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INDEPENDENT AUDITOR’S REPORT

To the Shareholder and Board of Directors of OJ8CTRansnefteproduct:

We have audited the accompanying consolidated diahrstatements of Open Joint Stock Company AK
Transnefteproduct and its subsidiaries (the “Grpughich comprise the consolidated balance sheett &1
December 2008 and the consolidated income statermeamdolidated statement of cash flows and coresalitl
statement of changes in equity for the year theleémand a summary of significant accounting pdlieied other
explanatory Notes.

Management's Responsibility for the Financial Stagats

Management is responsible for the preparation aincpfesentation of these consolidated financetestents in
accordance with International Financial Reportingan8ards. This responsibility includes: designing,
implementing and maintaining internal control relet/to the preparation and fair presentation ofrfirial
statements that are free from material misstatemehether due to fraud or error; selecting and yipgl
appropriate accounting policies; and making acdogregstimates that are reasonable in the circurostan

Auditor’'s Responsibility

Our responsibility is to express an opinion on ¢hesnsolidated financial statements based on adit. /e
conducted our audit in accordance with Internati®tandards on Auditing. Those Standards requia¢ we
comply with ethical requirements and plan and penfthe audit to obtain reasonable assurance whétleer
financial statements are free from material missant.

An audit involves performing procedures to obtairditievidence about the amounts and disclosurahén
financial statements. The procedures selected deperthe auditor’s judgment, including the assesgméthe
risks of material misstatement of the financiakestgents, whether due to fraud or error. In makimgse risk
assessments, the auditor considers internal carleant to the entity’s preparation and fair preation of the
financial statements in order to design audit pilaces that are appropriate in the circumstancasyditufor the
purpose of expressing an opinion on the effectisera the entity’'s internal control. An audit alseludes
evaluating the appropriateness of accounting mdicised and the reasonableness of accounting etimade
by management, as well as evaluating the overedigmtation of the financial statements.

We believe that the audit evidence we have obtaimedfficient and appropriate to provide a basisour audit
opinion.
Opinion
In our opinion, the accompanying consolidated faianstatements present fairly, in all materialpexss, the

financial position of the Group as of 31 Decem@0& and its financial performance and its casidifor the
year then ended in accordance with Internatioradrigial Reporting Standards.

N
{

8 June 2009
Moscow, Russian Federation




0OJSC AK TRANSNEFTEPRODUCT
IFRS Consolidated Balance Sheet
(in thousands of Russian roubles unless othertéged)

Note 31 December 2008 31 December 2007
ASSETS
Non-current assets
Investment in associated undertaking 7 518,578 B87,
Available-for-sale financial assets 7 173,057 282,9
Recoverable VAT and other receivables 10 79,882 ,4248
Property, plant and equipment 8 59,994,348 54,925,7
Other non-current assets 16,647 -
Total non-current assets 60,782,512 56,036,213
Current assets
Inventories 9 473,274 484,461
Trade and other receivables 10 1,523,682 649,562
Recoverable VAT 10 3,556,108 6,091,395
Available-for-sale financial assets 7 - 24,301
Cash and cash equivalents 11 5,725,855 2,826,369
Total current assets 11,278,919 10,076,088
Total assets 72,061,431 66,112,301
EQUITY AND LIABILITIES
Equity attributable to Company’s equity holder
Share capital 12 1,471,642 1,471,642
Retained earnings 38,666,650 38,064,300
Currency translation reserve 7 (834,933) (846,666)
Other reserves 61,012 140,574
Total equity attributable to Company’s equity
holder 39,364,371 38,829,850
Minority interest 622,763 568,280
Total equity 39,987,134 39,398,130
Non-current liabilities
Long-term borrowings and loans 13 16,643,075 207152
Deferred tax liabilities 15 1,816,533 2,386,334
Provisions for liabilities and charges 16 2,797,034 425,435
Total non-current liabilities 21,256,642 22,974A
Current liabilities
Payables and advances from customers 14 2,806,034 ,488,823
Current portion of long-term borrowings and loans 3 1 7,598,077 1,038,385
Provisions for liabilities and charges 16 106,505 2,828
Profit tax and other tax liabilities 15 307,039 j(c31818
Total current liabilities 10,817,655 3,739,650
Total liabilities 32,074,297 26,714,171
Total equity and liabilities 72,061,431 66,112,301
Approved by: , = AR
M.G. Mezhentsev N President
S.N. Suvorova General director of OOO Transneft Finance,

a specialized organization, which performs the

accounting function for OAO AK Transnefteproduct

40 form an integral part of these consolidated financial statements.



0OJSC AK TRANSNEFTEPRODUCT
IFRS Consolidated Income Statement
(in thousands of Russian roubles unless othertéged)

Year ended Year ended
31 December 31 December

Notes 2008 2007
Sales 17 18,451,551 15,751,748
Cost of sales 18 (10,785,818) (7,979,534)
Gross profit 7,665,733 7,772,214
General and administrative expenses 19 (1,751,325)1,379,516)
Net other operating (expenses)/ income 20 34,915 11,494
Operating profit 5,949,323 7,304,102
Foreign exchange gain on borrowings and loans 01230 1,837,752
Foreign exchange loss on borrowings and loans 7842a4) (667,426)
Other financial income 21 101,965 87,160
Other financial expense 21 (2,193,142) (1,858,138)
Share of loss of associated undertaking 7 (138,837 (112,476)
Profit before profit tax 386,295 6,590,974
Profit tax benefit/(expense) 15 270,538 (1,782,352)
Profit for the year 656,833 4,808,622
Attributable to:
Equity holder of the Company 602,350 4,714,995
Minority interest 54,483 93,627
Profit for the year 656,833 4,808,622

Approved by
M.G. Mezhentsev

S.N. Suvorova

8§ June 2009

President

General director of OOO Transneft Finance,
a specialized organization, which performs the the
accounting function for OAO AK Transnefteproduct t

The Notes on pages 8 to 40 form an integral patiege consolidated financial statements.




0OJSC AK TRANSNEFTEPRODUCT
IFRS Consolidated Statement of Cash Flows
(in thousands of Russian roubles unless othertéged)

Year ended 31 December

Year ended 31 December

2008 2007

Cash flows from operating activities

Cash receipts from customers

Cash paid to suppliers and employees, and taxes
other than profit tax

26,041,222 18,735,528

(13,916,635) (11,470,900)

Interest paid (2,075,726) (1,686,824)
Profit tax paid (1,259,234) (2,255,197)
Net cash from operating activities 8,789,627 3,322,607
Cash flows from investing activities

Proceeds from sale of property, plant and

equipment 249,413 2,464,643
Purchase of property, plant and equipment (5,669,318) (15,953,720)
Sale of long-term investments 45,338 1,888
Purchase of long-term investments (112,601) (4,965)
Interest received 99,092 87,366
Net cash used in investing activities (5,388,076) (13,404788)

Cash flows from financing activities

Repayments of long and short-term borrowings (621,383) -

Proceeds from long and short-term borrowings - 10,252,342
Dividends - (100,000)
Net cash from financing activities (621,383) 10,152,342
Net increase in cash and cash equivalents before

effects of exchange rate changes 2,780,168 70,161
Effects of exchange rate changes 119,318 (7,186)
Net increase in cash and cash equivalents 2,899,486 62,975
Cash and cash equivalents at the beginning of the

year 2,826,369 2,763,394
Cash and cash equivalents at the end of the

period 5,725,855 2,826,369

Approved by: Ay, '
M.G. Mezhentsey

S.N. Suvorova

§ June 2009 . _/. /

President

General director of OO0 Transneft Finance,
a specialized organization, which performs the the
accounting function for OAO AK Transnefteproduct 't

The Notes on pages 8 to 40 form an integral patiege consolidated financial statements.




0JSC AK TRANSNEFTEPRODUCT w.
IFRS Consolidated Statement of Changes in Equity

(in thousands of Russian roubles unless othertéged)

Attributable to equity holder of the Company
Currency
translation
Share Retained reserve Other Minority Total
Notes capital earnings (Note 7) reserves interest Equity

Balance at 1 January

2007 1,471,642 33,449,305 (860,785) 130,071 474,653 34,664,886
Currency translation

differences - - 14,119 - - 14,119
Gain from change in fair

value of available-for-sale

financial assets - - - 11,363 - 11,363
Disposal of available-for-

sale financial assets - - - (860) - (860)
Profit for the period - 4,714,995 - - 93,627 4,808,622
Total recognized income

for the period - 4,714,995 14,119 10,503 93,627 4,833,244
Dividends 12 - (100,000) - - - (100,000)
Balance at 31 December

2007 1,471,642 38,064,300 (846,666) 140,574 568,280 39,398,130
Currency translation

differences - - 11,733 - - 11,733
Losses arising from change

in fair value of available-for-

sale financial assets - - - (37,466) - (37,466)
Disposal of available-for-

sale financial assets - - - (42,096) - (42,096)
Profit for the period - 602,350 - - 54,483 656,833
Total recognized

income/(loss) for the period - 602,350 11,733 (79,562) 54,483 589,004
Balance at 31 December

2008 1,471,642 38,666,650 (834,933) 61,012 622,763 39,987,134
Approved by:

M.G. Mezhentsev President

S.N. Suvorova | / General director of OOO Transnefi Finance,

a specialized organization, which performs the the
; accounting function for OAO AK Transnefieproduct 1
8 June 2009 (] |

The Notes on pages 8 to 40 form an integral patiese consolidated financial statements.




0OJSC AK TRANSNEFTEPRODUCT wl
Notes to the IFRS Consolidated Financial Statement 31 December 2008
(in thousands of Russian roubles unless othertéged)

1. OPERATING ACTIVITIES

0JSC AK Transnefteproduct (the “Company”) was ipooated on 30 August 1993 by Resolution of the Russ
Federation (“RF") Government No. 871 under RF Riesiial Decree No. 1403 dated 17 November 199200V
the only shareholder of the Company was the Fedegahcy for Administration of Federal Property aisRia. To
execute the order of the President of the Russtaieration from 13 April 200X473 and orders of the Government
of the Russian Federation from 10 May 20@B885-r, on 15 January 2008 100 % of share capitéh@fCompany
have been transferred to the OJSC AK Transneft.drapany’s registered office is at 14/1 Kollont#iest, Saint-
Petersburg, Russia, 193318. In 2007 and 2008 theupZ principal place of business was Moscow
(2/36 Vishnyakovsky Pereulok, Moscow, Russia, 14518

The principal activity of the Company and its sdimiies (the “Group”) is the transportation of pibducts via trunk
pipelines. Other activities include trading, st@amd loading of oil products. The Group operatiesge oil products
pipeline system in the Russian Federation andérRépublics of Belarus and Ukraine totalling apprately 18.7
thousand kilometers (2007: 19.1 thousand kilomgtiessassociated undertaking operates an inteemiad system in
the Latvian Republic.

2. ECONOMIC ENVIRONMENT IN THE RUSSIAN FEDERATION

The Russian Federation displays certain charatitarief an emerging market, including relativelgfiinflation.
Despite strong economic growth in recent years, fthancial situation in the Russian market sigrmifitly
deteriorated during 2008, particularly in the fouguarter. As a result of global volatility in fimeial and commodity
markets, among other factors, there has been #icign decline in the Russian stock market sinég-2008.

Since September 2008, there has been increasetiityoia currency markets and the Russian roubRR) has
depreciated significantly against some major cuwieen The official US dollar (“USD”) exchange ratiethe Central
Bank of the Russian Federation (“CBRF") increasemnf RR 25.3718 at 1 October 2008 to RR 29.38041at 3
December 2008.

The commodities market was also impacted by thestagvents on the financial markets. The spot BreeBoard
price per barrel of Urals oil decreased from USD18%kat 29 September 2008 to USD 41.83 at 31 DeaeRiisS.

The ongoing global liquidity crisis has resultedaimong other things, a lower level of capital mafigading, and
lower liquidity levels across the Russian bankiegtar, and higher interbank lending rates. Theschas also led to
bank failures and bank rescues in the United Stftésmerica, Western Europe and in Russia. Growtlredit,
currency, price risks has led to the negative eéndceconomy among which it is necessary to aloeatonsiderable
rise in prices, volatility exchange quotations e@furities, industrial production reduction, inceeas quantity of non-
returns under credits, bankruptcies of the orgéioisea. Management is unable to predict all develepts in the
economic environment which could have an impacthenGroup’s operations and consequently what effeany,
they could have on the financial position of theo@r. Management’s estimation of the potential ierfice of the
crisis is based on the facts confirming presencthefcrisis trends as of the reporting date ancchviwith high
probability will have a negative influence on theo@ in the future reporting periods.

The influence of the crisis on the Group activity2008 is mainly connected with the growth of kbading world
currencies exchange rates against Russian roublend the years of 2006-2007 the Group had obtained
considerable long-term loans nominated in a foreigmency (US dollars) for the purpose of finanaiighe project
«North» concerned with construction of a new pipeliKstovo-Jaroslavl-Kirishi-Primorsk» and a seanteal in
Primorsk. US dollars exchange rate growth in refatto the Russian rouble in 4th quarter of 2008 ted
proportional increase in a Russian rouble estimatibthe obligations nominated in US dollars andignificant
foreign exchange loss and, accordingly, significdetrease in profit of the Group in 2008. The Graigs to
minimize losses from strengthening of US dollarsiagt Russian rouble by placing of free cash in dhsets
nominated in currency of the debt obligations (bdegosits, see Note 11).

The Group does not expect reduction in demand &edptices for services in 2009. Expected volumes of
transportation of oil products are above volume2Q@i¥8 as a result of transportation increase iection «Kstovo-
Jaroslavl-Kirishi-Primorsk» put in operation on M2308. Besides, the significant share of transfiortaervices,




0OJSC AK TRANSNEFTEPRODUCT wl
Notes to the IFRS Consolidated Financial Statement 31 December 2008
(in thousands of Russian roubles unless othertéged)

2. ECONOMIC ENVIRONMENT IN THE RUSSIAN FEDERATIO N (CONTINUED)

rendered by the Group is export, and the Groupphastical possibility to raise tariffs for the exptransportation
services which are established in roubles, in\ith growth of US dollar exchange rate and corresiiny decrease
in a share of transportation expenses of expoofes# products compared to their revenue.

As the Group uses prepayments system of settlewitimbuyers, the Group does not have significasktsiconnected
with insolvency of buyers and occurrence of badsleb

The Group also does not have significant investméntto other companies, except subsidiaries andciais
undertaking (see Note 7).

Thus, the Management of the Group believes thafitlaacial crisis influence on the Group activigylimited. The
Management of the Group undertakes necessary ®fforinaintain a sustainable development of aawitf the
Group. The Group expects that the future cash flamn operating activities will be sufficient to sere its
obligations under the loan agreements.

The tax, currency and customs legislation withia Russian Federation is subject to varying intéatiens and
frequent changes, and other legal and fiscal immpenlis also contribute to the challenges faced byie=nof the
Group currently operating in the Russian Federatidre future economic direction of the Russian Faiten is
largely dependent upon the effectiveness of econorfimancial and monetary measures undertaken by th
Government, together with tax, legal, regulatong political developments.

3. CHANGES IN ACCOUNTING ESTIMATES

In order to comply with established practice of regent company (OJSC AK Transneft) the managemietiie

Group at 31 December 2008 established provisiodifmantlement for the expected cost of dismanttiags of the
existing pipeline network with the reference to #heerage current cost per kilometer of removal aling to an
estimated plan of replacement over the long terime Provision calculation is based on the assumptiat

dismantlement activities are expected to coverstdmae number of kilometers each year over the uliéfubf the

network. As integration of practices and policeshaf Group with those of AK Transneft occurred tadeathe end of
financial year of 2008, therefore the provision dismantlement was created at the end of 2008.

In addition the Group provided for prospective disttement or decommissioning of specific undergdostorage
reservoirs, pipelines and related infrastructuréeckviivere taken out of operation before 2008 (ReféMote 6 and Note
16). For specific underground storage reservoiglipes and related infrastructure which are tatghof operations
starting from 2008 the Group does not create thmalitlement provision as management, have anadylsadailable
information, came to the conclusion that the Grdaps not have any legal or constructive obligatioitls respect to
this assets

In 2008 Management of the Group analyzed the estumaseful lives of property, plant and equipmentl a
consequently concluded that useful life periodpigrelines should be increased from 45 years to€s@sy The effect
of this change was reflected prospectively fromatuary 2008 (Refer to Note 4 and Note 8) in thesesalidated

financial statements. Would the Group used 45 y&arsglepreciation of pipelines depreciation chafgethe year

ended 31 December 2008 would be approximately RRi8i®n higher.

4. BASIS OF PRESENTATION AND ACCOUNTING POLICIES
4.1 Basis of presentation

These consolidated financial statements are prégare@ccordance with, and comply with, InternatloRaancial
Reporting Standards (“IFRS”).

The consolidated financial statements of the Gaoeprepared under the historical cost conventioept as described
further in Notes 4 and 6. The principal accounfiraijcies applied in the preparation of these cadate#d financial
statements are set out below. These policies hesre tonsistently applied to all the periods preskntnless otherwise
stated.




0OJSC AK TRANSNEFTEPRODUCT wl
Notes to the IFRS Consolidated Financial Statement 31 December 2008
(in thousands of Russian roubles unless othertéged)

4. BASIS OF PRESENTATION AND ACCOUNTING POLICIES (CONTINUED)
4.2 Group accounting
Subsidiary undertakings

Subsidiary undertakings that are controlled byG@neup have been consolidated. Control occurs wherGroup has
the power to govern the financial and operatingcpsd of an entity so as to obtain benefits fros attivities.

Subsidiaries are consolidated from the date on lwhdontrol is transferred to the Group and are ngéo

consolidated from the date that control ceases.irAéir-company transactions, balances and unredaliséns on
transactions between group companies are eliminareealised losses are also eliminated unlesdrémsaction
provides evidence of an impairment of the assesfesred. Where necessary, accounting policiesubsidiaries have
been changed to ensure consistency with the pelédepted by the Group.

Minority interest at the balance sheet date reptssthe minority shareholders' portion of the fedues of the
identifiable assets and liabilities of the subgigiat the acquisition date, and the minoritiestiparof movements in
equity since the date of the combination. Minoiitterest is presented within equity in the consaid financial
statements.

Investmentsin associated undertaking

Associated undertaking is an undertaking over whfol Group has significant influence and that ighee a
subsidiary nor an interest in a joint venture. 8igant influence occurs when the Group has thegvaw participate
in the financial and operating policy decisionsaaf entity but has no control or joint control otkose policies.
Associated undertaking is accounted for using thetg method.

4.3 Property, plant and equipment
Basis of valuation

All property, plant and equipment is initially reded at historical cost, including, where apprdprithe net present
value of the estimated dismantlement or removdlafbe asset at the end of its estimated uséduléss accumulated
depreciation. Assets under construction are caatiedstorical cost and depreciated from the tinhenvthe assets are
available for use by the Group.

Management approves specific plans for prospedismantlement or decommissioning of sections o€lpip and
related facilities on an annual basis and, attifme, the estimated useful life of the related tissevised and the annual
depreciation charge is amended, if applicablehénevent that a decision is made to abandon argotish project in
progress or to significantly postpone its plannathjgletion date, or if there are other indicatiohgatential impairment,
the carrying value of the asset is reviewed.

Depreciation

Depreciation is calculated on the historic amouwftproperty, plant and equipment on a straight-lbasis. The
depreciation periods, which approximate to thevested useful economic lives of the respective asagt as follows:

Buildings and, constructions 8-50 years
Machinery and equipment 2-20 years
Pipelines 50 years
Other 3-25 years

Disposalsand liquidation

The gain or loss arising on the disposal or ligtimaof an asset is determined as the differented®n the sales
proceeds and the carrying amount of the assetsamtdgnized in the consolidated income statement.

10



0OJSC AK TRANSNEFTEPRODUCT wl
Notes to the IFRS Consolidated Financial Statement 31 December 2008
(in thousands of Russian roubles unless othertéged)

4. BASIS OF PRESENTATION AND ACCOUNTING POLICIES (CONTINUED)
Renewal, improvement, repairs and maintenance costs

Major renewals and improvements are capitalisedthadssets replaced are retired. Major spare padsstand-by
equipment are capitalised as items of propertyytfdad equipment. Maintenance and repairs and mémawals are
expensed as incurred. Minor renewals include glkaritures which do not result in a technical eckarent of the
asset beyond its original capability.

Borrowing costs
Interest costs on borrowings to finance the coetn of property, plant and equipment are expefasedcurred.
Lingfill

Oil products used for technical operation of thpetihe network (“linefill”) owned by the Group ateeated as a
separate component of the pipeline class of agdeth is not depreciated as its residual value edséts carrying
amount. Any additions to linefill over the periate recognized at market value, and any disposalseaognized at
the weighted average carrying value of linefillffBiences between linefill carrying value and peatseon disposals
are charged or credited to the consolidated incstatement.

4.4 Provisions

Provisions are recognized when the Group has @mirésgal or constructive obligation as a resupadt events and
when it is probable that an outflow of resourcededying economic benefits will be required to setile obligation,
and a reasonable estimate of the amount of thgadlih can be made.

Provisions are reassessed annually, and are intlindthe consolidated financial statements at tbepected net
present values using the discount rate approptiatee Group in the economic environment in whigsess are
located at each balance sheet date.

Changes in the provisions resulting from the pass@dgime are reflected in the consolidated incatagement for the
year as financial expense. Other changes in pomgsirelated to a change in the expected patteestonated cost of
settlement of the obligation, are treated as a @ham accounting estimate in the period of the gleany adjusting
corresponding asset or expense.

The Group periodically evaluates its obligationgemenvironmental regulations. As obligations atednined, they
are recognized as expenses immediately, followlregprinciple of conservatism, unless they exteredlifie of the
related property or mitigate or prevent future emwinental contamination, in which case they arétaiiged.

4.5 Inventories

Inventories are stated at the lower of cost andrealisable value. Cost is assigned using the weighverage
method. Net realisable value is the estimatedngglfirice in the ordinary course of business, letated selling
expenses.

4.6 Financial assets — key measurement terms

The Group classifies its financial assets into filwing measurement categories: (a) loans andivables; (b)
available-for-sale financial assets and (c) finahassets held to maturity.

Loans and receivablesre non-derivative financial assets with fixed eteminable payments that are not quoted in
an active market. They are included in currenttassscept for maturities greater than 12 monttey dfie balance
sheet date. These are classified as non-curreatsahe group’s loans and receivables compriselétrand other
receivables’ and cash and cash equivalents inglaate sheet.

11



0OJSC AK TRANSNEFTEPRODUCT wl
Notes to the IFRS Consolidated Financial Statement 31 December 2008
(in thousands of Russian roubles unless othertéged)

4. BASIS OF PRESENTATION AND ACCOUNTING POLICIES (CONTINUED)

Available-for-sale financial assetse non-derivatives that are either designatethisidategory or not classified in
any of the other categories. They are includeddn-current assets unless management intends toseisy the
investment within 12 months of the balance shett. da

Held-to-maturityassets include quoted non-derivative financiadtssaith fixed or determinable payments and fixed
maturities that the Group has both the intention ability to hold to maturity. Management deternsinthe
classification of investment securities held to unigy at their initial recognition and reassessesadppropriateness of
that classification at each balance sheet date.

The fair value of marketable securities and quatedstments is based on quoted market values hthedance sheet
date. In assessing the fair value of securitiesimvgestments which are not publicly traded, theuprases a variety
of methods and assumptions based on market camsligind risk existing at each balance sheet dafeding quoted
market prices for similar investments, discountedug of estimated future cash flows, and replacéncest.
Estimated cash flows are discounted at current ehagkes available to the Group for similar finahaistruments.

Regular purchases and sales of financial assetseaognised on the trade-date — the date on wihiehgtoup
commits to purchase or sell the asset. Investnagatmitially recognised at fair value plus trangaccosts. Financial
assets are derecognised when the rights to recaiske flows from the investments have expired orehlben
transferred and the group has transferred subsligrll risks and rewards of ownership. Availabie-sale financial
assets are subsequently carried at fair value. d.aan receivables are carried at amortised cosg ukie effective
interest method.

Gains and losses arising from changes in the irevof securities classified as available-for-sakerecognized in
equity and shown net of respective deferred inctemein the consolidated statement of changes intyedivhen

securities classified as available-for-sale ared,sthe accumulated fair value adjustments are dweduin the
consolidated statement of income as gains (losged)sposal of available-for-sale financial assets.

4.7 Accounts receivable

Accounts receivable are carried at original invaeeount (which approximates their amortized costsfoort-term

accounts receivable) inclusive of value added teesssprovision made for impairment. A provision ifmpairment is

established when there is objective evidence HeGroup will not be able to collect all amountg @acording to the
original terms of the contract. The amount of thevjsion is the difference between the carrying antand the
recoverable amount, being the present value of@@gecash flows, discounted at the market ratentarést for

similar borrowers at the date of origination of teeeivables.

The amount of the provision is recognized in thesotidated income statement. The primary factoas tte Group
considers whether a receivable is impaired areviésdue status and realisability of related calkdief any.

The following other principal criteria are also dsto determine whether there is objective evidetizg an
impairment loss might has occurred:

- any portion of the receivable is overdue and the pgyment cannot be attributed to a delay caugeateb
settlement;

- the counterparty experiences a significant findndiificulty as evidenced by its financial infornat that
the Group obtains;

- the counterparty considers bankruptcy or a findme@rganization;

- there is adverse change in the payment statug afdinterparty as a result of changes in the redt@riocal
economic conditions that impact the counterparty;

- the value of collateral, if any, significantly deasses as a result of deteriorating market condition

4.8 Cash and cash equivalents
Cash and cash equivalents consist of cash, baakded, and highly liquid investments which are irgadnvertible

to known amounts of cash, subject to insignifia@k of changes in value, and which have maturitfetiree months
or less at the date of acquisition.

12



0OJSC AK TRANSNEFTEPRODUCT wl
Notes to the IFRS Consolidated Financial Statement 31 December 2008
(in thousands of Russian roubles unless othertéged)

4. BASIS OF PRESENTATION AND ACCOUNTING POLICIES (CONTINUED)
4.9 Deferred taxes

Deferred tax assets and liabilities are calcul&edspect of temporary differences using the ldasheet liability
method. Deferred income taxes are provided foreafiporary differences arising between the taxsbafsassets and
liabilities and their carrying values for financiaporting purposesThe principal temporary differences arise from
the inflationary difference resulting from the apption of IAS 29 Financial Reporting in Hyperirtftanary
Economies (IAS 29), depreciation on property, pmd equipment, and income, provisions and expenisieh are
included in the consolidated income statement beffoey become taxable or deductible for tax purpose

A deferred income tax asset is recorded only toetktent that it is probable that taxable profitiviié available
against which the deductible temporary differeraaes be utilized. Deferred tax assets and liagditire measured at
tax rates that are expected to apply to the peviueh the asset is realized or the liability isledftbased on tax rates
that have been enacted or substantively enactee aalance sheet date.

Deferred income tax is provided on temporary déferes arising on investments in subsidiaries andsanciate,
except where the timing of the reversal of the terary difference can be controlled and it is prdbabat the
temporary difference will not reverse in the foesgle future.

If the tax relates to items that are credited aarghd directly to the consolidated statement ohgha in equity,
corresponding deferred tax is also charged or tmediirectly to the consolidated statement of clearig equity.

4.10Foreign currency transactions

Items included in the financial statements of eatlthe Group companies are measured using thenayrref the
primary economic environment in which the entityeogtes (“the functional currency”). The functioratrency for
all Group companies and the presentation curreacyhfe consolidated financial statements is thesiRasrouble,
(HRRH).

The results and financial position of the assodiatadertaking that has a functional currency défierfrom the

presentation currency adopted by the Group fortlieancial statements are translated into theeptation currency

as follows:

e assets and liabilities in each balance sheet pexbane translated at the exchange rate at theofititat balance
sheet;

e income and expenses in each statement of incondecéesi flows in each statement of cash flows) piteseare
translated at the average exchange rates for #re ye

o all resulting exchange differences are recognizeg separate component of equity.

Monetary assets and liabilities held by Group &gtitenominated in foreign currencies are trarssiai® RR at the
exchange rate prevailing at the balance sheet Bateign currency transactions are accounted ftheaexchange
rate prevailing at the date of the transactionn&aind losses resulting from the settlement of statsactions and
from the translation of monetary assets and ligddli denominated in foreign currency are recogniredhe
consolidated income statement.

4.11 Revenue recognition

Revenues from transportation services are recodniben the services are provided as evidencedéwyelivery of
oil products to the owner or the owner's customnmeraécordance with the contract. Revenues fromigaend
storage of goods are recognized when the servaes been provided. Revenues from trading in abpcts are
recognized upon shipment of goods to the customieen the goods cease to be under physical corfttbedGroup
and risks of ownership have been transferred tdtlyer. Revenues are shown net of value addechthdiacounts.
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4. BASIS OF PRESENTATION AND ACCOUNTING POLICIES (CONTINUED)
4.12Value added tax

Output value added tax is payable to tax autheritie the earlier of (a) collection of the receiesbirom customers
or (b) delivery of the goods or services to custamiput VAT is generally recoverable against outgAT upon
receipt of the VAT invoice. The tax authorities ipdrthe settlement of VAT on a net basis. VAT tethto sales and
purchases is recognised in the balance sheet mrss lgasis and disclosed separately as an asskahitity. Where
provision has been made for impairment of receegbimpairment loss is recorded for the gross amotithe
debtor, including VAT.

4.13Retirement benefit obligations

The Group makes all statutory payments, which aleutated as a percentage of current gross sadgments, to the
State Pension Scheme of the Russian Federatioaspect of its employees and such expense is chaogt
consolidated income statement.

Any discretionary payments to retired employeesacegnized as expenses in the period in whichaheyncurred.
4.14 Social commitments

Expenses for the support of the housing fund stpd by agreements with local governments are gedvfor in
accordance with the provisions of respective anagegements. Voluntary contributions to finance smgport social

programs and other similar expenses are recogaiz étturred.

The Group incurs costs related to the provisioheadefits to employees such as health services muagrgartens.
These amounts are charged to cost of sales aathepnsidered a cost of employment.

4.15Share capital and dividends

Ordinary shares are classified as equity. Dividearésrecognized as a liability and deducted fromoitgepn the date
on which they are approved. Dividends proposedppr@/ed between the balance sheet date and thefdatiing

the consolidated financial statements are disclosed

4.16 Segment reporting

The Group’s risks and rates of return are affegiemtiominantly by the nature of services it providaerefore the
primary format for reporting segment informationreportable business segments. The Group is coedidey

management to have a single main activity andcigiies comprise one business segment.

Other sales and cost of sales are shown sepanatbly relevant Notes, but these activities dorestilt in significant
assets and liabilities and do not constitute a @rymeportable segment as defined by IAS Sdgment reporting
(IAS 14).

The main activity is performed in Russian Federati©perations of subsidiaries located in foreignntes are not
significant and do not satisfy the disclosure regmients of secondary reportable segment as definbaS 14.

4.17 Amendments after issue

Any further changes to these consolidated finarstialements require approval of the Group’s Manag¢nwho
authorized these consolidated financial statenfenissue.
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4. BASIS OF PRESENTATION AND ACCOUNTING POLICIES (CONTINUED)
4.18 Recent accounting pronouncements

Three new interpretations became effective fronariudry 2008. Effective 1 January 2008 the Grouptedoall of
those interpretations, which are relevant to itsrapions. The adoption of interpretations effecfivdanuary 2008 did
not result in substantial changes to the Groupisaating policies and financial position.

New accounting developments

Certain new standards and interpretations have pebiished that are mandatory for the Group’s aecting periods
beginning on or after 1 January 2009 or later plsriEnd which the Group has not early adopted:

IFRS 8, Operating Segments (effective for annuebge beginning on or after 1 January 2009). Thadard applies
to entities whose debt or equity instruments eaded in a public market or that file, or are in gwecess of filing,
their financial statements with a regulatory orgation for the purpose of issuing any class ofumsents in a public
market. IFRS 8 requires an entity to report finahaind descriptive information about its operatiggments and
specifies how an entity should report such inforamatThe Group is currently assessing the impa¢hefamended
standard on its consolidated financial statements.

Puttable financial instruments and obligationsiagion liquidation—IAS 32 and IAS 1 Amendment (effee from
1 January 2009). The amendment requires classificats equity of some financial instruments thatetmhe
definition of a financial liability. The Group doe®ot expect the amendment to affect its consoldiditeancial
statements.

In 2007, an amendment to IAS 23 Borrowing cost&$123") was made with an effective date of periadter

1 January 2009. The amendment removes the optionmédiately recognizing as an expense borrowirggscthat
relate to assets that take substantial periochtd to get ready for use or sale. Accordingly, teup’s accounting
policy for Property, plant and equipment — Borrogvitosts is expected to change upon adoption.

IAS 1, Presentation of Financial Statements (reviSeptember 2007; effective for annual periodsrivégg on or
after 1 January 2009). The main change in IAS thésreplacement of the income statement by a seatemwf
comprehensive income which will also include alhrawner changes in equity, such as the revaluatiavailable-
for-sale financial assets. Alternatively, entitvell be allowed to present two statements: a sdpaneome statement
and a statement of comprehensive income. The klAs® 1 also introduces a requirement to presestagement of
financial position (balance sheet) at the beginrofighe earliest comparative period whenever thiityerestates
comparatives due to reclassifications, changesdoumting policies, or corrections of errors. Th@@p expects the
revised IAS 1 to affect the presentation of itsafinial statements but to have no impact on thegréton or
measurement of specific transactions and balances.

IAS 27, Consolidated and Separate Financial Stateméevised January 2008; effective for annualioger

beginning on or after 1 July 2009). The revised B¥Swill require an entity to attribute total corepensive income
to the owners of the parent and to the non-coiigpihterests (previously “minority interests”) ewvi this results in

the non-controlling interests having a deficit aa (the current standard requires the excesssltsdee allocated to
the owners of the parent in most cases). The @smndard specifies that changes in a parent'&iship interest in
a subsidiary that do not result in the loss of camhust be accounted for as equity transactidredsb specifies how
an entity should measure any gain or loss arisinthe loss of control of a subsidiary. At the datesn control is

lost, any investment retained in the former subsidivill have to be measured at its fair value. Qreup is currently
assessing the impact of the amended standard conigelidated financial statements.

IFRS 3, Business Combinations (revised January ;28f0&ctive for business combinations for which #uoguisition
date is on or after the beginning of the first aimeporting period beginning on or after 1 JulY2P The revised
IFRS 3 will allow entities to choose to measure 4gontrolling interests using the existing IFRS 3tinod

(proportionate share of the acquiree’s identifiaide assets) or at fair value. The revised IFRS Bdore detailed in
providing guidance on the application of the pusghmethod to business combinations. The requiretnenteasure
at fair value every asset and liability at eaclp stea step acquisition for the purposes of catoudaa portion of
goodwill has been removed.
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4. BASIS OF PRESENTATION AND ACCOUNTING POLICIES (CONTINUED)

Instead, goodwill will be measured as the diffeeeatacquisition date between the fair value ofiamgstment in the
business held before the acquisition, the condideraransferred and the net assets acquired. Aittpum-related

costs will be accounted for separately from thermss combination and therefore recognized as eggeather than
included in goodwill. An acquirer will have to reptze at the acquisition date a liability for amntingent purchase
consideration. Changes in the value of that ligbdifter the acquisition date will be recognizedattordance with
other applicable IFRSs, as appropriate, rather tiyaadjusting goodwill. The revised IFRS 3 bringwiits scope
business combinations involving only mutual ergitend business combinations achieved by contraaiealThe

Group is currently assessing the impact of the al®erstandard on its consolidated financial statésnen

Vesting Conditions and Cancellations—Amendment R®S 2, Share-based Payment (issued in January 2008;
effective for annual periods beginning on or aftedanuary 2009). The amendment clarifies that aelywice
conditions and performance conditions are vestarglitions. Other features of a share-based payaremnot vesting
conditions. The amendment specifies that all cdati@hs, whether by the entity or by other part&suld receive

the same accounting treatment. The Group does xp#ce the amendment to affect its consolidatednfifed
statements.

On 13 October 2008, the IASB issued amendment&8$039 Financial Instruments: Recognition and Measiant

and IFRS 7 Financial Instruments: Disclosures tliatder limited circumstances, permit the reclassibn of certain

financial assets previously classified as 'heldifading' or 'available for sale' to another catggd financial assets.
The amendments have an effective date of 1 Jul9.Ze Group is currently assessing the impadi@fimendment
on its consolidated financial statements.

IFRIC 13, Customer Loyalty Programmg@ssued in June 2007; effective for annual perioelginning on or after 1
July 2008). IFRIC 13 clarifies that where goodsservices are sold together with a customer loyaltentive (for

example, loyalty points or free products), the mgement is a multiple-element arrangement and dnsideration

receivable from the customer is allocated betwbencomponents of the arrangement using fair valb€dC 13 is

not relevant to the Group’s operations becausenoacompanies operate any loyalty programmes.

IFRIC 15, Agreements for the Construction of Reatafe (effective for annual periods beginning onafter 1
January 2009). The interpretation applies to theoaating for revenue and associated expenses lijesnthat
undertake the construction of real estate diremtlyhrough subcontractors, and provides guidanceldbermining
whether agreements for the construction of reatesare within the scope of IAS 11 or IAS 18. Raaprovides
criteria for determining when entities should retiag revenue on such transactions. The Group daoesxpect the
amendment to affect its consolidated financialestents.

IFRIC 16, Hedges of a Net Investment in a Foreigrer@tion (effective for annual periods beginningoorafter 1

October 2008). The interpretation explains whiclrency risk exposures are eligible for hedge actingrand states
that translation from the functional currency te fresentation currency does not create an exptusuvkich hedge
accounting could be applied. The IFRIC allows tleeding instrument to be held by any entity or étitwithin a

group except the foreign operation that itself éng hedged. The interpretation also clarifies hbes gain or loss
recycled from the currency translation reserve tofipor loss is calculated on disposal of the hegtidoreign

operation. Reporting entities will apply IAS 39discontinue hedge accounting prospectively wheir tieglges do
not meet the criteria for hedge accounting in IFRIE IFRIC 16 does not have an impact on thesedtidiased

financial statements as the Group does not apglgdaccounting.

Improvements to International Financial Reportingn8ards (issued in May 2008). In 2007, the Intéonal

Accounting Standards Board decided to initiateramual improvements project as a method of makirgssary, but
non-urgent, amendments to IFRS. The amendmentsdssuMay 2008 consist of a mixture of substantkeanges,
clarifications, and changes in terminology in vasstandards. The substantive changes relate foltbwing areas:
classification as held for sale under IFRS 5 ireaafsa loss of control over a subsidiary; posgipitif presentation of
financial instruments held for trading as non-catrender IAS 1; accounting for sale of IAS 16 assghich were
previously held for rental and classification okettrelated cash flows under IAS 7 as cash flows faparating
activities; clarification of definition of a curlaient under IAS 19; accounting for below marketeiett rate
government loans in accordance with IAS 20; malkiregdefinition of borrowing costs in IAS 23 conesist with the
effective interest method; clarification of accangtfor subsidiaries held for sale under IAS 27 #RS 5; reduction
in the disclosure requirements relating to assesiaind joint ventures under IAS 28 and IAS 31; eobment of
disclosures required by IAS 36; clarification ofcagnting for advertising costs under IAS 38; amegdihe
definition of the fair value through profit or losategory to be consistent with hedge accountinmpiutAS 39;
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4. BASIS OF PRESENTATION AND ACCOUNTING POLICIES (CONTINUED)

introduction of accounting for investment propestiender construction in accordance with 1AS 40; @ttliction in
restrictions over manner of determining fair vabfebiological assets under IAS 41. Further amendsemade to
IAS 8, 10, 18, 20, 29, 34, 40, 41 and to IFRS #esgnt terminology or editorial changes only, whiick IASB
believes have no or minimal effect on accountinige Group does not expect the amendments to haveateyial
effect on its consolidated financial statements.

IFRIC 17, Distribution of Non-Cash Assets to Ownéeffective for annual periods beginning on or mfteJuly
2009). The amendment clarifies when and how digtidh of non-cash assets as dividends to the owstersld be
recognized. An entity should measure a liabilitydtstribute non-cash assets as a dividend to itseosvat the fair
value of the assets to be distributed. A gain s lon disposal of the distributed non-cash assbtsexrecognized in
profit or loss when the entity settles the dividgragable. IFRIC 17 is not relevant to the Grougierations because
it does not distribute non-cash assets to owners.

IFRS 1, First-time Adoption of International FingcReporting Standards (following an amendmenbDatember
2008, effective for the first IFRS financial statms for a period beginning on or after 1 July 200%e revised
IFRS 1 retains the substance of its previous verbig within a changed structure in order to malesasier for the
reader to understand and to better accommodateefahanges. The Group concluded that the revisediatd does
not have any effect on its financial statements.

IFRIC 18, Transfers of Assets from Customers (&ffecfor annual periods beginning on or after lyR2009). The
interpretation clarifies the accounting for tramsfef assets from customers, namely, the circurnetam which the
definition of an asset is met; the recognitionttd fisset and the measurement of its cost on inétalgnition; the
identification of the separately identifiable sees (one or more services in exchange for thefeaed asset); the
recognition of revenue, and the accounting fordfers of cash from customers. IFRIC 18 is not etqueto have any
impact on the Group'’s financial statements.

Improving Disclosures about Financial Instrumentdmendment to IFRS 7, Financial Instruments: Disates
(issued in March 2009; effective for annual peribdginning on or after 1 January 2009). The amendneguires
enhanced disclosures about fair value measuremaetdiquidity risk. The entity will be required ttisclose an
analysis of financial instruments using a threeldair value measurement hierarchy. The amenditgntlarifies
that the maturity analysis of liabilities shoulatlimde issued financial guarantee contracts at #wdamum amount of
the guarantee in the earliest period in which tharantee could be called; and (b) requires disptostiremaining
contractual maturities of financial derivativestliie contractual maturities are essential for anetstending of the
timing of the cash flows. An entity will further @ to disclose a maturity analysis of financialeasst holds for
managing liquidity risk, if that information is nexsary to enable users of its financial statemntsaluate the
nature and extent of liquidity risk. The Group isrently assessing the impact of the amendmenismodures in its
financial statements.

Embedded Derivatives - Amendments to IFRIC 9 an8l 88 (effective for annual periods ending on oera®0 June
2009). The amendments clarify that on reclassiicabf a financial asset out of the ‘at fair vatheough profit or
loss’ category, all embedded derivatives have toabsessed and, if necessary, separately accoumtedtfe
amendments are not expected to have any impabedBroup’s financial statements.

5. CHANGES IN OPENING BALANCE AND COMPARATIVE INFORMAT ION

Until 2008 the Group accounted for revaluation afrketable available-for-sale financial assets thhoprofits and
losses for the period as impact of revaluatiorhefdgiven category of financial assets on equitthefGroup was not
considerable. In 2008 in connection with significdacline in fair value of the given category ofdncial assets such
effect was reclassified to «Other reserves» linequity of the Group in accordance with reassessofdAS 39. As
a consequence the opening balance as at 31 Decgfhewas reclassified. Also the Group has reasdésgpact of
taxable temporary differences related to accumdleteerve of revaluation of marketable availableste financial
assets and as a consequence additional deferrdéidlidity amounted to RR 28,332 was recognize@BDecember
2007. The effect of recalculation on balance ab&tember 2007 and profit for the year ended 31 Deee 2007 is
not material and shown in tables below:
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5. CHANGES IN OPENING BALANCE AND COMPARATIVE IN FORMATION (CONTINUED)

31 December 31 December Increase/
2007 (as 2007 (restated) (decrease)
presented)
EQUITY AND LIABILITIES
Equity attributable to Company’s equity holder
Retained earnings 38,233,206 38,064,300 (168,906)
Other reserves - 140,574 140,574
Total equity attributable to Company’s equity
holder 38,858,182 38,829,850 (28,332)
Minority interest 568,280 568,280 -
Total equity 39,426,462 39,398,130 (28,332)
Non-current liabilities
Deferred tax liabilities 2,358,002 2,386,334 28,332
Total non-current liabilities 22,946,189 22,974,521 28,332
Total liabilities 26,685,839 26,714,171 28,332
Year ended 31 Year ended 31 Increase/
December 2007 (as December 2007 (decrease)
presented) (restated)
Net other operating income/(expenses) 925,223 941,4 (13,819)
Operating profit 7,317,921 7,304,102 (13,819)
Profit before profit tax 6,604,793 6,590,974 (13,819)
Profit tax expense (1,776,840) (1,782,352) (5,512)
Profit for the year 4,827,953 4,808,622 (19,331)

6. CRITICAL ACCOUNTING ESTIMATES AND JUDGEMENTS

The Group makes estimates and assumptions that #ikereported amounts of assets and liabilitigisinvthe next
financial year. Estimates and judgements are coallin evaluated and are based on management'siesperand
other factors, including expectations of futurergsethat are believed to be reasonable under ticentstances.
Management also makes certain judgements, apanttfrose involving estimations, in the process qiyipg the
accounting policies. Judgements that have the migsificant effect on the amounts recognised in fthancial
statements and estimates that can cause a sighifidastment to the carrying amount of assetdliabities within
the next financial year include:

Useful lives of property, plant and equipment

The Group applies a range of useful lives to tipelpies, buildings, machinery and equipment whiehcassified as
property, plant and equipment. Items of propergnipand equipment are stated at cost less acctedudapreciation.
The estimation of the useful life of an item of pedy, plant and equipment is a matter of managejndgment based
upon experience with similar assets. In deterrgittie useful life of an asset, management condiderexpected
usage, estimated technical obsolescence, physea and tear and the physical environment in witiehasset is
operated. Changes in any of these conditions ion&sts may result in adjustments to future deptieciaates and may
increase or decrease annual depreciation charges.
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6. CRITICAL ACCOUNTING ESTIMATES AND JUDGEMENTS (CONTINUED)

Impairment of assets

At each balance sheet date the Group assessesewligtie is any indication that the recoverable wamaof the

Group’s assets has declined below the carryingevalhe recoverable amount is the higher of an asisét value

less costs to sell and its value in use. When suctecline is identified, the carrying amount isuestl to the
recoverable amount. The amount of the reductiorderded in the consolidated statement of incontaérperiod in

which the reduction is identified. If conditionsasige and management determines that the assethasduecreased,
the impairment provision will be fully or partialhgversed.

Accounting for impairment includes provisions againonstruction projects, investments, includingegtments in
the Group’s associated undertaking, unrecoverabtoumts receivable and inventory obsolescence. Giaip
records impairment when its assessments indicatéttis probable that an asset will not be receéeand an amount
can be reasonably estimated. Actual results mayfuam the estimates, and the Group’s estimateshearevised in
the future, either negatively or positively, depeigdupon the outcome or expectations based orattie $urrounding
each exposure.

Dismantlement provision

Provision is established for the expected costigfentling parts of the operated pipeline netwoakdal on the
average current cost per kilometre of removal atingrto an estimated plan of replacement over ¢hg term. The
provision calculation is based on the assumptian dismantlement activities are expected to cdversame number
of kilometres each year over the useful life of tieéwork. Changes in this assumption or assumptidgtinsregard to
expected costs, technical change, and discountmayeresult in adjustments to the established pravs and assets.

The Group’s estimates for provision for dismantlamare based on currently available facts and theu®s

estimates of the ultimate outcome or resolutiorthef liability in the future. Actual results may f@if from the

estimates, and the Group’s estimates can be rewisib future, either negatively or positivelypgading upon the
outcome or expectations based on the facts surirogired.ch exposure.

Group provides for prospective dismantlement orodeuissioning of specific underground storage resesy
pipelines and related infrastructure which werestagut of operation before 2008. Estimating thewart®and timing
of those obligations that should be recorded regusignificant judgment. This judgment is basecmticipated cost
using currently available technology, timing of ttiemantlement in accordance with the Group’s curaad long-
term plans and is based on current economic condgitiShould the average current cost of dismantiemper

reservoir increase by 100%, profit of the Grouptfee year ended 31 December 2008 would be RR 139%¢8ver

(2007: RR 112,576)

Tax legislation

Russian tax and customs legislation is subjecatging interpretations (see Note 23).
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7. STRUCTURE OF THE GROUP AND INVESTMENTS

The consolidated subsidiaries and an associateed€ompany at 31 December 2008 and at 31 Decerib&ra2e as
follows:

Country of Percentage of

Name incorporation ownership
Consolidated subsidiaries
OAO Mostransnefteproduct Russia 100
OAO Yugo-Zapad transnefteproduct Russia 100
OAO Sredne-Volzhskytransnefteproduct Russia 100
OAO Peterburgtransnefteproduct Russia 100
OAO Ryazantransnefteproduct Russia 100
OAO Severo-Kavkazsky transnefteproduct Russia 100
OAO Sibtransnefteproduct Russia 100
OO0 Balttransnefteproduct Russia 100
OO0O ChOP Spetstransnefteproduct Russia 100
OAO Trade House transnefteproduct Russia 100
OAO Telecomnefteproduct Russia 100
OAO Podvodspetstransnefteproduct Russia 100
OAO Institute Nefteproductproect Russia 100
OO0 Sot-Trans Russia 100
OO0 BalttransServis Russia 100
ChUP Zapad-Transnefteproduct Belarus 100
DP Prikarpatzapadtrans Ukraine 100
DP Rovensky Tsekh Elektrosvyazi Ukraine 100
ChUP Zapad-Telecomnefteproduct Belarus 100
OO0 OP Spetstransnefteproduct Severo-Zapad Russia 100
OO0OO ChOP Spetstransnefteproduct Russia 100
OOO ChOP Spetstransnefteproduct — Ryazan Russia 0 10
OO0OO ChOP Spetstransnefteproduct — Ural Russia 100
00O Spetstransnefteproduct — Yugo-Zapad Russia 100
00O Spetstransnefteproduct — Zapad Russia 100
OO0OO ChOP Spetstransnefteproduct — Sibir Russia 100
OO0OO ChOP Spetstransnefteproduct — Kstovo Russia 0 10
00O Spetstransnefteproduct — Volga Russia 100
OOO ChOP Spetstransnefteproduct — Yaroslavl Russia 100
OAO Uraltransnefteproduct Russia 86.2
Equity accounted associated undertaking
SIA LatRosTrans Latvia 34

Minority interests represent a 13.8% share at 3tebder 2008 and 31 December 2007 in the consdfidate

subsidiary OAO Uraltransnefteproduct held by thenistry of Land and Property Relations of the Rejuuloff
Bashkortostan (former State Committee of the RiépobBashkortostan for Administration of Stateperty).

Investment in associated undertaking

31 December 2008 31 December 2007
At the beginning of the period 587048 680947
Loss for the period (138,837) (112,476)
Currency translation differences 70367 18577
At the end of the period 518578 587048

Carrying amount of investment in SIA LatRosTransh®wn net of impairment provision of RR 1,749,k46at 31
December 2008 and RR 1,523,462 as at 31.12.2087aftiount of provision in Latvian lat was LVL 29,72831
December 2008 and 2007, difference was causedbgrfiyreign exchange rate changes).
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7. STRUCTURE OF THE GROUP AND INVESTMENTS (CONTINUE D)

Summarised financial information of an associatglaDecember 2008 and 31 December 2007 and foredres then
ended is as follows:

Country of Assets Liabilities Revenue Loss for
Year Name incorporation the year
2007 SIA LatRosTrans Latvia 5,617,089 43,046 491,700 0,8R
2008 SIA LatRosTrans Latvia 6,015,160 72,546 379,403  8,34b

Management of the Group at each balance sheetadatsses whether there is an indication that amiriment
provision in relation to SIA LatRosTrans properplant and equipment, which was recognised in theufsr
consolidated financial statements in prior yearsriter to reduce investments to their estimatedvesable amount
may no longer exist or may have decreased or inetkdHave analysed all the available informatiomaament
concluded that the impairment provision at 31 Dduem?008 should not be changed.

Currency translation reserve

The conversion of SIA LatRosTrans’ financial sta¢es into Russian roubles results in a currencystagion
reserve.

The cumulative effects of the movements in foredgnhange rates and the associated deferred taxttbe end of
each year are shown below:

31 December 2008 31 December 2007
Exchange rates (1,043,668) (1114 035)
Deferred taxation 208,735 267,369
Currency translation reserve (834933) (846666)

The exchange rates of the Central Bank of the Rodsederation at 31 December 2008 and 31 DecerdB&r\ere
RR 58.84 and RR 51.25 per 1 Latvian Lat, respdgtive

Available-for-sale financial assets

31 December 2008 31 December 2007

Long-term financial assets
Marketable securities 82 395 195 099
Investments in other Russian companies and banks 90 662 9 883
173 057 204 982

Short-term financial assets
Marketable securities - 24 301
- 24 301

Marketable securities include investments in caxposhares and government currency bonds. Govetraueency
bonds are nominated in US dollars.
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8. PROPERTY, PLANT AND EQUIPMENT

Buildings Assets under
and Machinery construction
construc- and including
tions equipment Pipelines Linefill  prepayments Other TOTAL
Cost at 1 January
2007 9,337,160 7,820,449 21,224,998 5,216,891 9599 412531 65,991,568
Additions - - - 3,329,463 9,912,028 - 13,241,491
Transfers 3,786,806 1,665,325 4,144,670 - (9,619,17 21,376 -
Disposals (96,627) (158,929) (126,012)  (860,166) -(7,043) (1,248,777)
Cost at 31 December
2007 13,027,339 9,326,845 25,243,656 7,686,188 22,203,39426,864 77,984,282
Accumulated
depreciation and
impairment at 1
January 2007 (4,602,099) (5,001,999) (12,082,402) - - (222,208)21,908,708)
Depreciation for the
period (317,928) (642,484) (404,647) - - (42,791) 1,407,850)
Change in impairment
provision (12,944) 1,458 - - - 2) (11,488)
Disposals 76,758 148,118 109,650 - - 5,000 339,526
Accumulated
depreciation and
impairment at 31
December 2007 (4,856,213) (5,494,907) (12,377,399) - - (260,001)22,988,520)
Net book value at 1
January 2007 4,735,061 2,818,450 9,142,596  5,216,89 21,979,539 190,323 44,082,860
Net book value at 31
December 2007 8,171,126 3,831,938 12,866,257 71686 22,273,390 166,863 54,995,762
Cost at 1 January
2008 13,027,339 9,326,845 25,243,656 7,686,188 73390 426,864 77,984,282
Additions - - - 311,386 4,701,747 - 5,013,133
Change in
dismantlement
provision (Note 16) 5,353 - 2,503,489 - - - 2,508,842
Transfers 9,139,819 3,053,842 12,065,404 - (243m, 117,172 -
Disposals (98,266) (154,702) (436,843)  (268,043) - (9,096) (966,950)
Cost at 31 December
2008 22,074,245 12,225,985 39,375,706 7,729,531 98280 534,940 84,539,307
Accumulated
depreciation and
impairment at 1
January 2008 (4,856,213) (5,494,907) (12,377,399) - - (260,001) (22,988,520)
Depreciation for the
period (705,881) (930,002) (515,046) - - (38,550) 2,189,479)
Change in impairment
provision 939 394 4 1,337
Disposals 62,081 148,917 413,916 - - 6,789 631,703
Accumulated
depreciation and
impairment at 31
December 2008 (5,499,074) (6,275,598)  (12,478,529) - - (291,758)24,544,959)
Net book value at 31
December 2008 16,575,171 5,950,387 26,897,177 75829 2,598,900 243,182 59,994,348
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8. PROPERTY, PLANT AND EQUIPMENT (CONTINUED)

The assets transferred to the Group companies ppeatisation did not include the land on which Beoup’s
buildings and constructions, and under which ipelies, are located. Many of the assets are eduat land which
is leased for an indefinite period from federagioaal and municipal authorities. The rights to tiee tracts of land
under which pipelines are located are typicallytaored in similar leases of indefinite duration jroisome cases are
not presently defined in any legal documents. Theu@® companies have the option to purchase or lidsdand
upon application to the state registration bodtoarontinue occupying this land under a rental egent. This option
should be exercised by 1 January 2010 (for pipgknantil 1 January 2013) in accordance with thtedaw (Federal
law Ne 212-FZ issued 24 July 2007).

In 2008 Management of the Group analyzed the estumaseful lives of property, plant and equipmentl a
consequently concluded that useful life periodpigrelines should be increased from 45 years toe€ssy The effect
of this change was reflected prospectively fromatuary 2008 (Refer to Note 3 and Note 4) in thesesalidated
financial statements. Would the Group used 45 y&argepreciation of pipelines depreciation chafgethe year
ended 31 December 2008 would be approximately RRi8i®n higher.

9. INVENTORIES

31 December 2008 31 December 2007

Materials and supplies 409,638 347,666
Oil products for resale 32,379 120,963
Other 31,257 15,832

473,274 484,461

10. TRADE AND OTHER RECEIVABLES

31 December 2008

31 December 2007

Long-term receivables
Non-financial receivables

Long-term recoverable VAT - 168,570
- 168,570

Financial receivables
Other receivables 79,882 79,851
79,882 79,851
79,882 248,421

31 December 2008

31 December 2007

Current receivables
Financial receivables

Trade receivables 160,053 77,410
Other receivables 160,946 98,118
320,999 175,528
Non-financial receivables
Advances to suppliers 257,006 160,547
Profit tax assets 931,016 296,456
Other tax assets 14,661 17,031
1,202,683 474,034
1,523,682 649,562

Receivables are stated net of a provision for impamt of RR 34,071 at 31 December 2008 (31 Decerabey —

RR 34,252).
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10. TRADE AND OTHER RECEIVABLES (CONTINUED)

The provision for impairment of accounts receivablas calculated based on analysis of collectabilitfie
movement of the provision is shown in the tabl@bel

Year ended 31 December 2008 Year ended 31 December 2007
Trade receivables Other receivables Trade receivables Other receivables
As at 1 January 13,679 20,573 24,070 16,361
Reversal of provision (12,851) (3,801) (12,361) (1,573)
Accrued provision 742 15,729 1,970 5,785
At the period end 1,570 32,501 13,679 20,573

Management has determined the provision for impaitmof accounts receivable based on specific custom
identification, customer payment trends, subsequeceipts and settlements and analysis of expdatede cash
flows.

According to the analysis of accounts receivableeBpect to the payment dates the Group has toevinh overdue
balances not included in the provision for accouetgivable as at 31 December 2008 and 31 Dece2Q6&r.

31 December 2008 31 December 2007
Overdue period Trade receivables Other receivables Trade receivables Other receivables
Less than 90 days 19,567 1,678 4,437 886
More than 90 days but less than 365
days 22,095 4,869 3,963 1,185
Over 365 days 1,872 8,439 27,323 6,617
43,534 14,986 35,723 8,688

Management of the Group believes that Group estitil be able to realize the net receivable amdurdugh direct
collections and other non-cash settlements, anéftire the recorded value of accounts receivaljecxmates their
fair value.

Breakdown of accounts receivable by currency botHdng-term and short-term balances is presemtdtid tables
below:

Long-term receivables RUR BYR* UAH** Other Total
31 December 2008
other receivables 76,836 1,564 509 97379,882
76,836 1,564 509 973 79,882
31 December 2007
other receivables 77,108 1,066 1,085 59279,851
77,108 1,066 1,085 592 79,851

* BYR — hereinafteBelorussian rouble
** UAH — hereinafterUkrainian hryvnya
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10. TRADE AND OTHER RECEIVABLES (CONTINUED)

Short-term receivables usD RUR BYR UAH Other Total
31 December 2008

trade receivables 24,944 42,682 87,165 4,997 265 160,053

other receivables 5 146,890 4,137 7,017 2,897 160,946

24,949 189,572 91,302 12,014 3,162 320,999

31 December 2007
trade receivables 3,679 71,670 507 1,554 - 77,410
other receivables 1,305 89,857 2,005 2,860 2,09198,118
4,984 161,527 2,512 4,414 2,091 175,528

Recoverable VAT

Short-term recoverable VAT of RR 3,556,108 at 3tddeber 2008 (RR 6,091,395 — 31 December 2007)deslu
VAT related to purchases of materials and servigged for construction of property, plant and emépt, RR
1,718,538 of which in accordance with the Tax Cofithe Russian Federation was reclaimed from buttgeugh
tax returns but was not physically settled asatéporting date.

11. CASH AND CASH EQUIVALENTS

31 December 2008 31 December 2007
Cash in banks and at hand 3,306,668 1,451,613
Deposits 2,419,187 1,374,756
5,725,855 2,826,369

Balance of cash and cash equivalents as at 31 ece2008 includes short-term bank deposits maiahochinated
in USD. As at 31 December 2008 deposits were platzidly with VVneshtorgbank (VTB) for less than 1mio As
at 31 December 2007 deposits were placed mainly MiDM-Bank for less than 1 month.

RR 2,397,646 of cash are denominated in US doial December 2008 (RR 254,078 — 31 December 260R)
1,072 of cash are denominated in euro at 31 Decet}8 (RR 934 — 31 December 2007).
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11. CASH AND CASH EQUIVALENTS (CONTINUED)

Deposit

interest rate,

Bank Currency % p.a. 31 December 200¢ 31 December 2007
VTB UsSD 4 1,116,455 -
VTB USD 4.9 1,028,314 -
VTB UsSD 9 14,685 -
VTB RUR 0.9 106,900 208,000
VTB RUR 0.8 75,000 -
VTB RUR 0.7 - 97,800
VTB RUR 0.6 - 46,960
VTB RUR 0.08 53,000 -
MDM-Bank RUR 11 15,000 -
MDM-Bank RUR 5.5 - 1,000,000
Finance and Kredit UAH 14.2 4,048 5,065
Indeks-Bank UAH 14.1 - 1,206
Prominvestbank UAH 17 5,785 -
Prominvestbank UAH 14 - 8,200
Prominvestbank UAH 13 - 7,235
Kredit-Bank UAH 13.5 - 290
2,419,187 1,374,756

12. SHARE CAPITAL

Amounts per Balance sheet
31 December 2008 31 December 2007

Nominal value,
RR thousand

Authorized, issued and fully paid ordinary
shares of par value RR 1 each

1,263,952,668 shares 1,263,953 1,471,642 1,471,642

Dividends

No dividends for 2007 year were distributed by deeision made at the General Shareholders Meesltih June
2008.

In June 2007, the following dividends were appro@tdthe General Shareholders Meeting for the yealed
31 December 2006:

Russian roubles

per share Total
Ordinary shares 0.08 100,000
100,000

The dividends were paid in July 2007.
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13. BORROWINGS AND LOANS

Long-term borrowings and loans
Currency 31 December 2008 31 December 2007

Secured borrowings and loans usD 21,703,889 183831,
Unsecured borrowings and loans RUR 2,537,263 2{S29,
Total borrowings and loans 24,241,152 21,201,137
Less: current portion of borrowings and loans 98,877) (1,038,385)
16,643,075 20,162,752

Maturity of non-current borrowings and loans
Due for repayment, based on discounted contractual

cash flows:
One to two years from the balance sheet date 6224506 6,346,784
Two to five years from the balance sheet date 2,020,569 11,585,807
After five years from the balance sheet date - 2,230,161

16,643,075 20,162,752

Secured borrowings and loans

In October 2005 the Company signed a long-term faaility of USD 753 million from the Bank of Inteational
Trade, of which USD 753 million had been drawn ky3ecember 2007. The loan was used for the fingnairihe
Project “North”. In terms of the loan agreement fleeurity means the right of the bank to writegzth from the
Company's account in case of delay in the loanyrapat. The loan bears interest at an annual rat@%f, which is
paid quarterly. The loan was repayable by April20119 quarterly instalments starting October 26D8 27 April
2009 the Company has amended loan agreement amghrept schedule was changed (see Note 25). Thiawoditsg
liability as at 31 December 2008 in amount of RR728,889 is included in these consolidated findrat@ements.
This amount includes RR 438,298 of interest payable

Unsecured borrowings and loans

In April 2007 the Company signed a long-term loadility of RR 2,500 million from the White Nightsrance B.V.,
of which RR 2,500 million had been drawn by 31 Deber 2007. The above loan was received in conmegtith
the issuance of RR 2,500 million of Credit Linkedtds due October 2009 issued by Nights Finance Bt\an
interest rate of 8.15% which is paid half-yearlyneTloan was used for the financing of the Projéborth”. The
outstanding liability as at 31 December 2008 in amaf RR 2,537,263 is included in these consatiddinancial
statements. This amount includes RR 44,146 oféstgrayable.

14. PAYABLES AND ADVANCES FROM CUSTOMERS

31 December 2008 31 December 2007

Financial liabilities

Trade payables 554,886 887,307
554,886 887,307

Non-financial liabilities
Advances from customers 1,867,471 1,119,375
Wages payable 62,865 100,502
Other payables 320,812 381,639
2,251,148 1,601,516
2,806,034 2,488,823
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14. PAYABLES AND ADVANCES FROM CUSTOMERS (CONTINUED)

Breakdown of accounts payable by currency is ptesen the table below:

USD RUR BYR UAH  Other Total

31 December 2008
trade payables 29 506,908 42,693 5,182 73 554,886
29 506,908 42,693 5,182 73 554,886

31 December 2007
trade payables 3,844 869,314 8,765 5,340 4487,307
3,844 869,314 8,765 5,340 44 887,307

15. PROFIT TAX AND OTHER TAX LIABILITIES

Taxes payable were as follows:
31 December 2008 31 December 2007

Payroll taxes 46,703 26,934
VAT 165,371 59,087
Property tax 39,614 17,585
Personal income tax (as tax agent) 12,081 18,914
Profit tax 30,853 52,690
Other taxes and charges payable 12,417 14,404
307,039 189,614

Profit tax (benefit)/expense was as follows:

Year ended 31 Year ended 31

December 2008 December 2007
Current profit tax expense 328,759 2,120,559
geferred profit tax benefit — origination and resadrof temporary (599,297) (338,207)

ifferences
(270,538) 1,782,352

The following is a reconciliation of theoreticalgfit tax expense computed at the statutory tax tatthe actual
income before tax:

Year ended 31 Year ended 31

December 2008 December 2007
Profit before profit tax 386,295 6,590,974
Theoretical profit tax at 24% 92,711 1,581,834
Increase/(reduction) due to:
Effect of reduction in tax rate to 20% enacted 002 with
effect from 1 January 2009 (363,307) -
Correction of profit tax of previous years (160,909 -
Penalties on profit tax 6,523 -
Non-taxable income (55,030) (38,056)
Non-taxable expenses 177,384 204,070
Other reconciling items 32,090 34,504
Profit tax (income)/expense (270,538) 1,782,352
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15. PROFIT TAX AND OTHER TAX LIABILITIES (CONTINUED )

Deferred tax liabilities and assets consist offtflewing:

31 December Changes 1 January
2008 in equity Profit/(loss) 2008
Tax effects of taxable temporary differences:
Property, plant and equipment 2,567,159 - (164,418)402,741
Inventories and revenue recognition 12,295 - (6,645 5,650
Long-term investments 91,085 (29,496) 129,134 190,723
Tax effects of deductible temporary differences: -
Tax loss carryforward (184,126) - 184,126 -
Impairment of assets (55,758) - 809 (54,949)
Dismantlement provision (580,708) - 473,125 (103)58
Other (33,414) - (16,834) (50,248)
Net deferred tax liability 1,816,533 (29,496) 599,297 2,386,334
31 December Changes 1 January
2007 inequity  Profit/(loss) 2007

Tax effects of taxable temporary differences:
Property, plant and equipment 2,402,741 - 270,370673111
Inventories and revenue recognition 5,650 - 6,620 2,270
Long-term investments 190,723 (7,775) 26,239 209,187
Tax effects of deductible temporary differences:
Impairment of assets (54,949) - 18,965 (35,984)
Dismantlement provision (107,583) - 1,670 (105,913)
Other (50,248) - 14,342 (35,906)
Net deferred tax liability 2,386,334 (7,775) 338,206 2,716,765

Most companies of the Group were subject to teesraf 24% on taxable profits for both 2008 and 2@¥ferred tax
assets and liabilities are measured at the rat20® as at 31 December 2008 and at the rate of 1%t 81

December 2007.

On the 26 November 2008 by the legislation of thiedan Federation was enacted reduction of thetstgtincome
tax rate from 24 percent to 20 percent. Sincertdsiction in the statutory income tax rate was tthprior to 31
December 2008, the effect of the change reducededetred liability by RR 363,307 which has beetogmized in

these consolidated financial statements.

The Group has not recognized a deferred tax Itghii respect of RR 8,952,046 (2007: RR 8,582,586 %axable
temporary differences associated with its investsmi@nsubsidiaries as the Company is able to cbtiteotiming of
their reversal and does not believe they will regéan the foreseeable future.

29



0OJSC AK TRANSNEFTEPRODUCT wl
Notes to the IFRS Consolidated Financial Statement 31 December 2008
(in thousands of Russian roubles unless othertéged)

16. PROVISIONS FOR LIABILITIES AND CHARGES

Dismantlement provision

Year ended 31 Year ended 31
December 2008 December 2007
At 1 January 448,263 441,306
Additions to property, plant and equipment (Note 8) 2,508,842 -
Changes in estimates (92,718) -
Utilisation (10,224) -
Unwinding of the present value discount (Note 21) 9,376 6,957
At 31 December 2,903,539 448,263
Including:
Short-term 106,505 22,828
Long-term 2,797,034 425,435

The cost of dismantlement is added to the costroperty, plant and equipment and depreciated dveruseful
economic life of the pipeline network.

Additional provisions are made when the total langftthe network increases and reductions occunveleetions of
the pipeline are decommissioned. Other changesade when the expected pattern or unit cost ofalisiament is
changed. The expected costs at the dates of dikmaemt have been discounted to net present valng asnominal
rate 9.7% per year (31 December 2007 — 7.0% pey.yea

17. SALES
Year ended 31 December  Year ended 31 December
2008 2007

Oil products transportation 16,077,556 13,866,849
Trading in oil products 503,675 354,099
Loading services 521,109 393,959
Storage services 420,732 530,148
Throughput and handling operations 504,018
Other revenue 424,461 606,693

18,451,551 15,751,748

Other revenue includes mainly pre-project engimeeworks, rent and commission fees.
Tariff structure

The Group’s revenue from oil products transportatservices is derived from distance-related tarifikich are
denominated and payable in RR and revised perityliedter approval by the Federal Tariffs Servicer f
transportation of oil products to destinations ins§la, Belarus and Ukraine on the pipeline netwankshose
countries. The tariffs set by the Federal Tarifs\&e represent the maximum amount that may begedafor each
journey, and actual tariffs are frequently lower.

The actual tariffs are calculated based on totataing costs calculated in accordance with RASs{ein accounting
standards), with certain exclusions, based on nldawels of activity and profit margin.

30



0JSC AK TRANSNEFTEPRODUCT

Notes to the IFRS Consolidated Financial Statemenrt 31 December 2008

(in thousands of Russian roubles unless othertéged)

18. COST OF SALES

Year ended Year ended
31 December 2008 31 December 2007
Staff costs:
Wages and salaries 2,856,119 2,077,885
Unified Social Fund contributions 701,346 523,239
Depreciation 2,102,230 1,319,735
Fuel and electricity 1,494,795 1,194,060
Materials and supplies 868,390 762,268
Third party repair, maintenance and diagnostic &82 540,557
Purchase of oil products 492,749 336,348
Social expenses 130,402 185,135
Telecommunication services 123,051 108,697
Business trip expenses 119,883 105,640
Rent payments 184,005 91,781
Taxes other than profit tax:
Property tax 143,567 98,439
Land royalty 21,782 16,164
Other taxes and charges 100,271 122,284
Insurance services 82,411 83,889
Other 482,397 413,413
10,785,818 7,979,534

Taxes included in cost of sales are calculatednoouats prepared in accordance with RAS. Propertystassessed
at a maximum of 2.2% for 2008 and 2007 on the @esemnual net book value of property, plant andpeaent.
Specific legislation provides for the exclusiontraink pipelines from the taxable base.

19. GENERAL AND ADMINISTRATIVE EXPENSES

Year ended Year ended
31 December 2008 31 December 2007
Staff costs:
Salaries and bonuses of management personnel 60,91 871,791
Unified Social Fund contributions 164,923 143,714
Depreciation 55,688 61,167
Legal and consulting services 103,550 70,942
Telecommunication services 33,482 27,942
Other administrative costs 232,770 203,960
1,751,325 1,379,516
20. NET OTHER OPERATING INCOME/(EXPENSES)
Year ended Year ended
31 December 2008 31 December 2007
Change in impairment provision on financial assets (11,607) 50,759
Gain/(loss) on property, plant and equipment dia[®0s (45,093) 1,209,897
Change in provision for impairment of fixed assets 1,336 (11,488)
Change in dismantlement provision 102,942 -
Other operating expenses (12,663) (337,764)
34,915 911,404
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21. OTHER FINANCIAL INCOME/OTHER FINANCIAL EXPENSE

Other financial income for the year ended 31 De@m2008 was interest income in amount of RR 101 {&@5the
year ended 31 December 2007 — RR 87,160).

Other financial expenses for the year ended 31 Dlere 2008 and 2007 were as follows:

Year ended Year ended
31 December 2008 31 December 2007
Interest expense on borrowings and loans 2,143,766 1,851,181
Unwinding of discount in provisions (Note 16) 49%37 6,957
2,193,142 1,858,138

22. FINANCIAL INSTRUMENTS AND FINANCIAL RISK

The accounting policies for financial instrumenasé been applied to the items below:

Loans and Available-for-sale

receivables financial assets
Assets as per balance sheet
31 December 2008
Cash and cash equivalents (see Note 11) 5,725,855
Available-for-sale financial assets (see Note 7) - 173,057
Accounts receivable (see Note 10) 400,881 -
6,126,736 173,057
31 December 2007
Cash and cash equivalents (see Note 11) 2,826,369
Available-for-sale financial assets (see Note 7) - 229,283
Accounts receivable (see Note 10) 255,379 -
3,081,748 229,283
Financial liabilities as at 31 Financial liabilities as at 31
December 2008 December 2007
Liabilities as per balance sheet
Accounts payable (see Note 14) 554,886 887,307
Borrowings and loans (see Note 13) 24,241,152 1120
24,796,038 22,088,444

Financial risk factors

The Group's activities expose it to a variety ofaficial risks, including the effects of changedoireign currency
exchange rates, changes in interest rates, amubliieetability of receivables.

Credit risk

The Group’s policy is to place cash and cash etgrita with banks which are considered to have ammim risk of
default. Its trade accounts receivable are unsdcarel the largest single credit exposure relaietivances paid for
construction materials (based on combined figufeoounts receivable from and advances to the satity) at 31
December 2008 was RR 173,947 (at 31 December 2B&71:99,568).

Financial assets with potential credit risk includainly trade receivables. The Group has develgpededures for
ensuring that goods and services are sold onlystomers having an appropriate credit history. Ma#ts are on an

32



0OJSC AK TRANSNEFTEPRODUCT wl
Notes to the IFRS Consolidated Financial Statement 31 December 2008
(in thousands of Russian roubles unless othertéged)

22. FINANCIAL INSTRUMENTS AND FINANCIAL RISK (CONTI NUED)

advance payment basis. The maximum credit exposulénited to cash and cash equivalents and aceount
receivable. The Group has no material concentratfooredit risk. Although the collection of receblas may be
affected by economic factors, management belidhegstivere is no significant risk of loss in excesthe impairment
provisions included in the consolidated financtatesments.

The cash has been deposited in the financial utisiits with minimal exposure to the default risktlag¢ time of
account opening.

Credit risk is managed on a Group basis. For whatdesustomers there is no independent rating agréfthre Group
assesses the credit quality of the customer, takbogaccount its financial position, past expetieand other factors.

The tables below show the balances of the ten ncajonterparties and three major banks at the balsimeet dates:

31
Rating December

Narrative Rating at 31 December 2008 agency Currency 2008
Accounts receivable and prepayments
OAO “Trest Uralneftegazstroy” unrated - RUR 173,947
00O “ESTA-MSK” unrated - RUR 112,864
OAO LOESK unrated - RUR 91,090
OAO “CASEO” unrated - RUR 30,676
Ulbino Consalting inc. unrated - RUR 29,057
OAO “Beltruboprovodstroy” unrated - RUR 16,903
PPS Pipeline Systems GmbH unrated - RUR 10,701
OAO “Belspecelektrostroy” unrated - RUR 9,417
OO0 "BK-centre" unrated - RUR 9,360
000 "Protos" unrated - RUR 8,609

492,624
Deposits
VTB BBB/A-3 negative S&P various 2,394,354
MDM-Bank BB-/B/Credit Watch negative S&P RUR 15,000

2,409,354
Cash in banks
VTB BBB/A-3 negative S&P various 2,768,448
Alfa-Bank BB-/B stable S&P various 353,179
MDM-Bank BB-/B/Credit Watch negative S&P various 840
3,126,437
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22. FINANCIAL INSTRUMENTS AND FINANCIAL RISK (CONTI NUED)
31
Rating at 31 December Rating December
Narrative 2007 agency Currency 2007
Accounts receivable and prepayments
OAO “Novgorodenergo” unrated - RUR 199,568
OAO “Trest Uralneftegazstroy” unrated - RUR 137,367
00O “Peterburgenergostroy” unrated - RUR 68,256
ZAO “Inginiringovaya korporaciya
“Transstroy” unrated - RUR 58,127
000 “Ingenerny centr “Alteren” unrated - RUR 38,029
PPS Pipeline Systems GmbH unrated - RUR 36,238
OO0 “Evrotrans Avto” unrated - RUR 24,360
000 “SK
“Transstroymontazhkonstrukciya” unrated - RUR 18,3
OAO “CASEO” unrated - RUR 17,312
ZAO “TrestNe68” unrated - RUR 17,133
615,708
Deposits
VTB BBB+/A-2 stable S&P RUR 352,760
Alfa-Bank BB/B stable S&P RUR -
MDM-Bank BB/B stable S&P RUR 1,000,000
1,352,760
Cash in banks
VTB BBB+/A-2 stable S&P various 607,819
Alfa-Bank BB/B stable S&P various 523,018
MDM-Bank BB/B stable S&P various 84,680
1,215,517
Liquidity risk

Prudent liquidity risk management includes mairtegnsufficient cash and the availability of fundirfiggm an
adequate amount of committed credit facilities.
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22. FINANCIAL INSTRUMENTS AND FINANCIAL RISK (CONTI NUED)

The table below analyses the Group's financialiliiegs into relevant maturity groupings based & remaining
period at the balance sheet to the contractual nityatlate. The amounts disclosed in the table heecontractual
undiscounted cash flows.

Between 1and 2 Between 2 and5

Less than 1 year years years More than 5 years
At 31 December 2008
Trade accounts payable 554,886 - - -
Loans and borrowings 9,274,764 6,153,978 13,952,025
At 31 December 2007
Trade accounts payable 887,307 - - -
Loans and borrowings 3,094,687 8,210,915 14,251,377 335501

Foreign exchange risk

The Group has foreign currency and contracts demeied in currencies other than the Russian rodtiie. Group
does not hedge its currency transactions risks.Jérgral Bank of the Russian Federation rates aosk¢ates of
exchange at 31 December 2008 were RR 29.38, UAHR, &86d BYR 2,201 to 1 US dollar, respectively (at 3
December 2007 — RR 24.55, UAH 5.09, and BYR 2,185 US dollar, respectively). Assets and liakshti
denominated in Ukrainian hryvna or Belarusian reublving rise to foreign currency exchange exposame
insignificant.

At 31 December 2008 and 31 December 2007 the oulisiz balances denominated in Ukrainian hryvna and
Belarusian roubles were as follows:

31 December 2008 31 December 2007
Trade and other receivables 103,316 11,747
Cash and cash equivalents 35,941 20,952
Trade and other payables 62,069 50,864
Profit tax and other tax liabilities 36,555 23,305

The Group operates internationally and is exposddreign exchange risk arising from various cucseaxposures,
primarily with respect to the US dollar and the &ufForeign exchange risk arises from future comrakerc
transactions, recognised assets and liabilitiesmahthvestments in foreign operations.

The Group's overall strategy is to have no sigaiftaet exposure in currencies other than the Ruseuble, Euro or
the US dollar, and it does not use foreign exchasrgirward contracts. Management has not set ianmiy on its
exposure to foreign exchange risk but periodicedlyiew its exposure of foreign exchange. The magets and
liabilities denominated in US dollars and Euro lgsted in Notes 10, 11, 13 and 14. Management\edi¢he Group's
exposure to fluctuations in foreign exchange ratédisnited to as the aforementioned and to the geds from export
sales.

The sensitivity analysis of the foreign exchangé i shown in the table below.

The group’s sensitivity to changes in Euro exchaigyéow as most of the Group’s borrowings and d#pps
denominated in foreign currency, are in US dollar.
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22. FINANCIAL INSTRUMENTS AND FINANCIAL RISK (CONTI NUED)

At 31 December 2008, if the US dollar had weakestesligthened by 20% against the Russian roublésalibtther
variables held constant, post tax profit for thary@nd equity would be higher or lower by the foilog:

Year ended Year ended
31 December 2008 31 December 2007
Effect on post tax profit 3,209,451 3,079,684
Effect on equity 3,209,451 3,079,684

Post tax profit is higher/lower mainly as a resofitforeign exchange gains/losses on translatiordsf Dollar
denominated trade receivables, available-for-santial assets and borrowings.

The group’s sensitivity to the US dollar exchangieris high. The Group tries to minimize lossesnfigirengthening
of US Dollars in relation to Russian rouble by pacof free cash and cash equivalents in the assgtsnated in
currency of obligations. See also Note 2.

Cash flow and fair value interest rate risk

The Group is exposed to fair value interest ratk through market value fluctuations of interesafbeg long-term
borrowings all of which in 2008 and 2007 are aédixnterest rates.

The Group does not use any hedging instruments @nage its exposure to changes in interest ratesubec
management considers that there is no necessdity o.

Commaodity price risk

The Group’s main activity requires it to maintaindareplace the existing pipeline network, and tostact new
pipelines which need to be filled with oil produets linefill, which necessitates the purchase sifjaificant amount
of steel pipe each year for new and replacememipgs, and of oil products as linefill. The Grdwgs no long-term
contracts with manufacturers of pipe or producérsilgroducts, and does not use derivative coréraw manage its
exposure to fluctuations in the price of steel ibpmducts.

Fair value

Fair value is the amount at which a financial imstent could be exchanged in a current transacgomden willing
parties, other than in a forced sale or liquidatamd is best evidenced by an active quoted marics.

The estimated fair values of financial instrumehts/e been determined by the Group using availaldekeh

information, where it exists, and appropriate vibramethodologies. However, judgement is neceysariuired to

interpret market data to determine the estimatédvidue. The Russian Federation continues to ajsglome
characteristics of an emerging market and econooriditions continue to limit the volume of activitythe financial

markets. Market quotations may be outdated oraeflistress sale transactions and therefore notsept fair values
of financial instruments. Management has used \ailable market information in estimating the faimlue of

financial instruments.

The fair value of financial assets and liabiliteligl not differ materially from their carrying valug 31 December
2008 and 31 December 2007.

Capital risk management
The Group’s objectives when managing capital argafeguard the Group’s ability to continue as agaoncern in

order to provide returns for shareholder and ben#diother stakeholders and to maintain optimpitabstructure to
reduce the cost of capital.
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22. FINANCIAL INSTRUMENTS AND FINANCIAL RISK (CONTI NUED)

In order to maintain or adjust the capital strueftine Group may adjust the amount of dividendd fmathe
shareholder, issue new shares or sell assetsuoa eltbt.

The Group monitors capital on the basis of the iggaratio. This ratio is calculated as net debtidtd by total
capital. Net debt is calculated as total borrowjrags shown in the consolidated balance sheet,chests and cash
equivalents. Total capital is calculated as eqaityshown in the consolidated balance sheet, pludatt.

During 2007 and 2008 the Group's strategy was tinta@ the gearing ratio not be greater than 0.%riter to
comply with financial covenants under loan agreemaéth White Nights Finance B.V. (see Note 13).

The gearing ratios at 31 December 2008 and at 8&reer 2007 were as follows:

31 December 200¢ 31 December 2007
Total borrowings 24,241,152 21,201,137
Less: cash and cash equivalent (5,725,855) (2,826,369)
Net debt 18,515,297 18,374,768
Total equity 39,987,133 39,398,130
Total capital 58,502,430 57,772,898
Gearing ratio 0.32 0.32

In addition to gearing ratio the Group also momtéinancial liabilities/net assets ratio in accaorda with loan
agreement with White Nights Finance B.V. The ab@t® is calculated as total loans and borrowimgmtal equity
and should be not more than 1:1. The financialllitas/net assets ratio as at 31 December 2008024 (at 31
December 2007 was 0.5:1).

23. CONTINGENT LIABILITIES AND OTHER RISKS
Legal proceedings

In 2008, the Group was involved in a number of t@uoceedings arising in the ordinary course oiriess. In the
opinion of management, there are no current legatgedings or claims outstanding at 31 DecembeB,2@hich
could have a material adverse effect on the restittperations or financial position of the Group.

Management assesses an unfavorable outcome ofititersrdiscussed below as possible.

As of the date of issuing these consolidated fir@rstatements the courts of the first to thirdamgses confirmed the
right of the Company to claim RR 1 049 639 of VAdighduring the period January 2004 — September 20@#ate

of 18% to its subsidiaries for oil products tram$ption services. Such services were consumetiébyZbmpany in

the process of rendering oil product transportatioexternal buyers.

However, the tax authorities in their continuedsfto contest the courts rulings in favour of empany filed an
appeal applications to the Supreme Arbitration €ofithe Russian Federation. Resulting from theihgaof one of
those applications on 25 February 2009, the Hresidf the Supreme Arbitration Court invalidatee tihecisions of
the lower courts with regard to settlement of RF6@8 and transferred the case to the court ofithiiistance.

Taxation

Tax, currency and customs legislation in the coestrin which the Group operates is subject to vayyi
interpretations, and changes, which can occur &etlyy Management's interpretation of such legistaas applied to
the transactions and activity of the Group may fallenged by the relevant regional and federalaiites. Recent
events within the Russian Federation suggest lteatatx authorities may be taking a more assertgitipn in their

interpretation of the legislation and assessmégs result, significant additional taxes, penalted interest may be
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23. CONTINGENT LIABILITIES AND OTHER RISKS (CONTINU ED)

assessed. Fiscal periods remain open to revielwebguthorities in respect of taxes in the Rus®derftion for three
calendar years preceding the year of review. Unéggin circumstances reviews may cover longdoger

As at 31 December 2008 management believes thiatérpretation of the relevant legislation is agpiate and that
it is probable that the Group's tax, currency anstams positions will be sustained. Accordingly3&tDecember
2008 no provision for potential tax liabilities hiaeen recorded (at 31 December 2007: no provision).

Commitments

In the normal course of business, the Group prepanglan for the construction, reconstruction aegetbpment of
the pipeline network on an annual basis, and revitsperiodically during the year. At 31 Decemb@08, current
plans and commitments provided for RR 2,613,282tepent during 2009.

Environmental reclamation, restoration and protection costs

The Group is subject to various environmental laggarding the handling, storage and disposal @éiteproducts.
Existing legislation does not require the removiahe pipeline and associated infrastructure atetine of its useful
economic life. The enforcement of environmentaltations in Russian Federation is evolving, andethfercement
posture of government authorities is continuallingereconsidered. Potential liabilities, which ntighise as a result
of changes in existing regulations, civil litigati@r legislation, cannot be estimated but couldragerial. In the
current enforcement climate under existing ledistatmanagement believes that there are no signffigabilities for
environmental damage.

Other

The legal status of ownership of the Group's piygeiin the territory of Ukraine is proved by the parary Agreement
between the Russian Federation and Ukraine on thieatrecognition of rights and regulation of owstep relations
signed 15 January 1993. Until the final decisiartte specified Agreement is made the financializapions of that
decision can not be estimated with a reasonableedeyf probability. DP «PrikarpatZapadtrans» aslicense for
the transportation of oil products in the territafyUkraine, expiring in 2010. The Group is workiag the licence
extension, and at the date of authorization ofdlwmsolidated financial statements for issue tt®iGis not aware
of any facts indicating that the license will netdéxtended.

24. RELATED PARTY BALANCES AND TRANSACTIONS AND COMPENS ATION TO KEY
MANAGEMENT PERSONNEL

The only shareholder of the Company in 2007 wasRideral Agency for Administration of Federal Prbpef

Russia. Since 15 January 2008 the only sharehofdae Company is OJSC AK Transneft, which is uraiertrol of
the Russian Federation. Related parties therefarlade all branches of the government of the RosBrederation
and entities which the Russian Federation own ptrob The Russian Federation has an arrangeménttiné Group
under which reserves of oil products are storetiénGroup's network, in return for which the Grdgmefits through
improved operational flexibility.

At 31 December 2008 and 31 December 2007 the adistabalances with related parties were as follows

31 December 2008 31 December 2007

Long-term available-for-sale financial assets 76,75 142,701

Short-term available-for-sale financial assets - 24,301

Trade and other receivables 239,134 26,502
Cash in banks 2,774,271 615,117
Deposits 2,394,354 352,760
Payables and advances from customers 1,044,143 531,502
Long-term borrowings and loans 16,643,075 20,162,752
Current portion of long-term borrowings and loans ,598,077 1,038,385
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24. RELATED PARTY BALANCES AND TRANSACTIONS AND COM PENSATION TO KEY
MANAGEMENT PERSONNEL (CONTINUED)

Borrowings and loans include loan from VTB becaitise controlled by the Russian Federation and lioam White
Nights Finance B.V. as it is special purpose entity sponsored by VTB Bank Eeirple and therefore related to
VTB.

The income and expenses items with related pddiegears ended 31 December 2008 and 31 DecembBé&r\2ére
as follows:

Year ended 31 December Year ended 31 December

2008 2007

Sales:

Transportation services 6,566,869 5,082,393

Other revenue 203,159 17,392
Cost of sales:

Electricity 195,984 351,474

Third party repair, maintenance and diagnostic 023, -

Other expenses 270,347 204,613
General and administrative expenses:

Legal and consulting services 47,095 -
Interest income 9,01¢ 22,136
Interest expense 2,143,766 1,703,165

Transportation services include revenue receiveth fOAO NK Rosneft and OAO Gazpromneft because #rey
controlled by the Russian Federation.

Tax balances are disclosed in the balance sheeNates 10 and 15. Tax transactions are detailatiénincome
statement and Note 18.

Compensation to key management personnel

Key management personnel of the Group includes rasvdf the Board of Directors (comprising 9 peojle)l the
Management Committee (comprising 9 people untiDétember 2008 and 5 people after that date). Cosatien to
the members of the Board of Directors in 2008 a@@72has not been paid. Compensation to the menabetse
Management Committee of the Company is determiryetthd terms of employment contacts. The amounsiofi
compensation are included in general and admitiigraxpenses and comprised 168,667 RR for the grded 31
December 2008 (RR 135,631 - year ended 31 Decedlfiah). All key management compensations planstavg-s
term.

Compensation amounts were as follows:

Year ended Year ended
31 December 2008 31 December 2007
Salaries and bonuses 154,209 132,240
Termination benefits 7,175 -
Other 7,283 3,391
168,667 135,631

25. POST BALANCE SHEET EVENTS

On 27 April 2009 the Company has amended loan agreewith the Bank of International Trade (Note $8)the
loan is payable quarterly from 12 April 2011 toAgril 2013, each payment amounted to 1/9 of theatamiding loan
amount at the date of loan agreement amendmendgtaDding loan amount at the date of amendment V&3 108
million.
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25. POST BALANCE SHEET EVENTS (CONTINUED)

In 2009 the Board of Directors of the Company fe®mmended to Shareholders not to pay dividendghéoyear
ended 31 December 2008. Nevertheless, final decigitb be made on General Shareholders Meeting lwhas not
been held on the date of authorization of theseaarated financial statements for issue.

In June 2009 the Company has offered to holde@redit Linked Notes possibility of their early redgtion in June
2009 at the quote of 95.5%.
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