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1. 
2. 
3. 
4. 


	Notes
	
	30 June 

2002
	
	31 December 2001

	
	Assets
	
	
	

	
	
	
	
	

	
	Current assets
	
	
	

	6
	Cash and cash equivalents 
	22,158
	
	50,829

	6
	Restricted cash
	46,800
	
	43,808

	
	Short-term investments
	26,377
	
	29,727

	7
	Accounts receivable and prepayments
	232,400
	
	254,866

	8
	Inventories
	85,550
	
	81,002

	
	Other current assets
	     14,749
	
	     25,511

	
	
	   428,034
	
	   485,743

	
	Long-term assets
	
	
	

	9
	Property, plant and equipment
	1,704,266
	
	1,689,921

	10
	Investments in associated undertakings
	85,962
	
	85,382

	11
	Other long-term investments
	33,457
	
	35,469

	13
	Deferred tax assets
	-    
	
	15,052

	
	Other long-term assets
	     53,684
	
	     39,735

	
	
	1,877,369
	
	1,865,559

	
	
	
	
	

	
	Total assets
	2,305,403
	
	2,351,302

	
	
	
	
	

	
	Liabilities and equity
	
	
	

	
	
	
	
	

	
	Current liabilities
	
	
	

	
	Accounts payable and accrued charges
	120,894
	
	126,627

	
	Taxes payable
	36,966
	
	60,062

	
	Short-term borrowings and current portion of long-term borrowings
	191,323
	
	183,009

	
	Short-term promissory notes payable
	    58,639
	
	    66,726

	
	
	  407,822
	
	  436,424

	
	Long-term liabilities
	
	
	

	12
	Long-term borrowings
	213,600
	
	225,019

	
	Long-term promissory notes payable
	6,745
	
	13,514

	13
	Deferred tax liabilities
	  7,004
	
	        -

	
	Restructured tax liabilities
	17,662
	
	20,811

	
	Provisions for liabilities and charges
	16,467
	
	19,000

	
	Other long-term liabilities
	   12,771
	
	     5,287

	
	
	 274,249
	
	 283,631

	
	Total liabilities
	   682,071
	
	  720,055

	
	
	
	
	

	
	Minority interest 
	8,601
	
	16,480

	
	
	
	
	

	
	Shareholders’ equity
	
	
	

	14
	Share capital
	308,217
	
	308,217

	14
	Treasury shares 
	(20,766)
	
	(19,783)

	
	Retained earnings and other reserves
	1,327,280
	
	1,326,333

	
	Total shareholders’ equity
	1,614,731
	
	1,614,767

	
	
	
	
	

	
	Total liabilities and equity 
	2,305,403
	
	2,351,302

	
	
	
	
	


	
	
	
	Six months ended

	Notes
	
	
	30 June
2002
	
	30 June

2001

	
	
	
	
	
	

	5, 15
	Sales
	
	288,801
	
	377,831

	5
	Operating expenses
	
	(216,119)
	
	(249,171)

	
	
	
	
	
	

	5
	Operating profit
	
	72,682
	
	128,660

	
	
	
	
	
	

	
	Net finance costs
	
	(16,256)
	
	(7,530)

	
	
	
	
	
	

	
	Share of net income of associated undertakings
	
	2,646
	
	1,652

	
	Gains on available-for-sale investments
	
	     1,557
	
	      2,674

	
	
	
	
	
	

	
	Profit before gain on net monetary position, profit tax and minority interest
	
	60,629
	
	125,456

	
	
	
	
	
	

	3
	Monetary gain
	
	  15,604
	
	  21,169

	
	
	
	
	
	

	
	Profit before profit tax and minority interest
	
	76,233
	
	146,625

	
	
	
	
	
	

	
	Current profit tax expense
	
	(41,592)
	
	(66,874)

	
	Deferred profit tax expense
	
	 (25,161)
	
	  (69,170)

	13
	Profit tax expense
	
	(66,753)
	
	(136,044)

	
	
	
	
	
	

	
	Profit before minority interest
	
	9,480
	
	10,581

	
	
	
	
	
	

	
	Minority interest
	
	       355
	
	        878

	
	
	
	
	
	

	
	Net profit 
	
	9,835
	
	11,459

	
	
	
	
	
	

	16
	Basic and diluted earnings per share (in Roubles)
	
	0.47
	
	0.54

	
	
	
	
	
	


	
	
	    Six months ended

	

	
	30 June

2002
	30 June
 2001 

	
	
	
	

	
	Net cash provided by operating activities
	43,052
	95,675

	
	
	
	

	
	Net cash used for investing activities
	(43,977)
	(27,470)

	
	
	

	Net cash used for financing activities
	(30,423)
	(64,425)

	
	
	

	
	Effect of exchange rate changes on cash and cash equivalents
	4,642
	(845)

	
	Effect of inflation accounting on cash and cash equivalents
	   (1,965)
	(2,288)

	
	
	
	

	
	(Decrease) increase in cash and cash equivalents
	(28,670)
	647

	
	
	
	

	
	Cash and cash equivalents, at beginning of reporting period 
	   50,829
	18,802

	
	
	
	

	
	Cash and cash equivalents, at end of reporting period
	22,158
	19,449

	
	
	
	

	
	


	


Note
	
	Number of shares

outstanding

(billions)
	Share capital
	Treasury shares
	Retained earnings and other reserves
	Total shareholders’ equity

	
	
	
	
	
	
	

	
	For the six months ended 30 June 2002
	
	
	
	

	
	
	
	
	
	
	

	
	Balance as of 31 December 2001
	21.0
	308,217
	(19,783)
	1,326,333
	1,614,767

	
	Net income for the period 
	
	
	
	9,835
	9,835

	14
	Net treasury share transactions
	0.0
	
	(983)
	(831)
	(1,814)

	
	Translation differences
	
	
	
	2,238
	2,238

	
	Return of social assets to governmental authorities
	
	
	
	(1,027)
	(1,027)

	14
	Dividends
	
	
	
	(9,268)
	(9,268)

	
	Balance as of 30 June 2002
	21.0
	308,217
	(20,766)
	1,327,280
	1,614,731

	
	
	
	
	
	
	

	
	For the six months ended 30 June 2001
	
	
	
	

	
	
	
	
	
	
	

	
	Balance as of 31 December 2000
	21.0
	308,217
	(12,525)
	1,323,110
	1,618,802

	
	Effect of adoption of IAS 39
	
	
	
	595
	595

	
	Adjusted balance as of 31

 December 2000
	21.0
	308,217
	(12,525)
	1,323,705
	1,619,397

	
	Net income for the period 
	
	
	
	11,459
	11,459

	14
	Net treasury share transactions
	0.0
	
	874
	202
	1,076

	
	Translation differences
	
	
	
	(128)
	(128)

	
	Return of social assets to governmental authorities
	
	
	
	(963)
	(963)

	14
	Dividends 
	
	
	
	(6,356)
	(6,356)

	
	Balance as of 30 June 2001
	21.0
	308,217
	(11,651)
	1,327,919
	1,624,485

	
	
	
	
	
	
	


1 NATURE OF OPERATIONS 

RAO Gazprom was established as a Russian joint stock company by Presidential Decree No. 1333 dated 5 November 1992. The Annual General Meeting of shareholders, held on 26 June 1998, approved a recommendation from the Board of Directors on revising the name of the Company in order to comply with the federal law on joint stock companies. Consequently, the Company became the open joint stock company Gazprom or OAO Gazprom.

OAO Gazprom and its subsidiaries (the “Group”) operate one of the largest gas pipeline systems in the world and are responsible for substantially all gas production and high pressure gas transportation in the Russian Federation.  The Group is also a major exporter of gas to other European countries.

The Group is directly involved in the following principal activities:

· Production – exploration and production of gas and other hydrocarbons;

· Refining – processing of gas condensate and other hydrocarbons, and sales of other hydrocarbon products;

· Transportation – transportation of gas; and

· Distribution – domestic and export sale of gas.
The gas business is subject to seasonal fluctuations. The volumes of gas shipped during the first six months of 2002 represent approximately 49% of annual volumes shipped to customers in the year ended 31 December 2001. 
2 ECONOMIC ENVIRONMENT IN THE RUSSIAN FEDERATION

The economy of the Russian Federation continues to display characteristics of an emerging market. These characteristics include, but are not limited to, the existence of:

· a currency that is not freely convertible outside of the country; 

· extensive currency controls;

· a low level of liquidity in the public and private debt and equity markets; and 

· high inflation.

Transactions on the Russian stock exchanges are influenced by underdeveloped infrastructure, especially registration and settlement systems which are in the process of formation, as are the underlying regulations.
The prospects for future economic stability in the Russian Federation are largely dependent upon the effectiveness of economic measures undertaken by the government, together with legal, regulatory, and political developments. 

3 BASIS OF PRESENTATION

The interim condensed financial information is prepared in accordance with International Accounting Standard 34 “Interim financial reporting” (“IAS 34”). The Group subsidiaries and associated undertakings maintain their statutory financial statements in accordance with the Regulation on Accounting and Reporting of the Russian Federation (“RAR”) or the accounting regulations of the country in which the particular Group company is resident. The financial statements of the Group’s subsidiaries and associated undertakings resident in the Russian Federation, which account for substantially all the assets and liabilities of the Group, are based on their statutory records, which are maintained under the historical cost convention with adjustments and reclassifications recorded in the financial statements for the purpose of fair presentation in accordance with IAS 34. Similar adjustments are recorded in the financial statements in respect of Group companies not resident in the Russian Federation.

3
BASIS OF PRESENTATION (continued)
The preparation of consolidated interim condensed financial information in conformity with IAS 34 requires management to make estimates and assumptions that affect the reported amounts of assets, liabilities, revenues and expenses, and the disclosure of contingent assets and liabilities. Actual results could differ from those estimates.

The adjustments and reclassifications made to the statutory accounts for the purpose of IAS reporting include the restatement for changes in the general purchasing power of the Russian Rouble (“RR”) in accordance with IAS 29, “Financial Reporting in Hyperinflationary Economies” (“IAS 29”). IAS 29 requires that financial information prepared in the currency of a hyperinflationary economy be stated in terms of the measuring unit current at the balance sheet date. The restatement was calculated from the conversion factors derived from the Russian Federation Consumer Price Index, published by the Russian State Committee on Statistics (“Goscomstat”), and from indices obtained from other published sources for years prior to 1992.

The indices used to restate the consolidated interim condensed financial information, based on 1988 prices (1988=100) for the sixty six months ended 30 June 2002, and the respective conversion factors used are:

	Year
	Index
	Conversion Factor

	31 December 1997
	   659,403
	3.92

	31 December 1998
	1,216,400
	2.13

	31 December 1999
	1,661,481
	1.56

	31 December 2000
	1,995,937
	1.30

	30 June 2001
	2,252,016
	1.15

	31 December 2001
	2,371,572
	1.09

	30 June 2002
	2,587,622
	1.00

	
	
	


The significant guidelines followed in restating the consolidated interim condensed financial information are:

· all amounts are stated in terms of the measuring unit current as of 30 June 2002;
· monetary assets and liabilities are not restated because they are already expressed in terms of the monetary unit current as of 30 June 2002; 
· non-monetary assets and liabilities (items which are not expressed in terms of the monetary unit current as of 30 June 2002) and shareholders' equity, including the share capital, are restated by applying the relevant conversion factors;
· all items in the consolidated interim condensed statements of operations and of cash flows are restated by applying appropriate conversion factors;
· the effect of inflation on the Group’s net monetary position is included in the consolidated interim condensed statement of operations as a monetary gain or loss; and
· comparative amounts for the first six months of 2001 and for the 2001 consolidated financial information are restated using the conversion factors of 1.15 and 1.09 in order to state them in terms of the monetary unit current as of 30 June 2002.
The consolidated interim condensed statement of operations includes net monetary gains of RR 15,604 and RR 21,169 for the periods ended 30 June 2002 and 2001, respectively, because on average the Group had net monetary liabilities in those periods.

The US dollar to RR exchange rates were 31.45 and 30.14 as of 30 June 2002 and 31 December 2001, respectively. The Euro to RR exchange rates were 31.08 and 26.49 as of 30 June 2002 and 31 December 2001, respectively.
Reclassifications

Certain reclassifications have been made to prior year balances to conform to the current year presentation. 
4 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES



5 


The principal accounting policies followed by the Group are consistent with those disclosed in the financial statements for the year ended 31 December 2001. 

6 SEGMENT INFORMATION

Management does not separately identify segments within the Group as it operates as a vertically integrated business with substantially all external sales generated by the gas distribution business. However, following the practice suggested by IAS 14, “Segment Reporting”, Revised 1997 (“IAS 14”) for vertically integrated businesses, information can be analysed based on the following business segments:

· Production – exploration and production of gas and other hydrocarbons;

· Refining – processing of gas condensate and other hydrocarbons, and sales of other hydrocarbon products;

· Transportation – transportation of gas; 

· Distribution – domestic and export sale of gas; and 

· Other – other activities, including banking.

	
	Production
	Refining
	Transport
	Distribution
	Other
	Total

	
	
	
	
	
	
	

	Six months ended 30 June 2002
	
	
	
	
	
	

	
	
	
	
	
	
	

	Segment revenues
	
	
	
	
	
	

	Inter-segment sales
	57,480
	7,804
	97,283
	8,471
	-
	171,038

	External sales
	   1,193
	  20,708
	   7,891
	 245,791
	  13,218
	 288,801

	Total segment revenues
	58,673
	28,512
	105,174
	254,262
	13,218
	459,839

	
	
	
	
	
	
	

	Segment expenses
	
	
	
	
	
	

	Inter-segment expenses
	(837)
	(7,615)
	(9,692)
	(152,894)
	-
	(171,038)

	External expenses
	 (33,445)
	 (20,328)
	 (73,923)
	  (74,643)
	 (12,219)
	(214,558)

	Total segment expenses
	 (34,282)
	 (27,943)
	 (83,615)
	(227,537)
	 (12,219)
	(385,596)

	
	
	
	
	
	
	

	Segment result
	24,391
	569
	21,559
	26,725
	999
	74,243

	Unallocated operating expenses
	
	
	
	
	
	    (1,561)

	Operating profit
	
	
	
	
	
	72,682

	
	
	
	
	
	
	

	Six months ended 30 June 2001
	
	
	
	
	
	

	
	
	
	
	
	
	

	Segment revenues
	
	
	
	
	
	

	Inter-segment sales
	32,493
	8,541
	87,188
	4,487
	-
	132,709

	External sales
	   1,063
	35,202
	  7,216
	311,315
	23,035
	377,831

	Total segment revenues
	33,556
	43,743
	94,404
	315,802
	23,035
	510,540

	Segment expenses
	
	
	
	
	
	

	Inter-segment expenses
	(1,512)
	(4,458)
	(8,041)
	(118,698)
	-
	(132,709)

	External expenses
	(32,873)
	(31,624)
	(76,507)
	  (83,478)
	(21,464)
	(245,946)

	Total segment expenses
	(34,385)
	(36,082)
	(84,548)
	(202,176)
	(21,464)
	(378,655)

	Segment result
	(829)
	7,661
	9,856
	113,626
	1,571
	131,885

	
	
	
	
	
	
	

	Unallocated operating expenses
	
	
	
	
	
	(3,225)

	Operating profit
	
	
	
	
	
	128,660

	
	
	
	
	
	
	


5
SEGMENT INFORMATION (continued)

Internal transfer prices are established by the management of the Group with the objective of providing for the specific medium and long-term funding requirements of the individual segments. 

The change in inter-segment sales and expenses by segment in the six months ended 30 June 2002 is primarily due to changes in internal transfer prices.

7 CASH AND CASH EQUIVALENTS 

Balances included within cash and cash equivalents in the consolidated balance sheet represent cash on hand and balances with banks. Included within restricted cash are balances of cash and cash equivalents totalling RR 39,946 and RR 37,391 as of 30 June 2002 and 31 December 2001, respectively, which are restricted as to withdrawal under the terms of certain borrowings and other contractual obligations. In addition, restricted cash comprises cash of RR 6,854 and RR 6,417 as of 30 June 2002 and 31 December 2001, respectively, in subsidiary banks, which are restricted as to withdrawal under banking regulations.

8 ACCOUNTS RECEIVABLE AND PREPAYMENTS

	
	

	
	30 June

2002
	31 December 

2001

	
	
	

	Trade receivables
	127,589
	153,398

	Prepayments and advances paid
	35,774
	42,743

	Other receivables
	  69,037
	  58,725

	
	232,400
	254,866

	
	


Accounts receivable and prepayments are presented net of an impairment provision of RR 126,989 and RR 141,459 at 30 June 2002 and 31 December 2001, respectively.  

9 INVENTORY

Inventories are presented net of a provision for obsolescence of RR 15,605 and RR 15,341 as of 30 June 2002 and December 2001, respectively.

10 PROPERTY, PLANT AND EQUIPMENT

	
	Total operating assets
	Social assets
	Assets under construction
	
Total

	For the six months ended 30 June 2002
	
	
	
	

	Net book value as of 31 December 2001
	1,431,171
	92,740
	166,010
	1,689,921

	Depreciation
	(45,068)
	(1,717)
	-
	(46,785)

	Additions
	2,287
	150
	64,669
	67,106

	Transfers
	5,592
	1,081
	(6,673)
	-

	Disposals
	       (988)
	  (3,898)
	   (1,090)
	    (5,976)

	Net book value as of 30 June 2002
	1,392,994
	   88,356
	  222,916
	1,704,266

	As of 30 June 2002
	
	
	
	

	Restated cost
	2,796,078
	118,047
	222,916
	3,137,041

	Accumulated depreciation
	(1,403,084)
	   (29,691)
	              -
	(1,432,775)

	Net book value as of 30 June 2002
	1,392,994
	   88,356
	  222,916
	1,704,266

	
	
	
	
	


Assets under construction are presented net of a provision for impairment of RR 97,105 as of 30 June 2002 and 31 December 2001. 

11 INVESTMENTS IN ASSOCIATED UNDERTAKINGS

	
	
	

	Notes
	
	30 June

2002
	31 December 2001

	
	
	
	

	18
	EuRoPol GAZ S.A.
	38,795
	41,472

	18
	WINGAS GmbH
	19,930
	18,533

	18
	ZAO Armrosgazprom
	3,400
	3,676

	19
	Blue Stream Pipeline Company (BSPC)
	2,411
	2,292

	17,20
	OAO AKB National Reserve Bank
	2,066
	-

	
	Other
	19,360
	19,409

	
	
	85,962
	85,382

	
	
	
	


Associated undertakings are presented net of provision for impairment of RR 8,279 and RR 8,081 
at 30 June 2002 and 31 December 2001, respectively.

Included within other investments in associated undertakings is the Group’s 49% interest in OAO Severneftegazprom.

12 OTHER LONG-TERM INVESTMENTS 

	
	30 June

2002
	31 December 2001

	
	
	

	South Pars project
	20,402
	18,545

	Other joint ventures
	1,812
	1,979

	Available-for-sale investments
	11,243
	14,945

	
	33,457
	35,469

	
	
	


13 LONG-TERM BORROWINGS 

	
	Currency
	Due
	

	
	
	
	30 June

2002
	31 December 2001

	Long-term borrowings payable to:

	A French banking consortium
	US dollar
	2002-2005
	63,266
	76,098

	A German banking consortium
	US dollar
	2002-2005
	47,129
	56,408

	An Italian banking consortium
	US dollar
	2002-2007
	26,784
	31,225

	Vneshtorgbank
	US dollar
	2002-2004
	21,098
	22,070

	A German banking consortium 
	Euro
	2002-2008
	18,511
	18,611

	Salomon Brothers AG
	US dollar
	2002-2007
	15,987
	  -    

	An International banking consortium
	Euro
	2002-2007
	13,324
	12,339

	Sberbank of RF
	Roubles
	2002-2002
	10,019
	11,071

	HVB Bauerische Hypo
	US dollar
	2002-2008
	9,521
	-

	A German banking consortium
	Euro
	2002-2007
	9,164
	10,372

	Fuji Bank
	US dollar
	2003-2010
	8,395
	6,049

	Moskovsky Narodny Bank Limited
	US dollar
	2002-2006
	7,930
	6,604

	HVB Luxembourg
	Euro
	2002-2006
	6,539
	6,892

	Eurobonds issued by AB Gazprombank (ZAO)
	Euro
	2002-2003
	6,321
	5,781

	ABN AMRO
	US dollar
	2002-2004
	6,318
	-

	A Cypriot banking consortium
	US dollar
	2002-2006
	6,104
	7,218

	SACE
	US dollar
	2002-2012
	6,088
	1,749

	Hungarian banking consortium 
	US dollar
	2002-2005
	4,136
	4,308

	A German banking consortium
	Euro
	2002-2003
	3,208
	4,477

	Other long-term borrowings
	
	Various
	    36,759
	  30,008

	Total long-term borrowings
	
	
	326,601
	311,280

	Less: current portion of long-term borrowings
	
	
	(113,001)
	(86,261)

	
	
	
	213,600
	225,019

	
	
	
	
	


	
	
	


	Due for repayment:
	30 June

2002
	31 December 2001

	
	
	

	Between one and two years
	84,537
	86,261

	Between two and five years
	109,630
	121,566

	After five years
	  19,433
	  17,192

	
	213,600
	225,019

	
	
	


Long-term borrowings include fixed rate loans with a carrying value of RR 85,321 and RR 64,532 and fair value of RR 72,386 and RR 54,942 as of 30 June 2002 and 31 December 2001, respectively. Other long-term borrowings generally have variable interest rates linked to LIBOR, and the carrying amounts approximate fair value.
Long-term borrowings include RR 3,814 and RR 3,078 as of 30 June 2002 and 31 December 2001, respectively, of coupon non-documentary bearer bonds issued by OAO Gazprom in 1999. The issue amounted to 3.0 million bonds, each with a nominal value of 1,000 roubles each and a due date of 15 April 2003. During the years 2000 and 2001, the Group repurchased 577 thousand bonds. As of 30 June 2002 all previously purchased bonds were resold to external parties. 

14 PROFIT TAX

In August 2001 the Profit tax chapter of the Tax Code was enacted, which introduced a new profit tax rate of 24% on profits. This rate became effective starting from 1 January 2002. During the year ended 31 December 2001, the Group accrued current profit tax at the rate of 35% and 43% on profits from non-banking and banking activities, respectively.

Differences between the recognition criteria in Russian statutory taxation regulations and IAS give rise to certain temporary differences between the carrying value of certain assets and liabilities for financial reporting purposes and for profit tax purposes. The tax effect of the movement on these temporary differences is recorded at the rate of 24%.

	
	30 June 

2002
	Differences recognition and reversals 
	31 December 2001

	Tax effects of taxable temporary differences:
	
	
	

	Property, plant and equipment
	(9,825)
	(41,645)
	31,820

	Accounts receivable 
	-
	18,697
	(18,697)

	Tax effects of deductible temporary differences:
	
	
	

	Investments 
	(1,860)
	(967)
	(893)

	Inventories 
	   4,681
	    1,859
	   2,822

	Total net deferred tax (liabilities) assets 
	(7,004)
	(22,056)
	15,052

	
	
	
	


Deferred tax assets and liabilities arise mainly from differences in the taxable and financial reporting bases of property, plant and equipment and accounts receivable. These differences for property, plant and equipment are principally due to the fact that a significant proportion of the tax base is based upon independent appraisals while the financial reporting base is historical cost restated for changes in the general purchasing power of the RR (see Note 3).

The deferred tax liability attributable to accounts receivable balances reversed in the six months ended 30 June 2002 principally as a result of the change in the underlying tax legislation, effective 1 January 2002, to recognize sales revenue for profit tax purposes on an accrual rather than a cash basis.

15 SHAREHOLDERS’ EQUITY

Share capital

Share capital authorised and issued totals RR 308,217 as of 30 June 2002 and 31 December 2001 and consists of 23.7 billion ordinary shares, each with a historical par value of RR 5.

Dividends
During the first six months of 2002, the Group accrued final dividends for the year ended 31 December 2001 in the amount of RR 0.44 per share.
Treasury shares

At 30 June 2002 and 31 December 2001, subsidiaries of OAO Gazprom held 2,655 and 2,672 million, respectively, of the ordinary shares of OAO Gazprom. The Group controls the voting rights of these shares.

16 SALES

	
	Six months ended

	
	30 June

2002
	30 June

2001

	Gas sales (including excise tax, net of VAT) to customers in:
	
	

	Russian Federation
	65,091
	69,847

	Former Soviet Union (excluding Russian Federation)
	29,668
	31,439

	Europe
	205,304
	274,963

	Gross sales of gas
	300,063
	376,249

	Excise tax
	(53,079)
	(63,871)

	Net sales of gas
	246,984
	312,378

	Sales of gas condensate and oil and gas products (net of sales taxes)
	20,708
	35,202

	Gas transportation sales
	7,891
	7,216

	Other revenues
	  13,218
	  23,035

	
	288,801
	377,831

	
	
	


17 EARNINGS PER SHARE

Earnings per share has been calculated by dividing the net profit for the period by the weighted average number of shares outstanding during the period, excluding the average number of ordinary shares purchased by the Group and held as treasury shares (see Note 14). 
The weighted average number of shares outstanding was 21.0 billion for the periods ended 30 June 2002 and 2001.

18 SUBSIDIARY UNDERTAKINGS 

Principal subsidiaries of the Group remain unchanged since 31 December 2001 except for the changes disclosed below and except in respect of OAO AK Sibur. All entities listed below, except for OAO AKB National Reserve Bank, were accounted for as subsidiaries from the date on which control was obtained or, in the case of media companies, the date from which the Group decided to operate the companies as subsidiaries and to delay the sale of these companies.

OAO AKB National Reserve Bank

In connection with changes in RF Federal law No.208-FZ of 26 December 1995 “On Joint Stock Companies”, effective from 1 January 2002, the Group was not able to exercise its conversion rights on preference shares in OAO AKB National Reserve Bank. The Group, therefore, lost the opportunity to obtain voting rights on these shares and no longer exercises control over the activities of the bank. Accordingly, effective 1 January 2002 and as of 30 June 2002 the Group’s investment in the bank has been classified as an investment in an associated undertaking (see Notes 10, 20).
ZAO Purgas

In April 2002 the Group completed the repurchase of 32% of the shares in ZAO Purgas from Itera pursuant to the repurchase option provided by a share purchase agreement dated 10 February 1999. As a result, the Group’s interest in ZAO Purgas rose from 19% to 51%. ZAO Purgas has a licence for the development of the Gubkinskoye gas field in western Siberia. In connection with the acquisition of these ZAO Purgas shares, the Group paid Itera RR 32 thousand in cash and financed ZAO Purgas repaying RR 6,250 of financing provided by Itera to ZAO Purgas to finance development work. The consideration approximated the fair value of the incremental interest in the net assets acquired. 

ZAO Purgas contributed revenues of RR 205 and operating profit of RR 36 for the period from April 2002 to 30 June 2002. 

17
SUBSIDIARY UNDERTAKINGS (continued)

The assets and liabilities arising from the repurchase are as follows:

	Cash and cash equivalents
	4

	Property, plant and equipment
	6,229

	Other (net)
	      17

	Fair value of net assets repurchased
	6,250

	
	


The net cash flow arising from the repurchase is as follows:

	Total purchase consideration
	  6,250

	Less:
	

	Cash and cash equivalents acquired
	      (4)

	Net cash outflow on repurchase
	6,246

	
	


OAO Vostokgazprom

In April 2002 the Group acquired an additional 32.8% of the voting shares of its production subsidiary OAO Vostokgazprom, increasing its interest from 51.0 % to 83.8 %. The consideration of RR 2 was settled in cash and approximated the fair value of the incremental interest in the net assets acquired.  

OAO Zapsibgazprom

In April 2002 the Federal Securities Commission cancelled the registration of additional stock issued by OAO Zapsibgazprom, a subsidiary of the Group. As a result, the Group increased its interest in the charter capital of OAO Zapsibgazprom from 34.0 % to 51.0 %.

Media companies

As of 30 June 2002 and 31 December 2001 the Group held a 65% interest in NTV and 50% plus one share interest in a number of media companies. Effective 1 January 2002 these interests were reclassified from short-term available-for-sale investments to subsidiary undertakings as management announced its intention to operate these companies as subsidiaries and to delay the sale of its interest in these companies.

OAO AK Sibur 

In the first quarter of 2002 external supervision was introduced in respect of OAO AK Sibur under decision of the arbitration court. The arbitration court has cancelled the decision on placement of additional stock issue as a result of which OAO Gazprom could have lost control over OAO AK Sibur. OAO Gazprom maintains control over OAO AK Sibur (see Note 20).

19 RELATED PARTIES

Parties are considered to be related if one party has the ability to control the other party or exercise significant influence over the other party in making financial and operating decisions.

Government

The Government of the Russian Federation, the principal shareholder of the Group, owns approximately 38.37% of the issued shares of the Group. Governmental economic and social policies affect the Group’s financial position, results of operations and cash flows.

As a condition of privatisation in 1992, the Government imposed an obligation on the Group to provide an uninterrupted supply of gas to customers in the Russian Federation at government controlled prices.
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Associated undertakings

Included within associated undertakings (see Note 10) is the loan receivable from EuRoPol GAZ S.A., in the amount of RR 27,656 and RR 29,492 as of 30 June 2002 and 31 December 2001, respectively, issued by AB Gazprombank (ZAO), a subsidiary of the Group, at an interest rate of LIBOR + 2.6 %. Also included within associated undertakings (see Note 10) are USD denominated receivables from EuRoPol GAZ S.A., as a component of the carrying amount, of RR 10,944 and RR 11,843 as of 30 June 2002 and 31 December 2001, respectively.

Also included within associated undertakings (see Note 10) is a loan receivable from WINGAS GmbH, in the amount of RR 13,995 and RR 13,015 as of 30 June 2002 and 31 December 2001, respectively. The interest rates vary for different loan tranches. As of 30 June 2002 and 31 December 2001 the aggregate effective interest rate for the loan receivable from WINGAS GmbH was LIBOR + 2.17%.

Included within accounts receivable (see Note 7) are accounts receivable from Group associates (excluding EuRoPol GAZ S.A.) in the amount of RR 11,409 and RR 16,653 as of 30 June 2002 and 31 December 2001, respectively. 

During periods ended 30 June 2002 and 2001 the Group recorded sales of gas to its associates in the amount of RR 32,304 and RR 51,106 respectively.

Gas is sold to associates, except for that sold to AO Moldovagaz, on the basis of long-term contracts, at index prices based on world oil and gas prices. Gas prices per thousand cubic meters for such sales ranged from USD 83 to USD 108 and from USD 85 to USD 147 in the six months ended 30 June 2002 and 2001, respectively. Gas is sold to AO Moldovagaz based on annual contracts with fixed prices. Prices of gas per thousand cubic meters sold to Moldova amounted to USD 81 and USD 80 in the six months ended 30 June 2002 and 2001, respectively.

The Group’s impairment provision on accounts receivable included RR 12,490 and RR 13,628 in respect of amounts due from AO Moldovagaz as of 30 June 2002 and 31 December 2001, respectively.

In addition, the Group purchased gas transportation services from certain of the associated undertakings, principally EuRoPol GAZ S.A., which amounted to RR 5,046 and RR 4,036 for the six months ended 30 June 2002 and 2001, respectively. The cost of these services was determined based on prices of gas sold to these companies.

As of 30 June 2002, the Group had accounts payable due as a contribution to the charter capital of ZAO Armrosgazprom of USD 126 million (RR 3,963). In accordance with Armenian Law for joint stock companies this liability was to be settled by July 2002 (see Note 10). The Group has not settled the outstanding contribution to the charter capital of ZAO Armrosgazprom as of 30 June 2002 (see Note 20).

OAO Stroytransgaz

In the normal course of business, the Group enters into transactions with OAO Stroytransgaz for the construction of pipelines in the Russian Federation on the basis of the results of tenders. During the six months ended 30 June 2002 transactions with OAO Stroytransgaz were entered into under contracts which had been executed by certain prior representatives of the Group’s Board of Directors and members of their families who at that time owned significant shareholdings in OAO Stroytransgaz.
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OAO Stroytransgaz rendered construction services for the Group in the amounts of RR 17,498 and RR 14,848 for the six months ended 30 June 2002 and 2001, respectively. As of 30 June 2002 and 31 December 2001, the Group had advances and receivables due from OAO Stroytransgaz in the amounts of RR 6,484 and RR 8,063, respectively. As of 30 June 2002 and 31 December 2001, the Group had accounts payable to OAO Stroytransgaz in respect of construction of RR 13,738 and RR 17,639, respectively. Included within other long-term assets is a receivable due from OAO Stroytransgaz in connection with finance arrangements for construction for the Group undertaken by OAO Stroytransgaz in the amount of RR 1,724 and RR 3,456 as of 30 June 2002 and 31 December 2001 respectively, net of an impairment provision in the amount of RR 160 and RR 382 as of 30 June 2002 and 31 December 2001, respectively.

AEB

In the first six months ended 30 June 2002 and 2001 the Group raised short-term loans from AEB, an associated undertaking of AB Gazprombank (ZAO), for the total amount of RR 1,450 (interest rate of 8.5%) and RR 4,843 (interest rates of 13.5% - 14.0%), respectively.
OOO Interprokom

During the six months ended 30 June 2002 transactions with OOO Interprokom were entered into under contracts which had been executed by certain prior members of the Board of Directors of the Company and members of their families who at that time owned significant interests in OOO Interprokom.

OOO Interprokom acts as an agent for the Group in the acquisition of equipment and is remunerated for those services based on a fixed commission percentage. OOO Interprokom acted as an agent in the Group’s acquisition of RR 4,066 and RR 5,683 of equipment in the six months ended 30 June 2002 and 2001, respectively. As of 30 June 2002 and 31 December 2001, the Group had advances and receivables due from OOO Interprokom in the amount of RR 944 and RR 617, respectively. Commission paid to OOO Interprokom amounted to RR 57 and RR 49 for the periods ended 30 June 2002 and 2001, respectively. As of 30 June 2002 and 31 December 2001, the Group had accounts payable to OOO Interprokom in respect of equipment supplies of RR 6,524 and RR 8,336, respectively.
AB Gazprombank (ZAO), the Group’s principal banking subsidiary, had outstanding import letters of credit issued on behalf of OOO Interprokom and sub-contractors of OOO Interprokom in the amount of RR 8,929 and RR 9,242 as of 30 June 2002 and 31 December 2001, respectively. These import letters of credit are issued to third party suppliers in connection with the purchase of equipment by OOO Interprokom on behalf of the Group.

20 COMMITMENTS AND CONTINGENCIES

Taxation

Tax legislation in the Russian Federation is subject to varying interpretations and frequent changes. Further, the interpretation of tax legislation by tax authorities applied to the transactions and activity of the Group may not coincide with that of management. As a result, transactions may be challenged by tax authorities and the Group may be assessed additional taxes, penalties and interest, which can be significant. Under Russian legislation, penalties are levied at 20% of the tax amount underpaid and interest is charged at a rate of 1/300 of the refinancing rate of the Central Bank of the Russian Federation per day (the refinancing rate as of 30 June 2002 was 23.0% and has been subsequently decreased to 21.0% per annum on 7 August 2002).  The Group’s tax records remain open to review by the tax and customs authorities with respect to tax liabilities for three years.
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In June 2002 the tax authorities completed an audit of the accrual and payment of natural gas excise tax by OAO Gazprom covering the period from 1 January 1999 to 30 June 2001.  Following the completion of this excise tax audit, the tax authorities issued a tax act to OAO Gazprom.  In accordance with estimations of the tax authorities included within the tax act, the amount of additional potential excise tax due is RR 19,037, exclusive of penalties and interest. The major part of this amount relates to the tax auditors’ interpretation of the method of determination of gas volumes exempt from excise tax under Russian tax law. OAO Gazprom management disputed the total amount of the tax authorities' claim in court as they believe it does not comply with the tax legislation. On 28 October 2002 the Moscow Arbitration Court announced its decision that OAO Gazprom owed RR 3 of additional excise tax out of the total amount claimed by the tax authorities.  The tax authorities have the right to file an appeal within one month of the court's written decision.  Management does not believe that the financial effect of this contingency will be material to the Group.  
Financial guarantees 

The Group had outstanding issued guarantees to third parties in the amount of RR 78,570 and RR 76,092 (including guarantees denominated in USD of USD 3,124 million and USD 2,502 million) as of 30 June 2002 and 31 December 2001, respectively.

No provisions were recorded within provisions for liabilities and charges as of 30 June 2002 and 31 December 2001, respectively, in respect of the outstanding issued guarantees. 

	
	30 June

2002
	31 December 

2001

	Outstanding guarantees issued on behalf of:
	
	

	Blue Stream Pipeline Company (BSPC)
	33,355
	20,747

	Interconnector (UK) Limited
	34,592
	36,174

	Itera Group companies
	1,131
	4,252

	Other
	  9,492
	14,919

	
	78,570
	76,092

	Less: provisions for guarantees
	          -
	         -

	
	78,570
	76,092

	
	
	


In April 2000, credit facilities were provided to BSPC, an associated undertaking (see Note 10), by a group of Italian and Japanese banks for the amount of RR 64,567 (USD 2,053 million) for the construction of the offshore portion of the Blue Stream pipeline.  In 2001, the Group was obligated to provide guarantees on behalf of BSPC in respect of RR 37,331 (USD 1,187) related to these credit facilities. As of 30 June 2002 and 31 December 2001 BSPC had used RR 53,168 and RR 37,025 (USD 1,691 million and USD 1,126 million) of the credit facilities of which RR 33,355 (USD 1,061 million) and RR 20,747 (USD 631 million) was guaranteed by the Group, pursuant to its obligation.

Line “Other” includes mainly guarantees issued by subsidiaries under contracts for purchasing equipment, construction and installation works. As of 30 June 2002 and 31 December 2001 this balance includes guarantees issued by OAO AK Sibur to third parties of RR 5,703 and RR 7,320, respectively. 

21 POST BALANCE SHEET EVENTS

OAO AK Sibur

On 10 September 2002 the creditors’ meeting approved an amicable settlement agreement which was subsequently approved by the court. The agreement provides for the restructuring and rescheduling of OAO AK Sibur’s debts generally over a period of 8 years with first payments due in 2004. Management estimate the restructuring will result in a gain for the Group to be recorded in the third quarter of 2002. 
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Media Assets

In July 2002 the Group signed an agreement to acquire an additional interest in ZAO Media-Most, in NTV and other media subsidiaries. Additionally, the Group acquired payables to third parties due by these companies.  The consideration will be partially settled in cash and the remaining portion through the forgiveness of debt owed to Gazprom. As a result of this transaction the Group will increase its interest in the media subsidiaries and obtain control over ZAO Media-Most, in which the Group’s interest will increase from 14.3% to 78.2%.  

In October 2002 the Group signed a framework agreement to sell non-controlling interests in several media companies, including NTV, to Eurofinance Group. 

OAO Stroytransgaz

In September 2002 the Group entered into an agreement with OAO Stroytransgaz to establish a jointly controlled operation for undertaking investment activities in Russia. The Group’s contribution into the jointly controlled operation consisted of OAO Gazprom promissory notes with a fair value of RR 4,565 (face value RR 5,719) payable in January 2004. OAO Stroytransgaz contributed 1,144 million of ordinary shares in OAO Gazprom.

OAO AKB National Reserve Bank

In July 2002, in accordance with the decision of the Board of Directors, the Group disposed of 37% of ordinary shares and preference shares in OAO AKB National Reserve Bank with total carrying value of 
RR 1,875, in exchange for consideration consisting of promissory notes issued by OAO AKB National Reserve bank with a fair value of RR 345 (face value of RR 400) payable in June 2003, and 50 million of ordinary shares of OAO Gazprom (see Notes 10 and 17). At the date of the transaction ordinary shares of OAO Gazprom were traded at 30.6 Roubles per share. No gain or loss is anticipated to result from the disposal of the Group’s interest in OAO AKB National Reserve Bank. Following the transaction, the Group retains a 3% interest in OAO AKB National Reserve Bank.
ZAO Armrosgazprom

In October 2002 the Group has settled accounts payable due as a contribution to the charter capital of ZAO Armrosgazprom of USD 126 million which was outstanding as of 30 June 2002. The Group will continue to maintain its investment in ZAO Armrosgazprom as an associated undertaking.
Borrowings

In September 2002 GazInvest Finance B.V., a wholly owned subsidiary of AB Gazprombank (ZAO), completed the placement of a second issue of Euro 150 million of Medium Term Notes (EMTNs) due 2005 with an interest rate of 9.75% and under guaranteed by AB Gazprombank (ZAO).

During the third quarter of 2002 the Group signed an additional loan agreement of USD 75 million for a six-year period with a consortium led by Societe Generale (interest rate – LIBOR+3.65%), loan agreements of USD 150 million for a two year period (interest rate – 10.5 %) with Alfa Bank, loan agreements of USD 47.5 million for a one year period (interest rate – 5%) with Moscow Paris Bank and loan agreements of USD 40 million for a one-year period with AEB (interest rate – 9%).
In October 2002 the Group issued USD 700 million of Loan Participation Notes due 2009 with an interest rate of 10.5% and a put settlement option in 2005. 

The Company may be contacted at its registered office:

OAO Gazprom
Nametkina str., 16
V-420, GSP-7, 117997, Moscow
Russia

Telephone: 
(7 095) 719 3001

Facsimile:
(7 095) 719 8333, 719 8335

www.gazprom.ru
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