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INDEPENDENT AUDITORS' REPORT
To the Shareholders of JSC Sistema-Hals:

We have audited the accompanying consolidated balgimeets of JSC Sistema-Hals
(“Sistema-Hals”) and its subsidiaries (collectivelyhe “Group”) as of December 31, 2006

and 2005, and the related statements of operatiash, flows and changes in shareholders’
equity for the years then ended. These financa#istents are the responsibility of the Group’s
management. Our responsibility is to express aniapion these financial statements based on
our audits.

We conducted our audits in accordance with audgtagdards generally accepted in

the United States of America. Those standards retjuat we plan and perform the audit

to obtain reasonable assurance about whethemtecial statements are free of material
misstatement. An audit includes consideration trital control over financial reporting

as a basis for designing audit procedures tha@psopriate in the circumstances, but not for
the purpose of expressing an opinion on the effeng@ss of the Group’s internal control over
financial reporting. Accordingly, we express notsopinion. An audit also includes examining,
on a test basis, evidence supporting the amouadtslignlosures in the financial statements,
assessing the accounting principles used and mignifestimates made by management,

as well as evaluating the overall financial stateinpeesentation. We believe that our audits
provide a reasonable basis for our opinion.

In our opinion, such consolidated financial stateteg@resent fairly, in all material respects,
the financial position of the Group as of Decenir2006 and 2005, and the results of its
operations and its cash flows for the years thele@nn conformity with accounting principles
generally accepted in the United States of America.

Detoidte X Towede

April 12, 2007
Moscow, Russia

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



JSC SISTEMA-HALS AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS
AS OF DECEMBER 31, 2006 AND DECEMBER 31, 2005
(Amounts in thousands of U.S. Dollars)

Notes 2006 2005

ASSETS
Cash and cash equivalents 5 261,952 10,362
Trade receivables, net 6 34,741 20,929
Taxes receivable 7 38,855 25,058
Other receivables, net 8 9,771 3,917
Deposits, loans receivable and investments in skstirities 9 164,855 7,708
Costs and estimated earnings in excess of billings

on uncompleted contracts 10 13,081 38,348
REAL ESTATE INVESTMENTS, NET
Real estate developed for sale 11 270,892 124,312
Income producing properties, net 11 59,541 47,580
Total 330,433 171,892
Buildings used for administrative purposes,

plant and equipment, net 12 5,477 3,356
Development rights and other intangible assets, net 13 40,035 43,178
Investments in associates 14 2,799 287
TOTAL ASSETS 901,999 325,035
LIABILITIES AND SHAREHOLDERS' EQUITY
LIABILITIES
Payables to suppliers and subcontractors 15 33,477 12,148
Billings in excess of costs and estimated earnings

on uncompleted contracts 16 25,363 13,996
Accrued expenses and other liabilities 17 25,130 5,198
Taxes payable 3,899 856
Construction obligations 18 2,232 21,898
Loans and notes payable 19 377,967 216,500
Deferred tax liabilities 23 21,504 10,883
TOTAL LIABILITIES 489,572 281,479
COMMITMENTS AND CONTINGENCIES 26 - -
MINORITY INTERESTS 18,681 14,125
SHAREHOLDERS' EQUITY
Share capital 20 20,492 24
Treasury stock 20 (2,322) -
Additional paid-in capital 20 430,126 41,909
Accumulated deficit (54,550) (12,502)
TOTAL SHAREHOLDERS' EQUITY 393,746 29,431
TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY 901,999 325,035

See notes to consolidated financial statements.



JSC SISTEMA-HALS AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS
FOR THE YEARS ENDED DECEMBER 31, 2006 AND 2005
(Amounts in thousands of U.S. dollars, except for share and per share amounts)

Notes 2006 2005

REVENUES 282,899 93,124
OPERATING EXPENSES 22 (199,903) (81,425)
OPERATING INCOME 82,996 11,699
OTHER INCOME/(EXPENSES):

Other expenses, net (372) (1,201)

Interest income 4,255 682

Interest expense, net of amounts capitalized (7,554) (3,988)

Losses on foreign currency transactions (1,930) (193)

Gain on sale of shares in associates 2,808 -

Gain on sale of a controlling interest in a sulasigi - 2,781
INCOME BEFORE INCOME TAX

AND MINORITY INTERESTS 80,203 9,780

Income tax expense 23 (16,299) (4,517)
INCOME BEFORE MINORITY INTERESTS 63,904 5,263
Minority interests (8,330) (4,556)
NET INCOME 55,574 707
Weighted average number of common shares outs@ndin 6,316,318 1,118
Earnings per common share, U.S. Dollars, basic dntkd 8.80 632.29

See notes to consolidated financial statements.



JSC SISTEMA-HALS AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31, 2006 AND 2005
(Amounts in thousands of U.S. Dollars)

OPERATING ACTIVITIES:
Net income

Adjustments to reconcile net income to net cashigea by/
(used in) operations:
Depreciation and amortization
Gain on disposal of plant and equipment
Minority interests
Gain on sale of a controlling interest in a sulzsigi
Gain on sale of shares in associates
Profit recognized by the percentage-of-completic@ihad
on real estate developed for sale
Deferred tax expense
Change in estimate of construction obligations
Bad debt expense
Foreign currency transactions (gain)/loss on nograting activities

Changes in operating assets and liabilities:
Billings in excess of costs/(costs in excess dingjs) on uncompleted
contracts
Trade receivables
Taxes receivable
Other receivables
Payables to suppliers and subcontractors
Accrued expenses and other current liabilities
Taxes payable

Net cash provided by/(used in) 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
(Increase)/decrease in deposits, loans receivabléngestments
in debt securities, net
Purchases of shares in associates
Proceeds from sale of shares in associates
Proceeds from sale of controlling interest in asgdibry

Net cash used in investing activities

2006 2005
55,574 707
7,144 2,783
(507) (293)
8,330 4,556
- (2,781)
(2,808) -
(96,919) (2,195)
10,621 539
- (5,288)
115 2,041
(448) 2,126
66,602 (19,804)
(13,927) (19,078)
(13,797) (9,105)
(6,197) (102)
20,267 (8,589)
16,4 1,302
(3,229) (1,089)
41,237 (54,270)
(145,407) (22,095)
82,53 -
(4,094) (1,701)
1,207 340
(157,544) 3,142
(2,697) (247)
3,290 185
- 3,000
(252,708) (17,376)




JSC SISTEMA-HALS AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31, 2006 AND 2005 (CONTINUED)
(Amounts in thousands of U.S. Dollars)

2006 2005
FINANCING ACTIVITIES:
Proceeds from issuance of common stock, net 391,756 15,113
Principal payments on long-term borrowings (85,264) (60,744)
Proceeds from long-term borrowings 28,609 33,424
Proceeds from short-term borrowings, net 183,728 86,440
Transfers to Sistema (57,451) (2,503)
Proceeds from capital transaction of a subsidiary - 4,052
Dividends paid to minority shareholders of subsid&a (3,551) -
Net cash provided by financing activities 457,827 75,782
Effects of foreign currency translation on cash eash equivalents 5,234 (314)
INCREASE IN CASH AND CASH EQUIVALENTS 251,590 3,822
CASH AND CASH EQUIVALENTS, beginning of the year 163 6,540
CASH AND CASH EQUIVALENTS, end of the year 261,952 10,362
CASH PAID DURING THE YEAR FOR:
Income taxes 6,174 4,807
Interest, net of amounts capitalized 10,245 3,750

NON-CASH INVESTING AND FINANCING ACTIVITIES:

Non-cash investing and financing activities for ylear ended December 31, 2006 included transfgistema of
a share of profit on Pokrovka 40 development ptogs described in Note 3, and acquisitions of islidrges,

as described in Note 4.

See notes to consolidated financial statements.



JSC SISTEMA-HALS AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS’ EQUITY

FOR THE YEARS ENDED DECEMBER 31, 2006 AND 2005
(Amounts in thousands of U.S. Dollars)

Additional Accumu-

Share Treasury paid-in lated

capital stock capital deficit Total
Balances at January 1, 2005 $ 24 $ - $ 26,480 $ (10,706) $ 15,798
Issuance of common stock (Note 20) - - 15,113 - 15,113
Capital transaction of a subsidiary

(Note 20) - - 316 - 316

Transfers to Sistema (Note 21) - - - (2,503) (2,503)
Net income - - - 707 707
Balances at December 31, 2005 $ 24 $ - $ 41909 $ (12,502) $ 29,431
Issuance of common stock (Note 20) 20,468 (2,322) 388,217 (14,607) 391,756
Transfers to Sistema (Notes 3, 21) - - - (83,015) (83,015)
Net income - - - 55,574 55,574
Balances at December 31, 2006 $ 20,492 $ (2,322) $ 430,126 $  (54,550) $ 393,746

See notes to consolidated financial statements.



JSC SISTEMA-HALS AND SUBSIDIARIES

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2006 AND 2005
(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 manee real estate asset management and facility
management, primarily focused on the “Class A” d&ldss B” segments of the Moscow office
market, shopping centers, high-end housing, sifagiely houses, apartment buildings and land
development. The Group’s revenues are derivedipaty from the following activities: (i) sale of
completed development projects, both commercialrasidiential, as well as the sale of rights for
land; (ii) project and construction managementvédis for infrastructure and other constructiod an
development projects; (iii) rental income from cdetpd development projects held as investments;
and (iv) facility management services.

Business operations of the Group are conductetkeifRussian Federation (hereinafter referred to as
the “RF”) and the CIS, primarily in Moscow, the Mosv Region and Saint-Petersburg. All entities of
the Group are incorporated in the CIS.

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

the shareholders (Note 20). The GDRs were adntiité@de on the London Stock Exchange.

The Group’s reorganization- In the fourth quarter of 2006, JSFC Sistemas{éna”),

the controlling shareholder of the Group, has ceteal the corporate reorganization of its Real
Estate business segment by consolidating owneoéhie segment’s entities under Sistema-Hals.
The reorganization has been accounted for at 8terlgal book value of the assets and liabilities o
the Group’s entities. The Group’s equity has betroactively restated to reflect the reorganization
as if it had occurred at the beginning of the eatlperiod presented.

Prior to reorganization, Sistema did not chargeGhaup for any management services, including
corporate oversight, financial management, legajarate communications or human resources.
Costs incurred by Sistema to provide such sentct®e Group have not been significant during these
periods. However, the financial statements forpleods prior to reorganization may not necessarily
be indicative of the conditions that would havested or the results of operations and cash floweeif
Group had been operated as a stand-alone companyg 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 regoients 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 flowscicoadance with U.S. GAAP.



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

The ownership interest of Sistema-Hals and propomif its voting power in its major subsidiaries
as of December 31, 2006 and 2005 (including intetesld by Sistema as of December 31, 2005)
were as follows:

Operating entities December 31, 2006 December 31, 2005
Ownership Proportion Ownership Proportion
interest of voting power interest of voting power

Kuntsevo-Invest 100% 100% 81% 81%
Sistema-Hals Nord-West 76% 76% 76% 76%
DM Krasnoyarsk 100% 100% - -
TRK Kazan 100% 100% 50% 50%
Investments to the Technologies

Development (IRT) 100% 100% 100% 100%
Beijing-Invest 90% 90% 90% 90%
Big City
Mosdachtrest 57% 60% 56% 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%
Upravlenie Metrostroya 26% 51% 26949 51%
Hals-Stroy 100% 100% 100% 100%
City-Hals 100% 100% 100% 100%

@ _including indirect ownership.

Use of estimates The preparation of the financial statementimf@rmity with U.S. GAAP requires
management to make estimates and assumptiongfédwittiae reported amounts of assets and lialslitie
and disclosure of contingent assets and liabildaiethe date of the financial statements and ansount
of revenues and expenses of the reporting periotla\results could differ from those estimates.

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

Laws and regulations affecting businesses operatititge RF are subject to rapid changes. Russian
land and property legislation is complicated, ofsembiguous and contradictory at the federal and
regional levels. In particular, it is not alwayead which state bodies are authorized to entedanid
leases with respect to particular land plots, consbn approval procedures are complicated andgoro
to challenge or reversal, and construction andrenmental 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 cmgjexd by government authorities or third parties.

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

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

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



Management believes that the U.S. Dollar (“USDthis 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 @rowaintains significant portion of its debt
instruments in USD. To the extent settlementsegaired to be in RUB, the Group sets prices and
values in USD and performs the settlements in REiBguthe then prevailing exchange rate of the
Central Bank of Russia.

As such, during the years ended December 31, 20D@@05, the Group remeasured its assets,
liabilities, income and expense items in USD. Mangtassets and liabilities were translated into
USD at the rate in effect as of the balance shetet don-monetary assets and liabilities and income
and expense items were translated at the rateilimguwan the date of the transaction. Exchangegain
and losses arising from the remeasurement of mgnasaets and liabilities not denominated in
USD were included in gains/(losses) on foreignemngy transactions in the statements of operations.
The official exchange rates quoted by the CentaailkBof Russia as of December 31, 2006 and 2005
were 26.33 and 28.78 rubles per 1 USD, respectively

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

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

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

a preliminary stage; (b) the buyer is committeth® 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 witiersale is not consummated are accounted for
under the deposit method in accordance with SFA®X6E&pt for those investments in development of
office buildings, apartments, condominiums, shogmenters and similar structures, where critena fo
revenue recognition have been met as of the bakdrest date. Such investments are accounted for by
the percentage-of-completion method.

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

parties, it applies the percentage of completiothogkto the respective contracts where and as soon
as it is able to reliably estimate the stage ofpes to completion of the project, costs to coteple

the project and contractual revenues. Progresstiswampletion is measured by the percentage of
costs incurred to date to the estimated total aistempletion for each contract (the “cost-to-tost
method). On most of its contracts, the Group isafde to reliably estimate costs to complete the
project and contractual revenues until the progeat least 30% complete. Until the 30% completion
point, the Group carries the projects at cost. Grmip does not recognize revenue on contracts until
reasonably dependable estimates of costs to canhkeproject and contractual revenues can be made.



(ii) The Group provides project and constructiomagement services to municipal governments

on certain socially important infrastructure pragedhe Group’s remuneration for such services was
determined as a percentage of project costs iretirehird parties and approved by the municipal
government. Based upon the guidance in Emerging$s$ask Force Consensus 99-19, Reporting
Revenue Gross as a Principal versus Net as an AggmE 99-19"), management has concluded that
the Group’s services under such contracts do aoster to the Group full risks and rewards assediat
with the projects. Therefore, the Group recognagesevenues only its fees from project management
services. Fees are recognized as the projecta@siscurred and approved by the municipal
government.

(iif) Revenues from real estate asset managemelidie rental revenues, revenues from sale or
assignment of rights to land plots and residentiéts. Rental revenues are recognized over the leas
term on a straight-line basis. Revenues from sadéessignment of rights over real estate are rezegni
when substantially all the risks and rewards of esship 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 Gnoay experience
changes in the conditions, client requirements;ifipations, 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 priinige 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 wheratieeincurred. Change orders are included in
total estimated contract revenues when it is prigbtiat 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 extentdtiatract costs related to the claim have beeniedur
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 clearig contract estimates The Group provides
for estimated losses on uncompleted contractseipéniods in which such losses are identified.
The cumulative effects of revisions to contracerae and estimated completion costs are recorded
in the accounting period in which the amounts bezerident and can be reasonably estimated.
These revisions may include such items as thetefééchange orders and claims, warranty claims,
other contractual penalties and contract closesitlements.

Costs and billings on uncompleted contraetsCosts related to the Group’s performance under
construction contracts (including estimated eamiingm uncompleted contracts) is recorded net of
billings on those contracts. Billings when in exxe§costs and estimated earnings on uncompleted
contracts are recorded as liabilities.

Income producing properties The Group has a number of developments wheenirates or
expects to generate economic benefits throughmetgiitle to or lease rights for the property and
receiving rental revenues. Such properties prignaghsist 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@yht-line basis over estimated useful lives of

the assets (buildings and land improvements — 2@ tgears; leasehold improvements — the lesser
of the remaining life of the asset or term of thade).
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Financial instruments— The Group’s financial instruments primarily caip cash and cash
equivalents, deposits, loans receivable, investsriardebt and equity securities, receivables,

payables and debt. The estimated fair value ot-$ion financial instruments as of December 316200
approximated their carrying value as reflectechimthalance sheet. The fair value of long-term loans
and notes payable which have variable interess$ ksed on market rates approximate the carrying
amount of those financial instruments. The faiueadf the Group’s long-term loans and notes payable
to Sistema and its subsidiaries is not practicbkstimate based on the related party natureeof th
underlying transactions. The fair value of investteén shares of associates was not determinetbdue
guoted market prices not being readily availab\aluations not being obtained due to the excessiv
costs involved.

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

Deposits, loans receivable and investments in dsmurities— Deposits and loans receivable
with original maturities in excess of three mondins being accounted for at amortized cost.
Management annually assesses the realizabilityeofarrying values of deposits and loans
receivable and, if necessary, records impairmessee to write these assets down to fair value.

Investments in marketable debt securities areiitas available-for-sale and stated at fair @alu
based on market quotes. Unrealized gains/(lossespf deferred taxes, are recorded as a component
of other comprehensive income. For the years ebdeegmber 31, 2006 and 2005 unrealized
gains/(losses) on marketable debt securities hat/baen significant.

Investments in associatesThe Group’s share in net assets and net inctussY(©f Sibmost, Amiral
B.V., Telecom Development, and Kamenny Ostrov liofalvhich the Group holds 20-50% of voting
shares and has the ability to exercise signifiog#ghtence over their operating and financial p@agi
(“affiliates”) is accounted for using the equity tined of accounting. During the years ended
December 31, 2006 and 2005, the Group’s shareeinghincome/(loss) of these entities was
insignificant.

Investments in corporate shares where the Group tess than 20% voting interest are accounted
for at cost of acquisition.

Accounts receivable- Accounts receivable are stated at their neizadae value after deducting an
allowance for doubtful accounts. Such provisiorilect 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 issuéuk toustomer. VAT incurred for purchases may
be reclaimed, subject to certain restrictions, r@gafAT related to sales. VAT related to purchase
transactions that are reclaimable after the balaheet dates is recorded in taxes receivable.
Non-reclaimable VAT is included into the cost ohstruction as it is a cost necessarily incurred
in the completion of the relevant object.

Buildings used for administrative purposes, plamdequipment- Plant and equipment with

a useful life of more than one year is capitaliaetlistorical cost. Cost includes major expendgure
for improvements and replacements which extenduliBeés of the assets or increase their revenue
generating capacity. Repairs and maintenance argethto the statements of operations as incurred.

Items of plant and equipment that are retired betise disposed of are eliminated from the balance
sheet along with the corresponding accumulatededéion. Any gain or loss resulting from such
retirement or disposal is included in the deteritidmeof net income.

Plant and equipment is depreciated on the strdiigityasis over 3 to 5 years. Buildings used for
administrative purposes is depreciated on thegsitdine basis over 40 years.
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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 December 31, 2006 and,Z@bprise rights to develop residential property
in the Western Kuntsevo district of Moscow. Thealepment period for this project expires in 2012.
Amortization of other finite-life intangible asseésscomputed on a straight-line basis.

Impairment of long-lived assets The Group periodically evaluates the recoveitgilof the

carrying amount of its long-lived assets in accoogawith SFAS 144, “Accounting for the Impairment
or Disposal of Long-Lived Assets”. Whenever evantshanges in circumstances indicate that the
carrying amounts of those assets may not be realoleethe Group compares undiscounted net cash
flows estimated to be generated by those assétg twarrying amount of those assets. When these
undiscounted cash flows are less than the careyimgunts of the assets, the Group records impairment
losses to write the asset down to fair value, nreasioly the estimated discounted net future casvsflo
expected to be generated from the use of the asdatmgement does not believe there should be
any impairment charge recorded relating to the @mimvestments in long-lived assets as of
December 31, 2006 and 2005.

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

Income taxes- Income taxes have been computed in accordanhetvei laws of the RF.
The standard income tax rate in the RF for thesyeaded December 31, 2006 and 2005 was 24%.

Deferred income taxes are accounted for undeiiabéity method and reflect the tax effect of all
significant temporary differences between the tases 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

Retirement benefit and social security costdhe Group contributes to the RF state pensiod,fu
social insurance fund, medical insurance fund dralbef all of its current employees in the RF.

In accordance with the current RF legislationsatlial contributions are calculated by the appbcat
of a regressive rate from 26% to 2% to the annt@gremuneration of each employee.

Borrowing costs- The Group capitalizes interest on borrowingsrduthe active construction
period of its capital projects. Capitalized intéissadded to the cost of the underlying assetssand
amortized over the useful lives of the assetsti®@ears ended December 31, 2006 and 2005,
capitalized borrowing costs were USD 10,234 thodsard USD 10,960 thousand, respectively.
Other borrowing costs were recognized as an expartke period in which they were incurred.

Advertising costs- The Group expenses the cost of advertisinggpéniod in which they are incurred.
Minority interests— Minority interests represent share in book valfieet assets of the Group’s
entities proportional to equity interests in theadties owned, directly or indirectly, by sharaters
outside of the Group.

Dividends and distributions- Dividends and distributions to shareholdersracegnized at the date

they are declared. Distributable retained earnafgee Group are based on amounts extracted from
statutory accounts of Sistema-Hals and differs fesnounts calculated on the basis of U.S. GAAP.
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Earnings per share- Basic earnings per share of common stock argetad by dividing net income
by the weighted average number of common sharesamaling for the period. Diluted earnings per
share of common stock reflects the maximum potediliation that could occur if securities or other
contracts to issue common stock were exercisedrowerted into common stock and would then share
in the net income of the Group.

Comprehensive income Comprehensive income consists of net incomeoémel comprehensive
income. Other comprehensive income refers to resgmnexpenses, gains and losses that are not
included in net income, but rather are recordegctly in shareholders’ equity. For the years ended
December 31, 2006 and 2005, the Group had no iéwiher comprehensive income, and,
accordingly, comprehensive income is the sametaacame.

Recent accounting pronouncementsin 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 Instrumgeand 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, requires talerate interests in securitized financial assets to
identify interests that are freestanding derivatioethat are hybrid financial instruments thattaon

an embedded derivative requiring bifurcation, aladifies certain other derivatives classification
issues. SFAS 155 is effective for all financialtinenents 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 rlteri
impact on the Group’s financial position and resolt operations.

In July 2006, the FASB issued Interpretation Ng.A&ounting for Uncertainty in Income Taxes,
(“FIN 48") of SFAS No. 109, Accounting for IncomeXes. FIN 48 applies to all tax positions that
are within the scope of SFAS 109 and requireswioestep approach for recognizing and measuring
tax benefits. The Interpretation establishes a &+ikely-than-not” recognition threshold that must
be met before a tax benefit can be recognizeddritiancial statements. To meet this threshold,
the enterprise must determine that upon examinbiidhe taxing authority, the tax position is more
likely to be sustained than not, based on the feahmerits of the position. Once the recognition
threshold has been met, enterprises are requiredagnize the largest amount of tax benefit that i
greater than 50 percent likely of being realizedrupltimate settlement with the taxing authority.
In both steps, enterprises must presume that Miregtauthority has full knowledge of all relevant
information. FIN 48 also requires enterprises t&enexplicit disclosures at the end of each repgrtin
period about uncertainties in their income tax mss, including a detailed rollforward of tax béte
taken that do not qualify for financial statemestagnition. FIN 48 is effective for fiscal years
beginning after December 15, 2006, and should pkeajto all tax positions upon initial adoption.
The cumulative effect of applying the provisionglod Interpretation should be reported as an
adjustment to the opening balance of retained egsrfor that fiscal year. The Group is currently
assessing the impact of the adoption of FIN 48.

In September 2006, the FASB issued SFAS No. 157 Viaiue Measurements (“SFAS 1577).

SFAS 157 defines fair value, establishes a framlefasrmeasuring fair value in generally accepted
accounting principles, and expands disclosurestdbimwalue measurements. This Statement applies
under other accounting pronouncements that requipermit fair value measurements, the FASB
having previously concluded in those accountingiptmcements that fair value is the relevant
measurement attribute. Accordingly, this Statendeets not require any new fair value measurements.
SFAS 157 is effective for financial statementseskior fiscal years beginning after November 19,720
and interim periods within those fiscal years. Qreup is currently assessing the impact of the tatop

of this Statement.
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In September 2006, the FASB issued SFAS No. 158|&rars’ Accounting for Defined Benefit
Pension and Other Postretirement Plans — an amendfeASB Statements No. 87, 88, 106,

and 132(R) (“SFAS 158"). SFAS 158 requires compawigh publicly traded equity securities that
sponsor a postretirement benefit plan to fully ggipe, as an asset or liability, the overfunded or
underfunded status of their benefit plan(s). Theléd status is measured as the difference between
the fair value of the plan’s assets and its bewdligation. SFAS 158 also requires companies to
measure their plan assets and benefit obligatisrd gear-end balance sheet date. SFAS 158 is
becoming effective for fiscal years ending aftec®maber 15, 2006; the provision to require
measurement at the entity’s year-end balance dagzivill be effective for fiscal years ending
after December 15, 2008. The adoption of SFAS 168at have a material impact on the Group’s
financial position or results of operations.

In February 2007, the FASB issued SFAS No. 159,Ha&ieValue Option for Financial Assets and
Financial Liabilities, which permits an entity teeasure certain financial assets and financialliliggsi

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 ualrecorded in earnings. The Statement's objeictiie
improve financial reporting by allowing entitiesriatigate volatility in reported earnings caused by
the measurement of related assets and liabilisegyuifferent attributes, without having to apply
complex hedge accounting provisions. SFAS 159fectfe as of the beginning of an entity's first
fiscal year beginning after November 15, 2007. Ghheup is currently evaluating the provisions of
SFAS 159 to determine whether it will elect the falue option for eligible items.

DISPOSAL OF THE OFFICE PART OF POKROVKA 40 DEVELOPM ENT PROJECT

During the year ended December 31, 2006, the Gnaggentered into a series of related transactions i
order to dispose of the office part of a real estaimplex, developed by the Group at 40, Pokrotka S
In April 2006, the Group has established a spguiapose entity, Pokrovka 40, where Sistema-Hals
and subsidiaries owned 36.4%, Sistema and sulieglavned 60.6% and the ultimate buyer of the
office building owned 3%. The shareholders, in prtipn to their ownership interests, contributed
USD 30,000 thousand to the share capital of Polka@\kthat were used to acquire rights for the
office building from the Group. Upon satisfactorgrtsfer of the title for the completed office biuilgl

to Pokrovka 40 the buyer has acquired ownershguasts of Sistema and Sistema-Hals in that entity.
The transaction has been completed in the fourntguof 2006. In the year ended December 31, 2006,
revenues related to the office part of the complaounted to USD 70,900 thousand. The profit share
retained by Sistema and its subsidiaries amount&lsD 25,563 thousand.

ACQUISITIONS OF SUBSIDIARIES

During the year ended December 31, 2006, the Gaogpired additional 50% interest in TRK Kazan,
19% interest in Kuntsevo Invest and 0.3% intereMasdachtrest for consideration of USD 11 thousand
USD 102 thousand, and USD 163 thousand, respegtifsla result, the Group’s ownership interest
in TRK Kazan and Kuntsevo-Invest increased to 10884, the Group’s ownership interest in
Mosdachtrest increased to 57%.

In 2006, the Group also acquired 51% interest i GlFranstekhproekt, 100% interest in
Yurlack (from a related party) and 100% interedDatsky Mir Krasnoyarsk for consideration
of USD 36 thousand, USD 9 thousand and USD 474stul) respectively.

The aggregate effect of these transactions on theg financial position and results of operations
was not significant.
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CASH AND CASH EQUIVALENTS

Cash and cash equivalents as of December 31, 2@DB05 consisted of the following:

December 31, December 31,
2006 2005
Cash and cash equivalents on deposit with:
Third parties 7,542 3,732
Moscow Bank of Reconstruction and Development (“MBR
a subsidiary of Sistema 254,410 6,630
Total 261,952 10,362

The Group had USD 240,771 thousand and USD 50@#moluof demand deposits classified as cash
equivalents as of December 31, 2006 and Decemb@085, respectively. The weighted average
interest rate on demand deposits as of Decemb@086,was 5.4%.

TRADE RECEIVABLES, NET

Trade receivables, net of provision for doubtfubtdeas of December 31, 2006 and 2005 consisted of
the following:

December 31, December 31,

2006 2005
Trade receivables from third parties 27,616 6,267
Trade receivables from Sistema subsidiaries 7,319 14,958
Less: provision for doubtful debts (194) (296)
Total 34,741 20,929

As of December 31, 2006 and 2005, trade receivdines Sistema subsidiaries included amounts
due for reimbursement of the Group’s constructiost€ of USD 6,246 thousand related to

13, Mokhovaya St. project and of USD 14,442 thodsahated to 7, Nastasyinskiy lane project,
respectively.

TAXES RECEIVABLE

Taxes receivable as of December 31, 2006 and 2@@$sted of the following:

December 31, December 31,

2006 2005
VAT receivable 34,133 22,608
Other taxes receivable 4,722 2,450
Total 38,855 25,058
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OTHER RECEIVABLES, NET

Other receivables, net of provision for doubtfubtdeas of December 31, 2006 and 2005 consisted of
the following:

December 31, December 31,
2006 2005
Advances to and other receivables from third psirtie 7,358 4,830
Prepaid expenses 4,328 1,111
Other receivables from Sistema subsidiaries 663 276
Less: provision for doubtful debts (2,578) (2,300)
Total 9,771 3,917

Management assesses the realizability of otheivagles on an annual basis. This assessment
identified advances paid in prior reporting periémsconstruction of residential property for which
the receipt of services is unlikely. AccordinglgetGroup has fully provided for those advanced as o
December 31, 2006 and 2005.

DEPOSITS, LOANS RECEIVABLE AND INVESTMENTS IN DEBT SECURITIES

Deposits, loans receivable and investments in sietirities as of December 31, 2006 and 2005
consisted of the following:

December 31, December 31,
2006 2005

Investments in marketable debt securities 64,974 -
Loans and notes receivable from:
- subsidiaries of Sistema 64,211 7,258
- associates 3,464 -
- third parties 25,210 450
Time deposits in MBRD 6,996 -
Total 164,855 7,708

The Group’s investments in marketable debt seesrdomprise debt securities of Russian issuers,
unrelated to the Group. The Group determines tpeogpiate classification of its investments in
marketable debt securities at the time of purchaskreevaluates such designation at each balance
sheet date. As of December 31, 2006, the Group’ketable debt securities have been classified as
available for sale. In response to changes in igfd pn alternative investments as well as liqyidit
requirements, the Group may or may not sell thesargies prior to their stated maturities.

The weighted average interest rates for loans atesmeceivable from Sistema subsidiaries,

the Group’s associates and third parties as of Mbee 31, 2006 were 9.5%, 12.0% and 7.8%,
respectively. Substantially all loans and notesikable held by the Group as of December 31, 2006
mature prior to the end of 2007.

The Group’s time deposits in MBRD mature in 200ie Tveighted average interest rate for time
deposits as of December 31, 2006 was 5.2%.

In December 2006, the Group has transferred aghorthf its investments in debt securities

into a trust managed by MBRD. The portfolio inclaggomissory notes of Sistema subsidiaries
in the amount of USD 32,148 thousand and debt gissuof third parties in the amount of

USD 64,974 thousand. The trust management agrearpinés in 2007 but is automatically
prolonged, unless any of the parties issues a #atiop notice.
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10. COSTS AND ESTIMATED EARNINGS IN EXCESS OF BILLINGS ON UNCOMPLETED
CONTRACTS

Costs and estimated earnings in excess of billimgsncompleted contracts as of December 31, 2006
and 2005 consisted of the following:

December 31, December 31,
2006 2005
Accumulated costs and earnings 25,578 102,345
Less: amounts billed (12,497) (63,997)
Total 13,081 38,348

11. REAL ESTATE INVESTMENTS, NET

Real estate investments, net of accumulated depi@tias of December 31, 2006 and 2005
consisted of the following:

December 31, December 31,
2006 2005
Real estate developed for sale 270,892 124,312
Income producing properties
Buildings and constructions 66,140 51,290
Construction in progress - 130
66,140 51,420
Less: accumulated depreciation (6,599) (3,840)
59,541 47,580
Total 330,433 171,892

Depreciation charge for the years ended Decemh&086 and 2005 amounted to USD 2,759 thousand
and USD 1,925 thousand, respectively.

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

Buildings used for administrative purposes, plartt aquipment, net of accumulated depreciation,
as of December 31, 2006 and 2005 consisted obtlwnving:

December 31, December 31,
2006 2005
Plant and equipment 4,714 3,114
Other assets 3,446 2,136
8,160 5,250
Less: accumulated depreciation (2,683) (1,894)
Total 5,477 3,356

Depreciation charge for the years ended Decemh&08b and 2005 amounted to USD 988 thousand
and USD 799 thousand, respectively.
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13. DEVELOPMENT RIGHTS AND OTHER INTANGIBLE ASSETS, NET

Development rights and other intangible assets)fretcumulated amortization as of December 316200
and 2005 consisted of the following:

December 31, December 31,
2006 2005
Development rights — Kuntsevo properties 43,156 43,156
Other intangible assets 391 137
43,547 43,293
Less: accumulated amortization (3,512) (115)
Total 40,035 43,178

Amortization charged for the years ended DecembgeRB06 and 2005 amounted to
USD 3,397 thousand and USD 59 thousand, respegtivel

Development rights granted to Kuntsevo-Invest icoagdance with the Decree of the Moscow
City Government relate to the program for recortdtom of residential property in the Kuntsevo
district of Moscow. Under the program, as subsetiyg@mended, the Group is committed to
complete construction of 381.4 thousand squaremmefaesidential living space to be sold in

the market (“commercial buildings”) and of additibri 73.3 thousand square meters of residential
living space to be transferred to the Moscow Cigv&nment (“municipal buildings”).
Kuntsevo-Invest entered into an investment agreemigm CJSC Inteko, pursuant to which

Inteko undertook to (i) develop, fund and constapgproximately 50% of the commercial buildings
and (ii) fund the development and constructionpgdraximately 50% of the municipal buildings
under the program. As of December 31, 2006, thei@saemaining commitment under the program
was to complete 167.9 thousand square meters aheooml buildings and 77.8 thousand square
meters of municipal buildings.

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

Year ended December 31,

2007 6,642
2008 6,642
2009 6,642
2010 6,642
2011 6,642
Thereafter 6,825
Total 40,035

Actual amortization expense to be reported in fifpgriods could differ from these estimates as
a result of new intangible assets acquisitionsngba in useful lives and other relevant factors.
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14. INVESTMENTS IN ASSOCIATES

Investments in associates as of December 31, 26D@@05 consisted of the following:

December 31, December 31,

2006 2005
Sibmost 2,400 -
Other 399 287
Total 2,799 287

In January 2006, PSO Sistema-Hals acquired 25%opleshare of Sibmost, an infrastructure project
manager and developer in the Siberian Federal RégidJSD 2,400 thousand. The Group’s share in
the net income of Sibmost was not significant fer year ended December 31, 2006.
In May 2006, Sistema-Hals sold its stake in Regi@myassociate, for USD 3,094 thousand.
The gain from disposal amounted to USD 3,078 thodisa

15. PAYABLES TO SUPPLIERS AND SUBCONTRACTORS

Payables to suppliers and subcontractors as ofrblsee31, 2006 and 2005 consisted of

the following:
December 31, December 31,
2006 2005
Payables to third parties 30,729 10,568
Payables to Sistema subsidiaries 2,748 1,580
Total 33,477 12,148

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

Billings in excess of costs and estimated earnimgancompleted contracts as of December 31, 2006
and 2005 consisted of the following:

December 31, December 31,
2006 2005
Amounts billed 97,274 44,820
Less: accumulated costs and earnings (71,911) (30,824)
Total 25,363 13,996
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18.

19.

ACCRUED EXPENSES AND OTHER LIABILITIES

Accrued expenses and other liabilities as of Deaer3th, 2006 and 2005 consisted of the following:

December 31, December 31,

2006 2005
Accrued expenses and other liabilities to thirdipar 23,484 3,725
Other liabilities to Sistema subsidiaries 1,646 1,473
Total 25,130 5,198

CONSTRUCTION OBLIGATIONS

Upon acquisition of Kuntsevo-Invest, the Group asst obligations to construct two residential
buildings (15, Elninskaya St. and 9, Aviatorov.3D)rring the year ended December 31, 2006, thefsrou
incurred related construction costs in the amotitSD 19,666 thousand. As of December 31, 2006,
construction of those buildings was substantiadigjnpleted. The construction costs were offset agains
the respective obligations when the completed ingjiwere accepted by the customers and the Moscow
City Government. The remaining balance in consimaabbligations as of December 31, 2006
represents a provision for settlement of legahatain connection with these properties (Note 26).

LOANS AND NOTES PAYABLE

The Group’s loans and notes payable as of DeceBiheér006 and 2005 consisted of the following:

December 31, December 31,
2006 2005
Loans and notes payable to third parties
Deutsche Bank AG 140,000 -
NOMURA International plc 100,000 -
UBS AG 100,000 -
Commerzbank - 20,000
West LB Vostok - 10,400
Other 27,867 3,660
367,867 34,060
Loans and notes payable to Sistema and its sulkiegliar 10,100 182,440
Total loans and notes payable 377,967 216,500
Current portion of loans and notes payable 362,560 152,857
Non-current portion of loans and notes payable 5,4 63,643

In August, September and October 2006, Sistema-¢tdézed into one-year loan facilities with
Deutsche Bank AG, NOMURA International plc and UBS in the amounts of USD 140,000 thousand,
USD 100,000 thousand and USD 100,000 thousandgctegely. The facilities were extended for
the Group’s general operational needs and refingrafi its existing debt facilities and bear intéres
rate of 8.65%, 8.45% and 8.65%, respectively. Téi# b guaranteed by Sistema. The guarantee fee
payable by the Group is 3% per annum. The faglitezjuire that the Group not incur indebtedness
unless the aggregate of all indebtedness doexoete@ 60% of the aggregate market value of

the Group’s properties as valued by an internatipmecognized valuation expert and the ratio

of EBITDA to interest expense is no less than 2t loan facilities also include certain negative
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covenants restricting or limiting the Group’s dbilio dispose of any assets unless such disposal is
made for consideration at least equal to the fairket value of the assets disposed of, and atTé46t

of the consideration received is in the form ofhcassh equivalents or certain capital stock; timge
substantially the general nature of the Group’sn@ss; to merge or otherwise reorganize, save where
Sistema-Hals is the surviving entity and such raoizations might not reasonably be expected to have
a material adverse effect; to repay or prepay adghtedness of Sistema which is subordinated lim rig
of payment to the facilities; and to make investitaém certain Sistema subsidiaries.

The interest rates on loans and notes obtainedeb¢toup from Sistema and its subsidiaries are
fixed and range from 0% to 12.5%.

The weighted average interest rate on loans oulisiguas of December 31, 2006 and 2005 was 8.7%
and 9.0%, respectively.

The schedule of repayments of long-term debt fellsvs:

Year ended December 31,

2007 362,560
2008 5,626
2009 3,024
2010 6,757
Total 377,967

In December 2006, the Group entered into an agneenith Eurohypo AG to open a credit facility to
finance the development of the Hals Mart (‘Let@dail 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 may Welpnged up to 12 years and the facility amount
can be extended up to USD 187,500 thousand. Tanatbia facility the Group must comply with
certain conditions precedent. As of the date ode¢lfenancial statements, the conditions precedent
have not been fulfilled.

CAPITAL TRANSACTIONS

In June 2005, Sistema-Hals issued 125 common staf&istema with par value of RUB 50 at
RUB 3,480 thousand per share. The proceeds fronssbhance amounted to USD 15,113 thousand.

In April 2006, Sistema-Hals increased its sharatabby issuing 8,086,350 common shares at par
value of RUB 50. The issuance was effected thraaggitalization of accumulated statutory earnings
of Sistema-Hals. In the Group’s consolidated finaihstatements this issuance was recorded as

a concurrent increase in share capital and accuecutieficit for USD 14,607 thousand.

In November 2006, Sistema-Hals issued 1,738,650wamshares in the course of its initial

public offering and 168,256 additional common share the underwriters exercised their
over-allotment option at USD 0.214 thousand pereshiEhe Group’s proceeds from the offerings
amounted to USD 408,078 thousand, net of the unritiemgvcommissions and other offering costs of
USD 17,719 thousand. Concurrently, Sistema-Halgeid$o Sistema and repurchased for the same
amount 1,222,663 common shares. As of Decembe&t(®5, these shares are held by the Group’s
100% subsidiary, classified as treasury stock aedunted for at par value.

The authorized share capital of Sistema-Hals &eoémber 31, 2006 comprised 13,087,525 common
shares, of which 11,217,094 shares were issue®,808d,431 shares were outstanding. The share
capital of Sistema-Hals as of December 31, 2005¢ceed 1,175 authorized, issued and outstanding
common shares.
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During the year ended December 31, 2005, Mosdathssued 19,894 common shares with

a par value of RUB 16,361. The Moscow Governmeqtised 7,162 common shares for

USD 4,046 thousand. Other shareholders acquireitnon shares for USD 6 thousand.

The remaining shares were acquired by Sistema-Haése transactions increased Sistema-Hals’
ownership interest in Mosdachtrest to 56%. The exof the Moscow Government contribution
over the book value of the respective share of Moktiest's net assets of USD 316 thousand has
been recorded as a capital transaction.

TRANSFERS TO SISTEMA

During the year ended December 31, 2005, Sistentgddguired from Sistema 50% of the ordinary
shares in Sistema-Temp for USD 2,091 thousand, &li%e ordinary shares in Kuntsevo-Invest for
USD 2 thousand and 30% of the ordinary sharestipri@als for USD 10 thousand.

In August 2006, Sistema-Hals acquired from Sistarfi@% stake in Terra, a 98% stake in Yalta Fish
Processing Plant, 100% stake in Kaskad and a 106ké & Hotel Korona- Intourist for an aggregate
consideration of USD 30,300 thousand.

In August 2006, the Group acquired from partiessurmdmmon control a 100% stake in Nostro for
consideration of USD 26,600 thousand and committediditionally invest USD 7,200 thousand to
settle the debts of that entity. Nostro owns adingj located at 75, Sadovnicheskaya St. The diffare
between the purchase price for the Group and ibe paid for the building by Nostro was recorded by
the Group as a transfer to Sistema.

OPERATING EXPENSES

Operating expenses for the years ended Decemb&08@&,and 2005 comprised the following:

2006 2005

Cost of sales of development projects 151,476 51,969
Payroll and employee related costs 24,720 15,318
Depreciation and amortization 7,144 2,783
Repairs and maintenance 2,247 1,021
Rent of premises and land 2,009 2,512
Consulting services 1,617 4,584
Taxes other than income taxes 1,555 1,451
Security expenses 1,479 1,884
Advertising and marketing 739 489
Utilities and energy costs 452 1,021
Insurance 134 608
Bad debt expense 115 2,041
Change in the estimate of construction obligations - (5,288)
Other 6,216 1,032
Total 199,903 81,425
INCOME TAXES

The Group’s provision for income taxes for the yeamded December 31, 2006 and 2005 was as
follows:

2006 2005
Current tax expense 5,678 3,978
Deferred tax expense 10,621 539
Total 16,299 4,517
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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 incomeatadk minority interests. The items causing this
difference are as follows:

2006 2005

Income tax provision computed on income beforedatestatutory rate 19,248 2,347
Adjustments due to:

Non-deductible items 1,189 745

Non-taxable items - (137)

Share of profit on Pokrovka 40 development project,

retained by the controlling shareholder (6,135) -

Change in valuation allowance 369 -

Taxable losses not carried forward 1,135 1,103

Currency exchange and translation differences 493 459
Total 16,299 4,517

Temporary differences between the Russian stattagrgccounts and these financial statements give
rise to the following deferred tax assets and liizds as of December 31, 2006 and 2005.

December 31, December 31,
2006 2005

Deferred tax assets
Construction obligations 5,256 5,062
Other 1,089 914
Less: valuation allowance (6,345) (5,976)
Total deferred tax assets - -
Deferred tax liabilities
Development rights (9,561) (10,330)
Revenue recognition (11,100) (553)
Other (843) -
Total deferred tax liabilities (21,504) (10,883)

The valuation allowance has been recorded, asribig likely than not that taxable income generated
by the respective entity of the Group during theqals when the deductible temporary differences are
expected to reverse, will not be sufficient fosthsset to realize.

RELATED PARTY TRANSACTIONS

During the years ended December 31, 2006 and 200%roup entered into the following
transactions with Sistema and its subsidiaries:

2006 2005
Revenues from development projects 2,148 17,333
Interest costs (3,963) (12,399)
Services provided 10,058 1,269
Services purchased (578) (374)
Interest income 1,522 96
Other expenses (403) -
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Development projects:
MGTS

In the year ended December 31, 2005, the Groupatkrevenues of USD 14,442 thousand from
the reconstruction of MGTS’ building at 7, Nastasky lane.

Manezh 13/1

In the year ended December 31, 2005, the Groupeshiteto an investment agreement with

Manezh 13/1, a wholly owned subsidiary of Sistefoaredevelopment of 13, Mokhovaya St.

office building, owned by Manezh 13/1. The Groupeisognizing a fee related to the supervisory,
management and administrative services provideesipect of the Mokhovaya 13 redevelopment
project, determined as 5% of the total constructiosts. For the years ended December 31, 2006
and 2005, the fee recognized by the Group amouateg&D 1,033 thousand and USD 513 thousand,
respectively.

Agreements to act as a developer:

In the years ended December 31, 2006 and 200&rihp had agreements with Detsky Mir,
NIIDAR and MGTS, subsidiaries of Sistema, to achakeveloper for projects to redevelop
properties owned by these entities.

Interest costs:

In the years ended December 31, 2006 and 200%vinog costs on the Group’s borrowings from
MBRD amounted to USD 3,742 thousand and USD 123@%sand, respectively.

Interest income;

Interest income on MBRD’s promissory notes and dépan MBRD for the years ended
December 31, 2006 and 2005 amounted to USD 1,48848md and USD 96 thousand, respectively.

Site management services provided:

Services provided in the years ended December0BE @nd 2005, included site management revenues
of USD 8,004 thousand and USD 1,269 thousand, cégply. These services are being performed
primarily for Sistema and its subsidiary MTS.

Rental revenues:

During the years ended December 31, 2006 and 200%roup received rental revenues from Radio
Centre, then a subsidiary of Sistema, of USD 4bd8shnd and USD 519 thousand, respectively.

Certain single-family houses owned by Mosdachiesteased to Sistema’s related parties.
The amount of rental revenues from these leasebd@sinsignificant for the years ended
December 31, 2006 and 2005.

Related party balances for the years ended Dece®ih@006 and 2005 are disclosed in
the corresponding notes to the financial statements
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GUARANTEES AND PLEDGES

Warranties and guarantees of work performedThe Group is contractually responsible for the
guality of construction works performed subsequerthe date at which the relevant object was
handed over, generally for an exploitation peripdau?2 years subsequent to handover. Based upon
prior experience with warranty claims, which haeg lpeen significant, no contingent liabilities have
been recorded in the Group’s financial statemeantslation to warranties and guarantees for work
performed.

Pledges- As of December 31, 2006, common shares of tloei3s entities have been pledged
under borrowings from MBRD as follows:

Number of Ownership
shares interest
Mosdachtrest 10,946 57%
Landshaft 30 30%
Rosturstroy 360 90%

As of December 31, 2006, the Group has also pletitedo apartments with the fair value of
USD 5,718 thousand and USD 385 thousand underatiaits to Ordynka and Remstroytrest-701,
respectively.

As of December 31, 2006, Alfa Bank’s guarantee dageHotel Korona Intourist’ obligations

to MMR Russia S.A to provide services in relatiorPokrovka 40 development project was still
outstanding. The guarantee was secured by no#l$soBank held by the Group in the amount
of USD 17,788 thousand. The guarantee expired @720

As of December 31, 2006, Sistema has guaranteedViBIBorrowings to the Group in the amount
of USD 5,204 thousand.

As of December 31, 2006, MBRD guaranteed PSO Sistdats’ obligations to FGUP Dorogi Rossii
to provide services in relation to a highway camngion project. The guarantee is secured by fufds o
PSO Sistema-Hals deposited in MBRD in the amouktQiD 1,899 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 incl\M@€T, income tax, unified social tax, together
with others. The government’s policy on implemeiotabf these regulations is often inconsistent
or nonexistent. Accordingly, few precedents withanel to tax rulings have been established.

Tax declarations, together with other legal cormg@&areas (for example, customs and currency
control matters), are subject to review and ingesibn 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 those are more significant tiygarcally found in countries with more developed
tax systems. Generally, tax declarations remaim @pel subject to inspection for a period of three
years following the tax year. Management belieliesit has adequately provided for tax liabilities;
however, the risk remains that relevant authorimgd take a different position with regard to
interpretive issues.
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b) Russian environment and current economic situatin

Over the past decade Russia has undergone subkpaiiiical 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. Rhissian government is attempting to address
these issues; however it has not yet fully implet@enhe 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 morewtloped markets.

c) Industry regulation

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

the Federal Land Code, the City Construction CtdueFederal 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 localleve particular, the Federal Agency on Constargti
Housing and the Communal Sector, or Rosstroi, dtkefal Service for Supervision in the Sphere of
Use of Natural Resources, the Federal Service ofoBical, Technologic and Nuclear Supervision
and regional bodies of the state architecturalcamstruction supervision are involved in the preagfs
authorizing and supervising real estate development

In addition, construction is subject to all applilaenvironmental, fire safety and sanitary norms a
regulations.

The Group is constructing a number of cottagesawitiobtaining necessary construction permits.
However, management is in the process of addrefisingssue 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 managdnthe Group’s liability, if any, in all current
and pending litigations or other legal proceedwgknot have a material effect upon the financial
condition, results of operations or liquidity oktsroup, other than as is already reflected inethes
financial statements.

Since January 1, 2005, individual purchasers afleasial buildings developed by Kuntsevo-Invest
have initiated 17 separate court actions againstd€wo-Invest in the total amount of approximately
USD 2,700 thousand. These individuals have subdue construction defects remedied, fit-out works
finalized and be compensated for the delayed dglioktheir apartments, among other claims.

In all but one action, the Russian courts havedriidavor of Kuntsevo-Invest. One plaintiff,
however, was awarded approximately USD 24 thousandamages and court fees, and three
settlements were approved involving the transfexpatrtments by the Group to the plaintiffs.

As of the date of these financial statements, reldavsuits still are being considered by various
courts in connection with the Kuntsevo-Invest préips, none of which is for a substantial amount.

In 2004, Amiral B.V., the Group’s associate, erdargo a contract with the three companies that
own Hotel Sport to redevelop the hotel. Under thietiact, Amiral agreed to destroy the existing
hotel and construct a new mixed-use hotel, retalllausiness center on the site. The project was
initially approved by a decree of the Moscow Citgu8rnment and the Hotel Sport building was
subsequently demolished. However, in 2006 the MesCily Government abolished its previous
decree based on the failure of the co-owners teldpwthe land plot in a timely manner after the
original building had been destroyed. As a resluét,development of the project has been suspended.
In August 2006, two of the co-owners filed claimghe Moscow Arbitration Court against the
Moscow City Government seeking to invalidate thecedlation of the decree. As of the date of
these financial statements, a final ruling on tavgsuit has not been issued.
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e) Commitments under construction contracts

The Group has entered into agreements with thirtilgsafor construction of objects which will
require capital outlays subsequent to Decembe2(B16. A summary of significant commitments
under construction contracts as of December 316 BOprovided below:

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

shell and core, utilities and other general cortiin expenditures. Commitments under these
contracts amounted to USD 82,644 thousand as daébleer 31, 2006. In addition, in connection
with this project, the Group undertook obligatidagrovide the Central Army Sports Club (“CSCA”)
with 17,437 sqg.m of residential housing.

MGTS properties- The Group entered contractual agreements fonstaiction of
the abovementioned buildings. Commitments undesetitentracts amounted to
USD 9,190 thousand as of December 31, 2006.

Mosdachtresproperties— The Group has contracted for construction weglated to
Mosdachtrest properties. Commitments under thesteamis amounted to USD 17,776 thousand
as of December 31, 2006.

Aurora project— The Group has contracted for construction warkdiding construction of the roads,
gas and electricity networks. Commitments undesdtwntracts amounted to USD 6,391 thousand
as of December 31, 2006.

Western Kuntsevo propertiesThe Group has hired a contractor to perform iggienstruction works.
Commitments under these contracts amounted to U813 thousand as of December 31, 2006.

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

f)  Operating leases

With a few exceptions, the land in Moscow is owbgdhe Moscow Government. The lease of land in
Moscow is subject to a separate regulatory regiingraistered by the Government. As a general rule,
such land lease rights are granted by the Governhametihe basis of an auction or tender, typically
in exchange for either an upfront payment or ong@ionsideration in the form of periodic lease
payments. Periodic lease payments under land &ggeements in effect during the years ended
December 31, 2006 and 2005 have not been significan

Mosdachtrest leases numerous cottages to indigdudal discount to market rates as a result of the
Moscow Government requirement to make availabl&ireproperties to pensioners and others entitled
to social benefits. Furthermore, certain resideftdosdachtrest settlements hold life or long-term
leases, which could prevent or delay the Group fdeweloping or redeveloping such settlements.
Even if granted the right to develop or redevelwgse properties, the Group would be required to
transfer these residents to housing of a similatityu

g) Commitment to maintain production at Yalta FishProcessing Plant
In acquisition of Yalta Fish Processing Plant, Breup assumed obligations to maintain activities

and workforce of the plant up to 2008. Managememischot expect this commitment to result in
significant cash outflows for the Group.
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h) Environmental regulations

Environmental laws and regulations impose certstrictions and encumbrances on the properties
that we hold or develop. Some of our land plotsaurtbvelopment are located in areas that have
special environmental protection. In addition, deselopment of a project may be subject to certain
obligations, including planting of greenery andaclaip measures. These requirements may result in
delays of development of our projects or additiauets.

SEGMENT INFORMATION

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

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

The Project and construction management segmeutrisntly primarily acting as a construction
manager to oversee compliance by contractors veisigd specifications and the terms of a
particular contract. The Real estate asset managesagment is involved in renting of residential
and commercial properties that we have developedquired. The Facility management segment
provides site management services, including ggceteaning, staffing, technical support, repaid a
renovation, as well as general building maintenafnbe Group’s management evaluates performance
of the segments based on both operating incom@aoche before income taxes and minority interests.

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

Projectand Real estate

As of and for the year ended Real estate construction asset Facility
December 31, 2006 development management management management Total
Net sales to external customers 206,155 39,930 26,805 10,009 282,899
Intersegment sales 250 4,741 529 1,751 7,271
Interest income 4,048 590 2 - 4,640
Interest expense, net of amounts

capitalized (6,485) (542) (912) - (7,939)
Depreciation and amortization (3,920) (366) (2,846) (12) (7,144)
Operating income/(loss) 64,488 9,517 11,040 (953) 84,092
Income tax expense (9,690) (3,485) (2,971) (153) (16,299)
Income/(loss) before income tax

and minority interests 66,555 9,253 6,561 (1,070) 81,299
Segment assets 850,973 40,546 96,539 3,599 991,657
Capital expenditures 148,303 826 25 347 149,501
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Projectand Real estate

As of and for the year ended Real estate construction asset Facility
December 31, 2005 development management management management Total
Net sales to external customers 48,497 22,729 14,878 7,020 93,124
Intersegment sales 463 14 421 247 1,145
Interest income 638 136 - - 774
Interest expense, net of amounts

capitalized (1,956) (1,948) (541) - (4,445)
Depreciation and amortization (261) (274) (2,223) (25) (2,783)
Operating income/(loss) (6,642) 11,553 6,740 370 12,021
Income tax expense (644) (2,836) (987) (50) (4,517)
Income/(loss) before income tax

and minority interests (1,948) 9,119 2,533 76 9,780
Segment assets 253,560 28,643 85,862 4,113 372,178
Capital expenditures 15,282 439 8,043 32 23,796

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

Total segment operating income

Intersegment eliminations

Other expenses, net

Interest income

Interest expense, net of amounts capitalized
Loss on foreign currency transactions

Gain on sale of shares in associate

Gain on sale of a controlling interest in a sulasigi

Income before income tax and minority interests

Total segment assets
Intersegment eliminations

Total assets

SUBSEQUENT EVENTS

In March 2007, the Group acquired from Sistema.&® stake in Kamelia Health Spa, a company

2006 2005
84,092 12,021
(1,096 (322)

(372 (1,201)
4,255 682
(7,554 (3,988)
(1,930 (193)
2,808 -
- 2,781
8@03 9,780
991,657 372,178
(89,658 (47,143)
901,999 325,035

holding a 49-year lease for a 6.3 hectare ploand lin Sochi, for USD 6,899 thousand. The site is

occupied by hotel buildings owned by Sistema.

In April 2007, Rosprirodnadzor and the Federal Ageior Federal Property Management of the RF

filed a lawsuit against Sistema-Hals in respecdheflegality of construction of a waterfront stiuret
at “Aurora” cottage village. The Group believestttiee construction was carried out in compliance
with the applicable legislation and intends to deffés interests in court.
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