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INDEPENDENT ACCOUNTANTS’ REVIEW REPORT
To the Shareholders of JSC Sistema-Hals:

We have reviewed the accompanying consolidatechbalsheet of JSC Sistema-Hals and
subsidiaries (the “Group”) as of June 30, 2007 thedrelated consolidated statements
of operations, changes in shareholders’ equity,castt flows for the six months ended
June 30, 2007 and 2006. These financial stateraemtfie responsibility of the Group’s
management.

We conducted our review in accordance with starglasthblished by the American Institute
of Certified Public Accountants for reviews of inie financial information. A review of interim
financial information consists principally of apjrlg analytical procedures to financial data and
of making inquiries of persons responsible forrditial and accounting matters. It is substantially
less in scope than an audit conducted in accordaiticeuditing standards generally accepted
in the United States of America, the objective fali is the expression of an opinion regarding
the financial statements taken as a whole. Accglylinve do not express such opinion.

Based on our review, we are not aware of any naterddifications that should be made

to the accompanying financial statements for th@fetin conformity with accounting
principles generally accepted in the United Statesmerica.

September 27, 2007

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



JSC SISTEMA-HALS AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS
AS OF JUNE 30, 2007 (UNAUDITED) AND DECEMBER 31, 2006
(Amounts in thousands of U.S. dollars)

Notes June 30, December 31,
2007 2006

ASSETS
Cash and cash equivalents 3 89,089 261,952
Trade receivables, net 4 59,026 34,741
Taxes receivable 5 62,689 38,855
Other receivables, net 6 30,942 9,771
Deposits, loans receivable and investments in aedbt

equity securities 7 198,097 164,855
Costs and estimated earnings in excess of billimgs

uncompleted contracts 8 25,041 13,081
REAL ESTATE INVESTMENTS, NET
Real estate developed for sale 9 408,183 270,892
Income producing properties, net 9 88,769 59,541
Total 496,952 330,433
Buildings used for administrative purposes,

plant and equipment, net 10 6,458 5,477
Development rights and other intangible assets, net 11 36,540 40,035
Investments in associates 12 8,664 2,799
TOTAL ASSETS 1,013,498 901,999
LIABILITIES AND SHAREHOLDERS' EQUITY
LIABILITIES
Payables to suppliers and subcontractors 13 37,267 33,477
Billings in excess of costs and estimated earnings

on uncompleted contracts 14 49,747 25,363
Accrued expenses and other liabilities 15 81,948 25,130
Taxes payable 10,405 3,899
Construction obligations 16 - 2,232
Loans and notes payable 17 373,545 377,967
Deferred tax liabilities 21 25,808 21,504
TOTAL LIABILITIES 578,720 489,572
COMMITMENTS AND CONTINGENCIES 24 - -
MINORITY INTERESTS 18,410 18,681
SHAREHOLDERS' EQUITY
Share capital 18 20,492 20,492
Treasury stock 18 (1,555) (2,322)
Additional paid-in capital 18 530,804 430,126
Accumulated deficit (133,373) (54,550)
TOTAL SHAREHOLDERS' EQUITY 416,368 393,746
TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY 1,013,498 901,999

See notes to consolidated financial statements.



JSC SISTEMA-HALS AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS

FOR THE SIX MONTHS ENDED JUNE 30, 2007 AND 2006 (UNA UDITED)

(Amounts in thousands of U.S. dollars, except share and per share amounts)

REVENUES

OPERATING EXPENSES

OPERATING (LOSS)/INCOME

OTHER INCOME/(EXPENSES):
Other (expenses)/income, net
Interest income
Interest expense, net of amounts capitalized
Gain/(loss) on foreign currency transactions
Gain on sale of shares in associates
Loss on sale of subsidiaries

(LOSS)/INCOME BEFORE INCOME TAX
AND MINORITY INTERESTS

Income tax expense

(LOSS)/INCOME BEFORE MINORITY INTERESTS
Minority interests

NET (LOSS)/INCOME

Weighted average number of common shares outs@ndin

(Loss)/earnings per share, U.S. dollars, basic datéd

See notes to consolidated financial statements.

Notes

20

21

Six months ended June 30,

2007 2006
129,773 106,620
(221,655) (64,627)
(91,882) 41,993

(4,149) 268
12,526 846
(4,117) (2,600)
4,321 (4,819)

- 3,078

(110) -
(83,411) 38,766
(10,241) (4,748)
(93,652) 34,018
(5,920) (2,934)
(99,572) 31,084
10,013,901 9,994,431
(9.9) 3.1



JSC SISTEMA-HALS AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

FOR THE SIX MONTHS ENDED JUNE 30, 2007 AND 2006 (UNA UDITED)

(Amounts in thousands of U.S. Dollars)

OPERATING ACTIVITIES:
Net (loss)/income

Adjustments to reconcile net (loss)/income to m@ethcprovided by
operations:
Depreciation and amortization
Loss on disposal of plant and equipment
Minority interests
Loss on sale of subsidiaries
Gain on disposal of an equity investee
Gain on sale of a real estate investment
Profit recognized by the percentage-of-completi@ihnd
on real estate developed for sale
Stock-based compensation
Deferred tax expense
Bad debt expense/(reversal)
Foreign currency transactions (gain)/loss on nograting activities

Changes in operating assets and liabilities:
Billings in excess of costs on uncompleted congract
Trade receivables
Taxes receivable
Other receivables
Payables to suppliers and subcontractors
Accrued expenses and other liabilities
Taxes payable

Net cash provided by operating activities

INVESTING ACTIVITIES:
Payments for real estate investments
Proceeds from sale of real estate investments
Purchases of plant and equipment and intangibktsass
Proceeds from sale of plant and equipment
Issuance of short-term loans and notes receivabte,
Purchases of long-term investments
Proceeds from sale of long-term investments
Proceeds from sale of subsidiaries, net of cagioded
Proceeds from sale of equity investees

Net cash used in investing activities

Six months ended June 30,

2007 2006

(99,572) 31,084
6,054 1,714
972 191
5,920 2,934

110 -
- (3,078)

(13,125) -
- (34,935)

97,966 -
2,726 2,449
168 (87)
(2,598) 4,413
12,424 56,398
(6,602) 12,907
(23,332) (719)
(20,310) (6,827)
28,541 17,321
25,379 21,881
5,796 985
20,517 106,631
(161,667) (59,414)
92,02 30,341
(2,956) (3,461)

- 331
(44,377) (4,117)
- (2,520)

- 139

(1,124) -
25 3,094
(198,070) (35,607)




JSC SISTEMA-HALS AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS (CONTINUED)
FOR THE SIX MONTHS ENDED JUNE 30, 2007 AND 2006 (UNA UDITED)
(Amounts in thousands of U.S. dollars)

Six months ended June 30,

2007 2006

FINANCING ACTIVITIES:

Principal payments on long-term borrowings (1,710) (30,400)

Proceeds from long-term borrowings 1,390 9,546

Proceeds from/(principal payments on) short-termmdyaings, net 6,270 (35,946)

Transfer to Sistema (4,580) -

Reimbursement of initial public offering costs A7 -

Dividends paid to minority shareholders of subsid&a (444) (1,922)

Net cash provided by/(used in) financing activities 4,405 (58,722)
Effects of foreign currency translation on cash eash equivalents 285 625
NET (DECREASE)/INCREASE IN CASH AND CASH EQUIVALENTS (1BB3) 12,927
CASH AND CASH EQUIVALENTS, beginning of the period 2652 10,362
CASH AND CASH EQUIVALENTS, end of the period 89,089 23,289
CASH PAID DURING THE PERIOD FOR:

Income taxes 2,244 1,594

Interest 11,085 2,351

See notes to consolidated financial statements.

In addition, non-cash investing activities for gie months ended June 30, 2007 and 2006 includpaisitions of
rights for land, as described in Note 15.



JSC SISTEMA-HALS AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS’ EQUITY

FOR THE SIX MONTHS ENDED JUNE 30, 2007 (UNAUDITED) AN D DECEMBER 31, 2006
(Amounts in thousands of U.S. dollars)

Additional Accumu-

Share Treasury paid-in lated

capital stock capital deficit Total
Balances at January 1, 2006 $ 24 $ - $ 41,909 $ (12,502)$ 29,431
Issuance of common stock 14,607 (14,607) -
Transfers to Sistema - - - (22,250) (22,250)
Net income - - - 31,084 31,084
Balances at June 30, 2006 $ 14631% - % 41,909 $ (18,275)% 38,265
Balances at January 1, 2007 $ 20,4923% (2,322) $ 430,126 % (54,550)% 393,746
Effect of FIN 48 adoption (Note 2) - - - (2,171) (2,171)
Disposal of treasury stock (Note 26) - 767 97,199 - 97,966
Reimbursement of initial public

offering costs (Note 18) - - 3,479 - 3,479

Transfers from Sistema (Note 19) - - - 22,920 22,920
Net income - - - (99,572) (99,572)
Balances at June 30, 2007 $ 20,4923% (1,555)$ 530,804% (133,373)% 416,368

See notes to consolidated financial statements.



JSC SISTEMA-HALS AND SUBSIDIARIES

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE SIX MONTHS ENDED JUNE 30, 2007 AND 2006 (UNA UDITED)
(Amounts in thousands of U.S. dollars unless otherwise stated)

1. DESCRIPTION OF THE BUSINESS

JSC Sistema-Hals (“Sistema-Hals”) and subsididtagether — “the Group”) are engaged in real
estate development, project and construction manege real estate asset management and facility
management, primarily focused on the “Class A” &ldss B” segments of the Moscow office
market, shopping centers, high-end housing, sifagtely houses, apartment buildings and land
development. The Group’s revenues are derivedipathg from the following activities: (i) sale of
completed development projects, both commercialrasidlential, as well as the sale of rights for
land; (ii) project and construction managementvéids for infrastructure and other construction an
development projects; (iii) rental income from cdeted development projects held as investments;
and (iv) facility management services.

Business operations of the Group are conductdteiRussian Federation (hereinafter referred to

as “the RF”) and the Commonwealth of IndependeaieSt(“the CIS”), primarily in Moscow,

the Moscow Region, the Nizhniy Novgorod region, I8pKiev and Saint-Petersburg. Substantially
all entities of the Group are incorporated in the R

Initial public offering — In November 2006, Sistema-Hals completed aialmptblic offering of
1,850,821 common shares, including 1,738,650 n&slyed shares (in the form of global depositary
receipts (“GDRs"), with twenty GDRs representingeaare) and 112,171 shares sold by

the shareholders. The GDRs were admitted to tradeeLondon Stock Exchange.

The Group’s reorganizatiorn- In the fourth quarter of 2006, JSFC Sistemasténa”),

the controlling shareholder of the Group, compléhedcorporate reorganization of its Real Estate
business segment by consolidating ownership oféigenent’s entities under Sistema-Hals.

The reorganization has been accounted for at #ierfdal book value of the assets and liabilities o
the Group’s entities. The Group’s equity has bedroactively restated to reflect the reorganization
as if it had occurred at the beginning of the eatlperiod presented.

Prior to the reorganization, Sistema did not chéngeGroup for any management services, including
corporate oversight, financial management, legaparate communications or human resources.
Costs incurred by Sistema to provide such sert@ése Group have not been significant during these
periods. However, the financial statements forptieods prior to reorganization may not necessarily
be indicative of the conditions that would havestad or the results of operations and cash flows if
the Group had been operated as a stand-alone cgrdpeng these periods.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of presentatior The accompanying financial statements have pespared in conformity
with the accounting principles generally acceptethe United States of America (“U.S. GAAP”).
The Group’s entities maintain accounting records@epare their statutory financial statements in
Russian rubles (“RUB”) in accordance with the reguoients of accounting and tax legislation in
Russia. The accompanying financial statementsrdiffen the financial statements prepared for
statutory purposes in Russia in that they reflectain adjustments, not recorded in the Russian
statutory accounting books of the Group’s entitidsich are appropriate to present the financial
position, results of operations and cash flowscitoadance with U.S. GAAP.



JSC SISTEMA-HALS AND SUBSIDIARIES

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE SIX MONTHS ENDED JUNE 30, 2007 AND 2006 (UNA UDITED)
(Amounts in thousands of U.S. dollars unless otherwise stated)

Principles of consolidation- All significant transactions within the Groumlances and unrealized
gains/(losses) on such transactions have beemelied in these financial statements.

The ownership interest of Sistema-Hals and propomf its voting power in its major subsidiaries
as of June 30, 2007 and December 31, 2006 wedlaw$:

Operating entities Ownership interest \oting power

June 30, December 31, June 30, December 31,

2007 2006 2007 2006

Kuntsevo-Invest 100% 100% 100% 100%
Sistema-Hals Nord-West 76% 76% 76% 76%
DM Krasnoyarsk 100% 100% 100% 100%
TRK Kazan 100% 100% 100% 100%
Mosdachtrest 57% 57% 60% 60%
Landshaft 100% 100% 100% 100%
Landshaft-2 100% 100% 100% 100%
Sistema-Temp 100% 100% 100% 100%
Nostro - 100% - 100%
Organizator 51% 51% 51% 51%
PSO Sistema-Hals 51% 51% 51% 51%
Transtekhproekt - 26% Y - 51%
Shestnadtsaty Trest - 25% Y - 50%
Upravlenie Metrostroya - 26% Y - 51%
Hals-Story 100% 100% 100% 100%
City-Hals 100% 100% 100% 100%
Kamelia Health Resort 68% - 68% -
Hals-Stroy Nord-West 100% 100% 100% 100%
Sib-Brok 75% - 75% -
Yalta Fish Plant 98% 98% 98% 98%
Sapidus 100% - 100% -
Vilina 100% - 100% -

@ _indirect ownership.

In the six months ended June 30, 2007, the Grolgpitsostake in Transtekhproekt, Shestnadtsaty
Trest and Upravlenie Metrostroya. Revenue from ghtbe above subsidiaries amounted to
USD 1,366 thousand. The sale resulted in a neiiosSD 110 thousand.

In April 2007, Sistema-Hals established Sapidushally-owned subsidiary in Cyprus.

Use of estimates The preparation of the financial statementomfarmity with U.S. GAAP requires
management to make estimates and assumptiondfétie reported amounts of assets and lialslitie
and disclosure of contingent assets and liabildiethie date of the financial statements and ansount
of revenues and expenses of the reporting periotliahresults could differ from those estimates.

Concentration of business risk The Group’s principal business activities arthimithe RF.

Laws and regulations affecting businesses operatitite RF are subject to rapid changes. Russian
land and property legislation is complicated, of@mbiguous and contradictory at the federal and
regional levels. In particular, it is not alwayeal which state bodies are authorized to entedanid
leases with respect to particular land plots, ¢aobn approval procedures are complicated andepro
to challenge or reversal, and construction andrenmiental rules often contain requirements that are
impossible to comply with in practice. As a restlig risk exists that the Group’s ownership of and/
lease rights for land and buildings might be chregkd by government authorities or third parties.

8



JSC SISTEMA-HALS AND SUBSIDIARIES

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE SIX MONTHS ENDED JUNE 30, 2007 AND 2006 (UNA UDITED)
(Amounts in thousands of U.S. dollars unless otherwise stated)

The construction industry in general is subjeairimue risks in respect to the means of financing,

the legal and political risks and the financiaksigssociated with construction projects whichgpée
over a prolonged period of time. The Group is aé@nt on a limited number of general contractors
and subcontractors to undertake its commitmentsdaostruction in the timeframe required to avoid
penalties and other associated costs.

Foreign currency translation- The Group follows a translation policy in acarde with Statement
on Financial Accounting Standards (“SFAS”) 52, “gign Currency Translation”.

Management believes that the U.S. Dollar (“USD"his functional currency of the Group,

as the majority of its revenues, costs and capitpénditures are either priced, incurred, payable
or otherwise measured in USD. In addition, the @roaintains a significant portion of its debt
instruments in USD. To the extent settlementseqeaired to be in RUB, the Group sets prices and
values in USD and performs the settlements in REiBg.the then prevailing exchange rate of the
Central Bank of Russia.

As such, during the six months ended June 30, 26672006, the Group remeasured its assets,
liabilities, income and expense items in USD. Mangassets and liabilities were translated into
USD at the rate in effect as of the balance shatet don-monetary assets and liabilities and income
and expense items were translated at the rateilimgwan the date of the transaction. Exchangegain
and losses arising from the remeasurement of mona¢aets and liabilities not denominated in
USD were included in gain/(loss) on foreign cursetransactions in the statements of operations.
The official exchange rates quoted by the CentaalkBof Russia as of June 30, 2007 and
December 31, 2006 were 25.82 and 26.33 rubles P&, respectively.

Revenue recognitior- The Group’s revenues are principally derivednfipreal estate development,
i) project and construction management, iii) resthte asset management, iv) facility management.
The Group records revenues as follows:

(i) Revenues from real estate development actbvétie recognized in accordance with the provisions
of SFAS 66 “Accounting for Sales of Real Estate AMCPA Statement of Position 81-1, “Accounting
for Performance of Construction-Type and CertaimdBction-Type Contract*SOP 81-1").

When the Group undertakes real estate developmejeicgs at its own risk, it recognizes revenues
from sales of real estate when a) a sale is conseahyb) the buyer's initial and continuing investits
are adequate to demonstrate a commitment to palye roup's receivable is not subject to future
subordination; d) the Group has transferred tdother the usual risks and rewards of ownership
and does not have a substantial continuing invobrdgmwith the project. A sale is not considered
consummated until (a) the parties are bound byetims of a contract; (b) all consideration has been
exchanged; (c) any permanent financing for whieh@moup is responsible has been arranged; and
(d) all conditions precedent to closing have beenfigpmed. Revenues from development of office
buildings, apartments, condominiums, shopping eeraed similar structures are recognized prior
to consummation of sale by the percentage-of-camplenethod if (a) construction is beyond

a preliminary stage; (b) the buyer is committethi extent of being unable to require a refund
except for nondelivery of the property; (c) salésgs are collectible; (d) aggregate sales proceeds
and costs can be reasonably estimated.

Investments in real estate developed for sale wifversale is not consummated are accounted for
under the deposit method in accordance with SFA®X6g&pt for those investments in development of
office buildings, apartments, condominiums, shogmenters and similar structures, where the citeri
for revenue recognition have been met as of trenbalsheet date. Such investments are accounted for
by the percentage-of-completion method.



JSC SISTEMA-HALS AND SUBSIDIARIES

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE SIX MONTHS ENDED JUNE 30, 2007 AND 2006 (UNA UDITED)
(Amounts in thousands of U.S. dollars unless otherwise stated)

In those instances, when the Group acts as a ctottander construction contracts with third pasrtie

it applies the percentage of completion methodhéoréspective contracts where and as soon as it is
able to reliably estimate the stage of progressiopletion of the project, costs to complete thoggut

and contractual revenues. Progress towards complstmeasured by the percentage of costs incurred
to date to the estimated total costs at compldtiorach contract (the “cost-to-cost” method). Gosm

of its contracts, the Group is not able to religgdjimate costs to complete the project and cdotthc
revenues until the project is at least 30% complgtdil the 30% completion point, the Group carries
the projects at cost. The Group does not recogeizenue on contracts until reasonably dependable
estimates of costs to complete the project andactuial revenues can be made.

(i) The Group provides project and constructioma@ement services to municipal governments
on certain socially important infrastructure pragedhe Group’s remuneration for such services was
determined as a percentage of project costs irtinrehird parties and approved by the municipal
government. Based upon the guidance in Emergingpés$ask Force Consensus 99-19, Reporting
Revenue Gross as a Principal versus Net as an A 99-19”), management has concluded
that the Group’s services under such contractottansfer to the Group the full risks and rewards
associated with the projects. Therefore, the Greapgnizes as revenues only its fees from project
management services. Fees are recognized as {betprosts are incurred and approved by

the municipal government.

(i) Revenues from real estate asset managemeluia rental revenues, revenues from sale or
assignment of rights to land plots and residentiés. Rental revenues are recognized over the leas
term on a straight-line basis. Revenues from sagssignment of rights over real estate are rezegni
when substantially all the risks and rewards of exship have been passed to the buyer.

(iv) Revenues from service contracts for facilitgmagement are recognized on the accrual basis over
the periods when services are provided.

Change orders and claims Once contract performance is underway, the Grnoay experience
changes in the conditions, client requirements;iipations, designs, materials and/or work schedul
(“change orders”). Generally a change order wilhbgotiated with the customer to modify the origina
contract to approve both the scope and the praitige change. When a change order becomes a point
of dispute between the Group and its customerGitoeip then considers it as a claim. Costs related
to change orders and claims are recognized whegratleeincurred. Change orders are included in
total estimated contract revenues when it is prigbthiat the change order will result in a bona fide
addition to the relevant contract value and carebably estimated. Claims are included in total
estimated contract revenue only to the extentdbiatiract costs related to the claim have beenredur
and when it is probable that the claim will resnla bona fide addition to contract value and can b
reliably estimated.

Estimated losses on uncompleted contracts and clesng contract estimates The Group provides
for estimated losses on uncompleted contractsempdniods in which such losses are identified.
The cumulative effects of revisions to contracerawe and estimated completion costs are recorded
in the accounting period in which the amounts bexerident and can be reasonably estimated.
These revisions may include such items as thetsféedchange orders and claims, warranty claims,
other contractual penalties and contract closegitiements.

Costs and billings on uncompleted contraet<Costs related to the Group’s performance under
construction contracts (including estimated eammingm uncompleted contracts) is recorded net of
billings on those contracts. Billings when in exxegcosts and estimated earnings on uncompleted
contracts are recorded as liabilities.

10



JSC SISTEMA-HALS AND SUBSIDIARIES

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE SIX MONTHS ENDED JUNE 30, 2007 AND 2006 (UNA UDITED)
(Amounts in thousands of U.S. dollars unless otherwise stated)

Income producing properties The Group has a number of developments whegeniérates or
expects to generate economic benefits throughietgiitle to or lease rights for the property and
receiving rental revenues. Such properties prignadhsist of residential and commercial buildings
and land which is, or will be, leased on eitheharsterm or long-term basis.

Income producing properties are depreciated ora@ht-line basis over the estimated useful livies o
the assets (buildings and land improvements — 20 tgears; leasehold improvements — the lesser
of the remaining life of the asset or term of thase).

Financial instruments— The Group’s financial instruments primarily camp cash and cash
equivalents, deposits, loans receivable, invessremtebt and equity securities, receivables, gagab
and debt. The estimated fair value of short-tenarfcial instruments as of June 30, 2007 approximate
their carrying value as reflected in the balan@zshThe fair value of long-term loans and notgsbple
which have variable interest rates based on meatext approximate the carrying amount of those
financial instruments. The fair value of the Graulgng-term loans and notes payable to Sistemi#sand
subsidiaries is not practicable to estimate basdterelated party nature of the underlying tretisas.
The fair value of investments in shares of assegias not determined due to quoted market prates n
being readily available and valuations not beingioled due to the excessive costs involved.

Cash and cash equivalentsCash and cash equivalents include cash on hamalnts on deposit in
banks and cash invested temporarily in variousunstnts with maturities of three months or less at
the time of purchase.

Deposits, loans receivable and investments in deitt equity securities- Deposits and loans
receivable with original maturities in excess aktmonths are being accounted for at amortized
cost. Management regularly assesses the realtgadiilihe carrying values of deposits and loans
receivable and, if necessary, records impairmessee to write these assets down to fair value.

Investments in marketable debt and equity secardie classified as available-for-sale and stated a
fair value based on market quotes. Unrealized f#isses), net of income taxes, are recognized in
other comprehensive income. For the six monthsaeddee 30, 2007, unrealized gains/(losses)

on marketable securities were not significant.regeincome on debt securities is recognized in

the statement of operations.

Investments in associatesThe Group’s share in net assets and net inctoss) (of Amiral B.V.,
Telecom Development and Kamenny Ostrov, in all bicl the Group holds 20-50% of the voting
shares and has the ability to exercise signifigehience over their operating and financial p@gi
(“affiliates™), is accounted for using the equityethod of accounting. During the six months ended
June 30, 2007 and 2006, the Group’s share in thecmme/(loss) of these entities was insignificant

Investments in corporate shares where the Grou tess than 20% voting interest or does not
have the ability to exercise significant influerare accounted for at cost of acquisition.

Accounts receivable- Accounts receivable are stated at their neizadadée value after deducting
an allowance for doubtful accounts. Such provisi@fiect either specific cases or estimates based
on evidence of collectibility.

Value-added taxes Value-added taxes (“VAT") related to sales aggble to the tax authorities
on an accrual basis based upon invoices issuér toustomer. VAT incurred for purchases may
be reclaimed, subject to certain restrictions, rEgjafAT related to sales. VAT related to purchase
transactions that are reclaimable after the balaheet dates is recorded in taxes receivable.

Non-reclaimable VAT on real estate investmentsstalised as it is a cost necessarily incurred
in the completion of the relevant project.

11



JSC SISTEMA-HALS AND SUBSIDIARIES

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE SIX MONTHS ENDED JUNE 30, 2007 AND 2006 (UNA UDITED)
(Amounts in thousands of U.S. dollars unless otherwise stated)

Buildings used for administrative purposes, plarmdequipment- Buildings used for administrative
purposes, plant and equipment with a useful lifeofe than one year are capitalized at historigst.
Cost includes major expenditures for improvementsraplacements which extend useful lives of
the assets or increase their revenue generatiragitapRepairs and maintenance are charged to
the statements of operations as incurred.

Buildings used for administrative purposes, plartt aquipment that are retired or otherwise disposed
of are eliminated from the balance sheet along thighcorresponding accumulated depreciation.
Any gain or loss resulting from such retiremendlisposal is included in the determination of nebme.

Plant and equipment is depreciated on the strdilghtiasis over 3 to 5 years. Buildings used for
administrative purposes are depreciated on thiggktrbne basis over 20 to 40 years.

Development rights and other intangible asset®evelopment rights acquired by the Group

are stated at acquisition cost. The costs of dewedmt rights will be amortized on a straight-line
basis from the date when the project starts gengregvenues until the development period expires.
Development rights as of June 30, 2007 and DeceB1h&006, comprise rights to develop residential
property in the Western Kuntsevo district of Moscadlwe development period for this project expires
in 2012. Amortization of other finite-life intandéassets is computed on a straight-line basis.

Impairment of long-lived assets The Group periodically evaluates the recoveitglaf the carrying
amount of its long-lived assets in accordance WHEAS 144, “Accounting for the Impairment or
Disposal of Long-Lived Assets”. Whenever eventstanges in circumstances indicate that the
carrying amounts of those assets may not be reglolegetthe Group compares undiscounted net cash
flows estimated to be generated by those ass#ts twarrying amount of those assets. When these
undiscounted cash flows are less than the cargrimgunts of the assets, the Group records impairment
losses to write the asset down to fair value, nteddoy the estimated discounted net future casvsflo
expected to be generated from the use of the ab&mtagement does not believe there should be any
impairment charge recorded relating to the Groiyestments in long-lived assets as of June 307 200
and December 31, 2006.

Construction obligations- Construction obligations represent obligatiansdnstruct apartments
assumed as a result of the acquisition of rightseteelop residential property in the Western
Kuntsevo district of Moscow.

Income taxes- Income taxes have been computed in accordanbetva laws of the RF.
The standard income tax rate in the RF for ther®rths ended June 30, 2007 and 2006 was 24%.

Deferred income taxes are accounted for undeiidbdity method and reflect the tax effect of all
significant temporary differences between the t@asds of assets and liabilities and their reported
amounts in the financial statements. A valuatidovednce is provided for deferred tax assets if it
is more likely than not that these items will eitle&pire before the Group will be able to realize
the benefit, or the future deductibility is uncarta

Accounting for uncertainty in income taxes On January 1, 2007, the Group adopted the poogis

of Financial Accounting Standards Board (“FASBfterpretation No. 48 (“FIN 48”), “Accounting

for Uncertainty in Income Taxes — an interpretattdiSFAS No. 109”. FIN 48 creates a single model
to address uncertainty in tax positions and cksifthe accounting for income taxes by prescribing
the minimum recognition threshold a tax positioneiguired to meet before being recognized in

the financial statements. FIN 48 also provides guig on derecognition, measurement, classification,
interest and penalties, accounting in interim piyjalisclosure and transition. The adoption of

FIN 48 resulted in a cumulative effect adjustmerthe opening balance of retained earnings as of
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE SIX MONTHS ENDED JUNE 30, 2007 AND 2006 (UNA UDITED)
(Amounts in thousands of U.S. dollars unless otherwise stated)

January 1, 2007, of USD 2,171 thousand. As of 3007, the Group included accruals for
unrecognized income tax benefits totaling USD 4 2itBisand as a component of accrued liabilities.

The changes in unrecognized tax benefits duringithenonths ended June 30, 2007 were as

follows:

Balance at January 1, 2007 2,171
Additions based on tax positions related to theentryear 2,173
Additions to tax positions from prior years 685
Reductions to tax positions from prior years (756)
Balance at June 30, 2007 4,273

The Group recognizes accrued interest related recognized tax benefits and penalties in income
tax expenses. During the six months ended Jun208T,, the Group recognized approximately
USD 153 thousand and USD 681 thousand, respectindlyterest and penalties. At January 1, 2007
and June 30, 2007, the Group accrued USD 366 thduwsad USD 1,200 thousand, respectively,
for interest and penalties.

As of the date of these financial statements,dke/éars ended December 31, 2004, 2005 and 2006
remained subject to examination by the Russiamtdixorities.

Retirement benefit and social security cost3he Group contributes to the RF state pensiod,fu
social insurance fund and medical insurance funbledralf of all of its current employees in the RF.
In accordance with the current RF legislationsattial contributions are calculated by the appbeat
of a regressive rate from 26% to 2% to the annt@dgremuneration of each employee.

Stock-based compensatienThe Group accounts for stock-based compensatiandordance with
provisions of SFAS No. 123R , “Share-Based Paymahttier SFAS No. 123R, companies must
calculate and record the cost of equity instrumesush as stock options or restricted stock, avehrde
to employees for services received in the statewfeoperations. The cost of the equity instruments
is measured based on the fair value of the instnisren the date they are granted and is recognized
over the period during which the employees areireduo provide services in exchange for the equity
instruments.

Borrowing costs- The Group capitalizes interest on borrowingsnduthe active construction period
of its capital projects. Capitalized interest isled to the cost of the underlying assets and ist@ed
over the useful lives of the assets. For the sinttended June 30, 2007 and 2006, capitalized
borrowing costs were USD 12,610 thousand and U3D93housand, respectively. Other borrowing
costs were recognized as an expense in the perislich they were incurred.

Advertising costs- The Group expenses the cost of advertisinggipéniod in which they are incurred.

Minority interests— Minority interests represent the share in thekbalue of the net assets of
the Group’s entities proportional to equity intésds those entities owned, directly or indirectly,
by shareholders outside of the Group.

Dividends and distributions- Dividends and distributions to shareholdersracegnized at the date
they are declared. Distributable retained earnaidee Group are based on amounts extracted from
the statutory financial statements of Sistema-tdat$ differs from amounts calculated on the basis
of U.S. GAAP.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE SIX MONTHS ENDED JUNE 30, 2007 AND 2006 (UNA UDITED)
(Amounts in thousands of U.S. dollars unless otherwise stated)

Earnings per share- Basic earnings per share of common stock arg@uotad by dividing net
income by the weighted average number of commorestautstanding for the period. Diluted
earnings per share of common stock reflects thémmar potential dilution that could occur if
securities or other contracts to issue common si@gk exercised or converted into common stock
and would then share in the net income of the Group

Comprehensive income Comprehensive income consists of net incomeoéimel comprehensive
income. Other comprehensive income refers to gaiddlosses that are not included in net income,
but rather are recorded directly in shareholdegsitg.

Recent accounting pronouncemertsin February 2006, the Financial Accounting Stadd Board
(“FASB") issued SFAS No. 155, Accounting for Centédybrid Financial Instruments, an amendment
to SFAS No. 133, Accounting for Derivative Instrumegeand Hedging activities and SFAS No. 140,
Accounting for Transfers and Servicing of Finanéiasets and Extinguishments of Liabilities. SFAS
155 addresses application of SFAS 133 to benefitialests in securitized financial assets and pgerm
to remeasure fair value for any hybrid financiatinment that contains an embedded derivative
that otherwise would require bifurcation, requitegvaluate interests in securitized financial &stse
identify interests that are freestanding derivatigethat are hybrid financial instruments thattaon
an embedded derivative requiring bifurcation, alagifies certain other derivatives classification
issues. SFAS 155 is effective for all financialtinments acquired or issued after the beginning of
an entity’s first fiscal year that starts after &epber 15, 2006. Its adoption did not have a nlteri
impact on the Group'’s financial position and resolt operations.

In September 2006, the FASB issued SFAS No. 157 ViedJue Measurements (“SFAS 157).

SFAS 157 defines fair value, establishes a framlefamrmeasuring fair value in generally accepted
accounting principles, and expands disclosurestdbimwalue measurements. This Statement applies
under other accounting pronouncements that reguipermit fair value measurements, the FASB
having previously concluded in those accountinghpumcements that fair value is the relevant
measurement attribute. Accordingly, this Staterders not require any new fair value measurements.
SFAS 157 is effective for financial statements ésktor fiscal years beginning after November 15,
2007, and interim periods within those fiscal yedise Group is currently assessing the impact of
the adoption of this Statement.

In September 2006, the FASB issued SFAS No. 15®|&mars’ Accounting for Defined Benefit
Pension and Other Postretirement Plans — an amenadfeASB Statements No. 87, 88, 106,

and 132(R) (“SFAS 158"). SFAS 158 requires compamigh publicly traded equity securities

that sponsor a postretirement benefit plan to fidognize, as an asset or liability, the overfanole
underfunded status of their benefit plan(s). Theléd status is measured as the difference betiveen t
fair value of the plan’s assets and its benefiigaition. SFAS 158 also requires companies to measur
their plan assets and benefit obligations as of#ae-end balance sheet date. SFAS 158 is becoming
effective for fiscal years ending after December2®6; the provision to require measurement at the
entity’s year-end balance sheet date will be affedor fiscal years ending after December 15, 2008
The Group is currently assessing the effect optb@ouncement on the financial statements.

In February 2007, the FASB issued SFAS No. 159,HdieValue Option for Financial Assets and
Financial Liabilities, which permits an entity teeasure certain financial assets and financialliliegsi
at fair value. SFAS 159 offers an irrevocable aptio carry the vast majority of financial assetd an
liabilities at fair value, with changes in fair valrecorded in earnings. The Statement's objeistie
improve financial reporting by allowing entitiesrtatigate volatility in reported earnings causedty
measurement of related assets and liabilities wdiffeyent attributes, without having to apply cdep
hedge accounting provisions. SFAS 159 is effeawef the beginning of an entity's first fiscal iyea
beginning after November 15, 2007. The Group iseruly evaluating the provisions of SFAS 159 to
determine whether it will elect the fair value optifor eligible items.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE SIX MONTHS ENDED JUNE 30, 2007 AND 2006 (UNA UDITED)
(Amounts in thousands of U.S. dollars unless otherwise stated)

3. CASH AND CASH EQUIVALENTS

Cash and cash equivalents as of June 30, 2007 ecehiber 31, 2006 consisted of the following:

June 30, December 31,
2007 2006
Cash and cash equivalents on deposit with:
Third parties 2,841 7,542
Moscow Bank of Reconstruction and Development (“NIBR
a subsidiary of Sistema 86,248 254,410
Total 89,089 261,952

The Group had USD 71,000 thousand and USD 240hotsand of demand deposits classified as cash
equivalents as of June 30, 2007 and December 86, Bfspectively. The weighted average interest rat
on demand deposits as of June 30, 2007 and Dec8hli2006 was 7.3% and 5.4% respectively.

TRADE RECEIVABLES, NET

Trade receivables, net of provision for doubtfubtdeas of June 30, 2007 and December 31, 2006

consisted of the following:

June 30, December 31,
2007 2006
Trade receivables from third parties 9,893 27,616
Trade receivables from Sistema subsidiaries 49,495 7,319
Less: provision for doubtful debts (362) (194)
Total 59,026 34,741

As of June 30, 2007 trade receivables from Sisteubaidiaries included the following:

. USD 37,971 thousand from Sistema K-Invest as dtreSthe sale of Nostro

(for details refer to Note 22 “Related Party Trartigams”);

. USD 9,254 thousand from Sistema for reimbursemithieoGroup’s construction costs related to

the 13, Mokhovaya St. project;

. USD 2,270 thousand from MTS and other subsidiafelSFC Sistema for maintenance of

their offices.

TAXES RECEIVABLE

Taxes receivable as of June 30, 2007 and Decenh@086 consisted of the following:

June 30, December 31,

2007 2006
VAT receivable 55,520 34,133
Other taxes receivable 7,169 4,722
Total 62,689 38,855
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(Amounts in thousands of U.S. dollars unless otherwise stated)

6.

OTHER RECEIVABLES, NET

Other receivables, net of provision for doubtfubtseas of June 30, 2007 and December 31, 2006
consisted of the following:

June 30, December 31,
2007 2006
Advances to and other receivables from third partie 23,997 7,358
Prepaid expenses 4,188 4,328
Other receivables from Sistema subsidiaries 2,873 663
Less: provision for doubtful debts (116) (2,578)
Total 30,942 9,771

Management assesses the realizability of otheivaales on a regular basis. This assessment
identified advances paid in prior reporting periéatsconstruction of residential property for which
the receipt of services is unlikely. AccordinglgetGroup has fully provided for those advances
as of June 30, 2007 and December 31, 2006.

A provision for doubtful debts at December, 31, 2@tcludes a provision against an advance given
for project Yelninskaya, 15, in amount of USD 2,3ti8usand. The project was completed as of
June, 30, 2007, and the contractor did not futéilbbligations. As at June 30, 2007 the advance wa
written off against provision.

DEPOSITS, LOANS RECEIVABLE AND INVESTMENTS IN DEBT AND
EQUITY SECURITIES

Deposits, loans receivable and investments in @ethtequity securities as of June 30, 2007 and
December 31, 2006 consisted of the following:

June 30, December 31,
2007 2006

Investments in marketable debt securities 51,284 64,974
Investments in marketable equity securities 31,460 -
Loans and notes receivable from:

- subsidiaries of Sistema 35,563 64,211
- associates of Sistema 2,718 3,464
- third parties 71,248 25,210
Time deposits in MBRD 5,824 6,996
Total 198,097 164,855

The Group’s investments in marketable debt andyegacurities comprise debt and equity securities
of Russian issuers, unrelated to the Group. Thegsdetermines the appropriate classification of its
investments in marketable debt and equity secaritahe time of purchase and reevaluates such
designation at each balance sheet date. As of3alyrgH07, the Group’s marketable debt and equity
securities have been classified as available-filer-sa

In December 2006, the Group has transferred aghortif its investments in debt and equity

securities into the trust managed by MBRD. As aeJ80, 2007, the portfolio includes investments in
marketable equity securities in the amount of USE14 thousand, marketable debt securities in
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the amount of USD 34,616 thousand and promissagsrin the amount of USD 30,933 thousand.
The trust management agreement expires in 200i8 butomatically prolonged, unless any of

the parties issues a cancellation notice. The Gsgugld on the portfolio is limited to 8.5% perrarm
plus 1% of any amounts in excess of 8.5% per anfiine Group bears risks of loss on the portfolio.
Interest income from debt securities in the porftdr the six months ended June 30, 2007 amounted
to USD 3,513 thousand and was recorded in thenségiieof operations.

In the six months ended June 30, 2007, the Graumsfierred a portfolio of investments into the trust
managed by Renaissance Capital. As at June 30, g@®portfolio of investments managed by
Renaissance Capital includes investments in marketiebt securities in the amount of

USD 18,620 thousand and investments in marketajlgyesecurities in the amount of

USD 30,146 thousand.

The weighted average interest rates on loans aed neceivable from Sistema subsidiaries, asssciate
and third parties as of June 30, 2007 were 10.@8%0% and 11.0%, respectively. Substantially all
loans and notes receivable held by the Group asrad 30, 2007 mature within one year from that
date.

The Group’s time deposits in MBRD mature in 200e veighted average interest rate for time
deposits as of June 30, 2007 was 5.0%.

8. COSTS AND ESTIMATED EARNINGS IN EXCESS OF BILLINGS ON UNCOMPLETED
CONTRACTS

Costs and estimated earnings in excess of bilbmgsncompleted contracts as of June 30, 2007 and
December 31, 2006 consisted of the following:

June 30, December 31,
2007 2006
Accumulated costs and earnings 40,982 25,578
Less: amounts billed (15,941) (12,497)
Total 25,041 13,081

9. REAL ESTATE INVESTMENTS, NET

Real estate investments, net of accumulated depi@tias of June 30, 2007 and December 31, 2006
consisted of the following:

June 30, December 31,
2007 2006

Real estate developed for sale 408,183 270,892
Income producing properties
Buildings and constructions 96,959 66,140
Less: accumulated depreciation (8,190) (6,599)

88,769 59,541
Total 496,952 330,433
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The depreciation charge for the six months ended 30, 2007 and 2006 amounted to
USD 2,063 thousand and USD 1,175 thousand, respcti

During the six months ended June 30, 2007, the isacquired a 67.6% interest in Kamelia Health
Resort, which owns land in the city of Sochi, fd8IJ 6,904 thousand (see also Note 19), a 75%
interest in Sib-Brok (Ukraine) for USD 561 thousamthich owns a plot of land in Yalta, and

a 100% stake in Vilina, which owns a plot of landMoscow, for USD 7,243 thousand. The newly
acquired assets are accounted for as real estattoped for sale.

10. BUILDINGS USED FOR ADMINISTRATIVE PURPOSES, PLANT A ND EQUIPMENT, NET

Buildings used for administrative purposes, plartt aguipment, net of accumulated depreciation,
as of June 30, 2007 and December 31, 2006 consiktad following:

June 30, December 31,
2007 2006
Buildings used for administrative purposes 4,006 2,454
Plant and equipment 2,727 2,260
Other assets 2,813 3,446
9,546 8,160
Less: accumulated depreciation (3,088) (2,683)
Total 6,458 5,477

Depreciation charge for the six months ended JOn2@7 and 2006 amounted to USD 670 thousand
and USD 463 thousand, respectively.

11. DEVELOPMENT RIGHTS AND OTHER INTANGIBLE ASSETS, NET

Development rights and other intangible assetxfretcumulated amortization as of June 30, 20@7 an
December 31, 2006 consisted of the following:

June 30, December 31,
2007 2006
Development rights — Kuntsevo properties 43,156 43,156
Other intangible assets 268 391
43,424 43,547
Less: accumulated amortization (6,884) (3,512)
Total 36,540 40,035

Amortization charged for the six months ended BMe2007 and 2006 amounted to
USD 3,321 thousand and USD 76 thousand, respegctivel
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Development rights granted to Kuntsevo-Invest icoagdance with the Decree of the Moscow City
Government relate to the program for reconstruatioresidential property in the Western Kuntsevo
district of Moscow. Under the program, as subsetiyg@mended, the Group was committed to
complete construction of 381.4 thousand squaremnefeesidential living space to be sold in

the market (“commercial buildings”) and of additri73.3 thousand square meters of residential
living space to be transferred to the Moscow Cigv&nment (“municipal buildings”). Kuntsevo-
Invest entered into an investment agreement wiBGClhteko, pursuant to which Inteko undertook
to (i) develop, fund and construct approximatel$bf the commercial buildings and (i) fund

the development and construction of approximatéi ®f the municipal buildings under the program.
As of June 30, 2007, the Group’s remaining commithugder the program was to complete 157.1
thousand square meters of commercial buildings@rithousand square meters of municipal buildings.

Management estimates that on the basis of the &gyt policy referred to in Note 2, the estimated
amortization expense is as follows:

Year ended June 30,

2008 7,308
2009 7,308
2010 7,308
2011 7,308
2012 7,308
Total 36,540

Actual amortization expense to be reported in ipgriods could differ from these estimates as
a result of new intangible assets acquisitionsngha in useful lives and other relevant factors.

12. INVESTMENTS IN ASSOCIATES

Investments in associates as of June 30, 2007 andniber 31, 2006 consisted of the following:

June 30, December 31,
2007 2006
Sibmost 2,400 2,400
Detsky Mir 6,095 -
Other 169 399
Total 8,664 2,799

The Group does not have the ability to exercisei@ant influence over Sibmost’s operations,
and therefore accounted for the investment in 26%ilmmost common shares using the cost method in
the financial statements for the six months endee B0, 2007 and 2006.

In June 2007, the Group purchased from a variaibbzast entity, whose primary beneficiary is

Sistema, 4.7% of Detsky Mir common shares for USI®®6 thousand. Detskiy Mir is a subsidiary
of Sistema.
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13. PAYABLES TO SUPPLIERS AND SUBCONTRACTORS

Payables to suppliers and subcontractors as of IurM&007 and December 31, 2006 consisted of

the following:
June 30, December 31,
2007 2006
Payables to third parties 35,619 30,729
Payables to Sistema subsidiaries 1,648 2,748
Total 37,267 33,477

14. BILLINGS IN EXCESS OF COSTS AND ESTIMATED EARNINGS ON UNCOMPLETED
CONTRACTS

Billings in excess of costs and estimated earnamgsncompleted contracts as of June 30, 2007 and
December 31, 2006 consisted of the following:

June 30, December 31,
2007 2006
Amounts billed 125,910 97,274
Less: accumulated costs and earnings (76,163) (71,911)
Total 49,747 25,363

15. ACCRUED EXPENSES AND OTHER LIABILITIES

Accrued expenses and other liabilities as of JUn€B07 and December 31, 2006 consisted of

the following:
June 30, December 31,
2007 2006
Accrued expenses and other liabilities to thirdipar 73,513 23,484
Other liabilities to Sistema and its subsidiaries 438 1,646
Total 81,948 25,130

Accrued expenses and other liabilities to thirdgigsias of June 30, 2007 include
USD 25,168 thousand of rights for acquired landDUS,202 thousand of accrued interest,
USD 6,095 thousand payable for acquired 4.7% isteneDetsky Mir.

Other liabilities to Sistema and its subsidiarregude USD 6,043 thousand payable to Sistema éor lo

guarantees, USD 348 thousand of interest payal8istema subsidiaries and USD 2,044 thousand of
other liabilities to Sistema.
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16. CONSTRUCTION OBLIGATIONS
Upon acquisition of Kuntsevo-Invest, the Group assd obligations to construct two residential
buildings (15, Elninskaya St. and 9, Aviatorov .SA3 of June 30, 2007, construction of those
buildings was fully completed.

17. LOANS AND NOTES PAYABLE

The Group’s loans and notes payable as of Jung087, and December 31, 2006 consisted of

the following:
June 30, December 31,
2007 2006
Loans and notes payable to third parties
Deutsche Bank AG 140,000 140,000
Nomura International plc 100,000 100,000
UBS AG 100,000 100,000
Other 23,849 27,867
363,849 367,867
Loans and notes payable to Sistema and its sulis&liar 9,696 10,100
Total loans and notes payable 373,545 377,967
Current portion of loans and notes payable 364,749 362,560
Non-current portion of loans and notes payable @,79 15,407

In August, September and October 2006, Sistemaétiddsed into one-year loan facilities with
Deutsche Bank AG, Nomura International plc and WESin the amounts of USD 140,000 thousand,
USD 100,000 thousand and USD 100,000 thousandeatesgly. The facilities were extended for the
Group’s general operational needs and refinandiriig existing debt facilities and bear interesera
of 8.65%, 8.45% and 8.65%, respectively. The deist guaranteed by Sistema. The guarantee fee
payable by the Group was 3% per annum. Subsequénne 30, 2007, all of the above loans were
fully repaid in accordance with the repayment sciteed

The interest rates on loans and notes obtainedébtoup from Sistema and its subsidiaries are
fixed and range from 0% to 15%.

The weighted average interest rate on loans oulstgras of June 30, 2007 and December 31, 2006
was 11.6% and 11.7%, respectively.
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18.

19.

The schedule of repayment of debt is as follows:

Year ended June 30,

2008 364,749
2009 6,815
2010 1,931
Thereafter 50
Total 373,545

In December 2006, the Group entered into an agmtemith Eurohypo AG to open a credit facility to
finance the development of the Hals Mart (‘Let@}ail and entertainment complex in Saint-Petersburg
The amount of the facility is the lower of USD 1480 thousand and 70% of budgeted costs for
financing of the development. The facility bear®iast rate of LIBOR plus 4.5% and may be
prolonged up to 12 years. The facility amount carektended up to USD 187,500 thousand.

To obtain the facility the Group must comply witri&in conditions precedent. As of June 30, 2007
the conditions precedent were not fulfilled. In thied quarter of 2007, the Group was able to cgmpl
with conditions on loan agreement. The amount s caceived under the agreement as of the date of
these financial statements is USD 5,398 thousahe €ffective interest rate is floating and as of

the date of these financial statements is 11.67%.

CAPITAL TRANSACTIONS

The authorized share capital of Sistema-Hals dsioé¢ 30, 2007 and December 31, 2006 comprised
13,087,525 common shares, of which 11,217,094 sheeee issued as of June 30, 2007,

10,398,246 shares were outstanding. In the six imsagrided June 30, 2007, the amount of outstanding
common shares increased by 403,815 as the stocks vees granted. Additional paid-in capital
increased in the six months ended June 30, 20Q¥3Ly 3,479 thousand relating to reimbursement
of initial public offering costs.

TRANSFERS FROM SISTEMA

In the six months ended June 30, 2007, Sistemaddddsits 100% stake in Nostro, which owns

a building located at 75, Sadovnicheskaya st., aséor USD 50,000 thousand to MBRD

(see Note 22). Part of the excess of the sale prieethe carrying value of the investment in

the amount of USD 27,500, and represented a refuarcash transfer to Sistema, recorded at
acquisition of Nostro shares by the Group in 2006 was recorded in the statement of changes in
equity for the six months ended June 30, 2007teanafer from Sistema.

In March 2007 Sistema-Hals acquired from partiefenicommon control a 67.58% stake in Kamelia
Health Resort in the city of Sochi, which is cuthgibeing renovated as a multifunctional compleat th
will include a 5-star hotel, luxury apartments anill internal infrastructure. The excess of pasd
price over the historical value of the assets steé8na books in amount of USD 4,580 thousand was
recorded as a transfer to Sistema.
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20. OPERATING EXPENSES

21.

Operating expenses for the six months ended Jurn2g0BJ and 2006 comprised the following:

Six months ended June 30,

2007 2006

Cost of sales of development projects 89,437 45,926
Stock-based compensation (see Note 26) 97,966 -

Payroll and other employee-related costs 18,726 11,280
Depreciation and amortization 6,054 1,714
Rent of premises and land 1,277 830
Advertising and marketing 1,120 248
Repairs and maintenance 938 1,182
Taxes other than income taxes 914 135
Consulting services 853 467
Security expenses 825 506
Insurance 755 51
Utilities and energy costs 311 472
Bad debt expense/(reversal) 168 (87)
Other 2,311 1,903
Total 221,655 64,627

INCOME TAXES

The Group’s provision for income taxes for themsianths ended June 30, 2007 and 2006 was as
follows:

Six months ended June 30,

2007 2006
Current tax expense 7,515 2,299
Deferred tax expense 2,726 2,449
Total 10,241 4,748
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The provision for income taxes is different fromattivhich would be obtained by applying the statutor
income tax rate of 24% to income before incomeatack minority interests. The items causing
this difference are as follows:

Six months ended June 30,

2007 2006
Income tax (benefit)/ provision computed on incdmeéore taxes at
statutory rate (20,019) 9,304
Adjustments due to:
Stock-based compensation 23,512 -
Other non-deductible items 4,491 664
Non-taxable items (22) (30)
Share of profit on Pokrovka 40 development project,
retained by the controlling shareholder - (5,340)
Taxable losses not carried forward - 874
Change in unrecognized tax benefits 2,103 -
Currency exchange and translation differences 175 (724)
Total 10,241 4,748

Temporary differences between the Russian stattéargccounts and these financial statements
give rise to the following deferred tax assets katuilities as of June 30, 2007 and 2006.

June 30, December 31,
2007 2006

Deferred tax assets
Other 1,832 1,089
Less: valuation allowance (1,213) (1,089)
Total deferred tax assets 619 -
Deferred tax liabilities
Development rights (8,718) (9,561)
Capitalized costs (4,266) -
Revenue recognition (11,866) (11,100)
Other (958) (843)
Total deferred tax liabilities (25,808) (21,504)
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22. RELATED PARTY TRANSACTIONS

During the six months ended June 30, 2007 and 28665roup entered into the following
transactions with Sistema and its subsidiaries:

Six months ended June 30,

2007 2006
Sale of Nostro shares (Note 19) 50,000 -
Services provided 8,421 3,492
Services purchased (129) (148)
Other expenses (2,140) -
Interest income 8,131 444
Interest costs (770) (6,244)

Site management services provided:

Revenues from site management services provid8dtema and its subsidiaries in the six months
ended June 30, 2007 and 2006 were USD 7,241 thdasahUSD 3,287 thousand, respectively.

Agreements to act as a developer:

In the six months ended June 30, 2007 and 200&;ttbep had agreements with Detsky Mir,
Sistema Mass Media and MGTS, subsidiaries of Sestéonact as a developer for projects to
redevelop properties owned by these entities. €aenues from such services for the six months
ended June 30, 2007 amounted to USD 886 thousand.

Rental revenues:

Certain single-family houses owned by Mosdachiestieased to Sistema’s related parties.

The Group’s revenues from these leases amountg8in294 thousand and USD 205 thousand for
the six months ended June 30, 2007 and 2006 résggct

Services purchased

Services purchased by the Group from Sistema metlyde connection services from MTS.
Other expenses:

The Group paid USD USD 916 thousand of guaranteetfe Sistema in the six months ended
June 30, 2007.

Interest costs:

In the six months ended June 30, 2007 and 2006 obthe Group’s borrowings from MBRD
amounted to USD 770 thousand and USD 6,244 thousasyectively.

Interest income:

Interest income for the six months ended June @07 \hcludes USD 3,513 thousand of income
received from trust managed by MBRD and USD 4,6b8$and from a deposit in MBRD.

Interest income from a deposit in MBRD in the signths ended June 30, 2006 amounted to
USD 444 thousand .
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23.

24.

GUARANTEES AND PLEDGES

Warranties and guarantees of work performedThe Group is contractually responsible for

the quality of construction works performed subserjuo the date at which the relevant object
was handed over, generally for a period up to 2sysabsequent to handover. Based upon prior
experience with warranty claims, which have noinsgnificant, no contingent liabilities have been
recorded in the Group’s financial statements iati@h to warranties and guarantees for work perotm

Pledges- As of June 30, 2007, common shares of the Gsoentities have been pledged under
borrowings from MBRD as follows:

Number of
shares pledged
Number of as a percentage
shares pledged of total shares

Mosdachtrest 10,946 17%
Landshaft 39 39%
Rosturstroy 204 51%

As of June 30, 2007, the Group has also pleddedditapartments with a fair value of
USD 4,971 thousand and USD 385 thousand underatiaits to Ordynka and Remstroytrest-701,
respectively.

As of June 30, 2007, Sistema has guaranteed bargevio the Group from Deutsche Bank AG,
Nomura International plc and UBS AG in the amount8D 340,000 thousand.

COMMITMENTS AND CONTINGENCIES
a) Taxation environment

Russia currently has a number of laws related tiows taxes imposed by both federal and regional
governmental authorities. Applicable taxes inclidel, income tax, unified social tax, together
with others. The government’s policy on implemeptabf these regulations is often inconsistent
or nonexistent. Accordingly, few precedents witham to tax rulings have been established.
Tax declarations, together with other legal conmaéareas (for example, customs and currency
control matters), are subject to review and ingasibn by a number of authorities, which are
enabled by law to impose extremely severe finesalties and interest charges. These facts create
tax risks in Russia that are more significant ttygnically found in countries with more developed
tax systems. Generally, tax declarations remaim apel subject to inspection for a period of three
years following the tax year. Management belieliasit has adequately provided for tax liabilities;
however, the risk remains that relevant authoriteadd take a different position with regard to
interpretive issues.

b) Russian environment and current economic situation

Over the past decade Russia has undergone suabpattiical and social changes. As an emerging
market, Russia does not possess a fully developgiddss and regulatory infrastructure that would
generally exist in a more mature market economy. Rhssian government is attempting to address
these issues; however it has not yet fully impletegnhe reforms necessary to create banking and
judicial systems that usually exist in more develbmarkets. As a result, operations in Russia
involve risks that typically do not exist in morewvetloped markets.
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¢) Industry regulation

Construction and development of real estate in iRusprimarily governed by the Civil Code,

the Federal Land Code, the City Construction CtiuteFederal Law on the State Registration

of Rights to Immovable Property and Transactioner&with, construction norms and regulations
approved by the Ministry of Industry and Energyd athers. Construction and development involves
compliance with burdensome regulatory requiremeartd,authorizations from a large number of
authorities at the federal, regional and localleva particular, the Federal Agency on Constaorgti
Housing and the Communal Sector, or Rosstroi, #tefal Service for Supervision in the Sphere of
Use of Natural Resources, the Federal Service ological, Technologic and Nuclear Supervision
and regional bodies of the state architecturalcamgtruction supervision are involved in the preass
authorizing and supervising real estate development

In addition, construction is subject to all applitaenvironmental, fire safety and sanitary normd a
regulations.

The Group is constructing a number of cottagesawuitiobtaining necessary construction permits.
However, management is in the process of addresisimgssue and does not foresee that this will
adversely affect the Group’s financial positiorresults of operations.

d) Legal proceedings

In the ordinary course of business, the Group neag party to various legal and tax proceedings,
and be subject to claims. In the opinion of managdithe Group’s liability, if any, in all current
and pending litigations or other legal proceediwgbnot have a material effect upon the financial
condition, results of operations or liquidity oktksroup, other than as is already reflected inethes
financial statements.

In 2004, Amiral B.V., the Group’s associate, endeireo a contract with the three companies that
own Hotel Sport to redevelop the hotel. Under ietract, Amiral agreed to destroy the existing hote
and construct a new mixed-use hotel, retail anihless center on the site. The project was initially
approved by a decree of the Moscow City Governraadtthe Hotel Sport building was subsequently
demolished. However, in 2006 the Moscow City Gomgent cancelled its previous decree based on
the failure of the co-owners to develop the larat pl a timely manner after the original building
had been destroyed. As a result, the developmehegiroject has been suspended. In August 2006,
two of the co-owners filed claims in the Moscow #rdition Court against the Moscow City
Government seeking to invalidate the cancellaticth@ decree. As of the date of these financial
statements, a final ruling on this lawsuit hashesn issued.

e) Commitments under construction contracts

The Group has entered into agreements with thirikegefor construction of objects which will recgiir
capital outlays subsequent to June 30, 2007. A amgnof significant commitments under construction
contracts as of June 30, 2007 is provided below:

Leningradsky 39- The Group has contracted for construction warkduding foundations, shell

and core, utilities and other general construatigrenditures. Commitments under these contracts
amounted to USD 78,471 thousand as of June 30, 2®@ddition, in connection with this project,
the Group undertook obligations to provide the @atrmy Sports Club (“CSCA”) with 17,437 sqg.m.
of residential housing.

MGTS properties- The Group entered contractual agreements fonstiaction of the certain MGTS
buildings. Commitments under these contracts aneolulst USD 9,388 thousand as of June 30, 2007.
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Mosdachtresproperties— The Group has contracted for construction wogksted to
Mosdachtrest properties. Commitments under thesiamis amounted to USD 39,274 thousand
as of June 30, 2007.

Aurora project— The Group has contracted for construction warlcduding construction of the roads,
gas and electricity networks. Commitments undesdtentracts amounted to USD 7,239 thousand
as of June 30, 2007.

Western Kuntsevo propertiesThe Group has hired a contractor to perform igeigenstruction works.
Commitments under these contracts amounted to US43 thousand, including
USD 20,550 thousand, which relates to Rublevka 1Ridject as of June 30, 2007.

Zdravnitza Novaya (Rozhnovka) The Group entered contractual agreements wibtElsetevaya
Company for a technological connection to transimmmsinks. Commitments under the contract
amounted to USD 4,388 thousand as of June 30, 2007.

Moscow City Government The Group has obligations to manage a numbeasradtruction projects
which will be completed subsequent to the balaheetsdate. The Moscow City Government has
the obligation to finance these construction prigjewith the Group generating commissions based
on the agreed upon budget cost of the project.

f) Operating leases

With a few exceptions, land in Moscow is owned iy Moscow Government. The lease of land in
Moscow is subject to a separate regulatory regun@rzistered by the Government. As a general rule,
such land lease rights are granted by the Goverhametine basis of an auction or tender, typically
in exchange for either an upfront payment or onga@ionsideration in the form of periodic lease
payments. Periodic lease payments under land s&gsements in effect for the six months ended
June 30, 2007 and 2006 have not been significant.

Mosdachtrest leases humerous cottages to indiadual discount to market rates as a result of
the Moscow Government requirement to make availedain properties to pensioners and others
entitled to social benefits. Furthermore, certaisidents of Mosdachtrest settlements hold life or
long-term leases, which could prevent or delayGheup from developing or redeveloping such
settlements. Even if granted the right to develoedevelop these properties, the Group would be
required to transfer these residents to housiragsmilar quality.

g) Commitment to maintain production at Yalta Fish Processing Plant

In acquisition of Yalta Fish Processing Plant, @reup assumed obligations to maintain activities
and the workforce of the plant up to 2008. Manag#mdees not expect this commitment to result in
significant cash outflows for the Group.

h) Environmental regulations

Environmental laws and regulations impose cersirictions and encumbrances on the properties
that the Group holds or develops. Some of the fdoi$ under development are located in areas
that have special environmental protection. In taldi the development of a project may be subject

to certain obligations, including planting of gregnand clean-up measures. These requirements may
result in delays of development of projects, orimital costs.
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25. SEGMENT INFORMATION

SFAS No. 131, “Disclosures about Segments of aarnse and Related Information”, established
standards for reporting information about operaiagments in financial statements. Operating
segments are defined as components of an entegmisaging in business activities about which
separate financial information is available thavaluated regularly by the chief operating deaisio
maker or group in deciding how to allocate resasigned in assessing performance.

The Group’s operating segments are: Real estatdageuent, Project and construction management,
Real estate asset management and Facility managehatinities of the Group’s Real estate
development segment include identification of itrremnt opportunities, performance of feasibility
studies, obtaining necessary construction permitgect financing and marketing activities.

The Project and construction management segmeatrisntly primarily acting as a construction
manager to oversee compliance by contractors \esigd specifications and the terms of a particular
contract. The Real estate asset management seggnievlved in renting of residential and
commercial properties that the Group has developedquired. The Facility management segment
provides site management services, including dgcateaning, staffing, technical support, repaid a
renovation, as well as general building maintenafibe Group’s management evaluates performance
of the segments based on both operating incom@&aardhe before income taxes and minority
interests.

General and administrative expenses of the managimgpany of the Group (Sistema-Hals) are
allocated to the Real estate development segment.

Intersegment eliminations presented below consistauily of intersegment sales transactions,
elimination of interest on intersegment borrowiagsl other intersegment transactions conducted
under the normal course of operations.

As of and for the six months Projectand Real estate
ended June 30, 2007 Real estate construction asset Facility
development management management management Total

Net sales to external customers 87,686 14,632 17,879 9,576 129,773
Intersegment sales 143 542 273 1,288 2,246
Interest income 14,533 95 200 - 14,828
Interest expense, net of amounts

capitalized (2,894) (281) (1,625) - (4,800)
Depreciation and amortization (4,000) (167) (1,878) (9) (6,054)
Operating income/(loss) (109,562) 8,328 9,702 465 (91,067)
Income tax expense (5,754) (2,100) (2,221) (166) (10,241)
Income/(loss) before income tax

and minority interests (95,215) 10,249 7,756 464 (76,746)
Segment assets 971,668 69,794 137,398 5,583 1,184,443
Capital expenditures 170,946 183 17,942 720 189,791
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As of and for the six months Projectand Real estate
ended June 30, 2006 Real estate construction asset Facility
development management management management Total

Net sales to external customers 77,660 13,296 11,242 4,422 106,620
Intersegment sales 418 67 186 601 1,272
Interest income 892 374 - - 1,266
Interest expense, net of amounts

capitalized (2,647) (100) (316) - (3,063)
Depreciation and amortization (192) (181) (1,336) (5) (1,714)
Operating income 32,889 4,858 4,291 325 42,363
Income tax expense (2,669) (1,091) (912) (76) (4,748)
Income/(loss) before income tax

and minority interests 31,316 4,395 3,553 (498) 38,766
Segment assets 321,637 41,012 82,632 4,800 450,081
Capital expenditures 46,708 1,151 14,653 363 62,875

The reconciliation of segment operating incomenihcome before income tax and minority
interests and reconciliation of segment assetsaadtal assets of the Group are as follows:

Six months ended June 30,

2007 2006
Total segment operating income/(loss) (91,067) 42,363
Intersegment eliminations (815) (370)
Other income/(loss), net (5,065) 268
Interest income 12,526 846
Interest expense, net of amounts capitalized (3,201 (2,600)
Gain/(Loss) on foreign currency transactions 4,321 (4,819)
Gain on sale of equity investee - 3,078
Loss on sale of interests in a subsidiary (110) -
Income/(loss) before income tax and minority intersts (83,411) 38,766

June 30, June 30,

2007 2006
Total segment assets 1,184,443 450,081
Intersegment eliminations (170,945) (32,540)
Total assets 1,013,498 417,541
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26.

27.

STOCK-BASED COMPENSATION

On May 22, 2007, the Board of Directors of Sistdd@s approved the stock option and stock bonus
program (“the Program”) for senior management sfe®na-Hals. On June 25, 2007 the General
Meeting of shareholders approved the stock boragram (“the Program”) for the Board of Directors
of Sistema-Hals.

Within the framework of the Program on June 25,7283tema-Hals granted stock bonuses of 403,815
common shares (3.6% of total issued shares) tGthap’s top managers (280,427 shares — 2.5% of
total issued shares), and directors (123,388 shdrd$s of total issued shares). The fair value of
[the awards as of the grant date approximated US0B8 thousand and USD 29,934 thousand,
respectively, and was included in operating expef@ethe six months ended June 30, 2007

(see Note 20).

Stock options entitle participants of the Prograradquire a specific number of shares of Sistenia;Ha
at a price determined and agreed in advance. Siskais reserved 235,560 (2.1% of total issued
shares) shares for the Program. Options will betgdato the participants during the following 4 yea
period in equal amounts each year. The vestinggefithe options is one year. Within the framework
of the Program, in July 2007, Sistema-Hals grastedk options for a total of 47,672 shares
(0.325% of total issued shares) to certain memifdfe top management. The exercise price for
these options is 205 US Dollars (calculated as8L02 Dollars for 1 GDR where 1 share represents
20 GDRs). These stock options vest in July 2008.

SUBSEQUENT EVENTS

In July 2007, Sistema-Hals acquired an additioB282% interest in Kamelia Health Resort for
USD 4,330 thousand, which resulted in an increadled interest of Sistema-Hals in this company
to 97.55%.

In July 2007, the Group acquired a 51%-stake irkr@aidian company “Alliance Bud” (Kyiv) for
USD 20,000 thousand. Alliance Bud has a long-temsé right for a land plot of 14,086. meters,
and owns another land plot of 1,041 sg. meters

In July 2007, 100% of shares in Avinta-Realty waquired for USD 14,636 thousand. Avinta-Realty
owns a building in Moscow at Khalturinskaya Str@dte acquisition is a part of the NIIDAR project,
which includes development of a multifunctional qex.

In July 2007, the Group acquired 51% of sharesTiiBstate for USD 31,382 thousand. RTI-Estate
owns a building in Moscow at 8 Marta Street.

In August 2007, the Group sold its 50% stake in Kany Ostrov for USD 14,080 thousand.

In August 2007, Sistema-Hals signed an agreeméhtviiB for a loan facility of USD 500,000
thousand for the period of 5 years with effectivteriest rate of 8.5% per annum. These credit ressur
were used to refinance loans from Deutsche BankMdura International Plc and UBS AG,

as well as to finance the Group’s investment prnogra

In September 2007, the Group acquired a 74.9%sesttén LLC “GORKI-8", owner of land and
properties in Odintsovsky region, for USD 100, 366usand.
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