subjects.

Geography and Demographics

The Republic is situated in the highly industrialised Volga basin about 800 kilometres south east
of Moscow, on the confluence of the Volga and Kama rivers on the eastern part of the east

European plains. It covers an area of approximately 67,836 square kilometres.

The territory is rich in a number of natural resources, which are the mainstay of the local
economy. Principal among these is oil, which has been produced commercially in the Republic since

1946, with current annual production at the level of 32 million tons per annum. Mineable oil reserves

are estimated at 800 million tons. The Republic also has reserves of gas, petroleum bitumen, brown

and black coal, combustible shale, copper ore, gypsum, phosphorites and aggregates.

The population of the Republic is approximately 3.8 million, of whom approximately 2.8 million

or 74 per cent. live in urban areas. The population of the capital city of the Republic, Kazan, is 1.1

million, making it the seventh largest city in the Russian Federation. Kazan is recognised as one of

the oldest Russian cities. In April 2009, Kazan was officially accorded the status of Russia’s third

capital. Kazan will also be the host for the 2013 Summer Universiade, an international multi-sport

and cultural festival for university athletes which is staged every two years in a different city and

which is second in importance only to the Olympic Games.

Although there are as many as 115 different ethnic groups living in the Republic, the two

largest groups are Tatars (52.9 per cent.) and Russians (39.5 per cent.). These proportions are based

on 2002 census figures. Other groups include Chuvash, Ukrainians, Udmurts, Mordva, Mari and
others. The Tatar population is predominantly Muslim and speaks Tatar, which is a Turkic language

closely related to modern Turkish. The Republic has both Tatar and Russian as its official languages

and the Constitution guarantees their equality. The vast majority of Tatars also speak Russian, and

Russian is widely used for business and administrative purposes.

The Republic’s Economy

Overview

The Republic is one of the most economically developed regions of the Russian Federation. In

2008, the Republic had a gross regional product (‘‘GRP’’) of RUR930 billion, representing 2.2 per
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cent. of the total nominal GDP of the Russian Federation, effectively making it the sixth largest

subject in that respect. This represents a growth of 7.1 per cent. in the Republic’s GRP between 2007

and 2008, as compared to the total Russian GDP growth of 5.6 per cent. for the same period.

The Republic has ‘BBB-’ long-term ratings in foreign and national currencies, an ‘F3’ short-term

rating in foreign currency, with national long-term rating of ‘AA+(rus)’ from Fitch and a ‘Ba1’ local
currency rating with a negative outlook from Moody’s.

Industrial production

The Republic’s industrial production in 2008 amounted to RUR908 billion, representing

approximately 4 per cent. of the total industrial production in the Russian Federation. The Republic

is the largest amongst the 14 subjects located in the Volga Federal District in terms of industrial

production (being measured in volume of production and the price of goods) and is in the top five of

all Russian Federation subjects in this respect.

The Republic’s key industries are natural resources production and processing (mainly crude oil

and gas), heavy machinery construction and the chemical and petrochemical industries. The following

enterprises represent a large proportion of the industrial sector of the Republic: OJSC Tatneft (oil

and gas), OJSC Kamaz (trucks and cars), OJSC TAIF-NK (oil processing), OJSC Nizhnekamskshina

(tyres and chemicals), OAO Nizhnekamskneftekhim (petrochemicals), OJSC Kazanorgsintez
(petrochemicals), Tatenergo (energy generation), OJSC Kazan Helicopter Factory (civil and military

helicopters of different types), Gorbunov KAPO (aircraft) and local branches of OJSC Sollers

(licenced commercial and passenger cars).

Agriculture

The total area of the Republic is 6.8 million hectares, of which 4.7 million hectares is

agricultural land. Approximately 3 million hectares are arable land. The Republic’s agricultural sector

satisfies the basic needs of the population in terms of food supplies. The Republic is one of the top

three regions of the Russian Federation in the production of grain, meat, milk and other agricultural

products. The Republic produces approximately 6 per cent. of the Russian Federation’s total grain
crop. The value of agricultural products produced in the Republic in 2008 amounted to

approximately RUR 124 billion, representing a growth of 9.3 per cent. from 2007.

Construction

Approximately 44,000 people are employed by the Republic’s construction and construction

materials industry, which contributed RUR24.6 billion to the Republic’s economy in 2008. There are

a number of industrial construction projects underway in the Republic, the largest of which are the

construction of plants for OJSC TANECO (oil and gas processing) and OJSC Ammoniy (ammonia

products and methanol). In 2008, newly constructed housing space in the Republic amounted to 2.2

million square metres, representing an 8.9 per cent. growth from 2007. For the first half of 2009 this
figure amounted to 1.1 million square metres out of the planned 2 million.

Transport

The Republic’s road, rail and river lines network is one of the most developed in the Russian

Federation and provides easy access to a wide range of areas of the Russian Federation, including the

Urals, Siberia, the Far East and the European part of the Russian Federation.

The Republic’s road network includes 20,981 kilometres of roads, of which 1,075 kilometres

form part of the federal road system. The Republic is served by major railway lines connected to

Moscow, Nizhniy Novgorod, Kirov, Chelyabinsk and Ekaterinburg with a total length of 848

kilometres of general purpose rail and 232 kilometres of rail for industrial use. The Republic has

three airports connecting it to locations within the Russian Federation, Turkey, Germany,

Kazakhstan, Azerbaijan, the UAE, the Czech Republic and other countries. Currently, five airlines

are based in the Republic. There are three navigable rivers in the Republic: the Volga, the Kama and
the Vyatka, of which 843 kilometres are navigable. The Volga and Kama rivers form a united deep

water traffic system in European Russia.

The Republic of Tatarstan is one of the largest pipeline hubs in Eastern Europe. There are

9,117 kilometres of pipeline in the Republic, of which 6,504 facilitate the transportation of oil to a

number of CIS and European countries and to other regions of the Russian Federation. The Urengoy

– Central Russia and the Urengoy – Pomary – Uzhgorod transcontinental gas pipelines pass through
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the Republic. In addition, the ‘‘Druzhba’’ (or ‘‘Friendship’’) oil pipeline, which connects with a

number of European countries, starts in the city of Almetyevsk in the Republic.

Transportation in the Republic accounts for approximately 12 per cent. of the Republic’s GRP.

Communications

The Republic’s telecommunications sector is fully demonopolised and currently includes around

1,500 companies employing more than 20,000 people. The level of domestic telephone coverage in the

Republic is 99.4 per cent. and the level of cellular coverage (calculated by number of SIM cards per

capita) is 135 per cent. In 2008, the installed capacity for telephone numbers increased by 867,600 of

which 154,100 were wirelines and 713,500 were cellular lines. As a result of these increases, the total

installed capacity of telephone numbers in 2008 reached 7.5 million.

In 2008, the Republic completed its ten-year programme aimed at the digitisation of its

communications infrastructure, as a result of which 100 per cent. of all the village and urban

telephone gateways, cellular networks and telecom data systems were digitised, thus effectively making

Tatarstan the only ‘digital’ subject of the Russian Federation. In 2008, a full-scale implementation of
3G cellular networks started in the Republic, with preparations for 4G (WiMAX) already ongoing.

The Republic has an installed base of approximately 120,000 users of broadband internet built

on the ETTH (Ethernet to the Home) and FTTH (Fiber to the Home) platforms.

The gross product of the sector amounted to RUR25.9 billion in 2008.

Banking system

The Republic has a developed banking sector consisting of 25 banks operating in the Republic,

with 56 branches of local banks and 17 branches of banks headquartered outside the Republic. In

2007, the volume of loans granted in Tatarstan amounted to approximately RUR581 billion,

effectively making it the leader in the Volga Federal District and the fourth largest Russian

Federation subject overall in this respect. According to 2008 results, three Tatarstan-headquartered

banks (Ak Bars Bank, Tatfondbank and Devon Credit) were included in the ‘‘TOP 100 Russian
Banks’’ rating compiled by RA Expert, one of the leading Russian rating agencies, with Ak Bars

Bank, the largest Tatarstan bank, rated 17th with assets amounting to RUR216.5 billion.

Foreign Trade and Foreign Investment

In 2008, foreign trade turnover increased by 39.5 per cent. from 2007 and amounted to

U.S.$21.3 billion, of which approximately U.S.$18.5 billion can be attributed to international markets

and U.S.$2.8 billion to CIS countries. In comparison, in 2008, the trade turnover of the Republic

with other Russian regions was estimated at RUR260 billion (or approximately U.S.$10.5 billion).

This resulted from a growth in exports by 36.6 per cent. to U.S.$18.5 billion, and of imports by

61.1 per cent. to U.S.$2.8 billion from 2007. In 2008 exports were dominated by crude oil (66 per

cent.), with the rest divided largely between oil products (14.8 per cent.), cars, machines and

equipment (6.6 per cent.), synthetic rubbers (5.4 per cent.) and plastics (1.7 per cent.). The growth of

exports was fuelled by synthetic rubbers (with a growth of 72.9 per cent. from 2007), crude oil
products (with a growth of 42.6 per cent.), crude oil (a growth of 39.6 per cent.), cars, machines and

equipment (a growth of 16.6 per cent.) and plastics (a growth of 8.4 per cent.). Imports in 2008 were

dominated by cars, machines and equipment with a share of 77.6 per cent. Other imports of note

include ferrous and non-ferrous metals and pipes, plastics and plastic products, and chemicals.

Major foreign trade partners of the Republic are Turkey with a 13.8 per cent. share of the total

Tatarstan turnover, Poland (11.8 per cent.), Italy (11.6 per cent.), the Netherlands (7.1 per cent.), the

Czech Republic (6.9 per cent.), Belarus (5.9 per cent.), Hungary (4.8 per cent.), Germany (3.7 per

cent.) Ukraine (2.9 per cent.) and Finland (2.6 per cent.).

In 2008, foreign investments in the Republic reached an all-time high of U.S.$2.6 billion,

representing a 54.5 per cent. growth from 2007. Of that amount, U.S.$723 million represented direct

investments, U.S.$706,300 were portfolio investments, and the balance of U.S.$1,870 million

represented other investments. Tatarstan is the largest subject of the Volga Federal District in terms

of direct foreign investment, with a 30.3 per cent. share, and the third largest subject in terms of

other investments with a 34.7 per cent. share. As of January 1, 2009, foreign capital accrued in the

economy of the Republic amounted to approximately U.S.$4.7 billion.

The majority of foreign investment was in the construction sector (44.3 per cent.), processing

industries (28 per cent.) and real estate (26.1 per cent.). The largest investors into the Republic’s
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economy were France (43.4 per cent.), Cyprus (27.4 per cent.), the Netherlands (19.6 per cent.) and

Germany (6.6 per cent.). Other investors include the United Kingdom, Ireland, Japan, USA, Italy and

Switzerland.

As of 1 July 2008, foreign entities had invested in 712 entities in the Republic, 286 of which

were fully-owned by international investors and the remainder of which were formed jointly by local
and foreign investors.

Privatisation

The Ministry of Land and Property Relations of the Republic is responsible, inter alia, for

preparing a privatisation plan and recommending properties, including enterprises, non-residential

buildings and shares in various joint stock companies, for privatisation in a given year. This plan is

then submitted to the Government for approval. Prior to privatisation, all assets are subject to
independent market valuation. All proceeds from privatisation are directed to the Republic’s budget.

The property of the Republic includes, inter alia, those assets which remain in the Republic’s
ownership but are operated and managed by such specific types of legal entities as ‘‘state unitary

enterprises’’ (abbreviated in Russian as ‘‘GUPs’’) and ‘‘state institutions’’. A GUP is a commercial

legal entity established by the Federation or one of its subjects, which also provides the required

operating assets. A state institution is a non-profit organisation established by the Federation or one

of its subjects for performing governmental, social or cultural functions with operating assets provided

to it by its founder.

As at 1 January 2009, the Republic had registered ownership in 1,311 entities, of which 866

were state institutions, 214 were unitary enterprises and the remaining 231 were commercial

companies with full or partial equity ownership.

The Republic has equity participation in 223 joint-stock companies, in 58 of which the Republic

has an 100 per cent. ownership interest. The Republic has a 50 per cent. or more ownership interest
in 84 companies, an ownership interest of between 25 per cent. and 50 per cent. in 34 companies and

an interest of less than 25 per cent. in 47 companies. In addition, the Republic holds a golden share

in 30 companies (including 26 companies in which the Republic does not retain an equity interest).

The Republic’s Budget

Budgetary relations between the Russian Federation and its subjects

The Russian budgetary system has three levels: federal, regional (sub-federal) and municipal.
Each level of government has the right to determine its own level of expenditure on social and

economic development in line with its own revenues. Each level of government may increase the

amount of its expenditure for individual items provided that its own revenues cover the increase. Both

federal and regional budgets can subsidise specific items of expenditure of lower budgets through

budgetary transfers. The transferee or the donor has the right to specify the type of expenditure the

transfer can be used for and any unused amounts should be refunded to the donor’s budget at the

year-end. Budgetary surpluses cannot be taken over by the federal budget and regional and municipal

authorities have discretion as to the use of their respective budgetary surpluses. Higher levels of
regional and municipal authorities assume no responsibility for budget deficits or debts incurred by

lower levels of regional or municipal authorities.

The Republic’s Budget

The main sources of revenue for the Republic are: (i) tax revenues, (ii) non-tax revenues, (iii)

transfers from the federal Budget and (iv) revenues of designated purpose funds, being funds

established within the federal budget or a Federation budget and financed from specific budget

revenues (medical, environmental protection, traffic safety, state housing and small business support

being a number of examples). Non-tax revenues primarily comprise lease payments for the use of

Republic property, income from the Republic’s participation in various state and private enterprises
and administrative charges and fines.

By virtue of the Republic’s status as a sub-sovereign, the Republic performs all of the functions

that fall to subjects of the Russian Federation and retains revenue assigned by federal legislation for

the undertaking of such functions. The Republic’s Ministry of Finance is responsible for the

implementation of the Republic’s budget and the management of budgetary funds.

Pursuant to the Budget Code, the deficit of any region of the Russian Federation for any year

must not exceed 15 per cent. of the amount of revenues of the budget of this region without taking
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into account any financial aid from the federal budget. The maximum limit of state debt of any

region of the Russian Federation, or municipal debt of any municipality cannot exceed the amount of

revenues of the respective budget less the amount of financial aid from the budgets of higher levels of

the Russian budgetary system.

Budget deficit

As at 1 January 2009, the Republic’s consolidated budget, which includes both regional and

municipal levels, showed a deficit amounting to almost RUR7 billion. Budget income in 2008 was

RUR139.3 billion, comprised largely of income and profit taxes (52.3 per cent.), unrequited transfers

(17.5 per cent.) and property taxes (9.1 per cent.). Budget expenses in 2008 were RUR146.3 billion

and were principally comprised charges to the national economy (33.1 per cent., and which includes

expenditure on agriculture, fisheries, roads, housing and communal services), education (20.3 per

cent.), housing and communal services (10.9 per cent.), healthcare and sport (10.2 per cent.) and
social policy (9.2 per cent.).

This deficit was a result of the global recession which materially impacted the Tatarstan

economy at the end of 2008. As a result of the global recession, income for the last quarter of 2008
fell from a 35 per cent. average share of annual income to 23 per cent.

Indebtedness of the Republic

Under the Budget Code, subjects of the Russian Federation are empowered to borrow money

for the purposes of funding a budget deficit. Subjects are also authorised to issue guarantees in

relation to third parties’ obligations. Borrowings made by subjects and the guarantees issued by them

constitute their ‘‘state debt’’. The matters relating to the incurrence, servicing and redemption of state
debt are governed in principle by the Budget Code.

The federal Ministry of Finance has historically been the federal body in charge of supervising
the borrowing activities of the subjects. Since March 2004, the task of supervising and controlling

budgetary matters has been entrusted to the federal Service of Finance and Budget Supervision, which

is controlled by the federal Ministry of Finance. One of the functions of the federal Ministry of

Finance is to register bond issues by the subjects and to ensure that all applicable legal requirements

with respect to such borrowings are fulfilled, including limits on levels of internal and external debt

and funds spent on debt service and debt repayment. General authorisation of the borrowings is

within the jurisdiction of the legislative bodies of the respective subjects. At present, the vast majority

of the Republic’s debt financing is raised through the Ministry of Finance of the Republic. The total
debt of the Republic amounted to RUR22.5 billion as at 1 January 2009 (including RUR234.4

million of foreign debt).

The Cabinet is the executive body of the Republic that is responsible for managing the state
debt. The Ministry of Finance of the Republic (which is subordinate to the Cabinet) is authorised to

make borrowings and to issue guarantees on behalf of the Republic. The Ministry of Finance of the

Republic also maintains and administers the State Debt Book of the Republic.

The amount and structure of the Republic’s borrowings are outlined in the Republic’s

Borrowing Programme, which is an appendix to the Republic’s budget and is approved by the State

Council. Within the limits stipulated by the annual Borrowing Programme, the Cabinet is authorised

to make borrowings in the form of loans or bond issuances through the Ministry of Finance of the

Republic.
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