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Independent Auditors’ Report

To the Shareholders and the Board of Directors of Open Joint Stock Company “The Fifth
Generating Company of the Wholesale Electric Power Market” (OJSC “OGK-57)

Report on the Interim Consolidated Financial Statements

We have reviewed the accompanying interim consolidated financial statements of OJSC *OGK-
5” (the “Company™) and its subsidiaries (the “Group™), which comprise the interim consolidated
balance sheet as at 30 June 2008, and the interim consolidated income statement, interim
consolidated statement of changes in equity and interim consolidated cash flow statement for
the six month period then ended, and a summary of significant accounting policies and other
explanatory notes (the “interim consolidated financial statements™). Management is responsible
for the preparation and fair presentation of these interim consolidated financial statements in
accordance with International Financial Reporting Standard 1AS 34 Interim Financial
Reporting. Our responsibility is to express a conclusion on these interim consolidated financial

statements based on our review.

Scope of Review

We conducted our review in accordance with International Standard on Review Engagements
2410 Review of Interim Financial Information Performed by the Independent Auditor of the
Entity. A review of interim financial statements consists of making inquiries, primarily of
persons responsible for financial and accounting matters, and applying analytical and other
review procedures. A review is substantially less in scope than an audit conducted in accordance
with International Standards on Auditing and consequently does not enable us to obtain
assurance that we would become aware of all significant matters that might be identified in an
audit. Accordingly, we do not express an audit opinion.

Conclusion

Based on our review, nothing has come to our attention that causes us to believe that the interim
consolidated financial statements do not present fairly, in all material respects, the interim
consolidated financial position of the Group as at 30 June 2008, and its interim consolidated
financial performance and its interim consolidated cash flows for the six month period then
ended in accordance with International Financial Reporting Standard IAS 34 Interim Financial

Reporting.

Zro AMYG

ZAO KPMG
3 September 2008

ZAD KPMG, 8 company incomporated under the Laws of the Russian
Federation and 8 mamber frm of the KPMG natwork of mdspendent
mamber firms affiliated with KPMG International, 8 Swiss

cooperative




OGK-5 Group

Interim Consolidated Balance Sheet as at 30 June 2008

(in thousands of Russian Roubles)

Notes 30 June 2008 31 December 2007
ASSETS
Non-current assets
Property, plant and equipment 6 69,170,819 63,523,331
Investment in associate 7 202,435 42,361
Other non-current assets 8 1,835,257 842 678
Total non-current assets 71,208,511 64,408,370
Current assets
inventories 10 2,687,101 2,188,204
Trade and other receivables and other current assets 9 2,618,256 3,816,357
Current income tax prepayments 671,270 740,084
Short-term investments 11 1,755,943 7,160,272
Cash 12 650,340 826,566
Total current assets 8,282,910 14,731,483
TOTAL ASSETS 79,491,421 79,139,853
EQUITY AND LIABILITIES
Equity
Share capital 13 35,371,898 35,371,898
Treasury shares (749,239) (882,022
Share premium 6,818,747 6,818,747
Retained earnings 6,688,956 5,860,697
Other reserves 13 14,008,249 14,017,044
Total equity attributable to shareholders of OJSC
"OGK-5" 62,138,611 61,286,364
Minority interest 50,801 -
Total equity 62,189,412 61,286,364
Non-current liabilities
Long-term borrowings 15 5,000,000 5,000,000
Deferred income tax liability 14 9,168,745 8,053,566
Retirement benefit obligation 16 362,773 379,128
Other non-current liabilities 582 8,444
Total non-current liabilities 14,532,100 14,341,138
Current liabilities
Short-term borrowings and current portion of long-term
borrowings 17 87,757 87,767
Trade and other payables 18 1,920,595 2,879,541
Other taxes payable 19 761,557 545043
Total current liabilities 2,769,909 3,512,351
Total liabilities 17,302,008 17,853,489
TOTAL EQUITY AND LIABILITIES 79,491,421 79,139,853
General Director AY Kopsov
Chief Accountant D.A Polenov
3 September 2008

R M,w”"
part of these interim consolidated financial statements

The accompanying notes are an integral
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OGK-5 Group
Interim Consolidated income Statement for the six months ended 30 June 2008

{in thousands of Russian Roubles, except for earnings per ordinary share information)

Six moths ended Six moths ended

Notes 30 June 2008 30 June 2007
Revenues 20 20,216,236 16,152,923
Operating expenses 21 (19,343,063) (15,059,387)
Other operating income 22 298 554 276,555
Operating profit 1,171,727 1,370,091
Finance income 23 164,750 444,045
Finance costs 23 (318,687) (241,341)
Share of result of associate 74 1,140
Profit before income tax 1,017,864 1,573,935
Income tax charge 14 (251,348) (374,291)
Profit for the period 766,516 1,198,644
Attributable to:
Shareholders of 0JSC “OGK-5” 766,915 1,199,644
Minority interest (399) -
Earnings per ordinary share for profit attributable
to the shareholders of OJSC “OGK-5" - basic and
diluted (in Russian Roubles) 24 0.022 0.034

General Director AY Kopsov

Chief Accountant D.A.Polenov

3 September 2008

The accompanying notes are an integral part of these interim consolidated financial statements
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OGK-5 Group
Interim Consolidated Cash Flow Statement for the six months ended 30 June 2008

(in thousands of Russian Roubles)

Six moths Six moths
ended 30 June ended 30 June
Notes 2008 2007
CASH FLOWS FROM OPERATING ACTIVITIES
Profit before income tax 1,017,864 1,673,835
Adjustments for:
Depreciation 6 1,214,403 1,038,891
{ osses from sale of property, plant and equipment 116,855 -
Net reversal of impairment of trade and other receivables 21 (307,071} 2)
Finance costs 23 318,687 241,341
Finance income (164,750} (444,045)
Employee share option plan (32,992) 171,258
Other non-cash operating items 6,289 16,371
Share of result of associate (74) (1,140)
Operating cash flows before working capital changes 2,169,211 2,596,708
Decrease/(increase) in trade and other receivables 1,338,678 (1,087,379)
(Increase)/decrease in inventories (394,730) 333,452
(Decrease)fincrease in trade and other payables (966,355) 168,071
Increase/(decrease) in taxes payable, other than income tax 216,514 (42,734)
Cash “generated from operations 2,363,318 1,968,119
Income tax refund 35,423 28,247
Net cash generated from operating activities 2,398,741 1,996,366
CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of property, plant and equipment (7,982,755) (3,044,270)
Proceeds from sale of property, plant and equipment 64,163 1,004
Net repayments from short-term investments 11 5,404,329 2,580,338
Interest received 232,949 318,923
Increase in equity investments (160,000) -
Net cash used in investing activities (2,441,314) {144,005)
CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from short-tern borrowings 315,000 900,000
Repayment of short-term borrowings {315,000} (1,430,000)
Interest paid (194,918) (193,343)
Dividend paid by the Group to minority interest shareholders - (1.717)
Proceeds from sale of treasury shares 61,265 -
Net cash (used)/generated {in)ifrom financing activities (133,653) (725,060)
Net increase in cash (176,226) 1,127,301
Cash at the beginning of the year 12 826,566 325,481
Cash at the end of the year 12 650,340 1,452,782
General Director ALY Kopsov
Chief Accountant D.A Polenov
3 September 2008

The accompanying notes are an integral part of these interim consolidated financial statements
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OGK-5 Group
Notes to Interim Consolidated Financial Statements for the six months ended 30 June 2008

{in thousands of Russian Roubles)

Note 1.  The Group and its operations

Open Joint-Stock Company “The Fifth Generating Company of the Wholesale Electric Power Market”
(OJSC “OGK-5", or the “Company”) was established on 27 October 2004 within the framework of Russian
electricity sector restructuring in accordance with the Resolution No. 1254-r adopted by the Government
of the Russian Federation on 1 September 2003.

On 9 February 2007 the Board of Directors of RAO "UES of Russia" approved the change of RAO "UES
of Russia" interest in OJSC "OGK-5" from 75.03% to 50% by disposing 8,853,757,803 ordinary non-
documentary shares of OJSC "OGK-5" (25.03%) through the open auction sale.

The open auction for the sale of 25.03% of OJSC “OGK-5" shares owned by RAO "UES of Russia" was
held on 6 June 2007. Enel investment Holding B.V. won the auction (see Note 5).

The OGK-5 Group (the “Group”) operates 4 State District Power Plants (“SDPP”) and its principal activity
is electricity and heat generation. The Company has a wholly-owned subsidiary LLC “OGK-5 Finance”.

During 2008, through LLC "OGK-6 Finance”, the Group established a new subsidiary, OJSC
“Teploprogress”, in which it holds a 60% interest. The principal activity of OJSC “Teploprogress” is
maintenance of heating networks. The State Property Committee of Sredneuralsk holds the remaining

40% ownership interest in OJSC “Teploprogress”.

In September 2006 OJSC “Energeticheskaya Severnaya Companiya” (OJSC “ESC") was established
whose purpose was construction and operation of new generating capacities. OJSC "ESC" is a 40%
interest associate of OJSC “OGK-5" (see Note 7). OJSC “Novatek” owns the remaining 60% of the

ordinary shares of OJSC "ESC”.

The Company is registered by the Lenin District Inspectorate of the Russian Federation Ministry of
Taxation of Yekaterinburg, Sverdlovsk Region. The Company'’s office is located at bid. 2, 10-A, 4"
Setunsky proezd, 119136, Moscow, Russia.

Operating environment. Whilst there have been improvements in economic trends in the Russian
Federation, the country continues to display some characteristics of an emerging market. These
characteristics include, but are not limited to, the existence of a currency that is not freely convertible in
most countries outside of the Russian Federation and relatively high inflation. The tax, currency and
customs legislation within the Russian Federation is subject to varying interpretations and changes, which

can occur frequently.

Spin-off from RAO “UES of Russia” On 6 December 2006 the Extraordinary General Meeting of

Shareholders of RAO “UES of Russia” took a decision to spin-off 0JSC “OGK-5" from RAO “UES of

Russia” according to the following scheme:

. 0JSC “OGK-5 Holding” is formed by the way of spin-off from RAQ “UES of Russia” as anew and a
separate company, which holds as assets ordinary shares of OJSC “OGK-5" owned before by RAO
“UES of Russia”,

. simultaneously (the same day) with its formation, OJSC “OGK-5 Holding" is merged with and into
0JSC “OGK-5", which is the surviving entity. All of the assets of OJSC *OGK-5 Holding’, consisting
of only the ordinary shares of OJSC “OGK-§", are transferred to OJSC “OGK-5",

. upon the merger, OJSC "OGK-5 Holding” ceased to exist and its shares were cancelled;

. each holder of RAO “UES of Russia” shares:

~  on the day of formation — is entitled to a number of shares in the OJSC “OGK-5 Holding”
equal to the number of RAO “UES of Russia” shares held by such holder as at this day;

- upon the cancellation of 0JSC "OGK-5 Holding” shares — becomes a shareholder of OJSC
“OGK-5" and continues to own the same number of RAO "UES of Russia” shares as such

holder held immediately preceding the day of formation.
On 1 June 2007, shareholders of 0JSC “OGK-5" approved an additional number of authorized shares in
the quantity of 1,000,000 shares with a par value of RR 1.00 each. The reason for this decision was the

share swap which should take place during the merger of 0JSC “OGK-5 Holding” with and into OJSC
“OGK-5". On 3 September 2007, the Company issued 212,866 shares. For details, refer to Note 13.
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OGK-5 Group
Notes to Interim Consolidated Financial Statements for the six months ended 30 June 2008

{in thousands of Russian Roubles)

In September 2007, notification was made to the Unified State Register of Legal Entities (USRLE) about
the dissolution of OJSC *OGK-5 Holding”. This completed the spin-off of the Company from RAQ "UES of

Russia”.

Relations with the state and current regulation. The Government of the Russian Federation,
represented by the Federal Agency of Property Management, remains a party with a significant influence
after the spin-off, owning 26.43% of shares of OJSC "OGK-5".

The Group's customer base includes a large number of entities controlled by or related to the state.
Moreover, the state controls a number of the Group’s fuel and other suppliers.

The Government of the Russian Federation directly affects the Group’s operations through regulation by
the Federal Tariff Service (“FTS”), with respect to its wholesale energy sales, and by the Regional Energy
Commissions (“RECs”) or by the Regional Tariff Services (“RTSs”), with respect to its heat sales. The
operations of all generating facilities are coordinated by OJSC “System Operator — the Central Despatch
Unit of Unified Energy System” (“SO-CDU") in order to meet system requirements in an efficient manner.
SO-CDU is controlled by NP “Administrator of trade system”.

Tariffs which the Group may charge for sales of electricity and heat are calculated on the basis of
normative documents, which regulate pricing in the field of heat and electricity. Tariffs are calculated in
accordance with the “Cost-Plus” method of indexation, in both cases prime cost plus net profits are used;
only the methods of calculation of prime cost differ. Costs are determined under the Regulations on
Accounting and Reporting of the Russian Federation, a basis of accounting which significantly differs from

International Financial Reporting Standards ("IFRS").

As described in Notes 2, 25 and 26, the government's economic, social and other policies could have
material effects on the operations of the Group.

Industry restructuring. During the period ended 30 June 2008 the market still operated under the
NOREM rules set out by Resolution of the Government of the Russian Federation No. 529 dated
31.08.2006. These NOREM rules govern the tariff rates for electricity sales in the non-liberalised Russian
market. As at 30 June 2008 15% of all electricity sales were unrestricted by these tariff rates (“liberalised
sales’). The percentage is expected to increase to 25% in the second half of 2008. By 2011 the
lieralisation rate is expected to reach 100%.

On 28 June 2008 the Government of the Russian Federation approved a resolution for the launch of the
capacity market, which is aimed at providing a return on investments to generating assets.

Note 2. Financial condition

As discussed above, the Group is affected by policy of the Government of the Russian Federation
through the control of tariffs and other factors. The FTS does not always permit tariff increases sufficient
to cover the increases in the Group's costs and thus some tariffs are insufficient to cover all the costs of
generation. Moreover, these tariffs consider costs only on a Russian statutory basis and, accordingly,
exclude additional costs recognised under the IFRS basis of accounting. As a result, tariffs may not
consistently allow for an adequate return on investment and currently do not provide sufficient funds for
the full replacement of property, plant and equipment. However, during 2007 and first half of 2008, the
growing demand for electricity and capacity together with increasing free trading sector of the wholesale
electricity market have resulted in a higher rate of revenue growth (see Industry restructuring in Note 1).

Note 3.  Basis of preparation

Statement of compliance. These consolidated financial statements (‘F inancial Statements”) have been
prepared in accordance with International F inancial Reporting Standards (“IFRS”).

Each enterprise of the Group individually maintains its own books of accounts and prepares its statutory
financial statements in accordance with the Regulations on Accounting and Reporting of the Russian
Federation. The accompanying Financial Statements are based on the statutory records and adjusted
and reclassified for the purpose of fair presentation in accordance with IF RS.
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OGK-5 Group
Notes to Interim Consolidated Financial Statements for the six months ended 30 June 2008

(in thousands of Russian Roubles)

Reclassifications. The consolidated financial statements for the period ended 30 June 2008 certain
items in the comparative income statement for the period ended 30 June 2007 have been reclassified.
The reclassification has been made to report the effect of gross-up presentation of revenue and cost of
electricity purchased on the wholesale market (NOREM), which had been previously net-off. The effect of
the reclassifications on the income statement for the period ended 30 June 2007 was as follows:

In thcasands of Russian Roubles As Oﬁginaﬂy pfe&ented Adjﬁstment As aﬁjusted
Revenues 13,747,698 2,405,224 16,152,923
Operating expenses (12,654,163} (2,405,224) (15,059,387

Functional and presentation currency. The national currency of the Russian Federation is the Russian
rouble (“RR"), which is the functional currency of each of the Group's entities and the currency in which
these financial statements are presented. All financial information presented in RR has been rounded to

the nearest thousand.

Predecessor Accounting. In December 2004, RAO “UES of Russia” (the Parent at that time) transferred
to the Company 51.0% and 99.9% of the outstanding ordinary shares of Konakovo SDPP and
Nevinnomyssk SDPP, respectively and, representing a business, the property, plant and equipment of
two power plants (Sredneuralsk SDPP and Reftino SDPP) as a contribution to the Company’s charter
capital. The Group accounted for this business combination amongst entities under common control
under an accounting policy using the predecessor values method. Accordingly, assets and liabilities of the
transferred entities were accounted for at the carrying value, as determined by the Parent in its IFRS
consolidated financial statements. The difference between the nominal value of share capital paid, the
IFRS carrying value of the contributed net assets and the minority interest has been recorded as a
merger reserve within equity attributable to the Company's shareholders (see Note 13).

Accounting for the effects of hyperinflation. The Russian Federation has previously experienced
relatively high levels of inflation and was considered to be hyperinflationary as defined by IAS 29
“Financial Reporting in Hyperinflationary Economies” (“1AS 29"). IAS 29 requires that the financial
statements prepared in the currency of a hyperinflationary economy be stated in terms of the measuring
unit current at the balance sheet date. Hyperinflation in the Russian Federation ceased effective from

1 January 2003. Restatement procedures of IAS 29 are therefore only applied to assets acquired or
revalued and liabilities incurred or assumed prior to that date. For these balances, prior to the adoption of
revaluation as a basis for accounting for property, plant and equipment (See Note 4) on 1 January 2006,
the amounts expressed in the measuring unit current at 31 December 2002 were treated as the basis for
the carrying amounts of these financial statements.

New Accounting Standards and Interpretations not yet adopted. Certain new standards and
interpretations have been published that are mandatory for the Group's accounting periods beginning on
or after 1 January 2009 or later periods and which the Group has not early adopted. Of these
pronouncements, potentially the following will have an impact on the Group's financial statements:

. IFRS 8, Operating Segments (effective for annual periods beginning on or after 1 January
2009). The standard applies to entities whose debt or equity instruments are traded in a public
market or that file, or are in the process of filing, their financial statements with a regulatory
organisation for the purpose of issuing any class of instruments in a public market. IFRS 8 requires
an entity to report financial and descriptive information about its operating segments and specifies
how an entity should report such information. The Group is currently assessing what impact the
standard will have on segment disclosures in the consolidated financial statements.

. IAS 23, Borrowing Costs (revised March 2007; effective for annual periods beginning on or
after 1 January 2008). The revised IAS 23 was issued in March 2007. The main change to I1AS 23
is the removal of the option of immediately recognising as an expense borrowing costs that relate
to assets that take a substantial period of time to get ready for use or sale. An entity is, therefore,
required to capitalise such borrowing costs as part of the cost of the asset. The revised standard
applies prospectively to borrowing costs relating to qualifying assets for which the commencement
date for capitalisation is on or after 1 January 2009. The Group is currently assessing the impact of
the amended standard on its financial statements.
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OGK-5 Group
Notes to Interim Consolidated Financial Statements for the six months ended 30 June 2008

{in thousands of Russian Roubles)

. IAS 1, Presentation of Financial Statements (revised September 2007; effective for annual
periods beginning on or after 1 January 2009). The main change in IAS 1 is the replacement of
the income statement by a statement of comprehensive income which will also include all non-
owner changes in equity, such as the revaluation of available-for-sale financial assets.
Alternatively, entities will be allowed to present two statements: a separate income statementand a
statement of comprehensive income. The revised IAS 1 also introduces a requirement to present a
statement of financial position (balance sheet) at the beginning of the earliest comparative period
whenever the entity restates comparatives due to reclassifications, changes in accounting policies,
or corrections of errors. The Group expects the revised IAS 1 to affect the presentation of its
financial statements but to have no impact on the recognition or measurement of specific

transactions and balances.

Unless otherwise described above, the new standards and interpretations are not expected o
significantly affect the Group’s financial statements.

Going concern. These financial statements have been prepared on a going concern basis, which
contemplates the realization of assets and the satisfaction of liabilities in the normal course of business.
The recoverability of the Group’s assets, as well as the future operations of the Group, may be
significantly affected by the current and future economic environment. The accompanying Financial
Statements do not include any adjustments should the Group be unable to continue as a going concern.

Critical accounting estimates and assumptions. The Group makes estimates and assumptions that
affect the reported amounts of assets and liabilities within the next financial year. Estimates and
judgments are continually evaluated and are based on management's experience and other factors,
including expectations of future events that are believed to be reasonable under the circumstances.
Management also makes certain judgments, apart from those involving estimations, in the process of
applying the accounting policies. Judgements that have the most significant effect on the amounts
recognised in the financial statements and estimates that can cause a significant adjustment to the
carrying amount of assets and liabilities within the next financial year include:

Property, plant and equipment. Fair value of property, plant and equipment has been determined by an
independent appraiser based on the depreciated replacement cost method. Further, management
assesses the remaining useful life of property, plant and equipment in accordance with the current
technical conditions of assets and estimated period when these assets will bring economic benefit to the
Group. Carrying value and depreciation of property, plant and equipment are affected by the estimates of
replacement cost, depreciated replacement cost, residual value and remaining useful lives, and actual
results could differ from these estimates. See effect of these critical accounting estimates and

assumptions in Note 8.

Provision for impairment of trade and other receivables. Provision for impairment of trade and other
receivables is based on the Group's assessment of whether the collectibility of specific customer
accounts worsened compared to prior estimates. If there is deterioration in a major customer’s
creditworthiness or actual defaults are higher than the estimates, the actual results could differ from these
estimates. See effect of these critical accounting estimates and assumptions in Note 9.

Tax contingencies. Russian tax legislation is subject to varying interpretations and changes, which can
occur frequently. Where the Group management believes it is probable that their interpretation of the
relevant legislation and the Group's tax positions cannot be sustained, an appropriate amount is accrued
for in these IFRS financial statements. See effect of these critical accounting estimates and assumptions

in Note 26.

Note 4.  Summary of significant accounting policies

Principles of consolidation. The Financial Statements comprise the financial statements of
0JSC "OGK-5" and the financial results of those entities whose operations are controlled by
0JSC "OGK-5". Control is presumed to exist when OJSC “OGK-5" controls, directly or indirectly through

subsidiaries, more than 50% of voting rights.
A) Subsidiaries

The financial resuilts of subsidiaries are included in the consolidated financial statements from the date
that control effectively commences until the date that control effectively ceases. The minority interest has

been presented as part of equity.
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OGK-5 Group
Notes to Interim Consolidated Financial Statements for the six months ended 30 June 2008

(in thousands of Russian Roubles)

B) Transactions eliminated on consolidation

Inter-company balances and transactions, and any unrealised gains arising from inter-company
transactions, are eliminated in preparing the consolidated financial statements.

C) Transactions with minority interest

The Group applies a policy of treating transactions with minority interest as transactions with the owners
in their capacity of owners. In case of purchases of minority interest, the difference between any
consideration paid and the relevant share of the carrying value of net assets of the subsidiary acquired is

recognised in equity.
D) Associates

Associates are entities over which the Group has significant influence, but not control, generally
accompanying a shareholding of between 20 and 50 percent of the voting rights. Investments in
associates are accounted for by the equity method of accounting and are initially recognised at cost. The
carrying amount of associates includes goodwill identified on acquisition less accumulated impairment
losses, if any. The Group’s share of the post-acquisition profits or losses of associates is recorded in the
income statement, and its share of post-acquisition movements in reserves is recognised in reserves.
When the Group’s share of losses in an associate equals or exceeds its interest in the associate,
including any other unsecured receivables, which form part of the investor’s net investment in associate,
the Group does not recognise further losses, unless it has incurred obligations or made payments on

behalf of the associate.

Unrealised gains on transactions between the Group and its associates are eliminated to the extent of the
Group's interest in the associates; unrealised losses are also eliminated unless the transaction provides

evidence of an impairment of the asset transferred.

Financial assets. The Group classifies its financial assets in the following categories: at fair value
through profit or loss, loans and receivables, held to maturity investments and available for sale financial
assets. The classification depends on the purpose for which the financial assets were acquired.
Management determines the classification of its financial assets at initial recognition.

A) Financial assets at fair value through profit or loss

Financial assets at fair value through profit or loss are financial assets held for trading. A financial asset is
classified in this category if acquired principally for the purpose of selling in the short term. Assets in this
category are classified as current assets.

B) Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments that are
not quoted in an active market. They are included in current assets, except for maturities greater than 12
months after the balance sheet date. These are classified as non-current assets. Loans and receivables
are represented by trade receivables (Note 9) (except for value added tax recoverable and advances to
suppliers), long-term loans issued (Note 8), bank deposits and bank bills of exchange (Note 11).

C) Held to maturity investments

Held to maturity classification includes quoted non-derivative financial assets with fixed or determinable
payments and fixed maturities that the Company has both the intention and ability to hold to maturity.

D) Available for sale financial assets

Available for sale financial assets are non-derivatives that are either designated in this category or not
classified in any of the other categories. They are included in non-current assets unless management
intends to dispose of the investment within 12 months of the balance sheet date.

Regular purchases and sales of financial assets are recognised on the trade date - the date on which the
Group commits to purchase or sell the asset. Investments are initially recognised at fair value plus
transaction costs for all financial assets not carried at fair value through profit or loss. Financial assets
carried at fair value through profit or loss are initially recognised at fair value, and transaction costs are
expensed in the income statement. Financial assets are derecognised when the rights to receive cash
flows from the investments have expired or have been transferred and the Group has transferred
substantially all risks and rewards of ownership. Available for sale financial assets and financial assets at
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fair value through profit or loss are subsequently carried at fair value. Held to maturity investments and
loans and receivables are carried at amortised cost using the effective interest method.

Gains or losses arising from changes in the fair value of the financial assets at fair value through profit or
loss category are presented in the income statement within finance items (net), in the period in which they
arise. Interest income from financial assets at fair value through profit or loss is recognised in the income
statement as part of finance income when the Group’s right to receive payments is established.

When securities classified as available for sale are sold or impaired, the accumulated fair value
adjustments recognised in equity are included in the income statement as gains and losses from

investment securities.

Dividends on available for sale equity instruments are recognised in the income statement as part of other
income when the Group's right to receive payments is established.

The fair values of quoted investments are based on current bid prices. If the market for a financial asset is
not active (and for unlisted securities), the Group establishes fair value by using valuation techniques.
These include the use of recent arm’s length transactions, reference to other instruments that are
substantially the same, discounted cash flow analysis and option pricing models, making maximum use of
market inputs and relying as little as possible on entity-specific inputs.

The Group assesses at each balance sheet date whether there is objective evidence that a financial
asset or a group of financial assets is impaired. In the case of equity securities classified as available for
sale, a significant or prolonged decline in the fair value of the security below its cost is considered as an
indicator that the securities are impaired. If any such evidence exists for available for sale financial
assets, the cumulative loss, measured as the difference between the acquisition cost and the current fair
value, less any impairment loss on that financial asset previously recognised in profit or loss, is removed
from equity and recognised in the income statement. Impairment losses recognised in the income
statement on equity instruments are not reversed through the income statement.

Except for loans and receivables and available for sale investments, the Group did not have other
financial assets in the year 2007 or the six months ended 30 June 2008.

Dividends. Dividends are recognised as a liability and deducted from equity at the balance sheet date
only if they are declared (approved by shareholders) before or on the balance sheet date. Dividends are
disclosed when they are declared after the balance sheet date, but before the financial statements are

authorized for issue.
Property, plant and equipment. Following finalization of the Group restructuring and the start of full
operational activity at all of its plants from 1 January 2006, the Group changed its accounting policy to

revaluing its property, plant and equipment, excluding construction in progress, from that date.
Management believes that this resulted in a more meaningful presentation of the Group's financial
position and financial performance.

Property, plant and equipment are subject to revaluation on a regular basis. The frequency of revaluation
depends upon the movements in the fair values of the assets being revalued. Increases in the carrying
amount arising on revaluation of property, plant and equipment are credited to the revaluation reserve in
equity. However, the increase shall be recognised in the income statement to the extent that it reverses a
revaluation decrease of the same asset previously recognised in the income statement. Decreases that
offset previous increases of the same asset are charged against the revaluation reserve directly in equity;
all other decreases are charged to the income statement. The Group does not transfer revaiuation
surplus directly to retained earnings when the asset is derecognized or as the asset is used by the entity.

Any accumulated depreciation at the date of revaluation is eliminated against the gross amount of the
asset, and the net amount is restated to the revalued amount of the asset.

The Group charges deferred tax liabilities in respect of revaluation of property. plant and equipment
directly to equity.

Renewals and improvements are capitalized and the assets replaced are retired. The costs of repair and
maintenance are expensed as incurred.

Gains and losses arising from the retirement of property, plant and equipment are included in the income
statement as incurred.
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Depreciation of property, plant and equipment is calculated on a straight-line basis over the estimated
useful life of the asset when it is available for use.

The useful lives, in years, of assets by type of facility are as follows:
Type of property, plant and equipment

Electricity and heat generation 5-85
Electricity distribution 10-45
Heating networks 5-35
Other 5-50

The majority of electricity and heat generation assets have useful lives between 50 and 65 years as
revised by management starting from 1 January 2008.

Social assets are not capitalized as they are not expected to result in future economic benefits to the
Group. Costs associated with fulfilling the Group’s social responsibilities are expensed as incurred.

Cash and cash equivalents. Cash comprises cash in hand and cash deposited on demand at banks.
Cash equivalents comprise short-term highly liquid investments that are readily convertible into cash and
have a maturity of three months or less from the date of acquisition and are subject to insignificant

changes in value.

Trade and other receivables. Accounts receivable are recorded inclusive of value added taxes. Trade
receivables are recognised initially at fair value and subsequently measured at amortized cost using the
effective interest rate method less provision for impairment. Such a provision for impairment of accounts
receivable is established if there is objective evidence that the Group will not be able to collect all
amounts due according to the original terms of the receivables. Significant financial difficulties of the
debtor, probability that the debtor will enter bankruptcy or financial reorganization, and default or
delinquency in payments are considered indicators that the trade receivable is impaired. The amount of
the provision is the difference between the carrying amount and the recoverable amount, being the
present value of expected cash flows, discounted at the original effective interest rate. The carrying
amount of the asset is reduced through the use of provision for impairment account. When a trade
receivable is uncollectible, it is written off against the provision for impairment of trade receivables.
Subsequent recoveries of amounts previously written off are credited against operating costs in the

income statement.

Value added tax. Output value added tax related to sales is payable to tax authorities on the earlier of
collection of the receivables from customers or delivery of the goods or services to customers. Input VAT
is generally recoverable against output VAT upon receipt of the VAT invoice. The tax authorities permit
the settlement of VAT on a net basis. VAT related to sales and purchases is recognised in the balance
sheet on a gross basis and disclosed separately as an asset and liability. Where provision has been
made for impairment of receivables, impairment loss is recorded for the gross amount of the debtor,
including VAT. The related deferred VAT liability is maintained until the debtor is written off.

Treasury shares. When share capital recognised as equity is repurchased, the amount of the
consideration paid, including directly attributable costs, is deducted from equity. Any gains or losses
arising on the disposal of treasury shares are recorded directly in equity attributable to the shareholders

of OJSC “OGK-5".

Inventories. Inventories are valued at the lower of net realizable value and weighed average acquisition
cost. Provision is made for potential losses on obsolete or slow-moving inventories, taking into account
their expected use and future realizable value.

Income taxes

Income taxes have been provided for in the consolidated financial statements in accordance with Russian
legislation enacted or substantively enacted by the balance sheet date. The income tax expense/(benefit)
comprises current tax and deferred tax and is recognised in the income statement unless it relates to
transactions that are recognised, in the same or a different period, directly in equity. Current tax is the
amount expected to be paid to or recovered from the taxation authorities in respect of taxable profits or
losses for the current and prior periods. Taxes, other than on income, are recorded within operating

expenses.
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Deferred income tax. Deferred tax is provided using the balance sheet liability method for the temporary
differences arising between the tax bases of assets and liabilities and their carrying amounts as per the
consolidated financial statements. In accordance with the initial recognition exemption, deferred taxes are
not recorded for temporary differences on initial recognition of an asset or a liability in a transaction other
than a business combination if the transaction, when initially recorded, affects neither accounting nor
taxable profit or loss. Deferred tax balances are measured at tax rates enacted or substantively enacted
at the balance sheet date which are expected to apply to the period when the temporary differences will
reverse or the tax loss carry forwards will be utilized. Deferred tax assets for deductible temporary
differences and tax loss carry forwards are recorded only to the extent that it is probable that future
taxable profit will be available against which the deductions can be utilized.

Deferred tax movements are recorded in the income statement except when they are related to the items
directly charged to the shareholders’ equity. In this case deferred taxes are recorded as part of the

shareholders’ equity.

Uncertain tax positions. The Group’s uncertain tax positions are reassessed by management at every
balance sheet date. Liabilities are recorded for income tax positions that are determined by management
as less likely than not to be sustained if challenged by tax authorities, based on the interpretation of tax
laws that have been enacted or substantively enacted by the balance sheet date. Liabiiities for penalties,
interest and taxes other than on income are recognised based on management's best estimate of the
expenditure required to settle the obligations at the balance sheet date.

Trade and other payables. Accounts payable are stated inclusive of value added tax. Trade payables are
recognised initially at fair value and subsequently measured at amortized cost using the effective interest

rate method.

Debt. Debt is recognised initially at its fair value net of transaction costs. If it is significantly different from
the transaction price, fair value is determined using the prevailing market interest rate for a similar
instrument. In subsequent periods, debt is stated at amortized cost using the effective rate method; any
difference between the fair value at initial recognition (net of transaction costs) and the redemption
amount is recognised in the income statement as an interest expense over the period of the debt

obligation.

Borrowing Costs. Borrowing costs are recognized as an expense in the period in which they are
incurred.

Minority interest. Minority interest represents the minority shareholders' proportionate share of the equity
and results of operations of the Group’s subsidiaries. This has been calculated based upon the minority
interests’ ownership percentage of these subsidiaries. In purchases of minority interest, difference, if any,
between the carrying amount of a minority interest and the amount paid to acquire it is recorded directly in

equity.
Pension and post-employment benefits. In the normal course of business the Group contributes to the

Russian Federation defined contribution state pension scheme on behalf of its employees. Mandatory
contributions to the governmental pension scheme are expensed when incurred.

0JSC “OGK-5" operates a number of defined benefit plans: lump-sum payments at retirement, jubilee
benefits, financial support for current pensioners, old age life pension program and death benefits.
Defined benefits plans, except old-age life pensions, are paid on a pay-as-you-go basis. For old-age life
pensions payments OJSC “OGK-5" has contracted with a non-state pension fund. OJSC "OGK-5" settles
its obligation in relation to former employees when they retire from OJSC “OGK-5" by purchasing annuity
policies in the fund. All defined benefits plans are considered