





















































DORINDA HOLDING S.A. GROUP
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

Short-term investments: Loans issued 588 29 946
Long-term borrowings (1621 183) (714 515)
Short-term borrowings (832 602) (2 432 504)
Trade and other payables: Trade payables - 25)
Trade and other payables: Prepayments (61) (74)

The income and expense items with related parties for the years 2008 and 2007 were as follows:

2008 2007

In thousands of RUR Entities under common control of the ultimate shareholders
Revenue from rent of premises 2717 11 126
Other rental income 47 460
Operating leases - 10 691
Other operating income and expense 37 -
General, selling and administrative 45

expenses: repairs and maintenance costs (343) )
Consulting fees re purchase of land plot (40 437) -
Finance costs (222 980) . (232 127)

In the table above finance costs do not include RUR 27 277 thousand of interest costs, which were

capitalised and thus increased initial cost of the Group’s property, plant and equipment and investment
property (2007: RUR 73 940 thousand).

During 2008 shareholders made contributions in kind disclosed in Additional paid in capital. This
contribution included land plot located in Moscow region. Fair value of the land plot at
31 December 2008 comprises RUR 947 000 thousand. In 2007 shareholders made contributions to
the Group to compensate for the Group’s loss from disposal of a land plot in 2006.

During 2007 as a result of the increase in the interest rates in the loan agreements with the related parties
(companies under the control of the Group’s ultimate shareholders), the fair value of the respective loans
has increased. The loss from these operations has been recognised directly in equity as a distribution to
the shareholders. The amount of this distribution was equal to RUR 76 037 thousand.

In 2008 the key management received remuneration in the form of wages and salaries amounting to
RUR 86 669 thousand (2007: RUR 94 047 thousand).
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9 Property, Plant and Equipment

Movements in the carrying amount of property, plant and equipment were as follows:

Leasehold Machinery Other
In thousands of improve- Augxiliary and fixed Construction
RUR Land Buildings ments facilities equipment assets in progress Total

Deemed
cost/Revalued
amount

Balance at 1
January 2007 3759 738 8 680 257 - 15378 565 776 369 952 1782668 15173 769
Additions 686 628 1552922 - 15395 708500 426 170 1321432 4711047

Transfers - 657 787 - - 621776 21 407 (1300 970) -

Transfers to
Investment

property (949 019) - - - - - - (949019)
Revaluation 2946497 (1299 588) - - - - - 1 646 909

Disposals - - - (563) (16 343) 4757 (30 128) (51791)

Transfer to
assets held for

sale ) ) ] . : - (51 356) (51356)

Balance at 31
December 2007 6 443 844 9591 378 - 30210 1879 709 812772 1721646 20 479 559

Balance at 1

January 2008 6443 844 9591378 - 30210 1879709 812772 1721646 20479559
Acquisitions

through

business

combinations - - - - 54 197 - - 54 197

Additions 1059 383 1556 232 201 496 3210 492 449 251 828 1223 026 4787 624
Transfers - 750 598 - 2490 76 706 (3 966) (825 828) -

Transfers from
Investment
Property 702 477 - - - - - - 702 477

Transfers from
initial cost of
land lease 129 535 - - - - - - 129 535

Revaluation (1578328) (3 341629) - - - - - (4919957)
Disposals (251 546) (13 152) (4 964) (2 681) 8 151) (171 837) (452 331)

Balance at 31
December 2008 6 505 365 8 543 427 201 496 30946 2500380 1052483 1947 607 20 781 104
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Leasehold

- Machinery Other
In thousands of Hnprove-  Ayxiliary and fixed Construction
RUR Land Buildings ments facilities  equipment assets in progress Total
Depreciation
Balance at 1
January 2007 - - - (5 529) (229923) (117 279) - (352 731)
Depreciation
charge - (303 918) - (5 806) (275376) (187 420) - (772 520)
Revaluation - 303918 - - - - - 303918
Disposals - - - 26 1969 2 660 - 4655
Balance at 31
December 2007 - - - (11 309) (503 330) (302 039) - (816 678)
Balance at 1 ; . - (11309)  (503330) (302 039) - (816678)
January 2008
Depreciation
charge - (342 146) (1 169) (4 048) (432897) (246 056) - (1026316)
Revaluation - 342 146 - - - - - 342 146
Impairment
losses - - - - - - (300 000) (300 000)
Transfers - - - (1364) - 1364 - -
Disposals - - - 1165 2 340 338 - 3843
Balance at 31
December 2008 - - (1 169) (15 556) (933887) (546 393) (300 000) (1797 005)
Net book value
At31
December 2006 37591738 8 680 257 - 9 849 335853 252 673 1782668 14821038
At31
December 2007 6 443 844 9591 378 - 18 901 1376 379 510 733 1721646 19662 881
At31 6505365 8543427 200327 15390 1566493 506090 1647007 18984 099
December 2008

The carrying amount of land and buildings is the fair value of the land and buildings as determined by
registered independent appraisers having an appropriate recognised professional qualification and recent
experience in the location and type of the property being valued. Revaluation was made annually, for
each reporting date.

In respect of land the appraisers have used the market approach for determining the fair value. In respect
of buildings, the appraisers have used primarily the income approach and, secondary the market approach
for determining the fair value of buildings.
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The market approach considers prices recently paid for similar properties, with adjustments made to
the indicated market prices to reflect the nature, conditions and locations of the appraised property
relative to the market comparative. In the income approach, an estimate is made of annual net operating
income for 5 years, which is mainly based on annual net rent rate varying from RUR 4 600 to RUR 6 500
per sq. m. and full occupancy. The annual net operating income is assumed to grow by 5% from year 6 to
perpetuity. Discount rates from 17.5% to 19.5% were applied in the income based approach, dependent
on local risk factors.

At 31 December 2008 property, plant and equipment carried at RUR 6666 158 thousand
(2007: RUR 9 375 863 thousand) have been pledged to third parties as collateral for borrowings. Refer to
Note 16.

Included in Machinery and equipment are assets held under finance leases with a carrying value of
RUR 110 556 thousand (2007: RUR 147 710 thousand). Included in Other fixed assets are assets held
under finance leases with a carrying value of RUR 2 000 thousand (2007: RUR 7 636 thousand). Refer to
Note 18.

Depreciation expense of RUR 1 026 316 thousand has been charged to selling, general and administrative
expenses (2007: RUR 772 520 thousand).

Impairment loss

During the last quarter of 2008 the market for investment property and property, plant and equipment
deteriorated which resulted in loss from revaluation of investment property and property, plant and
equipment for the Group. The management believes that the deterioration on the property market
indicates that the market value of construction in progress is also declining, which is an impairment
indicator. The Group therefore assessed the recoverable amount of construction in progress as of
31 December 2008. Construction in progress consists of retail stores and shopping centres under
construction.

The recoverable amount was determined as higher of fair value less costs to sell and value in use as at
31 December 2008 based on future discounted cash flows. Based on this assessment, management
determined that the recoverable amount of construction in progress was RUR 300 000 thousand lower
than its carrying amount, and recognised an impairment loss. This impairment loss relates to one specific
hypermarket and two specific shopping centres.

The estimate of value in use was determined using discount rates varying from 19% to 23%.

The impairment loss was recognised in other operating expenses.
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10 Intangible Assets

Movements in the carrying amount of intangible assets were as follows:

In thousand of RUR Goodwill Software Lease rights Total

Cost

Balance at 1 January 2007 - 15302 - 15302
Additions - 60 504 - 60 504
Disposals - (1 462) - (1462)
Balance at 31 December 2007 - 74 344 - 74 344
Balance at 1 January 2008 - 74 344 - 74 344
Acquisitions through business

combinations (Note 6) 209 772 - 20 800 230572
Additions - 43 558 - 43 558
Disposals - - - -
Balance at 31 December 2008 209 772 117 902 20 800 348 474

Amortisation and impairment

losses

Balance at 1 January 2007 - (4 296) - (4 296)
Amortisation charge - (15 850) - (15 850)
Impairment losses - - - -
Disposals - - - -
Balance at 31 December 2007 - (20 146) - (20 146)
Balance at 1 January 2008 - (20 146) - (20 146)
Amortisation charge - (44 392) - (44 392)
Impairment losses - - - -
Disposals - - - -
Balance at 31 December 2008 - (64 538) - (64 538)
Net book value

At 1 January 2007 - 11 006 - 11 006
At 31 December 2007 - 54 198 - 54 198
At 31 December 2008 209 772 53364 20 800 283 936

Amortisation of RUR 44 392 thousand has been charged to selling, general and administrative expenses
(2007: RUR 15 850 thousand).
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Impairment testing of goodwill

For the purposes of impairment testing, goodwill is allocated to the stores acquired in business
combinations. The aggregate carrying amounts of goodwill allocated to each store are as follows:

Allocated goodwill Impairment

In thousand of RUR 2008 2008
Murmansk 94 165 -
Volgograd 1 81982 -
Volgograd 2 33625 -
209 772 -

The recoverable amount of each store represents value in use as determined by discounting the future
cash flows generated from the continuing use of the stores. The following key assumptions were used in
determining the recoverable amounts of the respective stores:

e Cash flows were projected based on estimated operating results and the seven-year business plan.

e Total sales of the stores were projected at about RUR 1 734 700 thousand in the first year of
the business plan growing to RUR 3 153 092 thousand in 2010 due to finalisation of the re-branding
in 2009. The anticipated annual sales growth included in the cash flow projections was 3% (not taking
into account inflation rate of 12%) for the years 2011 to 2015.

o The annual net operating income is assumed to grow by 3% from year 8 to perpetuity.
e A discount rate of 21.8 % (post-tax) was applied in determining the recoverable amount of the stores.

The values assigned to the key assumptions represent management’s assessment of future trends in retail
industry and are based on both external sources and internal sources.

Although no impairment loss was recognised in respect of goodwill allocated to the stores,
the determination of recoverable amount is sensitive to the rate at which the stores achieve their planned
growth in sales.

The above estimates are particularly sensitive in the following areas:

e An increase of 10 percentage point in the discount rate used would have resulted in impairment loss
of RUR 5 000 thousand.

e A 10% decrease in future planned revenues would have resulted in impairment loss of RUR 19 000
thousand.

11 Investment Property

In thousands of RUR
Note 2008 2007

Investment properties at fair value as at 1 January 2534 444 1020 225
Transfers from property, plant and equipment 9 - 949 019
Expenditure on subsequent improvements 1389 98772
Transfers to property, plant and equipment 9 (702 477) -
Disposals (2 529) -
Fair value gain/loss 23 (789 185) 466 428
Investment properties at fair value as at 31 December 1041 642 2 534 444
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The carrying amount of investment property is the fair value of the property as determined by registered
independent appraisers having an appropriate recognised professional qualification and recent experience
in the location and type of the property being valued. Refer to Note 9.

During 2008 the Group has reconsidered the initially planned use of one particular land plot. Instead of
initial plans of using this land plot for trading centre, the Group has determined that it would be used for
hypermarket. Consequently, that resulted in the reclassification of this land plot from investment property
to property, plant and equipment.

At 31 December 2008 investment property carried at RUR 956 642 thousand (2007: RUR 2 534 444
thousand) have been pledged to third parties as collateral for borrowings. Refer to Note 16.

12 Other Non-Current Assets

In thousands of RUR 2008 2007
Prepayments for non-current assets 654 085 730 078
Initial cost of land lease 2963 874 2751 801
Prepayment for acquisition 243 552 -
Deferred bank commissions 67 298 -
Long term receivables from shareholders - 138 145
Long-term deposits to lessors 71 035 -
Total other non-current assets 3999 844 3 620 024

Initial cost of land lease includes purchase price and the costs directly attributable to acquisition of lease
rights and are amortised over the period of the lease (49-51 years).

Movements in the carrying amount of initial cost of land lease were as follows:

In thousands of RUR 2008 2007
Cost

Balance at 1 January 2 869 254 2 424 331
Additions 571 651 573 770
Transfers to property, plant and equipment (129 535) -
Disposals (12 253) (128 847)
Balance at 31 December 3299 117 2 869 254

Accumulated amortization

Balance at 1 January (117 454) (68 618)
Amortisation charge (57 645) (49 694)
Impairment losses (169 000) -
Disposals 8 856 859
Balance at 31 December (335 243) (117 453)
Net book value 2963 874 2751801
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During the last quarter of 2008 the market for investment property deteriorated which resulted in loss
from revaluation of investment property for the Group. The Group therefore assessed the recoverable
amount of initial cost of land lease as of 31 December 2008 as higher of fair value less costs to sell and
value in use as at 31 December 2008 based on future discounted cash flows. Based on this assessment,
management determined that the recoverable amount of initial cost of land lease was

RUR 169 000 thousand lower than its carrying amount, and recognised an impairment loss. This
impairment loss relates to several rented land plots.

The fair value less costs to sell was determined by the registered independent appraisers who also

appraised the Group’s investment property. The estimate of value in use was determined using discount
rates varying from 19% to 23%.

The impairment loss was recognised in other operating expenses.

At 31 December 2008 initial cost of land lease carried at RUR 315 186 thousand (2007: RUR 119 270
thousand) have been pledged to third parties as collateral for borrowings. Refer to Note 16.

13 Inventories

In thousands of RUR 2008 2007
Goods for resale 3831070 2 479 166
Raw materials and consumable 242 177 126 659
Write-down to net realisable value (132 643) -
Total inventories 3940 604 2 605 825

Due to discount given for obsolete and slow moving goods for resale the Group tested the related stock
for write-off and also wrote down the related inventories to their net realisable value, which resulted in
a loss of RUR 132,643 thousand for 2008. In 2007 there was no write-down of inventories.

The write-down is included in cost of goods sold.

14 Trade and Other Receivables

In thousands of RUR 2008 2007

Trade receivables 511 869 241 313
VAT receivable 737 317 774 624
Prepaid taxes 151 308 60 315
Discounts receivable from suppliers - 421 655
Other receivables 131 018 149 634
Total trade and other receivables 1531512 1647 541

Taxes prepaid include RUR 147 939 thousand of prepaid income tax (2007: RUR 51 007 thousand).

The Group’s exposure to credit risk and impairment losses related to trade and other receivables are
discussed in the Note 30.
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15 Cash and Cash Equivalents

In thousands of RUR 2008 2007
Cash on hand 111330 65 071
RUR denominated bank current account 472 838 461 591
USD denominated bank current account 15 816 169 492
RUR term deposits (interest rate: 7.7% p.a.) 530 766 -
Cash in transit 542 716 861 302
Total cash and cash equivalents 1673 466 1 557 456

Term deposits had original maturities of less than three months.

The Group keeps its cash in the following banks: Sberbank, Baltiysky Bank, Raiffeisen bank, VTB bank

and Uralsib bank.

16 Borrowings

Long-term borrowings:

In thousands of RUR 2008 2007
Secured bank loans 2704 329 5035187
Unsecured loans from Related parties 1621183 714 515
Total borrowings 4 325 512 5749 702
Short-term borrowings:

In thousands of RUR 2008 2007
Secured bank loans 7 821 835 4564 538
Unsecured loans from Related parties 832 602 2432504
Unsecured bank facilities 2113332 32 499
Total borrowings 10 767 769 7 029 541
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The following table shows the period in which the Group’s borrowings reprice:

In thousands of RUR 2008 2007
Repricing

within 6 months 11 502 587 10 197 007
between 6 and 12 months 1969 511 1867 426
between 1 and S years 1621183 714 810
Total borrowings 15093 281 12 779 243

The effective interest rates at the balance sheet date were as follows:

31 December 2008 31 December 2007
In % per annum
Secured bank loans Fixed rate 9.28% 9.3%
Secured bank loans Variable rate LIBOR + (3.2% - 5%) -
Unsecured loans from Related parties Fixed rate 9.85% 8.8%
Unsecured bank facilities Fixed rate 9.19% 9.4%
Unsecured bank facilities Variable rate LIBOR + 4.3% -

Property, plant and equipment, investment property and initial cost of land lease are pledged as collateral
for borrowings of RUR 7 937 986 thousand (2007: RUR 12 029 577 thousand). Refer to Notes 9, 11, 12.
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17 Equity

As at 31 December 2008 the Group’s subscribed capital of RUR 1 027 thousands (EUR 31 thousands,
2007: EUR 31 thousands) is represented by 3 100 shares with a par value of EUR 10 each. The Rouble
value of the subscribed capital is determined with application of exchange rate as at 1 January 2005.

The Group’s authorized capital is set up at RUR 10 360 thousands (EUR 250 thousands; 2007: EUR 250
thousands)

Movements in Revaluation reserves and additional paid-in capital were as follows:

In thousands of RUR Revaluation
reserve for

property, plant Additional paid-

and equipment in capital Total
At 1 January 2007 3028 323 2786 764 5815087
Revaluation gain 2717 465 - 2717 465
Income tax effect (651 316) - (651 316)
Receipt of compensation for loss from sale of
land plot - 136 371 136 371
At 31 December 2007 5094 472 2923135 8 017 607
Revaluation loss (1 986 070) - (1 986 070)
Income tax effect 397214 - 397214
Income tax effect due to change in tax rate 267 744 267 744
Contribution from shareholders in kind (land plot) - 740 461 740 461
At 31 December 2008 3773 360 3 663 596 7 436 956
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18 Finance Leases

Minimum lease payments under finance leases and their present values are as follows:

Due within1  Due between 2

In thousands of RUR year and 5 years Total
Minimum lease payments at 31 December 2007 7 830 74 596 82 426
Less future finance charges (1424) (13 672) (15 096)
Present value of minimum lease payments at

31 December 2007 6 406 60 924 67 330
Minimum lease payments at 31 December 2008 49 877 28 446 78 323
Less future finance charges (5 860) (2 051) (7911)

Present value of minimum lease payments at
31 December 2008 44 017 26 395 70 412

There are no lease payments under finance leases due after 5 years. Finance leases are included under
other non-current liabilities and under trade and other payables.

19 Operating Leases

Leases as lessee. The Group leases land plots under operating leases. Lessors for these leases are State
authorities and third parties. The leases are typically run for 2-3 years, after which long term operating
lease contract is concluded for 50 years. The Group has non-cancellable leases. The Group has no
contingent rent arrangements and subleases. The Group has also a few premises under operating leases.
These leases typically run for 10 years.

During the year ended 31 December 2008 RUR 351 638 thousand was recognised as an expense

(including amortisation of initial cost of land lease amounting to RUR 57 645 thousand) in
the consolidated income statement in respect of operating leases (2007: RUR 184 735 thousand).

Non-cancellable operating lease rentals are payable as follows:

In thousands of RUR 2008
Less than one year 261 969
Between one and five years 426 000
More than five years 2426223
3114192

Leases as lessor. The Group leases out its investment property and some space in the buildings of
hypermarkets. During the year ended 31 December 2008 RUR 589 070 thousand was recognised as rental
income in the consolidated income statement (2007: 551 877 thousand). The Group has no non-
cancellable leases.
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20 Trade and Other Payables

In thousands of RUR 2008 2007

Trade payables 8 803 565 6 525 485
Advances received 517 804 212398
Taxes payable (other than Income tax) 193 712 132 108
Payables to staff 399 705 237 632
Interest rate swap liabilities 153 675 -
Other current payables 39797 28 719
Finance lease liability (Note 18) 44 017 6 406
Trade and other payables ' 10 152 275 7 142 748

21 Analysis of Revenue by Category

In thousands of RUR 2008 2007

Sales of trading stock 47 083 930 27 899 751
Sales of self-produced catering products 3189 654 1973 181
Rental income 589 070 551 877
Revenue from advertising services 280 026 107 751
Total revenue 51 142 680 30 532 560

22 General, Selling and Administrative Expenses

In thousands of RUR ‘ 2008 2007

Labour costs (3 644 078) (2 303 544)
Depreciation and amortization (1 128 353) (833 877)
Advertising and marketing (281 530) (198 546)
Operating leases 19 (293 993) (135 041)
Repairs and maintenance costs (184 198) (123 634)
Communication and utilities (750 547) (625 305)
Materials and supplies (54 780) (87 879)
Security expenses (314 838) (231 436)
Insurance and bank commission (181 785) (93 633)
Legal and professional expenses (87 526) (81357)
Operating taxes (317 607) (293 049)
Other costs (141 826) (89 976)
Total general, selling and administrative expenses (7 381 061) (5097 277)
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Labour costs are presented gross, including related taxes. The amount of labour costs includes:

In thousands of RUR 2008 2007

Wages and salaries (1753 242) (1196 261)
Payroll taxes (966 045) (624 563)
Employee benefits (872 392) (466 914)
Other (52 399) (15 806)
Total labour costs (3644 078) (2 303 544)
23 Other Operating Income and Expenses

In thousands of RUR 2008 2007

Gain from sale of fixed assets 53267 10 512
Profit from disposal of assets held for sale 95 246 -
Loss from write-off of receivables (12 181) (9 005)
Impairment of receivables (158 320) (22 888)
Gain / (loss) from revaluation of Investment Property (789 185) 466 428
Loss from revaluation of Property, Plant and Equipment (2 591 741) (766 638)
Loss from impairment of non-current assets (469 000) -
Sundry income and expenses 40 202 (3 760)
Total other operating income and expenses (3 831 712) (325 351)
24 Finance Costs

In thousands of RUR 2008 2007
Interest accrued on loans and borrowings (1011 708) (908 175)
Finance leasing costs (4 031) (16 548)
Other finance costs (20 821) (24 194)
Total finance costs recognised in the income statement (1 036 560) 948 917)

During 2008 the Group has capitalised interests in the value of property, plant and equipment and
investment property. The amount of capitalised interest represents RUR 284 574 thousand
(2007: 246 296 thousand).

25 Foreign exchange loss

During 2008 the Group had significant borrowings denominated in US dollars. The substantial
devaluation of Russian Rouble during the last quarter of 2008 has resulted in foreign exchange loss for
the year amounting to RUR 1 820 809 thousand (2007: income 656 456 thousand). In 2008 the Group has
not used hedging instruments to hedge foreign exchange risks.
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26 Income Taxes

Income tax expense comprises the following:

In thousands of RUR 2008 2007
Current tax (796 126) (410 697)
Deferred tax 1139 824 (24 323)
Income tax benefit / (expense) for the year 343 698 (435 020)

The Group’s applicable tax rate is the income tax rate of 24% for Russian companies (2007: 24%). With
effect from 1 January 2009, the income tax rate for Russian companies has been reduced to 20%. This

rate has been used in the calculation of deferred tax assets and liabilities.

Reconciliation between the expected and the actual taxation charge is provided below.

In thousands of RUR 2008 2007
(Loss) / profit before tax (3275 386) 774 514
Theoretical tax charge at statutory Russian rate (2008: 24%; 2007: 24%) 786 093 (185 885)
Effect of income taxable at rates different from standard statutory rates (5424) 5831
Tax effect of items which are not deductible or assessable for taxation

purposes:

- Inventory shrinkage expenses (192 659) (132 918)
- Various other non-deductible expenses (71 969) (122 048)
Effect of changing tax rate (172 343) -
Income tax benefit / (expense) for the year 343 698 (435 020)

Differences between IFRS and Russian statutory taxation regulations give rise to temporary differences
between the carrying amount of assets and liabilities for financial reporting purposes and their tax bases.
The tax effect of the movements in these temporary differences is detailed below and is recorded at

the rate of 20% (2007: 24%).
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Recognised deferred tax assets and liabilities are attributable to the following:

In thousands of RUR Assets Liabilities Net

2008 2007 2008 2007 2008 2007
Investment property 16 026 - - (141 803) 16 026 (141 803)
Property, plant and
equipment - - (788 874) (1884460) (788 874) (1 884 460)
Construction in
progress 102 057 - (49 026) (36 965) 53 031 (36 965)
Intangibles - - (4 533) - (4 533) -
Investments 4490 4639 - - 4 490 4 639
Other non-current
assets 96 042 - (5 836) (24 473) 90 206 (24 473)
Inventories 85329 38 341 - - 85 329 38 341
Trade and other
receivables 17 820 14 654 - - 17 820 14 654
Borrowings - - - (810) - (810)
Deferred income 754 2136 - - 754 2136
Trade and other
payables 128 880 52281 - - 128 880 52281
Tax losses carry-
forwards 322 787 13 550 - - 322787 13 550
Tax assets/(liabilities) 774 185 125601 (848 269) (2 088 511) (74 084) (1 962 910)
Set off of tax (597 959) (57 853) 597 959 57 853 - -
Net tax
assets/(liabilities) 176 226 67748 (250 310) (2 030 658) (74 084) (1 962 910)

Tax losses carry-forwards expire in 2018. The related deferred tax asset has been recognised as
management believes, based on budgets and actual performance for 2009, that it is probable that future
taxable profit will be available against which the Group can utilise these tax losses before expiry.
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Recognised
Recognised in Acquired in
Recognised in Recognised Recognised revaluation business
Balance 1 in profit or revaluation Balance 31 in profit or in hedging reserve combination  Balance 31

In thousands of RUR Jan 2007 loss reserve Dec 2007 loss reserve (note 17) (note 6) Dec 2008
Investment property (15 746) (126 057) - (141 803) 157 829 - - - 16 026
Property, plant and

equipment (1249 143) 15999 (651 316) (1 884 460) 424 507 - 664 958 6121 (788 874)
Construction in progress 120914 (157 879) - (36 965) 89 996 - - - 53031
Intangible assets - - - (373) - - (4 160) (4 533)
Investments 16 062 (11423) - 4639 (149) - - - 4490
Other non-current assets (172 390) 147 917 - (24 473) 63 331 - - 51348 90 206
Inventories 19 037 19 304 - 38 341 46 988 - - - 85329
Trade and other receivables 2738 11916 - 14 654 3166 - - - 17 820
Borrowings (1 843) 1033 - (810) 810 - - - -
Deferred income 3424 (1288) - 2136 (1382) - - - 754
Trade and other payables (10 324) 62 605 - 52 281 45 864 30735 - - 128 880
Tax loss carry-forwards - 13 550 - 13 550 309 237 - - - 322 787
Net tax assets/(liabilities) (1287271) (24 323) (651 316) (1962 910) 1139 824 30 735 664 958 53 309 (74 084)
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27 Subsidiaries

Details of the Company’s significant subsidiaries at 31 December 2008 are as follows:

Country of Ownership/voting
incorporation 2008 2007

LLC O’Key Russian Federation 100% 100%
JSC Dorinda Russian Federation 100% 100%
JSC Mir Torgovli Russian Federation 100% 100%
Axus Financial Ltd BVI 100% 100%
Stoxx Investments Ltd BVI 100% 100%
Starligton Ltd Cyprus 100% 100%
Batisto Ltd Cyprus 100% 100%
O’Key Investments (Cyprus) Ltd Cyprus 100% 100%
Denovex Limited Cyprus 100% 100%
Dextenco Co. Limited Cyprus 100% 100%
Filorus Limited Cyprus 100% 100%
Legondia Co. Limited Cyprus 100% 100%
Lonmax Limited Cyprus 100% 100%
Marcopia Limited Cyprus 100% 100%
Naviline Limited Cyprus 100% 100%
Nivanex Limited Cyprus - 100%
Ricandano Co. Limited Cyprus 100% 100%
LLC Dorinda Invest Russian Federation 100% 100%
LLC Premium Russian Federation 100% 100%
LLC Elart Russian Federation 100% 100%
LLC Legion Russian Federation 100% 100%
LLC Dorinda Development Russian Federation - 100%
LLC O’Key Group Management Russian Federation 100% 100%
LLC O’Key Logistics Russian Federation 100% 100%
LLC Vendor (Special Purpose Entity) Russian Federation 100% -

PLC KSSK Russian Federation 100% 100%
JSC DRSU-34 Russian Federation 100% 100%
JSC Baltika Russian Federation 100% 100%
LLC Dorinda-Murmansk Russian Federation 100% 100%
LLC O’Key-Finans Russian Federation 100% 100%
LLC Baltyisky prostor Russian Federation 100% 100%
LLC Vega Russian Federation 100% 100%
LLC Gradstroytsentr Russian Federation 100% 100%
LLC Grand Russian Federation 100% 100%
LLC Dunaiskoe Russian Federation 100% 100%
LLC Invest-Neva Russian Federation 100% 100%
LLC Krona Russian Federation 100% 100%
LLC Krona-1 Russian Federation 100% 100%
LLC Reiki Russian Federation 100% 100%
LLC Severnoe Russian Federation 100% 100%
LLC Skladservis Russian Federation 100% 100%
LLC Sovagro Russian Federation 100% 100%
LLC Stroymarket Russian Federation 100% 100%
LLC Stroyexpert Russian Federation 100% 100%
LLC Talan Russian Federation 100% 100%
LLC Tellara Russian Federation 100% 100%
LLC Triumfalnaya Marka Russian Federation 100% 100%
LLC Donskaya Zvezda Russian Federation 100% 100%
LLC N.E.F.-Saint-Petersburg Russian Federation 100% 100%
LLC Sinopskaya naberezhnaya Russian Federation 100% 100%
LLC Taifun Russian Federation 100% -

LLC Photon Russian Federation 100% -

LLC Tagar Russian Federation 100% -

LLC Tagar-City Russian Federation 100% -
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Country of Ownership/voting
incorporation 2008 2007
LLC Region Russian Federation 100% -

28 Assets held for sale

Assets and liabilities of LLC Soyuz (joint-venture of the Group) were presented as at 31 December 2007
as a disposal group held for sale following the commitment of the Group’s management to sell this entity
to third party buyer.

In 2008 the Group sold LLC Soyuz to third party with a gain of RUR 95 246 thousands (Note 23).

29 Contingencies, Commitments and Operating Risks

Legal proceedings. From time to time and in the normal course of business, claims against the Group are
received. On the basis of its own estimates and both internal and external professional advice
the management is of the opinion that no material losses will be incurred in respect of claims.

Tax legislation. The taxation system in the Russian Federation is relatively new and is characterized by
frequent changes in legislation, official pronouncements and court decisions, which are often unclear,
contradictory and subject to varying interpretation by different tax authorities. Taxes are subject to review
and investigation by a number of authorities, which have the authority to impose severe fines, penalties
and interest charges. A tax year remains open for review by the tax authorities during the three
subsequent calendar years; however, under certain circumstances a tax year may remain open longer.
Recent events within the Russian Federation suggest that the tax authorities are taking a more assertive
position in their interpretation and enforcement of tax legislation.

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

Assets pledged and restricted. At 31 December 2008 the Group has the following assets pledged as
collateral:

In thousands of RUR Notes 31 December 2008 31 December 2007

Fixed assets (carrying value) 9 6 666 158 9375 863
Investment property (carrying value) 10 956 642 2534 444
Initial cost of land lease (carrying value) 12 315186 119270
Total 7 937 986 12 029 577

Commitments, The Group has capital commitments to acquire property, plant and equipment amounting
to RUR 1 965 076 thousand as at 31 December 2008 (2007: RUR 1 863 965 thousand).
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30 Financial Risk Management

The Group has exposure to the following risks from its use of financial instruments:

e credit risk;

e liquidity risk;

e market risk.

This note presents information about the Group’s exposure to each of the above risks, including
the Group’s objectives, policies and processes for measuring and managing risk, and the Group’s
management of capital. It also provides quantitative disclosures concerning those risks.

The Group’s risk management policies are established to identify and analyse the risks faced by
the Group, to set appropriate risk limits and controls, and to monitor risks and adherence to limits. Risk
management policies are reviewed regularly to reflect changes in market conditions and the Group’s
activities. The Group, through its training and management standards and procedures, aims to develop
a disciplined and constructive control environment in which all employees understand their roles and

obligations.

Following tables contain quantitative disclosures regarding the Group’s exposure to financial risks.

Financial income and expense

Recognised in profit or loss

In thousands of RUR 2008 2007
Interest income on bank deposits 2397 1611
Interest income on loans issued 30 830 12 507
Other financial income 471 7 596
Net foreign exchange gain - 656 456
Financial income 33 698 678 170
Interest expense on financial liabilities

measured at amortised cost (1 036 560) (948 917)
Net foreign exchange loss (1 820 809) -
Net finance costs (2823671) (270 747)

The above financial income and expenses include the following in respect of assets (liabilities) not at fair
value through profit or loss:

In thousand of RUR 2008 2007
Total interest income on financial assets 33 698 21714
Total interest expense on financial liabilities _ (1 036 560) (948 917)
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Credit risk

Credit risk is a risk of financial loss to the Group if a customer or counterparty to financial instrument
fails to meet its contractual obligations, and arises principally from the Group’s receivables from
customers and investment securities.

Trade receivables and other receivables

The Group has no considerable balance of trade receivables because the majority of the customers are
retail consumers, who are not provided with any credit. Therefore the Group’s trade receivables primarily
include receivables from tenants and receivables connected to provision of advertising services. Usually
the Group provides advertising services to suppliers of goods sold in O’Key outlets. Thus, the credit risk
in part of Trade receivables is mostly managed through procedures for selection of suppliers and tenants.

The Group regularly reviews its accounts receivable balances for doubtful accounts receivable. Provision
is established to cover material doubtful debts.

Investments

The only investments of the Group are insignificant loans issued to the related parties, consequently credit
risk is considered to be remote.

Exposure to credit risk
Due to the fact that the Group’s principal activities are located in Russian Federation the credit risk is
mainly associated with domestic market. The credit risks associated with foreign customers are

considered to be remote, as there are only few foreign customers and they were properly assessed for
creditability.

37




DORINDA HOLDING S.A. GROUP
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

The aging of Trade and other receivables at the reporting date was:

Net of allowance

In thousands of RUR Gross . .

for impairment
Past due less than 90 days 589252 576 736
Past due 90-180 days 21679 19930
Past due 180-360 days 15 526 6 487
More than 360 days 196 351 39734
Total 822 808 642 887

In 2008 the Group has recognised an impairment loss in amount of RUR 158 321 thousand.

The movement in the allowance for impairment established in respect of trade and other receivables
during the year was as follows:

In thousands of RUR 2008
Balance at 1 January 2008 21600
Impairment loss 158 321
Balance at 31 December 2008 179 921

There was only one individually significant debt, which was fully impaired (the balance of this debt
comprised RUR 118,579 thousand). The management has performed thorough analysis of
the recoverability of the receivables and mainly impaired the balance outstanding for more than 1 year.
However based on the analysis of individual customers some debts outstanding less than 1 year (180 -360
days) have been also impaired. Based on the past experience the management believes that normally
the balances outstanding less than 180 days should not be impaired, however when performing
the impairment analysis the management identified several doubtful debts outstanding less that 180 days
and included them in the allowance for impairment.

Liquidity risk

Liquidity risk is the risk that the Group will not be able to meet its financial obligations as they fall due.
The Group’s approach to managing liquidity is to ensure, as far as possible, that it will always have
sufficient liquidity to meet its liabilities when due, under both normal and stressed conditions, without
incurring unacceptable losses or risking damage to the Group’s reputation.

Liquidity risk management is a responsibility of the Treasury under the supervision of the Group’s
Financial Director. In accordance with the liquidity risk management policy the responsibilities of
the Group’s Treasury are:

e making payments only according to the approved budget;
o following the borrowing strategy described in the liquidity risk management policy;

¢ building effective relationships with banks and other credit institutions.
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Exposure to liquidity risk

The following are the contractual maturities of financial liabilities, including the balance of interest

payable:

31 December 2008

In thousands of RUR

Non-derivative
financial liabilities
Secured bank facilities
Finance lease liabilities
Unsecured bank
facilities

Unsecured loans from
related parties

Trade and other
payables

Derivative financial
liabilities

Interest rate swap
liability

Total

31 December 2007
In thousand of RUR

Non-derivative
financial liabilities
Secured bank facilities
Finance lease liabilities
Unsecured loans from
other companies
Unsecured loans from
related parties

Trade and other
payables

Total

Carrying Contractual 6 mths or More than 5
amount cash flows less 6-12 mths 1-5 years years
10526 164 (10526164) (4814520) (3007315) (2704 329) -

70412 (70 412) (23 533) (20 484) (26 395) -
2113332 (2113332) (1671067) (442 265) - -
2453 785 (2 453 785) (717 713) (114 889)  (1621183) -
9560303 (9560303) (9560 303) - - -

153 675 (153 675) (51 225) (51 225) (51 225)

24 877 671 24 877 671 16 838 361 3 636178 4403 132

Carrying Contractual 6 mths or More than 5
amount cash flows less 6-12 mths 1-5 years years

9 599 725 (9599725) (3 583623) (980915) (3801961) (1233226)

67 330 (67 330) - 6 407) (60 923) -

32 499 (32 499) (565) (31934) - -
3147019 (3147019) (75210) (2357294) (714 515) -
7 068 840 (7068 840) (7 068 840) - - -

19915413 (19915413) (10728238) (3376550) (4577399) (1233226)

The Group monitors compliance with the banks covenants on ongoing basis. Where incompliance is
unavoidable in managements’ view, the Group obtains waiver letters from the banks before the year-end,
confirming that the banks shall not use its right to demand early redemption.
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However, as of 31 December 2008 the Group did not comply with one covenant of one loan, which
triggered 4 breaches of cross-covenants as detailed below:

In thousands of RUR Carrying amount . .
Original
Long-term maturity Breached covenant
Total portion

European bank for

reconstruction  and

development 2650284 2 644 235 2010-2015 Cross-covenant
Negative net assets of as at
31 December 2008 according

Sberbank 1480 481 1421 507 2009-2014 to statutory financial
statements of borrower

Sberbank 751 511 484 777 2009-2011 Cross-covenant

Sberbank 718 316 533 050 2009-2012 Cross-covenant

Sberbank 507 497 448 110 2009-2011 Cross-covenant

Total 6 108 089 5531679

The Group obtained waiver letters from the banks after 31 December 2008, confirming that the banks
shall not use its right to demand early redemption. Consequently, management does not believe that there
is material uncertainty about the entities ability to continue as going concern due to these loan
arrangements. However, in accordance with the requirements of IFRS, these loans have been reclassified
as current liabilities as at 31 December 2008.

Market risk

Market risk is the risk that changes in market prices, such as foreign exchange rates, interest rates and
equity prices will affect the Group’s income or the value of its holdings of financial instruments.
The objective of the market risk management is to manage and control market risk exposures within
acceptable parameters, while optimising the return of risk.

Currency risk

The Group holds majority of its business in Russian Federation and collects receivables nominated
mainly in Russian Roubles. However financial liabilities of the Group are also nominated in other
currencies, such as Euro and US Dollar. Thus the Group is exposed to currency risk, which may
materially influence the financial position and financial results of the Group through the change in
carrying value of financial liabilities and amounts of foreign exchange rate gains or losses. In the end of
2008 the dynamics of currency exchange rates were showing upwards tendency, which resulted in
material foreign exchange loss for the Group.

Exposure to currency risk

The Groups balances denominated in foreign currencies were as follows:

2008 2007

In thousands of RUR Euro USD Euro USD
Trade and other receivables - 33245 687 -
Secured bank facilities - (7 872 353) - (5034 573)
Unsecured bank facilities - (442 265)

I[)I;ri;:ecsured loans from related ) (2 453 792) ) (1055 487)
Trade and other payables (14 320) (81 933) (9 720) (11 218)
Finance lease liabilities - (70 397) - (67 330)
Interest rate swap liabilities - (153 675) - -

Gross balance sheet exposure (14 320) (11 041 170) (9 033) (6 168 608)
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The following exchange rates applied during the year:

Average rate Reporting date rate
RUR equals 2008 2007 2008 2007
USD 24.8553 25.5759 29.3804 24.5462
Euro 36.4291 35.0143 - 41.4411 35.9332

Sensitivity analysis

A 10 percent strengthening of the Russian Rouble against the following currencies at 31 December would
have increased (decreased) equity and profit or loss by the amounts shown below. The analysis assumes
that all other variables remain constant. The analysis is performed on the same basis for 2007.

Effect in thousands of RUR Equity Profit or loss

31 December 2008

UsD 15 368 1 088 750
Euro - 1432

31 December 2007

USD - 816 269
Euro - (69)
A 10 percent weakening of the Russian Rouble against the above currencies at 31 December would have
had the equal but opposite effect to the amounts shown above, on the basis that all variables remain
constant.

Interest rate risk

The Group has material exposure to interest rate risk. At the reporting date 76% of the Group’s financial
liabilities were subject to repricing within 6 months after the balance sheet date.

The Group also uses interest rate swaps to hedge its exposure to variability of interest rates. As at
31 December 2008 the Group has entered into several agreements with Morgan Stanley & Co.
International Plc. Under these agreements the Group swaps LIBOR rate for fixed rate varying from 3.9%
to 4.1%. At inception, swaps had maturity of two years. The Group hedged 86% of its borrowings with
variable rate applying these hedges.

Exposure to interest rate risk

Profile

At the reporting date the interest rate profile of the Group’s interest-bearing financial instruments was
mainly represented by the bank loans and loans from related parties (refer to Note 16). The Group uses
hedging instruments to hedge such debt.

Carrying amount Carrying amount
In thousands of RUR 2008 2007
Fixed rate instruments
Financial assets 84 830 208 962
Financial liabilities (10 327 693) (10 817 314)
Variable rate instruments
Financial liabilities (4 835 985) (2 029 259)
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Fixed rate financial liabilities include bank loans with interest rate, conditional to a certain level of
activity on the bank accounts of two entities of the Group. Carrying amount of such loans as at
31 December 2008 amounted to RUR 3 457 805 thousand (2007: RUR 3 186 106 thousand).

Cash flow sensitivity analysis for variable rate instruments

A change of 100 basis points in interest rates at the reporting date would have increased (decreased)
equity and profit or loss by the amounts shown below. The analysis assumes that all other variables
remain constant. Cash flow was calculated for the one year period ignoring the capitalization of interests.

Profit or loss Equity

In thousands of RUR 100 bp increase 100 bp decrease 100 bp increase 100 bp decrease
31 December 2008

Variable rate instruments (48 227) 48 227 - -
Interest rate swap - - 41470 (41 470)
Cash flow sensitivity (net) (48 227) 48 227 41 470 (41 470)
31 December 2007

Variable rate instruments (21 049) 21049 - -
Cash flow sensitivity (net) (21 049) 21049 - -

Capital management

The Group’s policy is to maintain a strong capital base so as to maintain investor, creditor and market
confidence and to sustain future development of the business. There were no changes in the Group’s
approach to capital management during the year. Some of the bank covenants impose capital
requirements on the Group. As at 31 December 2008 the Group was in breach of some of the capital
requirements as imposed by loan covenants. The corresponding long-term liabilities for such loans have
been classified as short-term in these financial statements.

31 Fair Value of Financial Instruments

Fair value is the amount at which a financial instrument could be exchanged in a current transaction
between willing parties, other than in a forced sale or liquidation, and is best evidenced by an active
quoted market price.

The estimated fair values of financial instruments have been determined by the Group using available
market information, where it exists, and appropriate valuation methodologies. However, judgment is
necessarily required to interpret market data to determine the estimated fair value. The Russian Federation
continues to display some characteristics of an emerging market and economic conditions continue to
limit the volume of activity in the financial markets. Market quotations may be outdated or reflect distress
sale transactions and therefore not represent fair values of financial instruments. Management has used all
available market information in estimating the fair value of financial instruments.

Financial assets carried at amortised cost. Carrying amounts of trade receivables and loans issued
approximate fair values.

Liabilities carried at amortised cost. The fair value of the Group’s liabilities carried at amortised cost

does not differ materially from its carrying amount as the majority of Group’s long-term loans have
variable interest rate.
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32 Events Subsequent to the Balance Sheet Date

Subsequent to the balance sheet date the Group has entered into loan agreement totalling
RUR 4 890 628 thousand.

The Group has acquired one store in Volzhsky (13 January 2009); one store in Krasnoyarsk (20 January
2009), one store in Stavropol (3 February 2009) with a cost amounting to RUR 249 638 thousand
(including the amount of RUR 243 552 thousand prepaid in 2008). Total square of these stores is
11 990 sq.m. The determination of the fair values of assets acquired and liabilities assumed have not been
finalized yet.

Subsequent to the balance sheet date the Group has acquired retail store from third party. Purchase price
of the transaction amounted to RUR 445 410 thousand.

Subsequent to the balance sheet date the Group has pledged property, plant and equipment and other non-
current assets for security of the Group’s obligations. Fair value of property, plant and equipment

amounted to RUR 1 269 000 thousand and carrying amount of other non current assets amounted to
RUR 164 324 thousand.
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