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Independent Auditors’ Report

To the Board of Directors of Open Joint 5tock Company “IDGC of Siberia”

We have audited the accompanving consolidated financial statements of Open Joint Stock
Company “IDGC of Siberia” (the “Company™) and its subsidiaries (the “Group™), which
comprise the consolidated statement of financial position as at 31 December 2010, and the
consolidated statements of comprehensive income, changes in equity and cash flows for the year
then ended, and notes, comprising a summary of significamt accounting policies and other
explanatory information.

Management s Responsibility for the Consolidated Financial Statemenis

Management is responsible for the preparation and fair presentation of these consolidated
financial statements in accordance with International Financial Reporting Standards, and for
such internal contrel as management determines is mecessary (o enable the preparation of
consolidated financial statements that are free from material misstatement, whether due to fraud
OF ErTOT.

Auditors " Responsibility

Clur responsibility is to express an opinion on these consolidated financial statements based on
our audit. We conducted our audit in accordance with International Standards on Auditing.
Those standards require that we comply with relevant ethical requirements and plan and

perform the audit to obtain reasonable assurance whether the consolidated financial statements
are free of material misstatement.

An audit involves performing procedures to obtain awdit evidence about the amounts and
disclosures in the consolidated financial statements. The procedures selected depend on the
auditor’s judgment, including the assessment of the risks of material misstatement of the
consolidated financial statements, whether due to frawd or emor. In making those risk
assessments, the auditor considers intermal control relevant to the entity’s preparation and fair
presentation of the consolidated financial statements in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the
cffectiveness of the entity’s internal control. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of accounting estimates
made by management, as well as evaluating the overall presentation of the consolidated
financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for our opinion.
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Opinion

In our opinion, the consolidated financial statements present fairly, in all material respects, the
financial position of the Group as 31 December 2010, and its financial performance and its cash
flows for the yvear then ended in accordance with Intemational Financial Reporting Standards.

4o Eppfe—

ZAO KPMG
6 May 2011



OJSC IDGC of Siberia

Consolidated Statement of Comprehensive Income for the year ended 31 December 2010

{in thousands of Russian Roubles, wunless otherwise stated)

Revenine

Operating expenses

Ciher operaiing income

Hesulis from aperating activities

Finanes inoome

Finance cosis

Met finamce costs

Lass before income fax

Ineorme o bemefit

Loss for the year

Other comprehensive intome

Met change in fair value of svailable-fisr-sabe financial asseis
Income tax on oiber comprehensive income

Oiber comprebensive income for the yexr, net of income
fax

Total comprehensive lass for the vear
{Loss)profit attributable to:
Sharcholders of ibe Company
Mos-conirelling inienesis

Lass for the year

Total comprehensive {Joss) / income attributable to:
Sharchalders of the Company

Mon-comiralling inferesis

Total eomprehensive loss for the year

Laoss per share — baskc and diluted (in Russian Roables)

These consolidated Mnancial statements were approved

signed on its behalf by:

Acting as General Director

Chief accountant

Male
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Year ended Year enided
1 December 2010 31 December 2009
43 839 166 39949 134
(45 408 9110 (40 502 950}
699 156 552314

(1 880 THT) 2R618
33722 34833

{7E8 030) (61 TEE}
(754 528) (916 935}

(2 634 61T) (598 337)
242778 124 273

(2 391 833) (774 D64)
BE 554 153 109

(3 527) [ 12 450}
85027 140 619

(2 306 B12) (B33 445)
(2 392 196) (TT3 24E)
157 (£15)

(2 31 839) (774 DG4)
(2 307 169) (632 629)
157 (BlG)

(2 306 811) (633 445)
[ (00268 (0.0087)

gmmnfihcﬂmpmymﬁldny!ﬂlludm

Petukhov K.Y

Leontiev AW,

Thie consolidated atement of comprehensive Ineome is 1o be read in conjunction with the notes to, and forming part of, the

comsolslated financial stalements sct oul on pages 1 1=44.



OJSC IDGC of Siberia

Consolidated Statement of Financial Position as at 31 December 2010

fin thowsands of Russian Roubles, wnless otherwise stated)

ASSETS

Moen-curreni assels

Property, plant and equipment
Intangible assets
Investments and linancial axsels
Oaher non-curment assets

Total non=curreal assels

Cuarrent naseis

Cash and cash equivalenis
Trade and other receivables
Incame tax receivable

VAT recoverable
Prepanymmients

Invwenlorics

Oither cument assels

Taotal current assels

Total asseis

}
1]

1%
20

31 December 2010 31 December 2008
35641 672 35 298 609
304 554 389 T35
2To3 G4 458
360 293 103 192
T 132 36 486 014
454 450 140 242

5 766 171 5 850274
321373 160421
252 T2 178 253
39 305 333 578

T64 595 628 473
24 354 54 5598
TE Y TMHsEM
dd T51 MY 43 831 853
3

The consolidated statement of financial position is to be read in conjunction with the noles o, and forming pan of, the

consolidated financial statements sel oul on pages 11-44.



OJSC IDGC of Siberia

Consolidated Statement of Financial Position as at 31 December 2010

fin thousands of Russian Roubles, unless otherwise stated)

EQUITY AND LIABILITIES
Equity

Share capital

Retaimed camings

Available-for-sale investments revaluntion reserve

Total equity atiribwtable to sharcholders of the
Company

Mon=controlling interests
Total equity

Non-current liabilities
Lowns and borrowings
Finance lease liability
Empleyes beneflis

Dheferred tax habalities

Cher non=current lkabilitics
Totsl nom=carrent liabilities

Current lisbilities
Loans and bomowings
Finance lease hability
Trade and other pmables
Employes payables
Income lax pavabie

Other taxes payable

Total current liabilities
Total limbilities

Total equity and Habdbithes

Mole

21

23
24
25

26

28
F i)

i’ |

31 December 2010 31 December 2009
8 936766 8 936 766
14 650 307 17 042 503
225 646 140619
13B1ZTIY 26 119 858
3 364 3007

13 816 043 26 111 895
6 853 030 3gm 507
66 378 136091
213858 209 076

2 BE3 498 3 102 321
614 093 $14.607
10 630 857 7834 802
1771 000 2514732
9130 99 636
6724 163 5320 3%
BOS 624 518832
43233 107 470
880 239 1 043 070
10 305 409 9874 156
20936 266 17 708 958
44 751 M9 43831 853

The consolidated statement of financial position is to be resd in conjunction with the notes to, and forming pan of, the

consolidated financial siatements sel oul on pages 11-44.



OJSC IDGC of Siberia

Consolidated Statement of Cash Flows for the year ended 31 December 2010

fin thousands of Russian Roubles, unless otherwise stated)

OPERATING ACTIVITIES

Loss before income tax

Adfusiments for:

Diepreciation and amortizalion

Allowance for impairment of accounts receivable

Poet finames cosls

Loss/ {gain) on disposal of property, plast and equipmeni
Gain on disposal of subsidiaries

Oither mon-cash sctivities

Operating profit before changes in working capital
Decrease/ (increase) in sccounts reecivable and prepaymenis
Increase in imveniorics

{Increase)’ decrease in other assels

Ingrease in pocounts payable

Inerease’ (decrease) in employee payubles

Increase in emploves benofits

{Drecrease)/ increase in other tawes payable

Increase im otber [iabilibes

Cash flows from operations befere income tax paid
Income tax pald in cash

Met cash Nows from operating activities

Year ended Year ended

Mol 31 December 2000 3 December 2009
(Z6M617) (858 337)

b 3 597 TER 3535193
73 952 329 196

11 754 328 924 I55
£9 51 323 (15 344)
8 {416 T66) .
18110 921

1427 81K 3 594 589

296 286 (1 0% 638)

{1446 997 {23 710y

(413 124) 78 542

1 515842 1 163 093

276792 (117 3635)

4782 68 129

(162 831} 118 Tal

25 635 T4 384

84201 4046 T3

(233 TO6) (28 &E20)

1 500 495 4018 114
i

The consolidaicd statement of cash flows is 1o be read in conjunction with the notes 1o, and forming part of, the

consolidated finsncisl statemenis sef out on pages | 1=,



OJSC IDGC of Siberia

Consolidated Statement of Cash Flows for the vear ended 31 December 2010

fin thousands of Russian Roubles, unless otherwise stated)

INVESTING ACTIVITIES
Acquisition of property, plant and equipment

Procesds from disposal of property, plant and equipsncnl

Acquisition of intangible nssets
Proceeds from disposal of subsidiaries
Proceeds from loans given

Inberesi meceived

Procecds from disposal of nvestments
Cash Mows used in investing activithes

FINANCING ACTIVITIES
Proceeds from borrowings
Repayment of bommowings
Repavment of finance lease lability

Interest paid

Dividends to shaseholders

Cash Mows from’ (used in) fMinancing activities
Met increase in cash and cash equivalents
Cash and cash equivalems ol beginning of year
Cash and cash equivalenis at end of year

Year ended Year ended
Mite: 31 December 2000 31 Detemnber 2009
{3 703 981} (3 336 515)
BS 022 151 439
(T2 107} {159 B90)
il 4 49
& 850
0316 5732
2709 872
(3 673 052 (3 567 471)
15 454 837 18 756 931
(13 274 054) {17 849 60T}
(129 06) {176 294)
(G54 02} {941 28T}
- {138 90T)
1 396 BOS (349 164)
54 208 1ol 478
| 40 242 38 764
1% 454 430 140 242

The consolidsicd siatemeni of cash fows is w be read in comjunction with the notes to, and forming panl of, the

consoliated fnamcial salements set oal on pages 11-44.



QJSC IDGC of Siberia

Consolidated Statement of Changes in Equity for the year ended 31 December 2010

{in thousands of Russian Roubles, unless otherwise stated)

Avallable- Totsl equity
far-sale stiribotable to
nvestments sharehalders MNon-
revaluathos  Retained of the comtrolling

Share capital Feserve earmings Compasy interests Taotal
Balamce at | January 2009 E 936 Tob - 17 958 G4 6 854 T 3B} 16 B9RGID
Lovss for the year (773 M8) (773 248) (B16) (774 064)
Met change in fuir valee of
available-for-zale financial assets - 140 619 - 140 615 140619
Taotal sther comprehensive income 140 619 = 140619 L4 619
Total comprebensive lncome /
[ ez - 140619 (773 248) (632 629) (B16) (633 445)
[vidends to sharcholders (142 273) {142 273) (142 273)
Total transactions with owners (142 Z73) (142 I73) = {142173)
Balance at 31 December 2009 B 936 766 1400619 17 042 503 26 119 858 YogT 26122693
Balance at 1 January 2010 8 936 Teh 140 619 17 D42 503 26 119 858 JmT 16121895
(Lossyprodi for the year = (2392196} (2392 196) AT 02 390 E3Y)
et change in fair valoe aof
available-for-sale finsncial assets = B5 027 85027 - g5 027
Total other comprebensive income - BS 02T - 85027 - BS X7
Total comprehensive income [
(loss) = BS 02T (2M21%6) (2307 169) 35T (2 36 EIZ)
Balance at 31 December 2010 B 93 Th6 125646 14 650 307 2AB1Z Y 3364 IIAIGOED

10

The consolidated maement of changes in eguity is 1o be resd in conjunction with the notes 1o, and ferming part of, the

oonsolsdated financial stalcments scl ol on pages | 1-84.



OJSC IDGC of Siberia
Motes to the Consolidated Financial Statements for the year ended 31 December 2000
fin thousands of Russian Roubles, wnless otherwise stated)

1 Background

{a) The Groap and its operations

Open Joint Stock Company Interregional Distribution Grid Company of Siberia (hereinafter — “the Company™) was
founded to effectively manage the distribution electric grid complex of Siberia as part of the reform process in the
Russian electric wtilities industry. The Company was established in July 2005 (registered on 4 July 2005) in
accordance with the laws of the Russian Federation and based on the Decree of the Chairman of the Board of
Directors of the Open Joint Stock Company RAQ United Energy System of Russia (hereafter - “RAQ UES") dated
I July 2008, No. 149r.

The Company's registered office is located at 144a , Bograda Street, Krasnoyarsk, Russia, 660021,

Om 27 April 2007 the Board of Directors of RAO UES approved the structure of Interregional Distribution Grid
Companies. Under the approved structure the following entities were incorporated into the Company: OJSC
Altayencrgo, OJSC Buryatenergo, OJSC Krasnoyarskenergo, OJSC Kuzbassenergo — RES, OJSC Omskenergo,
OJSC Khakasencrgo, OJSC Chitaenergo, OISC Tyvacnergo — Holding. A merger of the Company with those
entities was completed on 31 March 2008. The merger was effected through conversion of shares issued by the
Company in exchange for shares in the merged entities. As a result of the merger, the above-mentioned entities
ceased 10 exisl as separate legal entities and the Company became their legal successor,

The subsidiaries of the Company are disclosed in note 3.

The Company’s and its subsidiaries (together referred to as the “Group™) principal activity is the transmission of
electricity and the connection of customers to the electricity grid. The Group®s business is a national monopoly
which is under the pressure and support of the Russian government. The Government of the Russian Federation
influences the Group's operations through setting transmission tariffs. The Group's tariffs are controlled by the
Federal Service on Tariffs and the Regional Encrgy Commissions.

On 1 July 2008 RAQ UES ceased to exist as a separate legal entity and transferred the shares in the Company 1o
JSC Interregional Distribution Grid Company Holding (hereinafter — “JSC IDGC Holding™), a newly formed state-
controlled emtity.

As at 3] December 2010 and 2009, the Government of the Russian Federation owned 54.99% of the voting shares
and 7.01% of the preference shares of JSC IDGC Holding, which in tum owned 52.88% of the Company.

() Business environment

The Group's operations are primarily located in the Russian Federation. Consequently, the Group is exposed 1o the
economic and financial markets of the Russian Federation which display characteristics of an emerging market.
The legal, tax and regulatory frameweorks continue development, but are subject to varying interpretations and
frequent changes which together with other legal and fiscal impediments contribute to the challenges faced by
entities operating in the Russian Federmtion. The consolidated financial statements reflect management's
assessment of the impact of the Russian business environment on the operations and the financial position of the
Group. The future business environment may differ from management’s assessment.

2 Basis of preparation

1] Statement of compliance

These consolidated financial statements of the Group (hereinafter “Financial Statements™) have been prepared in
accordance with International Financial Reporting Standards (“IFRSs™).

b} Basks of measurement

The Financial Statemments are prepared on the historical cost basis except for financial investments classified as
available-for-sale and stated at fair value; and property, plant and equipment which was revalued 1o determing
deemed cost as part of the adoption of IFRSs as at | January 2007.

11



OJSC IDGC of Siberia
Notes to the Consolidated Financial Statements for the year ended 31 December 2010
fin thousamds of Russian Roubles, wnless otherwise stafed)

(3] Functional and presentation currency

The national currency of the Russian Federation is the Russian Rouble (“RUB”), which is the Company’s and its
subsidiaries functional currency and the currency in which these Financial Statements are presented.

All consolidated financial information presented in RUB has been rounded to the nearest thousand,

(d) Going concern
These Financial Statements have been prepared on a going concern basis.
The Group had a net working capital deficit of RUB 2 682 190 thousand as at 31 December 2010 (as at 31

December 2009: RUB 2 528 317 thousand), primarily atributable to trade and other payables and current loans and
borrowings.

The Group monitors the level of liquidity on a regular basis. Management analyses maturities of the estimated cash
flows from operating and financing activities and manages current liquidity using open credit lines (for more details
refer fo nade 300,

In 2010 the Group was able to change the structure of its loan portfolio from shon-term to long-term bank loans
with maturity dates of more than 3 years. Highly rated commercial banks (JSC Sberbank, OJSC Gazprombank) are
ready to provide the Group with long-term credit lines with maturity dates of 3-7 years.

In order to increase efficiency of working capital management the Group is focused on an increased collection of
trade receivables, incleding doubsful receivables. A plan was developed by the Group to decrease the level of
overdue receivables from regional distribution entities and other customers. The issues regarding collection of
receivables are considered by the Board of Directors on & quarterly basis.

Management believes that the repayment of loans and borrowings and settlement of trade and other payables will
occur as they fall duee. Management anticipates that any additional repayments required will be met out of operating
cash flows. Management has a reasonable expectation that the Group has adequate resources lo continue in
operational existence for the foreseeable future.

(e} Use of judgments, estimates and assum piions

The preparation of consolidated financial statements in conformity with IFRSs requires management to make
judgments, estimates and assumptions that affect the application of accounting policies and the reported amounts of
assets, liabilities, income and expenses. Actual results may differ from those estimates.

Estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting estimates are
recognised in the period in which the estimates are revised and in any future periods affected.

Information about critical judgments in applying accounting policies that have the most significant effect on the
amounts recognised in the Financial Statements is included in the following notes:

s Note 30 - allowances for impairment of trade and other receivables.

Information about assumptions and estimation uncertainties that have a significant risk of resulting in a material
adjustment within the next financial year is included in the following notes:

*  Note 25 = emplovee benefits;

& Mote 33 — contingend s,

(n Changes in accounting policies and presentation

With effect from 1 January 2010, the Group changed its accounting policies in the following areas:
* Accounting for leases of land;

* Accounting for business combinations.

iz



OJSC INGC of Siberia
Motes to the Consolidated Financial Statements for the year ended 31 December 2000

fin thousamds of Russian Roubles, unless otherwise stated)

1] Aceonnting for feases of fand:

The amendment 10 1AS |7 Leases regarding the leases of land became effective from | January 20010. The
amendment removed the earlier exemption which allowed leases of land 1o be classified as operating leases
regardless of the length of the lease term. The amended guidance requires all existing leases of land 10 be
reassessed and reclassified if necessary as finance leases if the finance lease classification criteria are met. Al |
January 2010, the Group reassessed all existing land lease contracts and as a result it was assessed that existing land
lease contracts do ot qualify as finance lease contracts and therefore, the classification was not changed (see note
31).

] Accounting for busimess combimations:

From 1 January 2010 the Group has applied IFRS 3 Business Combinations (2008) in accounting for business
combinations. The change in accounting poelicy has been applied prospectively and has had no matenial impact on
eamings per share.

Business combinations are accounted for using the acquisition method as st the acquisition date, which is the date
on which control is transferred 1o the Group. Control is the power 1o govern the financial and operating policies of
an entity 50 as to obtain benefits from its activities. In assessing control, the Group takes into consideration
potential voting rights that currently are exercisable.

For acquisitions on or after | January 2010, the Group measures goodwill at the acquisition date as:

e the fair value of the consideration transferred; plus
the recognised amount of any non-controlling interests in the acquiree; plus, if the business combination is
achieved in stages, the fair value of the existing equity interest in the acquiree: less
¢ the net recognised amount (generally fair value) of the identifiable assets acquired and liabilities assumed,
When the excess is negative, a bargain purchase gain is recognised immediately in profit or loss.

The consideration wansferred does not include amounts related 1o the settlement of pre-existing relationships. Such
amounts are generally recognised in profit or loss.

Costs related 1o the acquisition, other than those associated with the issue of debt or equity securities, that the
Group incurs in connection with a business combination, are expensed as incurred.

Any contingent consideration payable is recognised at fair value at the acquisition date. If the contingent
consideration is classified as equity, it is not remeasured and settlement is accounted for within equity. Otherwise,
subsequent changes 1o the fair value of the contingent consideration are recognised in profit or loss.

3 Significant accounting policies

The accounting policies set out below have been applied consistently to all periods presented in these Financial
Sistemnents, and have been applied consistently by Group entities, except as explained in note 2(¢), which addresses
changes in accounting policies.

(@) Basis of consolidation

i Subsidiarics

Subsidiaries are entities controlled by the Group. Control exists when the Group has the power to govern the
financial and operating policies of an entity so as 1o obtain benefiis from its activities. In assessing control,
potential voting rights that currently are exercisable are taken into account. The financial statements of subsidiaries
are included in the consolidated financial statements from the date that control commences until the date that
control ceases. The accounting policies of subsidiaries have been changed when necessary to align them with the

policies adopted by the Group.
13



OJSC IDGC of Siberia
Notes to the Consolidated Financial Statements for the year ended 31 December 2010
fin thousands of Russian Roubles, unless otherwise stated)

i} Traniactions elimiliated on consolldation

Intra-group balances and transactions, and any wnrealised income and expenses arising from intra-group
transactions, are eliminated in preparing the consolidated financial statements.

(i) Business combinations involving emtities ander connmon confrol

Business combinations arising from transfers of interests in entities that are under the control of the shareholder
that controls the Group are accounted for as if the acquisition had occurred at the beginning of the earliest
comparative period presented or, if later, at the date that common control was established; for this purpose
comparatives are restated. The assets and liabilities acquired are recognised at the carrying amounts recognized
previously in the financial statements of the acquired entities. The components of equity of the acquired entities are
added to the same components within Group equity except that any share capital of the acquired entities is
recognized as part of retained camings. Any cash paid for the acquisition is recognised directly in equity.

i) Loss af controd

Upon the loss of control, the Group derecognises the assets and liabilities of the subsidiary, any non-controlling
interests and the other components of equity related 1o the subsidiary. Any surplus or deficit arising on the loss of
control is recognised in profit or loss. If the Group retains any interest in the previous subsidiary, then such interest
is measured at fair value at the date that control is lost. Subsequently it is accounted for as an equity-accounted
investee or as an available-for-sale financial asset depending on the level of influence retained.

(b} Financial instruments
(1] Non-derivative financial instranents

Non-derivative financial instruments comprise investments in equity, trade and other receivables, cash and cash
equivalents, loans and borrowings, and trade and other payables.

The Group initially recognises loans and receivables and deposits on the date that they are originated. All other
financial assets are recognised initially on the trade date at which the Group becomes a party to the contractual
provisions of the instrument.

The Group derecognises a financial asset when the contractual rights to the cash flows from the asset expire, or it
transfiers the rights 1o receive the contractual cash flows on the financial asset in a ansaction in which substantially
all the risks and rewards of ownership of the financial asset are transferred. Any interest in transferred financial
assets that is created or retained by the Group is recognised as a separate asset or liability.

Financial assets and liabilities are offset and the net amount presented in the consolidated statement of financial
position when, and only when, the Group has a legal right to offset the amounts and intends either to settle on a net
basis or to realise the asset and settle the liability simulaneously.

The Group classifies non-derivative financial assets into the following categories: loans and receivables and
available-for-sale financial assets,

Loy and receivabies

Loans and receivables are a category of financial assets with fixed or determinable payments that are not quoted in
an active market. Such assets are recognised initially at fair value plus any directly astributable transaction costs.
Subsequent to initial recognition loans and reccivables are measured at amortised cost using the effective interest
method, less any impairment losses, Loans and receivables category comprise the following classes of assets: wade
and other receivables and cash and cash equivalents.

Cash and cash equivalents comprise cash balances and deposits with original maturities of three months or less.

Available-for-sale financial assets

Available-for-sale financial assets are non-derivative financial assets that are designated as available-for-sale and
that are not classified in any of the above categories of financial assets. Such assets are recognised initially at fair
value plus any directly astributable transaction costs. Subsequent to initial recognition, they are measured at fair
value and changes therein, other than impairment losses (see note 3(g) (i), are recognised in other comprehensive

14



OJSC IDGC of Siberia
Notes to the Consolidated Financial Statements for the vear ended 31 December 2010

{in thousands of Russian Rowbles, unless otherwise stated)

income and presemted within equity in the fair value reserve, When an investment s derecognised or impaired, the
cumulative gain or loss in equity is reclassified to profit or loss.

Investments in equity securities that are not quoted on a stock exchange and where fair value cannot be reliably
measured are stated &t cost less impairment lodses.

Fii] Now-derivarive Trancilal Habiliies

All financial liabilities are recognised initially on the wade date a1 which the Group becomes a party o the
contractual provisions of the instrument.

The Group derecognises a financial liability when its contractual obligations are discharged or cancelled or expire.
The Group classifies non-derivative financial linbilities into the other financial liabilities category.

Such financial liabilities are recognised initially at fair value less any directly anributable transaction costs.
Subsequent to initial recognition, these financial liabilities are measured at amortised cost wiing the effective
interest method. Other fimancial liabilities comprise loans and bormowings, and trade and other payvables,

{€) Share capltal

Ordinary shares are classified as equity. Incremental costs directly attributable 1o the issue of ordinary shares and
share options are recognised as a deduction from equity, net of any tax effects.

(d) Property, plant and cquipment

i Recogwition and measurement

Items of property, plant and equipment, except for land, are measured at cost less accumulated depreciation and
impairment losses.,

The cost of property, plant and equipment at | January 2007, the date of transition to IFRSs, was determined by
reference to its fair value at that date.

Cost includes expenditures that are directly attributable 1o the acquisition of the asset. The cost of self-constructed
assets includes the cost of materials and direct labour, any other costs directly attributable to bringing the asset to &
working condition for its intended use, the costs of dismantling and removing of assets and restoring the site on
which they are located, and caphalised borrowing costs. Purchased software that is integral to the functionality of
the related equipment is capialized as pant of that equipment.

When parts of an item of property, plant and equipment have different useful lives, they are accounted for as
separate items (major components) of property, plant and equipment.

The gain or loss on disposal of an item of property, plant and equipment is determined by comparing the proceeds
from disposal with carrying amount of property, plant and equipment, and is recognized net in “operaling
expenses” or “other operating income™ in profit or loss.

i} Subsequent coits

The cost of replacing a component of an item of property, plant and equipment is recognized in the carrying
amount of the iem if it is probable that the fulure economic benefits embodied within the component will flow o
the Group and its cost can be measured reliably, The costs of the day-to-day servicing of propenty, plant and
equipment are recognized in profit or loss as incurred,

[} Depreciation

Depreciation is based on the cost of an asset less its residual value. Significant components of individual assets are
assessed and if a component has a useful life that is different from the remainder of that asset, that component is
depreciated separately.

Depreciation i3 recognized in profit or loss on a straight-line basis over the estimated useful lives of each pant of an
item of property, plant and equipment, since this most closely reflects the expected pattern of consumption of the
future economic benefits embodied in the asset. Leased asseis are depreciated over the shorter of the lease term and
their useful lives unbess it 15 reasonably certain that the Group will obtain cwnership by the end of the lease term.
Land is mot depreciated.

The estimated useful lives for the current and comparative periods ane as follows:

L5



OJSC IDGC of Siberia
MNotes to the Consolidated Financial Statements for the year ended 31 December 2010

fin thousamds of Russian Roubles, wnless otherwise stated)

Buildings 10-70 years;
Transmission networks 6-40 years;
Equipment for electricity transmission 4-30 years;
Caher I=30 years,

Depreciation methods, useful lives and residual values are reviewed at each financial year end and adjusted if
appropriate.
fiv) Leased asvets

Leases in terms of which the Group assumes substantially all the risks and rewards of ownership are classified as
finance leases. Upon initial recognition the leased asset is measured at an amount equal to the lower of its fair value
and the present value of the minimum lease payments. Subsequent 1o initial recognition, the asset is accounted for
in accordance with the accounting policy applicable to that asset.

Leases, other than finance leases, are treated as operating leases, and leased assets are not recognized in the
consolidated statement of financial position. Operating lease payments (net of benefits granted by the lessor) are
recognized in profit or loss on a straight line basis over the lease term.

(e) Intangible assets

fil Inittal recogrition

Intangible assets that are acquired by the Group, which have finite useful lives, are measured at cost less
pccumulated amortisation and accumulated impairment losses,

(i) Srubsequent expendiire

Subsequent expenditure is capitalised only when it increases the future economic bencfits embodied in the specific
msset to which it relates, All other expenditure is recognized in profit or loss as incurred.

{iii) Amoriization

Amorisation s caloulated over the cost of the asset, or other amount substituted for cost, less its residual valoe.
Amortisation is recognised in profit or loss on a straight-line basis over the estimated useful lives of intangible

assets from the date that they are available for use since this most closely reflects the expected patterm of
consumption of future economic benefits embodied in the asset. The amonization charge is recognized in profit or

loss as an operating expense.
The estimated useful lives for the current and comparative periods are as follows:

Lizenses and certificates 1-3 years;
Software 2-4 years.
Amortisation methods, useful lives and residual values are reviewed at each financial year end and adjusted if
appropriate.

in Inventories

Inventorics arc measured ot the lower of cost and net realizable value.

The cost of inventories includes all acquisition costs, production costs and other costs incurred 1o bring inventories
to their existing condition and |location,
The cost of inventories is determined using the weighted average cost method.
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Met realizable value is the estimated selling price in the ordinary course of business, less the estimated costs of
completion and selling expenses.

(g Impairment

i Financial asseis

A financial asset is assessed a1 each reporting date to determine whether there is any objective evidence that it is
impaired. A financial asset is impaired if objective evidence indicates that a loss event has occurred after the initial
recognition of the asset, and that the loss event had a negative effect on the estimated future cash flows of that asset
that can be estimated reliably.

Objective evidence that financial assets (including equity securities) are impaired can include default or
delinquency by a debtor, restructuring of an amount due to the Group on terms that the Group would not consider
otherwise, indications that a debtor or issuer will enter bankruptcy, the disappearance of an active market for a
security. In addition, for an investment in an equity security, a significant or prolonged decline in its fair value
below its cost is objective evidence of impairment.

An impairment loss in respect of a financial asset measured at amortised cost is calculated as the difference
between its carrying amount, and the present value of the estimated future cash flows discounted at the asset’s
original effective interest rate. Losses are recognised in profit or loss and reflected in an allowance acoount against
receivables. Interest on the impaired asset continues 1o be recognised through the unwinding of the discount. When
a subsequent event causes the amount of impairment loss to decrease, the decrease in impairment loss is reversed
through profit or loss.

Impairment losses on available-for-sale equity securities are recognised by reclassifying losses accumulated in the
fair value reserve in equity, to profit or loss. Any subsequent recovery in fair value of an impaired available-for-
sale equity securities is recognised in other comprehensive income.

(i) Non-financial assets

The carrving amounts of the Group's non-financial assets, other than inventorics and deferred ftax assets are
reviewed at each reporting date to determine whether there is any indication of impairment. If any such indication
€xists, then the asset’s recoverable amount is estimated.

The recoverable amount of an asset or cash-generating unit is the greater of its value in use and its fair value less
costs 1o sell. In assessing value in use, the estimated future cash flows are discounted 10 their present value using a
pre-tax discount rate that reflects current market assessments of the time value of money and the risks specific to
the asset or cash-generating unit. For the purpose of impairment testing, assets that cannot be tested individually are
grouped together into the smallest group of asscts that generates cash inflows from continuing use that are largely
independent of the cash inflows of other assets or groups of assets (the “cash-generating unit™).

The Group's corporate assets do not generate scparate cash inflows and are wtilised by more than one cash-
generating unit. Corporate assets are allocated to cash-generating units on a reasonable and consistent basis and
tested for impairment as pan of the testing of the cash-generating unit to which the corporate asset is allocated.

An impairment boss is recognised if the carrying amount of an asset or its cash-generating unit exceeds its estimated
recoverable amount. Impairment losses are recognised in profit or loss. Impairment losses recognised in respect of
cash-generating units are allocated 1o reduce the carrying amount of the other assets in the unit (group of units) on a
pro rata basis.

Impairment losses recognised in prior periods are assessed at each reporting date for any indications that the loss
has decreased or no longer exists. An impairment loss is reversed if there has been a change in the estimates used to
determine the recoverable amount. An impairment loss is reversed only to the extent that the asset’s carrying
amount does not exceed the cammying amount that would have been determined, net of depreciation or amortisation,
if po impairment loss had been recognised.

(h} Provisions

A provision is recognized if, as a result of a past event, the Group has a present legal or constructive obligation that
can be estimated reliably, and it is probable that an outflow of economic benefits will be required to settle the
obligation. Provisions are determined by discounting the expected future cash flows at a pre-tax rate that reflects
current market assessments of the time value of money and the risks specific to the liability.
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(i) Revenue

Revenue from ebectricity transmission is recognized in profit or loss when the customer acceptance of the volume
of electricity transmitted obtained. The tariffs for energy transmission are approved by the Federal Tariff Agency
and Regional Energy Commission of each region of the Group®s operations.

Revenue from connection services represents a non-refundable fee for connecting the customer to the electricity
grid nerwork. The tariffs for connection services are approved by the Federal Tarifl Agency and Regional Energy
Commission of each region of the Group's operations. The terms, conditions and amounts of these fees are
negotiated separately and are independent from fees generated by electricity transmission services. Revenue is
recognized when electricity is activated and the customer is connected to the grid network or, for contracts where
connection services are performed in stages, revenue is recognized in proportion to the stage of completion when
an act of acceptance is signed by the customer,

Revenue from installation, repair and maintenance services and other sales is recognized when the significant risks
and rewards of ownership of the goods have passed 1o the buver or when the services are provided.

)] Finance income and costs

Finance income comprises interest income on funds invested (including available-for-sale financial assets) and
dividend income. Interest income is recognised as it accrues in profit or loss, using the effective interest method.
Dividend income is recognised in profit or loss on the date that the Grogp®s right to receive payment is established.

Finance costs comprise interest expense on bommowings, finance leasing, unwinding of the discount on provisions
and impairment losses recognised on financial assets other than trade and other receivables. Borrowing costs that
are not directly antributable to the acquisition, construction or production of a qualifying asset are recognized in
profit or loss using the effective interest method.

3] Income [ax

Income 1ax expense comprises current and deferred tax. Current tax and deferred tax are recognized in profit or loss
Except 1o the extent that it relates to items recognized directly in equity or in other comprehensive incoms.

Current tax is the expected tax payable or receivable on the taxable income or loss for the year, using tax rates
enacted or substantively enacted at the reporting date, and any adjustment to tax payable in respect of previous
VEArs.

Deferred tax is recognized in respect of temporary differences between the camrying amounts of assets and
liabilities for financial reporting purposes and the amounts used for taxation purposes.

Deferred tax s not recognised for:

* temporary differences on the initial recognition of assets or liabilities in a transaction that is not a business
combination and that affects neither accounting nor taxable profit or loss;

® |emporary differences related to investments in subsidiaries and jointly controlled entities 1o the extent that it is
probable that they will not reverse in the foresecable future; and

» taxable temporary differences arising on the iniial recognition of goodwill.

Deferred tax is measured ab the tax rates that are expected to be applied to the temporary differences when they
reverse, based on the laws that have been enacted or substantively enacted by the reporting date. Deferred tax assets
and liabilities are offset if there is a legally enforceable right to offset current tax assets and liabilities, and they
relate to income taxes levied by the same tax authority on the same taxable entity, or on differemt tax entities, but
they intend 1o settle current tax liabilities and assets on a net basis or their tax assets and liabilities will be realised
simultaneously.

In sccordance with the tax legislation of the Russian Federation, tax losses and current tax assets of a company in
the Group may not be set off against taxable profits and current tax liabilities of other Group companies. In
addition, the tax base is determined separately for each of the Group's main activities and, therefore, tax losses and
taxsble profits related to different activities cannot be offset.

A deferred tax asset is recognized for unused tax losses, tax credits and deductible temporary differences, o the
extent that it is probable that future taxable profits will be available against which temporary difference can be
utilized, Deferred tax assets are reviewed at each reporting date and are reduced 1o the extent that it is no longer
probable that the related tax benefit will be realized.
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(my Employee benefits

fiy Dgfined contribution plans

A defined contribution plan is a post-employment benefit plan under which an entity pays fixed contributions into a
separate entity and will have no legal or constructive obligation to pay further amounts. Obligations for
contributions to defined contribution pension plans, incleding pension fund of the Russian Federation, are
recognised in profit or loss in the periods during which services are rendered by employees. Prepaid contributions
are recognised as an asset to the extent that a cash refund or a reduction in future payments is available.

(i) Deflned benefits plan

A defined benefit plan is a post-employment benefit plan other than a defined contribution plan. The Group's met
obligation in respect of defined benefit pension plans is calculated separately for each plan by estimating the
amount of future benefit that employvees have earned in retumn for their service in the current and prior periods; that
beneflt is discounted to determine its present value, and any unrecognised past services are deducted. The discount
rate is the yield at the reporting date on government bonds that have maturity dates approximating the terms of the
Group's obligations and that are denominated in the same currency in which the benefits are expected to be paid.
The calculation is performed annually by a qualified actuary using the projected unit credit method.

When the benefits of a plan are improved, the portion of the increased benefit relating to past service by employees
is recognised in profit or loss on & straight-line basis over the average period until the benefits become vested. To
the extent that the benefits vest immediately, the expense is recognised immediately in profit or loss.,

The Group recognises all actuarial gains and losses in profit or loss for the reporting period under the 10% corridor
of the post-employment benefit obligation.

The Group recognises gains and losses on the cumailment or settlement of a defined benefit plan when the
curtailment or settlement occurs. The gain or loss on curtailment comprises any resulting change in the fair value of
plan assets, change in the present value of defined benefit obligation and any related actuarial gains and losses and
past service cost that had not previously been recognised.

i) Other long-term emplayee beneflts

The Group's net obligation in respect of non-current employee benefits other than pension plans is the amount of
fisture benefit that emplovees have eamed in return for their service in the current and prior periods; that benefit is
discounted 10 determine its present value. The discount rate is the yield at the reporting date on government bonds
that have maturity dates approximating the terms of the Group's obligations and that are denominated in the same
currency in which the benefits are expected to be paid. The calculation is performed using the projected unit credit
method. Any actuarial gains and losses are recognized in profit or loss in the period in which they arise.

(i) Shori-term benefits

Short-term employee benefit obligations are measured on an undiscounted basis and are expensed in profit or loss
a3 the related service is provided,

A liability is recognized for the amount expected 10 be paid under short-term cash bonus if the Group has a present
legal or constructive obligation to pay this amount as a result of past service provided by the employee and if the
obligation can be estimated reliably.

(m) Earnings per share

The Group presents basic eamings per share (EPS) data for its ordinary shares. Basic EPS is calculated by dividing
the profit or loss attributable to ordinary shareholders of the Company by the weighted average number of ordinary
shares outstanding during the period.

(@) Segment reporting
An operating segment is & component of the Group that engages in business activities from which it may cam
revenues and incur expenses, including revenues and expenses that relate to transactions with any of the Group's
other components. All operating segment’s operating results are reviewed regularly by the Management Board to
make decisions about resources to be allocated 1o the segment and assess its performance and for which discrete
financial information is available. Segment financial information is presented in the Financial Statements in a
manner similar 1o those provided to the Management Board. The amount of each segment item reporied is the
19
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measure reported to the Management Board. Total amounts of segment information are reconciled to those in the
Financial Stements (see note Th

{0} New Standards and Interpretations not yet adopted

A number of new Standards, amendments to Standards and Interpretations are not vet effective as at 31 December
2010, and have not been applied in preparing these Financial Statements. Of these pronouncements, potentially the
following will have an impact on the Group's operations. The Group plans to adopt these pronouncements when
they become effective.

# Revised 1AS 24 Related Party Disclosures (2009) introduces an exemption from the basic disclosure
requirements in relation to related party disclosures and outstanding balances, including commitments, for
government-related entities. Additionallv, the standard has been revised w simplify some of the presentation
guidance that was previously non-reciprocal. The revised standard is to be applied retrospectively for annual
periods beginning on or after 1 January 2011. The Group has not yet determined the potential effect of the
amendment.

# [FRS @ Financial fnstrivments will be effective for annual perieds begimning on of after 1 January 2013, The
new standard is to be issued in several phases and is intended fo replace [ntemational Financial Reporting
Standard 1AS 39 Fingncial Insiruments: Recogwition and Measurement. The first phase of IFRS 9 was issued
in Movember 2009 and relates to the recognition and measurement of financial assets. The second phase
regarding classification and measurement of financial labilivies was published in October 2010, The remaining
parts of the siandard are expecied (o be issued during the first half of 200 1. The Group recognises that the new
andard imroduces many changes to the accounting for financial instruments and s likely to have a significant
impact on Group's consolidated financial statements. The impact of these changes will be analysed during the
course of the project as further phases of the standard are issued. The Group does not intend to adopt this
standard early.

*  Various Improvements to [FRSs have been deah with on a standard-by-standard basis. All amendments, which
result in accounting changes for presentation, recognition or measurement purposes, will come into effect not
earlier than 1 January 2011, The Group has not yet analysed the likely impact of the improvements on its
financial position or performance.

4 Determination of fair values

A number of the Group's accounting policies and disclosures require the determination of fair value for assets and
liabilities. Fair values have been determined for measurement and for disclosure purposes based on the following
methods. When applicable, further information about the assumptions made in determining fair values is disclosed
in the notes specific to tha asset or liabiliny,

) Investments in equity securitbes

The fair value of available-for-sale financial assets is determined by reference 1o their quoted bid price at the
reporting date,

(h) Trade and other receivables

The fair value of non-current trade and other receivables is estimated as the present value of future cash flows,
discounted at the market rate of interest at the reporting date, This fair value is determined for disclosure purposes.
() Mon-derivative Mnancial liabilities

Fair value, which is determined for disclosure purposes, is calculated based on the present value of future principal
and interest cash flows, discounted at the market rate of interest at the reporting date. For finance leases the market
rate of interest is determined by reference to similar lease agreements.
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5 Group's subsidiaries
The Group's subsidiaries are disclosed below:

Ownership, %
Subsidiaries: 31 Dwecember 2000 31 December 2009
QISC Tyvacnerpn 9896 5896
CISC AES 110e, ) 100.00
OIS0 Omakelecimosstremon 100 o1 HEHILOHD
CISC Sorcsfera 110s0, 0 1000
OIS0 Buryaiseiremont 10800, 0 10000
(ISC PSH “Energetic™ - 100,00
CISC Sibirsetremont 0o, 0 100,00
OISC Mekhanizirovannaya colonna 0ol 1060.00
CISC Fabaikalets — Energiya - T5.00
LLC Encrgo-lcasing - 104000
OISC AESC 80,00 E0.00
LLC ASKOR = TOL0H
LLC Techmoleasing " 7300
LLC DC “Ahayenerga” = F9.00

6 Disposal of subsidiaries
During the vear ended 31 December 2010 QJSC PSH “Energetic” was liquidated. All property, plant and
equipment of OJSC PSH “Energetic™ were sold and the proceeds were used to meet the subsidiary”s obligations.

On 31 December 2000 the Group sold 75 percent of the voting shares of OJSC Zabaikalets-Energiva for a total
amount of RUB 26 724 thousand. As a result of this transaction the Group lost control over OJSC Zabaikalets-
Energiva.

On 29 December 2010 the Group sold a 100 percent interest in LLC Energo-leasing for a total amount of RUB 11

thousand. As a result of this transaction the Group lost control over LLC Energo-leasing and its subsidiaries LLC
ASKOR, LLC TechnoLeasing and LLC DC “Alayenerga”.

The disposal of subsidiaries had the following effect on the Group’s assets and liabilities at the date of disposal:

Carrying smownt o1 date of
ASSETS disposal
Property, plam s equipment tE L
Cush and cash cquivelenis 29
Trade and othes reccivable el of imprtrmenl allwamer of RUS 60 18] thousand) 00 o84
invenionies fner of provision for irvemiory chrolescence of BUB 27 4483 rhosciand]) 1842
Disferred tax gasly QETE
Other oament ascts 936
Total M
LIABILITIES
Trade and plher payabics (426 6T5)
Teaal (426 675}
Med identiflable pvvets and liabilities {350 051)
Condaderation moeived in cash 1TE
Consideration mdsived in propemy. plaal snd sgussenent 11 537
Tatal consideration reccived 6 THS
G:ain on dispesal (wole §) A6 TEh
Cash disposed of T

Mt cazh imflow 4949
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7 Operating segments

The Group has nine reportable segments representing branches and subsidiary of the Company, as described below.
These are the Group's strategic business units. The strategic business umits offer similar services representing
transmission of electric power and connection services, and are managed separately. For each of the srategic
business units, the Management Board, the Group's operating decision making body, reviews internal management
reports.

“Others” include operations of Group subsidiaries. None of them meets any of the quantitative thresholds for
determining reportable segments in 2010 or 2009,

Unallocated items comprise corporate balances of the Compary's headquarnters which do no conslitute an
operating segment under IFRS B requirements,

Information regarding the results of each reportable segment is included below. Performance is measured based on
segment profit before income tax, as included in the intermal management reports that are reviewed by the
Management Board.

Segment reports are based on the information reported in statutory accounts, which differ significantly from the
consolidated financial statements prepared under IFRS. The reconciliation of itlems measured as reporied 1o the
Management Board with similar items in these Financial Statements includes those reclassifications and
adjustments that are necessary for financial statements to be presented in accordance with IFRS.

.
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Reconciliations of reportable sepmenits” revenwes, profit or loss, axcets and Nabilides and other material irems

Revenues:

Total revenue for reportable segments
[nper-segment pevenss climination
Other adjastments

Unallocabed

Consolidated revenue

Laoss before income (ax:

Total less before income tax for reportable segments
Adjustment for deprecistion of praperty, plant and aquipmeni
Adjustments for financial lease

Discounting ol accounts necervable

Adjusament for allowance for impalrment of sccounis receivable

Adjusament for change in fair value of available-for-sale invesiments

Recognition of emploves benefits obligations
Capitalized interest

Discounting of accoants payable

Adjustenen of revesue

Other ndjustments

LUnallocated

Conzolidated lass before income tax

Total assets:

Total assets for reporiable segments

Intersegment bakanoes

Elimination af avesimems In subsidiaries
Adjustment for met book value of property, plant and equipmenl
Recognition of financial assets relsted 1o employes benedin fand
Adjustment for prepasd expenses write-off

Provision for inventory obsolescence

Audjastment for deferred tax

Addjustents for finance lease

Capitalized imterest

Oiher adjustments

Unallocated

Camsolidated botal assets

Year ended Year ended
31 December 2010 31 December 2009
45 SE8 0 40 &7 AT
{1 230 081) (807 111}
(556 610) (21 8Os
47 066 98 782
43 529 M66 39 949 234
Year ended Year ended
31 December 2000 31 December 2009
{2 578 T0G) (563 117)
(153 T36) (177 275)
1 40 [46 244)
(53 6b4) 9 248
25372 101 123
(%3 027) (140 619)
30 203 (62 697)
56919 72 571
(73 B51) (38 231)
{425 233) -
(38 519) 60 X24
(39 415) (13 321)
(2634 61T) (898 337)
31 December 2010 3 December 2009
47 309 550 45 638 869
(919 360) (68 305)
(481 370) (502 256)
(2 333 T93) (2 115 629)
486 604 451 619
{168 979) (340183}
(12 283) (31 210)
(433 633) (#1% 10%)
299 492 38 670
197 722 149 382
(74 254) 0 893
812733 1 458 122
44 781 }49 43 B3] B53

25



OJSC IDGC of Siberia

Motes to the Conzsolidated Financial Statements for the year ended 31 December 2010

fin thousands of Russian Roubles, unless otherwise stated)

Total liabilities:

Total liabHities for reportable segments
Inder-segment balances

Adjustment for deferred 1ax

Unused vacation and snnual bofius provision
Finames lease linbdlities

Employes benefit obligations

Discounting of sceoants payable

Other adjustmeens

Unallocated

Consolidsted total liabilities

31 December 2010

3 December 2009

16 049 927 13538 603
(919 S60) (968 303)
I 544 563 I 970 390
413 211 185 038
145 523 21 B4l
213 858 200 076
(55 487) (24 581)
(63 T24) T3 301
3 602 935 1 558 505
20 9346 266 17 TR 958

Significant customers of the Group are state controlled entities. The amounts of revenues from such entities are
disclosed in note 34, Revenues from state controlled entities are reported by all segmenits of the Group.

For the year ended 31 December 2010 the Group had two major customers - companies in two regions of the
Russian Federation with individual tarmover over 10% of total Group revenues: in Kuzbassenergo-RES segment -
RUB 6 344 682 thousand, in Krasnovarskenergo scgment - RUB 4 §99 504 thousand (in 2009 - two major
customers: in Kuzbassenergo-RES segment - RUB 4 916 431 thouwsand, in Krasnoyarskenergo segment — RUB

4 168 510 thousand).

8 Revenue and other operating income

Revenue

Electricity transsnission
Conmection sorvices
Repairs and maintenancs
Feat

Rent

Other operating income

Fines and penaltics

Ceain on disposal of subsidiaries

(Gaim on disposal of property, plant and equipsnend
Other incoms

Year ended Year ended
31 December 2010 31 December 2008
4] 99 180 3T 532 516
1 150 533 1413 200
250 TED J20 810
206 I7E 181 268
170 134 165 295
751 361 236 145
43 519 M6 10549214
Year ended Year ended
31 Deeenber 20010 31 December 2004
133782 118 64
416 Téh ]
- 19 344
125 TO8 444 426
699 156 281374
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9 Operating expenses

Tramsenission fes 1o FGC UES

Eleciricity transmizsion

Personmel cosis (note 10)

Purchased electricity for compenzation of 1echnological losses
Depreciation and amortization

Raw malerials and supplics

Repairs and malnienance

Consulting, legal and audit services
Transpartation

Reent

Seourity

Taxes other than income tax

Telecommunication services

Insurance

Allowance for impairment of sccounis receivable
Heat for own noeds

Provision for inventory obsolescence

Elecrricity metering senvices

Cither

i0 Personnel costs

Wagges and snlaries

Payroll taxes

Expens: in respect of post-cmployment defined benefit plan
Income in respect of long-term service benefits

Bonus provision and unussd vacation expensef{incame)
(nhker

Year ended Year ended
31 December 2000 31 December 200%
10 B8E 457 B 918 526
B&l17 201 G486 916
B413 TG 6979 858
T30 654 G482 49
3597 THE 3555198
| B35 838 1 074 583
I T 347 I 638 853
644 184 619027
573 361 450 899
2500477 194 185
225335 21 214
I3 THE 164 454
142 350 180 851
B34 155 156 G0
T3 129 196
60 TT8 37 R4S
BTV =
- 587132
1 634 408 14014 TOX
46 408 911 40 502 590
Year ended Year ended
31 December 2010 31 December 20089
& 327 854 5427 146
| 549978 1 270 339
22312 142 737
- (21 618)
182 639 {101 510}
260 923 262 B6S
B 413 T 4TS B55

In 2010 the average number of employees (including production and non production employees) was 19 962

employees (2009: 20 054 employees).
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11 Finance income and costs
Year ended Yoar ended
Finance income 51 December 2000 3 December 2009
Eifect of discoanting of financial instruments 20 461 2E BRI
Interest income 10316 5712
Cithar 1 945 258
33722 34 MY
Finance cosis
Interest expenss GO 512 E61 019
Effect of discounting of financial instruments 148 974 57 T8
Inserest on finance lease lisbilitics 25479 42471
Impainment of available-for-sale financial assets 13 083
TES 050 961 TEE
12 Income tax benefit
Year ended Year ended
31 December 2010 31 December 2009
Current tax bonefit’ (expense)
Curreni year {10 5013) (136 B59)
Crver provided in prios years 20 BAS A4 440
10 342 (92 419)
Deferred tax benefit
Cirigination and reversal of temporary differences 23T A TG 216 652
242 TTE 124273
The Group’s applicable tax rate is the income tax rate of 20%% for Russian companies.
Reconcilintion of effective tax rate:
Year ended Yeur emded
31 December 2010 31 December 2009 %
Loss before income tax (2634 61T) {100} (898 X37) [ 100}
Income tax bemafit al applicable tax rate 526914 20 179 547 20
Met 1ax effect of ems which are not
deductible [ not taxable for taxation
parpases (305 011) 1Z) (99 834) ()
Over provided in pries years 20 865 [ 44 440 5
242778 9 124 173 14
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13 Property, plant and equipment
Equipment for

Land and Transmission electricity Construction

Bbuildings metwarks transmission Oither in progress Total
Cost'Dieemed cost
Balance at | January 2009 &T16 435 23 293 1M 4 0oT 32 2ORI 27 1976966 40968 T35
Additions 62 38k 43 T 153 B6d 108 B&d 3 (46037 55T
Transfers T3 326 | 280934 173 739 517128 (3635 129) -
Dispeosals (14 489 (27793 (13 264) (66 505) [T7 B6T) (200 018)
Palence at 31 December
ol i, T YT RS 14 589051 T2 191 3644 TE1 1309907 44 281 Ted
H-I.IH}'HI.!EJIHHI.F}'EUID T 527 854 24 SED 051 TR 191 J 644 761 | 309 90T 44 2EF 764
Additions 1B 418 17052 BT 279 219902 1567 635 3930 285
Translers E72872 11153260 Q46 5635 435 433 (3361 150) -
Dispasals {34 604) (21 144) {10 293) (43 751) (65 120) (174 912)
Dispasal of subsidiaries
{node &) {3 T28) {2911} [ 639
Balanses 31 31 December
2010 8 404 240 25 70 219 8135741 4243837 1448 361 48032 499
Depreciativh
Balance ¢ 1 Januesry 30059 (600 342) (3 292 589) (954 354) (849 438) (5 696 933)
Depreciation for the year (415 1659) {1 821 497) (637 D4K) (482 413) (3 356 147)
Drsposals 2691 2401 4 TET 51 044 a7 928
Balance ol 31 December
200 {1 002 820} (5 104 685 (1 586 B1%) (1 280 §15) (8 #HS 155)
Balanee at 1 January 20010 {1002 §20) (5 104 685) (1 586825 (1 X80 8EXS) {8 985 135)
[hepreciation for the vear (421 405) (1841 483) (618 215) (364 3TT) = [ 445 4300
Disposals TR 4 408 2333 23 975 - 38 366
Diizposal of subtidiaries
{mote G) 1242 = 1 242
Balsnce at 31 December
2010 {1 426 396) (6 941 TE0) (2 202 687) (1 819 984) = (12 390 827)
Net book value
At 1 Janaary 2009 G 106 093 19 999 615 5043 258 2 135 540 1976966 35271 802
AL 31 Decermnbser 2009 GES15034 19 484 566 5 615 36h 1 363 936 1 300 907 J-S“EE
Al 31 Degember 2010 6 9TR 144 I8 758 459 6033058 2423653 1448 361 35640 672

As at 31 December 2010 construction in progress includes prepayments for property, plant and equipment of

RUB 113 249 thousand {as at 31 December 2009: RUB 92 385 thousand).

The amount of capitalized interest in 2010 was RUB 56 919 thousand (in 2009: RUB 72 571 thousand). The
capitalisation rate used to determine the amount of borrowing cost eligible for capitalisation in the year ended 31
December 2000 was 8.7 % (in 2000 15.6 %),
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Leased plant and machinery

The Group leases production equipment and transportation vehicles under a number of finance lease agreements.
At the end of each of the leases the Group has the option to purchase the equipment. As at 31 December 2010 the
met book value of leased property, plant and equipment was RUB 349 322 thousand (31 December 2009: RUB

447 332 thousand). The leased equipment secures lease obligations.

14 Intangible asseis
Other intangible
Salftware Licenses Certificates assels Twtal
Cost
Balance at | January 2009 B2 650 12213 G14 636 4 765 714 554
Additions 182 133 - 7 544 213 189 890
Balance at 31 December 2009 264 813 12 513 622 180 4978 904 484
Balance an | Jamuary 2010 R4 E1D 12513 622 1&0 4978 S04 484
Additions 63 403 5715 7131 | 450 77 699
Disposals ) (5 379) 213 (3 5%2)
Balance a1 31 December 2000 328116 18218 23 932 6 IS 976 591
Amornisation
Balance a1 1 Janwary 2009 T (7 T20) {303 124) (3 (48) (315 6T8)
Amortization for the year (4 613) " {192 830) {608) (199 051)
Balamee a1 31 December 2009 (& 799) (7 TI0) (495 954 (4 256) (514 TIN
Balance at 1 Janaary 2000 (& o) (7 7200 (495 G54 (4 T56) (514 T29)
Amoriisation for the vear (26 450 (& GR0O) (116 TOK) (4700 {152 308)
Balasice at 31 Degesber 2010 (33 249) {16 iRy (612 B6E) {4 TI6) {BET 0Ty
Mer book value
At | January 2005 Bl 494 4 793 311 512 1117 308 916
At 31 December 2009 158004 4 T0% 136 226 Ti 259 755
At 31 December 2000 294 86T 1828 11270 1 489 500 534
15 Deferred tax liabilities
Recogmized deferred tax assets and lHabilities
Deferred 1ax assets and liabilities are atributable to the following items:
Assels Liabilities Met
000 2009 010 2005 010 2idr
Froperty, plant and equipment I G50 981 (3 266 857) (3 54B897) (3265 19T) (3 547 916)
Inventories 6242 (17 055) {17 05%9) 5 242
Trade and other receivables 140 139 143 381 140139 143 341
Onlser current asscis - 2 500 25M
Trade and other payables 144 486 153 906 144 486 183 G
Tax loss carry-Fforwards 170 234 164 TH2 - 170254 164 752
riber o6 323 63 709 (122 4448) (119 125 {56 121) (55416
Deeferred tax asicis{labdbithes) 527 B6d 555501 (3 406 36) (3 668 022) (2 883 498) (3 102 520
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Movements in temporary differences during the year

DMaposal of

subsidiarits  Recognized jn  Compreheasive

Recopnized in other

31 December 2009 (noge §) profit or loss B 31 December 2010
Propery, plant and equipment (3 547 516) BITIS (3 263 197)
Inventories 6242 (5 533) {17 768} {17 059)
Trade and other receivables 143 361 (1017} (2 205) 140139
Otiher cument assets 2570 (2 570) - -
Trade 2nd other payables 183 906 {132) {39 298) 144 485
Tax loss carrysforwards 164 732 3322 170254
Other (55 416) (634} 3456 (3 52T) (36 121)
Deferred tax assets/(liabilities) (3 102 821) (9 876) 131 426 (3 827) (1 B3 498)
Recognized in other
Recognleed in comprehensive
1 January 2000 profit or loss imcome 31 December 2005
Property, plast and cquipment {3621 124) 73 208 {3 547 916)
Inveniosies 7 160 918) 6 242
Trade and other receivables 66 Ti2 6639 143 361
Oiber current assets 3010 (440} 2570
Trade and other payables 89 883 94 021 183 206
Tax loss carry-forwarnds 164 143 (1611} . 164 T32
Other {18 719) (24 207) {12 450) (55 416)
Deferred tax assels|liabilities) (3 306 T23) 116 692 (12 4909 (3 102 521}
16 Investments and financial assets
31 December 2000 31 Decembeer 2009
Nam-current
Financial assets relaied to employee benefit fund 486 604 451 619
Available-for-sale investments 330 409 242 B9
B17 013 604 458

Available-for-sale investments represent investments in shares of JSC TGK-13, JSC FGC UES and other securities,
which are listed on MICEX, recorded at fair market valie (Level | in the fair value hierarchy).

Financial assets related to the employee benefit fund relate to the Group contributions accumulated in the solidary
and employees’ individual pension accounts with the Nom-State Pension Fund of Electric Power Industry
{employee benefit fund). Subject to certain restrictions contributions to the employee benefit fund can be
withdrawn at the discretion of the Group.

For more detailed information concerning the Group's exposure to credit risks related to investments and financial

assets refer o nofe 30,
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17 Dither non-current assels

Trade accounts receivable
Oriber acomuants receivable
VAT recoversble

Other pon-current assets

3 December 2010 31 December 2009
291 ¥ 4 445
21 380 - 357
20 3183 16 629
27736 T
360 %93 103 192

For more detailed information concerning the Group's exposure to credit risks and impairment losses related to

trade and other receivables refer to note 340,

15 Cash and cash equivalenis
Cash and cash equivalents mainly

19 Trade and other receivabiles

Trade receivables from clectricity transmission and techiological
connection

Trade receivables from electricity ransmission and 1echiological
connection impairment allowanoe

(ither trade receivables

Oribeer trade receivables impairment allovwance
Diber receivables

Oitker receivables impairmeent allowanod
Total trade and other receivables

Frepayments

Prepaymiesils

Prepaymenls impairment sllowance
YAT prepaid

Oher imxes prepaid

31 Decembeer 2010

cash in bank accounts amounted to RUB 454 450 thousand
denominated in roubles (31 December 2009: RUB 140 242 thousand).

31 December 20603

4 142 379 4 BRG 396
{100 T (437 361)
439 022 S04 768
{120 629) (214 206)
1971 302 2 204 523
(555 203) {904 146)
5766 1T 5850274
M December 2010 31 December 2009
2351 290 511
N (% 007)
- 42 532
15775 9 542
39 M3 333578

As at 31 December 2010 and 2009 other receivables include accounts receivable from the Committes of Tax,
Finance and Credit Policy of the Administration of Altay Region in the amount of RUB | 001 277 thousand. These
recelvables were recorded as a result of the Altay Region Arbitrage Court decision as at 6 August 2004. The
Commintee of Tax, Finance and Credit Policy of the Administration of Altay Region was obliged to pay RUB
1 001 277 thousand to the Company in order to compensate for losses incurred by Alayenergo due to the incormect
setting of energy tariffs for 2002. Management of the Group determined the collectability of these accounts
receivable as highly probable, although the maturity date is uncertain. As at 31 December 2010 these accounts

receivables were stated af nominal value and were not discounted,

For more detailed information concerning the Group's exposure to credit risks and impairment losses related to

trade and other recervables refer to note 30,
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20 Inventories

31 December 20010 31 December 2009
Materials and supplics Sid 33 A BI3
Spare parts 164 662 119 195
Caher inveniogies 47 6572 T3 673
Total inventaries TT6 &7 G35 683
Less: provision for invenlory obsplescencs (12 282) (31 2100
Mt boak value T6d 595 628 47}

As at 31 December 2000 and 2009 no inventories were pledged under the bank lpan agreements.

21 Equity
i) Share capital

31 December 20010 1] December 2009
Mumiber of ordinary shases authorised, isswed and fally paid (thowsands) &0 36T 653 &9 367 653
Par valwe (in RUB) oln (R[]
() DMvidends

In accordance with Russian legislation the Company's distributable reserves are limited 1o the balance of
accumulated retained eamings as recorded in the Company's statutory financial statements prepared in accordance
with Russian Accounting Principles. As at 31 December 2010 the Company had retained loss, including loss for the
reporting period, of RUB 2 876 124 thousand (as at 31 December 2009 retained eamings - RUB & 759 thousand).

As at 31 December 2010 and up to the date of approval of the Financial Statements the Group declared no
dividends for 2010 and 2009,

22 Earnings per share
Year ended Year ended
1] December 2010 31 December 2009
Weighted aversge mumber of ordinary shares for the year ended
31 December (thousands of shares) 89 367 655 8O 367 655
Tatal boss attribetable to sharehalders of the Company (2 392 196) (773 148)

Loss per share (in Russian Roubles) - basic and diluted {002 68) {0.008T)
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23 Loans and borrowings

This note provides information about the comtractual terms of the Group's loans and borrowings. For more
information about the Group's exposune 10 interest rate and liquidity risks, refer to note 30.

Now-currert labilities

ElTective interest rate, %%
31 December 31 December

Name of lender 3.12.2000 JL.12.2009 Maturity 010 200%
OJSC ISCB ROSBANK  Unsecured 7479 - 2013 3 747 507 -
JSC Sherbank Unsecured 6.98-T 87 . 2013 1 655523
J5C Sherbank Unsecured T.6 - 2012 1 450 000
OISC Alfa-Bank Unsecured - 114117 2001 1 TaS 000
OHSC Svine-Faenk Unsecured - 12.5 2011 1 el 0eD)
OISC JSCB ROSBANK  Unsecured . 157 2010 1 350 000
CNSC Gazprombank LUnsecured . 12.0-12.5 2000 E14 00
OJSC JSCB ROSBANK  Unsecured - 15.7 2011 447 507
OISC JSCBE MFE Unsecured . 13 2000 200 0o
(50 Enseiskaya TGC-13  Unsocured - refimancing raie 2000 85

6 853 030 6 437 393
Less: current portion of
long-term loans
OISC JSCH ROSBANK Unseciared - 157 2010 {1 550 000)
QISC Garprombank Unsacurned = 130125 1] 1] (514 000
QISC JSCB MFK Unsecured . 13 2010 (200 000)
(JSC Eniseiskayn TGC-13  Unsecured - refinancing rule 20140 [BEE)

6853030  3smasmT

All the Group's borrowings are denominated in RUB and bear a fixed interest rate. The effective interest rate is the

market interest rate applicable to the loan on the date of its receipt.
The carrying value of borrowings approximates their fair value.
Current liabilities

Effective EfMective
interest rate, % interest rate, %
Mame of lender AL122000 3022009 3 December 2010 31 December 2009
QIS0 Alfa-Bank Unsecuared .7 11.4=11.7 | 765 o0a
Other boans and borrowings  Unsecuared - & 000 4 B
1771 (00 o Bdk
Current poetion of bong-
term loans
OISC JSCE ROSBANK Unsecured - 15.7 . 1 350 000
QJSC Garprombask Unsecured . 12.0-12.5 . 814 000
QJSC JSCB MPK Unsecured - 13 - 200 000
QJSC Eniseiskaya TGC-13  Unsecured - refinancing rate BE6
1771 000 _ 25747H
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4 Finance lease liability

The Group leases transpomation wehicles, technical and other equipment under a number of finance lease
agreements. Finance lease liabilities are payable as follows:

X1 December 2010 3] December 2009
Fuiure Present value Fuinre Present value
minimum of minimam minimum of mimimuem
lease lcase bease lease

payments Inberest payments payments Interest paymeenis

Less than one year 91 761 {12 &l11) T8 1% 121 676 (22 00 o G356
Befween one and five

VEars 70138 {3 Ted) &6 3TH 152 545 {16 46:4) 1 36 091
161 K99 {16 371) 145 538 174181 (3K 454) 135 4T

The finance lease liabilities are secured by the leased assets.

25 Emplovee benefits

The Group has defined benefit pension and other long-term defined benefit plans that cover most full-time and
retired emplovees, Defined post-emplovment benefits consist of several unfunded plans providing for lump-sum
pavments upon retirement, financial support for current pensioners, death benefits, jubilee benefits.

Moverments in the net liability of the defined benefit obligations are as follows:

3 Decembser 20000 31 December 2009
Post employment  Post employment
benefits

bemelits
Total present value of abligations 618 305 521 B0d
Unrecognised net actoarial loss (183 195) {70 872)
Unrecognised past service cost {221 451) (241 852)
Recopnized linbility for defined benefit obligations I3 E5E 209 076

The amounts recagnized in profit or loss are as follows:

Year ended Year ended Year eaded Year ended
3] December 20010 31 December 2000 31 December 2009 31 December 2009

Post employment  Other long-term  Post emplovmest  Other bong-term

benefits bedelits benifits benefits
Currenit service cost 35 500 - 28 (D =
Imizrest expense 42 742 - FLE. S -
Recognized past service costs 20 400 - g TR =
Hecognized actuanal loss / (gain) 2670 = - {1y &049)
Cunailment | senlement gakn e = - (01 0l
Totsl periodical peasion cost 82312 0 142 737 (21 618)

The expense is recognized in the “personne] costs™ as part of operating expenses.
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Movements in the present value of the Group's employee benefit obligations are as follows:

31 December 2000 31 December 2000 31 December 2009 31 December 2005

Post employment  Other long-term  Post employment  (Mher long-berm
beneilis benefitx bemelits
Drefined benelit obligations s
| January 521 800 - 310980 21618
Currend servide cosl 34 S00 ‘ 28 (D
Interest expense 42 T2 - 26 B6H8
Actuarial {gains)losses 114 593 - B3 150 {10 608
Beenefins paid (&7 530) o (52 990)
Prist service cams . 125672
Curtailment / selilement gain a {11 009
Defined benefit obligations at
31 December 618 505 - SEI_E
Principal sctuarial assumptions aré as follows:
2010 009
Digcount rate B.00% 8.0
Salary increase 5,008 .50
Infation rate 5.00% 5.50%
26 Other non-current liabilities
31 December 2010 31 December 2009

Trade payables 5510 163 456
Cither pavables and sccrued expenses 12318 247045
Prepaymenis from customers fof technological comnection 596 265 104 106

G14 053 514 607
27 Employee payables

31 December 2000 31 December 2009

Salaries amd wages payvable im6 252 343 T
Unused vacalion provision 2T0 576 176 T40
Anmnsal boaus provision 158 397 &29

805 615 528 g3z

Provision for annual bonuses includes bonuses and other similar payments accrued (including social security

contributions) based on employees’ performance.
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28 Trade and other payables

3 December 2010 31 Decemiser 2004
Trade payables 4 250 352 3 590 297
Oiher payables and socnuod EXpensds 1928 T23 1114778
Prepayments from cusiomers for electricity iransmission and
nechnologleal connection 513795 693 738
Other prepayments received i 1% 583

6 T24 163 5 520 3%

29 Other taxes payables

31 December 2010 31 December 2009
Walue sdded tax 183 474 326 284
Tax flnes and penelties 431 659 470 807
Social security contributions 116 491 95633
Personal income tax THETE 69 900
Cther taxes 48 737 B 444

B50 159 1 o43 070

As at 31 December 2010 tax fines and penalties related to income tax, road tax, transpon tax and other taxes in the
amount of RUB 451 639 thousand charged by the tax authorities in prior periods. The periods 1o which these fines
and penalties relate exceed the acceptable timeframe for being claimed by the tax authorities under Russian
legislation (limitation period). The Company has filed claims to the courts regarding each fine and penalty, seeking
that they be written-off due to the limitation periods being exceeded. The court of the first instance has already
issued a positive decision in respect of road tax, according 1o which the amounts outstanding should be written-off
by the tax authoritics. The Company expects positive decisions in respect of other similar cases, where the
limitation pericd has been exceeded. When the respective final court decisions are issued, these amounts will be
written-ofT.

30 Financial risk management

(a) Overview

The Group has exposure 1o the following risks from its use of financial instrements;

® credit risk;

» liquidity risk;

s market risk.

The Group does not have any significant exposure to currency risk on sales, purchases and borrowings, because no

significant operations are denominated in a currency other than the functional currency of the Company and its
subsidiaries, which is the Russian Rouble.

This note presents information about the Group’s exposure to each of the above risks, the Group's objectives,
policies and processes for measuring and managing risk, and the Group's management of capital. Further
quantitative disclosure are included throughout these Financial Statements.

The Group's principal objective when managing capital risk is to sustain its creditworthiness and a normal level of
capital adequacy for doing business as a going concern, in order to ensuse returns for shareholders and benefits o
other stakeholders and to maintain an optimal capital structure to reduce the cost of borrowed capital.

The Group’s risk management policies deal with identifying and analyzing the risk faces by the Group, setting
appropriaste risk limits and controls, and monitoring risk and adherence 10 limits. Risk management policies and
systems are reviewed regularly to reflect changes in market conditions and the Group®s activities. The Group,
through its internal policies, aims 10 develop a disciplined and constructive control environment in which all
employess understand their roles and obligations,
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In order to maintain or adjust the capital structure, the Company may adjust the amount of dividends paid to
shareholders, return capital 1o shareholders o issue new shares,

by Credit risk

Credin risk is the risk of financial loss 1o the Group if & customer or counterparty t0 a financial instrament fails 1o
mieet s contractual obligations, and arizes principally from the Group's receivables from customers and investment
securities,

iy Trade and other receivahlies

The Group's exposure 1o credit risk is influenced mainly by the individual characteristics of each customer.

To manage credit risk the Group attempts, to the fullest extent possible, to demand prepayments from customers.
As 2 rule, prepayment for connection services is set in contract and depends on the amount of capacity to be
connecied,

The Group does not require collateral in respect of trade and other receivables.

The Group establishes an allowance for impairment that represents its estimate of anticipated losses in respect of
trade and other receivables that relate 1o individually significant exposures.

Exposure to eredit risk

The carrving amount of financial assets represents the maximum credit exposure. The maximum exposure (o credit
risk at the reporting date was:

Carrylng amount
31 December 2000 31 December 2009
Trade and other reecivables GAOTE 943 5 909 060
Cash and cash equlvalems 454 4350 1y 242
Investments and financinl assets BITO13 494 458
T 350 406 B 745 Ted

The guarantees are disclosed in the note 33.

The Group's three most significant customers, regional distribution entities, account for RUB 1 229 426 thousand
of the wade receivables carrying amount at 31 December 2010 (31 December 2009: four most significant
customers, accounted for RUB 1 521 041 thousand).

The maximum exposure 1o credit risk for rade receivables (excluding other receivables) at the reporting date by
type of customer was:

Carrying amount
31 December T010 31 December 2009
Electricity ransmission cusomers (regional distribation entities) T 138041 2408079
Electrizity ransmission cusiomers (others) 1891979 1473438
Connection services customers 148 044 Erg ]
Other trade customers 463 3599 295011

4 Gl 463 4 5584 244
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Impairment losses

The tables below analyze the Group's trade and other receivables into relevant groups based on the past due
periods:

At 31 December 2010 At 31 December 2009
Gross Allowance (Fross Allowanoe
Mol past dise 2676 38 (11 050} 2 661 534 -
Past due (-3 mosihs =64 401 (49 930) 1485 19% (142 3509
Past due 3-02 months 1 &07 167 (68 402) 2032378 (258 155)
Past dwe more than 12 months 2017 524 637 1307 1 255 462 (1 145 049)
865 475 (TEG S3X) T45 TT (1 545 T15)

The movements in the allowance for impairment in respect of rade and other receivables during the vear were as
follows:

Year ended Year ended
31 Deceenber 2000 31 Decembser 2009
Balance 1 1 Janumry 1 545713 I B0 953
Met increase during the period TX 952 3T 196
Provision ussd (B33 133) (624 436)
Balamce at 31 December Thb 552 1 42713

(ch Liguidity risk

Liquidity risk is the risk that the Group will not be able to meet its financial obligations as they fall due. The Group
monitors the risk of cash shonfalls by means of current liquidity planning. The Group's approach 1o managing
liquidity is to ensure, as far as possible, that it will always have sufficient liquidity to meet its liabilities when due,
under both normal and stressed conditions, without incurring unacceptable losses or risking damage to the Group’s
reputation. This approach is used 1o analyze payment dates associated with financial assets, and also to forecast
cash flows from operating activities.

To manage the liquidity risk, the Group has negotiated credit lines with a pool of highly rated commercial banks.
As at 31 December 2010 the Group had unused credit lines in the amount of RUB 778 238 thousand (as at 31
December 2009 RUB 3 215 000 thousand).

The contractual maturities of financial labilitics presented including estimated interest payments:
Carrying Contracteal 12 menths Between | and

amount cash Mows or bess £ years Orver 5 years
Non-derivative financial Halilithes as
at 31 December 2010
Loanrs & 624 030 10 028 960 1575313 & 153 647 -
Finance lease Habilities 145 528 161 899 o1 Tel T 138 =
Trade and other payables 7002 528 T002 328 & 984 TOD EE45 8983
ISTT20B6 17193387 8951714 8 232 630 § 983
Financial guarantoes 53828 2% §IiR 23 BIR = =
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Carrylng Coniraciual 12 menths Betwesn | and

amount cash flows or less & years Owver 8 years
MNon-derivative inancial liabilities as
at 31 Decembeer 2009
Loans 6 447 210 10003 B34 3800398 G 193 436
Finance leas: lizhilities FLL Y 274231 121 676 152 3335
Trade and olber payables 5 644 408 544 408 3233 7 JET 004 23 497

12 327 394 15922473 9165981 6 732 995 23 497

Financial guaraniees 124 944 124 944 124 544

Financial guarantess are disclosed in note 33,

(d) Market risk
Market risk is the risk that changes in market prices, such as interest rates and equity prices will affect the Group's

income or the value of its holding of financial instruments. The objective of market risk management 1% 1o manage
and control market risk exposures within acceptable parameters, while optimizing the retum.,

fid Inierest rate risk

The Group's income and operating cash flows are largely independent of changes in market interest rates. The
Grroup is exposed 1o intérest rate risk only through market value Muctuations of loans and bomowings. The interest
rates on most boans and borrowings are fixed. Changes in inferest rates impact primarily loans and borrowings by
changing their fair value (fixed rate debt).

Management does not have a formal policy of determining how much of the Group's exposure should be o fixed
or varighle rates. However, ai the time of raising new loans or borrowings management uses its judgment fo decide
whether it believes that a fixed or variable rate would be more favourable to the Group over the expected perind
wrtil matarity,

Profile
At the reporting date the interest rate profile of the Group's interest-bearing financial instruments was:

Fined rabe instriments Carrving amousl Carrylng amount
31 December 2010 31 December 20409
Lowns and borrowings & 624 030 447 239
Fimance bexse liabilities 145 528 235747
8 7o 558 6 682 986

Fair value sensitivity analyzis for fixed rafe instrumens

The Group does not account for any fixed rate financial assets and liabilities at fair value through profit and boss,
and the Group does not designate derivatives (interest rate swaps) as hedging instruments under a fair value hedge
accounting model. Therefore a change in interest rates st the reporting date would not affect profit or loss.

(e} Fair values

Management believes that at the reporting date the fair value of the Group's financial assets and liabilities
approximates their camying amounis.

The basis for determining fair value 15 disclosed in note 4,

Fair value of available-for-sale investments (refer 1o note 16) was determined in aceordance with quoted prices at
MICEX.
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() Capital management

Management's policy is to maintain a strong capital base 0 as to maintain investor, creditor and market confidence
and 1o sustain future development of the business. Management monitors the retumn on capital, which the Group
defines as net profit after tax divided by wotal shareholders' equity,

Management seeks 10 maintain a balance between the higher retumns that might be possible with higher levels of
bormowings and the advantages and security afforded by a sound capital position,
There were no changes in the Group's approach 1o capital management during the year,

The Company and its subsidiaries are subject 1o external capital requirements that require that their net asseis as
determined in accordance with Russian Accounting Principles must exceed their share capital at all times.

31 Operating lease

The Growp leases & number of land plots owned by local governments under operating leases. In addition, the
Group leases non-residential premises and vehicles,

Land leases were entered in prior periods and represented land plots on which power lines, equipment for
electricity transformation and other assets are located. The land leases typically run for an initial period of 5 o 49
wears, with an option to renew the lease after that date, Lease payments are reviewed regularly to reflect market
renials.

The land title does not pass and the landlord retsins control over land usage. The Group determined that
substantially all the risks and rewards of the land plots are with the landlord, therefore the leases are considered as

operating leases,
Operating lease rentals under non-cancellable leases are payable as follows:

3 December 2010 31 Drecembeer 2009
Less ikan onse year 160 321 164 580
Between one year and five years 379043 195873
bare than five years J016 845 2 264 &0
3 B5G B9 1715053

In 2010 the amount of rent expense under operating leases recognized in profit or loss was RUB 250 477 thousand
(i 2009: RUB 194 185 thousand).

32 Commitments

(a) Capital commliments

The Group has outstanding commitments under the contracts for the purchase and construction of property, plant
and equipment and capital investment programme for RUB 2 905 223 thousand as at 31 December 2010, net of
VAT {as at 31 December 2009; RUB 3 367 053 thousand),

33 Contingencics

(a) Insurance

The insurance industry in the Russian Federation is in a developing state and many forms of insurance protection
commen in other parts of the world are not yet generally available. The Group does not have full coverage for its
property, pl:lnt and equipment, business interruption, or third party lisbility in respect of property or environmental

damage arising from accidents on Group property or relating to Group operations. Until the Group obtains adequate
insurance coverage, there is a risk that the loss or destruction of certain asscts could have a material adverse effect

on the Group's operations and financial position.

(b} Litigation

The Growp is a party to certain legal proceedings arising in the ordinary course of business. Management believes
than these matters will not have a material adverse effect on the Group's financial position and operating results.
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(&) Taxation contingencies

The taxation system in the Russian Federstion continues 1o evolve and is characterised by frequent changes in
legislation, official pronouncements and count decisions, which are sometimes mmmm' and subject (o varying
interpretation by different tax authorities. Taxes are subject to review and mvestigation by a number of authorities,
which have the authority (o impose severe fines, penalties and imterest charges. A tax vear remains open for review
by the tax authorities during the three subsequent calendar years; however, under cerlain circumstances a 18X year
may remain open longer. Recent events within the Russian Federation suggest that the tax authoritics are aking a
more assertive position in their interpretation and enforcement of tax legislation.

These circumstances may create tax risks in the Russian Federation that are substantially more significant than in
other countries. Management believes that it has provided adequately for tax liabilities based on its inferpretations
of applicable Russian tax legislation, official pronouncements and court decisions, However, the interpretations of
the relevant authorities could differ and the effect on Financial Stastements, if the authorities were successful in
enforcing their interpretations, could be significant.

{dj Environmental matiers

The Company and its predecessors have operated in the electric transmission industry in the Russian Federation for
many vears. The enforcement of environmental regulations in the Russian Federation is evolving and the
enforcement posture of Governmeni authorities is continually being reconsidersd, Management periodically
evaluates its obligations under environmental regulations.

Potential liabilities might arise as a result of changes in legislation and regulation or civil litigation. The impact of
these potential changes cannot be estimated, but could be material, In the current enforcement climate under
existing legislation, management believes that there are no significant liabilities for environmental damage.

] Guaraniees
The Group issued financial guarantees for loans received by a lessor of the Group.

Amount per agreement Amount per agreement

31 December 2000 31 December 2009
QISC Promsvyazbank 50058 103 078
DISC Sherbank it 21 856
51 BI8 124 544

(fy Oither contingencies

The Group believes that the electricity services provided are generally in compliance with the Russian begislation
regulating electric power transmission. However, based on the lack of elaboration of legislation that regulates the
lease of Unified Mational (All-Russia) Electricity Metwork property (“last-mile™) there is a risk of unilateral refusal
of some Groups' customers 10 execute their contractual obligation to pay for services under “last mile™ contracts
for the transmission of electricity and courts may agree with the customer’s view.

The potentinl amount of such claims cannot be reliably estimated as each claim would have individual legal
circumstances and respective estimation would be based on variety of assumptions and judgments, which makes it
impracticable. The Group did not recognize as at the reporting date any provision for those potential claims as it
believes that it is not probable that related ouwtflow of resources or decrease of benefits inflow will take place. The
Group believes that expected changes in legislation will further reduce the level of risk.

34 Related parties

(a) Control relationships

The Company’s parent as at 31 December 2010 and 2009 was JSC IDGC Holding. The pasty with the ultimate
control over the Company is the Government of the Russian Federation, which held the majority of the voting
rights of JSC IDGC Holding.
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i)

There are no transactions of balances with key management and their close family members except for
remuneration in the form of salary and bonuses. Total remuneration paid 1o management for the year ended
31 December 2010 was RUB 104 462 thousand (2009: RUB 109 181 thousand).

Total remuneration paid to the members of the Board of Directors and the Management Board for the vear ended
31 December 2010 was RUB 8 413 thousand (2009: RUB 8 698 thousand).

Management remuneration

(c) Transactions with other relaied parties

The majority of the Group's related party transactions are with the entities under common control of the parent and
other state controlled entities.

Revenue
Tranzactbon Orststanding Transaction Datstanding
vilug balan¢e valug balanee
3 December 31 Decembeer 31 December 3 December
2010 1010 2009 2009
Electricity transmission:
[Engities under common conwol of the parent 673 500 451 b6 521 160 317 o0e
Oiher stole controdled entitics 9812210 | 683 937 8491437 I 333 GBG
iher Fevenioe:
[Entities under comman control of the parent ELRIE 537 43 39 132 363
Onber stale controdled entitics T97T 237 | 254 840 1144127 | 253 T46
11 329 B59 JAIMBIE 10 201 124 3257 04
Expenses
Transattion Outstanding Tramsactien Outstanding
value balance value balance
2000 31 December 2010 2009 31 December 2009
Eleciricity iransmission:
Entities under commson comtrol of the parent 157 185 - 146 382 -
Crber stnie controdled entities 15 654 166 I 310750 I3 125 406 I 410 688
iber expenses:
Entities under commeon conirol of the parent 3T 615 11176 Z1T Qubly 200 441
Cbser stale controdled entities 419 775 370 T4 4§20 222 280 TT2
16 608 741 1712 700 14 00% 250 1 892 901
Related party revenue for electricity transmission and connection services is based on the tariffs determined by the
governmeni.
(d) Prepayments received

Outstanding balamce Ouitstanding balance
31 December 2000 31 December 2005
Cnher stale controlled entities 170973 158154
Oaher related partscs = 49 G4
170 973 445 094
3] Prepayments issued
Dutstanding balance Outstanding balance
31 December 2000 31 Decembeer 2009
Other state controlled entitics 51 358 20042
51 358 10052

All outstanding balances with related parties are to be settled in cash within @ vear of the réporting date. None of

the balances are secured,
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(n Loans and borrowings
Amount Cutstanding Amount Oatstanding
obtaimed halznce obtnined balance
2000 31 December D000 Do 3] December 20409
State controlled entitics B0 347 30105 523 4 937 000 I 60 OalM
{her related parties - - . BEG
8810347 3 105 513 4 937 004 1 660 586

Loans are received at market interest rates (refer o nofe 23)

35 Subsequent events

Om 11 March 2011 the Board of Directors of the Company approved an increase in the Company's chaner capital
through issuance of 6 605 021 036 additional ordinary shares under a closed-subscription placement. On 21 April
the Federal Service of Financial Markets registered the additional issued shares. The privilege for share purchase is
given to JSC IDGC Holding,



