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Report of Independent Auditors

The Board of Directors and Shareholders
Wimm-Bill-Dann Foods

We have audited the accompanying consolidated balance sheets of Wimm-Bill-Dann
Foods, a Russian Open Joint Stock Company (“the Company”), as of December 31, 2003
and 2002, and the related consolidated statements of income and comprehensive income,
shareholders’ equity, and cash flows for the years then ended. These financial statements
are the responsibility of the Company’s management. Our responsibility is to express an
opinion on these financial statements based on our audits. The combined financial
statements of the Company as of December 31, 2001 and for the year then ended were
audited by other auditors who have ceased operations as a foreign associated firm of the
Securities and Exchange Commission Practice Section of the American Institute of
Certified Public Accountants. Those auditors expressed an unqualified opinion on those
financial statements in their report dated April 15, 2002.

We conducted our audits in accordance with the standards of the Public Company
Accounting Oversight Board (United States). Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial statements
are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management,
as well as evaluating the overall financial statement presentation. We believe that our
audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material
respects, the consolidated financial position of Wimm-Bill-Dann Foods as of December
31, 2003 and 2002 and the consolidated results of its operations and its cash flows for the
years then ended in conformity with U.S. generally accepted accounting principles

March 1, 2004



WIMM-BILL-DANN FOODS
Consolidated Balance Sheets

(Amounts in thousands of U.S. dollars)

December 31,

2003 2002
ASSETS
Current assets:
Cash and cash equivalents (Note 6) $ 40,264 3 29,340
Trade receivables, net (Note 7) 57,424 60,146
Inventory, net (Note 8) 88,243 86,063
Taxes receivable 92,624 57,734
Advances paid 19,690 10,811
Net investment in direct financing leases (Note 9) 1,551 1,338
Deferred tax asset (Note 19) 5,210 1,850
Other current assets 3,648 5,810
Total current assets 308,654 253,092
Non-current assets:
Property, plant and equipment, net (Note 11) 393,769 293,580
Intangible assets, net (Note 10) 3,005 2,736
Goodwill (Note 12) 24,695 19,885
Net investment in direct financing leases
— long-term portion (Note 9) 4,391 4,381
Long-term investments (Note 13) 2,931 1,989
Deferred tax asset — long-term portion (Note 19) 1,893 —
Other non-current assets (Note 14) 4,547 2,812
Total non-current assets 435,231 325,383
Total assets $ 743,885 $§ 578,475

The accompanying notes are an integral part of these statements.



WIMM-BILL-DANN FOODS

Consolidated Balance Sheets (continued)

(Amounts in thousands of U.S. dollars, except share amounts)

LIABILITIES AND SHAREHOLDERS’ EQUITY

Current liabilities:
Trade accounts payable
Advances received
Short-term loans (Note 16)
Long-term loans, current portion (Note 16)
Notes payable (Note 17)
Taxes payable
Accrued liabilities (Note 15)
Government grants — current portion (Note 20)
Other payables (Note 18)
Total current liabilities

Long-term liabilities:
Long-term loans (Note 16)
Long-term notes (Note 17)
Other long-term payables (Note 18)
Government grants — long-term portion (Note 20)
Deferred taxes — long-term portion (Note 19)

Total long-term liabilities

Total liabilities
Commitments and contingencies (Note 30)
Minority interest (Note 22)

Shareholders’ equity (Note 21):

Common stock: 44,000,000 shares authorized, issued and
outstanding with a par value of 20 rubles at December 31,

2003 and 2002
Share premium account
Accumulated other comprehensive income:
Currency translation adjustment
Retained earnings
Total shareholders’ equity

Total liabilities and shareholders’ equity

December 31,

2003 2002

51,487 § 40,144
2,586 3,905
493 94,050
1,769 2,483
6,032 16,096
9,272 4,933
10,983 8,346
2,194 2,033
36,033 25,770
120,849 197,760
7,882 4,546

200,926 —
49,020 55,047
7,052 8,568
12,370 8,121
277,250 76,282
398,099 274,042
21,168 21,549
29,908 29,908
164,132 164,132

20,581 —
109,997 88,844
324,618 $ 282,884
743,885 $ 578,475

The accompanying notes are an integral part of these statements.



WIMM-BILL-DANN FOODS

Consolidated and Combined Statements of Income and Comprehensive Income

(Amounts in thousands of U.S. dollars, except share and per share data)

Sales (Note 28)
Cost of sales (Note 23)
Gross profit

Selling and distribution expenses (Note 24)
General and administrative expenses (Note 25)
Other operating expenses

Operating income
Financial income and expenses, net (Note 26)

Income before provision for income taxes
and minority interest

Provision for income taxes (Note 19)
Minority interest (Note 22)

Income from continuing operations

Income from discontinued operations, net of
income tax expense of $386 (Note 5)

Net income

Other comprehensive income, net of tax
Currency translation adjustment

Comprehensive income

Earnings per share - basic and diluted:
Income from continuing operations

Income from discontinued operations

Net income

Income from currency translation adjustment

Comprehensive income

Weighted average number of shares outstanding,

basic and diluted

2003 2002 2001
$ 938459 $ 824,734 $ 674,616
(665,104) (579,707) (492,990)
273,355 245,027 181,626
(140,746) (109,527) (62,213)
(75,973) (62,955) (54,461)
(7,481) (6,497) (4,498)
49,155 66,048 60,454
(15,273) (14,131) (10,581)
33,882 51,917 49,873
(10,717) (14,249) (14,166)
(2,012) (1,922) (3,962)
$ 21,153 $ 35,746 S 31,745
- - 103
$ 21,153 $ 35,746 S 31,848
20,581 . .
$ 41,734 S 35,746 S 31,848
$ 048 $ 083 $ 0.91
$ - $ - 3 0.00
$ 048 $ 083 $ 0.91
$ 047 $ - -
$ 095 $ 083 $ 0.91
44,000,000 43,063,014 34,888,000

The accompanying notes are an integral part of these statements.
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WIMM-BILL-DANN FOODS

Consolidated and Combined Statements of Cash Flows

(Amounts in thousands of U.S. dollars)

Cash flows from operating activities:

Income from continuing operations

Adjustments to reconcile net income to net cash provided by
operating activities:
Minority interest
Depreciation and amortisation
Currency remeasurement gain relating to bonds payable and
long-term payables
Provision for obsolete inventory
Fianance lease expense
Provision for doubtful accounts
(Gain) loss on disposal of property, plant and equipment
Earned income on net investment in direct financing leases
Deferred tax (benefit) expense
Currency remeasurement loss relating to cash and cash
equivalents
Non-cash rental received
Gain from sale of trading securities
Unrealised holding gain for trading securities
Write off of net investment in direct finance leases
Write off of trade receivables
Amortisation of bonds issue expenses
Changes in operating assets and liabilities:
Decrease (increase) in inventories
Increase in trade accounts receivable
(Increase) decrease in advances paid
Increase in taxes receivable
Decrease (increase) in other current assets
Increase (decrease) in trade accounts payable
(Decrease) increase in advances received
Increase in taxes payable
Increase (decrease) in accrued liabilities
Increase in other current payables
(Decrease) increase in other long-term payables

Net cash provided by (used in) operating activities associated
with continuing operations

Net income from discontinued operations

Adjustment to reconcile net income to net cash provided by

(used in) operating activities

Minority interest

Depreciation

Amortization of goodwill

Allowance for doubtful accounts

Deferred tax expense (benefit)

Currency remeasurement loss relating to cash and cash
equivalents

Net change in operating assets and liabilities — the Breweries

(Note 5)
Net change in operating assets and liabilities — Expobank
(Note 5)

Net cash used in operating activities associated with discontinued

operations

Total net cash (used in) provided by operating activities

2003 2002 2001
$ 21,153 § 35,746  $ 31,745
2,012 1,922 3,962
30,780 18,611 12,722
(8,245) (1,295) (257)
2,100 1,154 182
- - 50
8,230 1,970 226
(358) 606 341
(483) (395) (561)
(4,149) 38 2,173
1,244 639 300
2,095 1,606 1,621
(1,903) - -
- (742) (318)
- 162 288
1,361 1,262 -
613 - -
2,394 5,194 (30,296)
(2,356) (34,893) (14,107)
(7,681) 3,189 (5,434)
(30,723) (32,880) (13,885)
1,068 2,782 (3,285)
6,363 (13,279) 9,377
(1,565) 1,390 (306)
5,492 1,028 5,356
1,898 (1,081) 1,326
2,071 619 5,216
(227) (216) 6,155
31,184 (6,863) 12,591
- - 103
- - (96)
- - 97
- - (38)
- - (89)
- - 247
- - 212
- - (276)
- - (12,628)
- - (12,468)
31,184 (6,863) 123

The accompanying notes are an integral part of these statements.
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WIMM-BILL-DANN FOODS

Consolidated and Combined Statements of Cash Flows

(continued)

(Amounts in thousands of U.S. dollars)

Cash flows from investing activities:

Cash paid for acquisition of subsidiaries, net of cash acquired
Cash paid for property, plant and equipment

Cash paid for acquisition of investments

Proceeds from disposal of investments

Proceeds from disposal of property, plant and equipment
Cash paid for net investments in direct financing leases

Cash paid for other long-term assets

Net cash used in investing activities associated with continuing
operations

Purchase of property, plant and equipment — the Breweries
Purchase of property and equipment — Expobank

Net cash used in investing activities associated with discontinued
operations

Total cash used in investing activities

Cash flows from financing activities:
Proceeds from notes payable, net of debt issuance expenses
(Repayment of) proceeds from short-term loans and
notes payable
Repayment of long-term loans
Proceeds from long-term loans
Repayment of long-term payables
Proceeds from issuance of capital stock, net of direct expenses
Repayment of obligations under finance leases

Net cash provided by financing activities associated with
continuing operations

Increase in short-term loans — the Breweries

Cash disposed of with discontinued operations

Net cash used in financing activities associated with discontinued
operations

Total cash provided by financing activities

Total cash provided by operating, investing and financing
activities associated with continuing operations
Impact of exchange rate differences on cash and cash equivalents
associated with continuing operations
Net increase in cash and cash equivalents associated with
continuing operations

Total cash used in operating, investing and financing activities
associated with discontinued operations

Impact of exchange rate differences on cash and cash equivalents
associated with discontinued operations

Net decrease in cash and cash equivalents associated with
discontinued operations

Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents, at beginning of period

Cash and cash equivalents, at the end of period

2003 2002 2001
$ (7,002) $ (39,571) $ (8,855)
(91,974) (78,505) (45,417)
(753) (285) (145)
4,196 - 137
2,437 - -
(2,046) (1,843) (855)
- (2,473) (351)
(95,142) (122,677) (55,486)
- - (322)

- - (30)

- - (352)
(95,142) (122,677) (55,838)
194,476 559 16,832
(107,820) 771 32,232
(3,024) (9,930) (2,475)
5,138 4,226 4,695
(15,371) (5,058) (5,909)
- 162,127 -

- (95) (762)
73,399 152,600 44,613
- - 721

- - (5,175)

- . (4,454)
73,399 152,600 40,159
9,441 23,060 1,718
1,483 (639) (300)
10,924 22,421 1,418
- - (17,274)

- _ 12)

_ _ (17,486)
10,924 22,421 (16,068)
29,340 6,919 22,978
$ 40,264 $ 29340 $ 6,919

The accompanying notes are an integral part of these statements.



WIMM-BILL-DANN FOODS
Consolidated and Combined Statements of Cash Flows
(continued)

(Amounts in thousands of U.S. dollars)

2003 2002 2001
SUPPLEMENTAL INFORMATION:

Income taxes paid $ 12280 $ 13,081 $ 3,073
Interest paid 17,. 14 10
Income taxes offset with VAT receivables 775 2 2
Taxes other than income taxes offset with VAT receivables 671 1 2
Vendor financed acquisitions of property, plant and

equipment 12,¢ 51 23

The accompanying notes are an integral part of these statements.



WIMM-BILL-DANN FOODS

Consolidated and Combined Statements of Shareholders’ Equity

(Amounts in thousands of U.S. dollars, except share amounts)

Balances at January 1, 2001
Issue of shares

Net income

Distribution to shareholders
Balances at December 31, 2001
Issue of shares (Note 21)

Net income

Balances at December 31, 2002
Net income

Currency translation adjustment

Balances at December 31, 2003

Common Stock (Note 1)

Accumulated

Other
Share Premium Retained Comprehensive

Shares Amount Account Earnings Income Total
34,552,000 $ 23,755 - $ 29,951 - $ 53,706
448,000 $ 308 $ 7,850 - - $ 8,158
- - - $ 31,848 - $ 31,848
- - - $ (8,701) - $ (8,701)
35,000,000 $ 24,063 § 7,850 $ 53,098 - $ 85,011
9,000,000 $ 5845 § 156,282 § - - § 162,127
- - - $ 35,746 — $ 35,746
44,000,000 $ 29,908 $ 164,132 $ 88,844 - $ 282,884
- - - $ 21,153 - $ 21,153
_ — - — $ 20,581 § 20,581
44,000,000 § 29,908 § 164,132 $ 109,997 § 20,581 $ 324,618

Wimm-Bill-Dann Foods has not paid any dividends for any of the periods presented.

The accompanying notes are an integral part of these statements.



WIMM-BILL-DANN FOODS
Notes to Consolidated and Combined Financial Statements

(Ammounts in thousands of U.S. dollard, unless otherwise stated)

1.The Company

Wimm-Bill-Dann Foods (“WBD Foods” or “the Company”) is an open joint stock company
registered in Russia. It is a holding company which, as at December 31, 2003, owned
controlling interests in 24 manufacturing facilities in 20 locations in Russia and the
Commonwealth of Independent States (“CIS”), as well as distribution centers in 27 cities
in Russia and abroad. WBD Foods has a strong and diversified brand portfolio with over
1,100 types of dairy products, over 150 types of juice, nectars and still drinks and a mineral
water brand.

The Company was formed as follows:

On April 16, 2001, Wimm-Bill-Dann Foods LLC (“WBD Foods LLC”) was formed by a
group of individual shareholders who owned shares in Lianozovo Dairy (“LMK”), PAG
Rodnik (“Rodnik™) and various juice production companies.

The shares of LMK and Rodnik were exchanged for an ownership interest in WBD Foods
LLC and as a result WBD Foods LLC became the majority shareholder of LMK and Rodnik.

Subsequent to the exchange, in October and December 2001, the juice production business,
owned by the same group of shareholders described above, was transferred to Fruit Rivers
LLC.

Prior to WBD Foods LLC exchanging for shares of participation to acquire LMK and Rodnik
and the transfer of the juice production companies, these companies were under the common
control of a control group, being a group of shareholders who were shareholders in each of the
above named entities, who held a majority of the shares of each of the above entities, and who
were contractually bound by a pre-existing written agreement entered into in 1997, to vote as
a single unit, all of their shares.

As a consequence of the above exchange, those shareholders in each of the above named
entities who were members of the control group, became the holders of all of the ownership
interests of WBD Foods LLC.

Certain shareholders in each of the above named companies were not members of the control
group and WBD Foods LLC did not give any shares of participation to them in exchange for
their interest in the above named companies. Consequently, those shareholders outside of the
control group retained a minority interest in certain entities controlled by WBD Foods LLC.

The acquisition by WBD Foods LLC of LMK and Rodnik, therefore, represents a
reorganization under common control, and has been accounted for, in a manner similar to a
pooling of interests, for the periods presented. The financial statements, therefore, have been
prepared on the basis that WBD Foods LLC existed for all of the periods presented and was
the majority shareholder of the underlying entities named above for all the periods presented.



WIMM-BILL-DANN FOODS

Notes to Consolidated and Combined Financial Statements (continued)

1. The Company (continued)

At the same time as WBD Foods LLC acquired the control group’s interest in LMK and
Rodnik for shares of participation, an additional share of participation in WBD Foods LLC
was exchanged for additional shares in Tsaritsino Dairy, a subsidiary of LMK. That exchange
has been accounted for as an acquisition of a minority interest in 2001.

On May 31, 2001, WBD Foods LLC was restructured into an open joint stock company and
named Wimm-Bill-Dann Foods. For all periods up to May 31, 2001, earnings per share were
based on 34,552,000 shares, being the number of shares issued to the members of the control
group upon the restructuring of WBD Foods LLC, and that number of shares has been treated
as outstanding for all these periods.

2. Russian Environment and Current Economic Situation

The Russian economy, while deemed to be of market status beginning in 2002, continues to
display certain traits consistent with that of a market in transition. These characteristics have
in the past included higher than normal historic inflation, lack of liquidity in the capital
markets, and the existence of currency controls which cause the national currency to be
illiquid outside of Russia. The continued success and stability of the Russian economy will
be significantly impacted by the government’s continued actions with regard to supervisory,
legal, and economic reforms.

3. Summary of Significant Accounting Policies
Accounting Principles

The Company and its subsidiaries maintain their accounting books and records in domestic
currency based on domestic accounting regulations. The consolidated financial statements
have been prepared in order to present WBD Foods’ consolidated financial position, results of
operations, and cash flows in accordance with accounting principles generally accepted in the
United States (“U.S. GAAP”) and expressed in terms of U.S. dollars (see paragraph
“Translation Methodology” below).

Principles of Consolidation

The consolidated and combined financial statements of the Company include the accounts of
WBD Foods and its subsidiaries that were controlled by the control group of shareholders
before reorganisation and are controlled by WBD Foods after reorganization (see Note 1 for
description of reorganisation). This control is determined when the control group of
shareholders (before reorganisation) and WBD Foods (after reorganisation) own, either
directly or indirectly, more than 50% of the voting rights of a company's share capital and are
able to govern the financial and operating policies of an enterprise so as to benefit from its
activities. The purchase method of accounting is used for acquired businesses. Companies
acquired or disposed of during the year are included in the consolidated and combined
financial statements from the date of acquisition or to the date of disposal.

10



WIMM-BILL-DANN FOODS

Notes to Consolidated and Combined Financial Statements (continued)

3. Summary of Significant Accounting Policies (continued)

Principles of Consolidation (continued)
All significant intercompany balances and transactions have been eliminated in consolidation.

Minority interests in the net assets and net results of companies within the Company are
shown under “Minority interests” in the accompanying consolidated balance sheets and
consolidated and combined statements of income.

Comprehensive Income

Comprehensive income is defined as the change in equity of a company during a period from
non-owner sources. Comprehensive income of WBD Foods for the year ended December 31,
2003 consists of net income and a currency translation adjustment in the amount of $ 20,581.
For the years ended December 31, 2002 and 2001 comprehensive income equaled net income.

Translation Methodology

Starting from January 1, 2003, Russia is no longer considered a hyperinflationary economy,
therefore, the U.S. GAAP financial statements are prepared using the local currency, the
Russian ruble, as the functional currency for WBD Foods’ Russian subsidiaries. Subsequent
translation to the reporting currency, the U.S. dollar, is made in accordance with Statement of
Financial Accounting Standards (“SFAS”) No. 52. All assets and liabilities of the Company
and its subsidiaries with functional currencies other than the U.S. dollar are translated into
U.S. dollar equivalents at exchange rates as follows: (1) asset and liability accounts at the rate
of exchange in effect on the balance sheet date, (2) revenues and expenses at the weighted
average exchange rates for the year, and (3) shareholders’ equity accounts at historical
exchange rates. Translation gains or losses are recorded as a separate component of
shareholders’ equity, and transaction gains and losses are reflected in net income. For the
years ended December 31, 2002 and 2001 the consolidated and combined financial statements
have been prepared using a stable currency, the U.S. dollar, as the majority of the Company's
operations were in hyperinflationary economies.

For the Russian entities in 2002 and prior, monetary assets and liabilities have been translated
at the period-end exchange rate. Non-monetary assets and liabilities have been translated at
historical rates. Share capital has been translated at the date of registration of WBD Foods and
on the dates of additional share issues (see Note 1). Revenues, expenses and cash flows have
been translated at the dates of respective transactions. Remeasurement differences resulting
from the use of these rates have been accounted for as currency remeasurement gains and
losses in the accompanying consolidated and combined statements of income.

In respect of Wimm-Bill-Dann Netherlands B.V. and Wimm Bill Dann (Israel) Limited, the
U.S. dollar has been used to prepare the financial statements as this is their functional
currency. The financial statements of Kiev Dairy Plant (“KMMZ”) and Kharkov Dairy Plant
(Ukraine) have been prepared using the Ukrainian grivna as the functional currency.
Translation (remeasurement) of domestic currency denominated financial statements into
U.S. dollars has been performed in accordance with the provisions of SFAS No. 52, “Foreign
currency translation”. The objective of this remeasurement process was to produce the same
results that would have been reported if the accounting records had been kept in U.S. dollars.

11



WIMM-BILL-DANN FOODS

Notes to Consolidated and Combined Financial Statements (continued)

3. Summary of Significant Accounting Policies (continued)
Management Estimates

The preparation of the consolidated and combined financial statements in conformity with
U.S. GAAP requires management to make estimates and assumptions that affect the reported
amounts of assets and liabilities at the date of the consolidated financial statements and the
reported amounts of revenues and expenses during the reporting period. Examples include
estimates of provisions for bad and doubtful accounts, obsolete inventory, and valuation
allowance for deferred tax assets. Actual results could differ from those estimates.

Cash and Cash Equivalents

Cash and cash equivalents represent cash on hand and in the Company’s bank accounts and
short-term investments having original maturities of less than three months.

Accounts Receivable and Allowance for Doubtful Accounts

Accounts receivable are stated at their net realizable value which approximates their fair
value. The Company provides an allowance for doubtful accounts based on management’s
periodic review of accounts, including the delinquency of account balances. Delinquency
status is based on contractual terms. The Company evaluates the collectibility of its
receivables at least quarterly, based upon various factors, including the financial condition
and payment history of major customers, an overall review of collections experience of other
accounts and economic factors or events expected to affect the Company’s future collections.
Trade receivables are written-off when evidence exists that they will not be collectible. The
Company generally does not require collateral from its credit customers.

Inventory

Inventories, including work-in-process, are valued at the lower of cost or market, after the
reserve for excess and obsolete items. Cost is the price paid or the consideration given to
acquire the asset. Cost is determined on the basis of weighted average cost. For processed
inventories, cost is the sum of the expenditures and charges, direct and indirect, in bringing
goods to their existing conditions or location. It includes the applicable allocation of
production fixed and variable overhead costs. Market is the current replacement cost, whether
by purchase or by reproduction, limited to the estimated selling price less any costs of
completion and disposal (net realizable value) at the maximum level, and net realizable value,
less an allowance for normal profit at the minimum level. Net realizable value is the selling
price in the ordinary course of business, less the costs of completion, marketing, and
distribution. Unrealizable inventory is fully provided for.

12



WIMM-BILL-DANN FOODS

Notes to Consolidated and Combined Financial Statements (continued)

3. Summary of Significant Accounting Policies (continued)
Value-Added Taxes

Value-added taxes (“VAT”) related to sales are payable based upon invoices issued to the
customer or collection of respective receivables. VAT incurred for purchases may be
reclaimed, subject to certain restrictions, against VAT related to sales.

VAT related to purchase transactions that are subject to offset against VAT payable after the
balance sheet dates are recognized in the balance sheets on a gross basis.

Property, Plant and Equipment

Property, plant and equipment are stated at historic acquisition cost, less accumulated
depreciation.

The acquisition cost of property, plant and equipment comprises its purchase price, including
import duties and non-refundable purchase taxes and any directly attributable costs of
bringing the asset to its working condition and location for its intended use. Expenditures
incurred after the assets have been put into operation, such as repairs and maintenance costs,
are normally expensed in the period the costs are incurred. In situations where it can be
clearly demonstrated that the expenditures have resulted in an increase in the future economic
benefits expected to be obtained from the use of an item of property, plant and equipment
beyond its originally assessed standard of performance, the expenditures are capitalized as an
additional cost of property, plant and equipment. When assets are sold or retired, their cost
and accumulated depreciation are eliminated from the accounts and any gain or loss resulting
from their disposal is included in other operating expenses of the consolidated and combined
statement of income.

The carrying value of property, plant and equipment, as determined above, less expected
residual value, is depreciated on a straight-line basis over the estimated useful lives of the
related assets. The following estimated useful lives have been applied:

Buildings 20-50 years
Machinery and equipment 8-20 years
Computer hardware 3-5 years

Other 5-10 years

Construction in progress comprises costs directly related to construction of property, plant
and equipment plus an appropriate allocation of variable and fixed overheads that are incurred
in construction. Construction in progress is depreciated once the property, plant and
equipment are put into operation.

The Company capitalizes interest costs with respect to qualifying construction projects.

13



WIMM-BILL-DANN FOODS

Notes to Consolidated and Combined Financial Statements (continued)

3. Summary of Significant Accounting Policies (continued)
Impairment of Long-Lived Assets

When events and circumstances occur indicating that the carrying amount of a long-lived
asset (group) may not be recoverable, the Company estimates the future undiscounted cash
flows expected to derive from the use and eventual disposition of the asset (group). If the sum
of the expected future cash flows (undiscounted and without interest charges) is less than the
carrying amount of the long-lived asset (group), the Company would then calculate the
impairment as the excess of the carrying value of the asset (group) over the estimate of its fair
market value.

Capital Leases — Lessor’ Accounting

The Company presents assets leased as a receivable equal to the net investment in the lease.
Finance income is based on a pattern reflecting a constant periodic rate of return on the net
investment outstanding and included in other operating expenses. Initial direct costs are
deferred and expensed over the period in which the related revenue is recognized.

Intangible assets

Intangible assets with determinable useful lives are amortized using the straight-line method
over their estimated period of benefit, ranging from two to fifteen years. Indefinite-lived
intangibles are evaluated annually for impairment or when indicators exist indicating such
assets may be impaired, such determination of fair value being based on a valuation model
that incorporates expected future cash flows and profitability projections.

Goodwill

Goodwill represents the purchase price for businesses acquired in excess of the fair value of
identifiable net assets acquired. Starting from January 1, 2002 with the adoption of SFAS 142,
“Goodwill and Other Intangible Assets”, goodwill is no longer amortized, but instead tested
for impairment at least annually or whenever indicators of impairment arise. Prior to 2002 for
acquisitions made before June 30, 2001 goodwill was amortized using the straight-line
method over fifteen years.

In cases where the fair value of the net assets acquired exceed the purchase price, that excess
(negative goodwill) is allocated as a pro rata reduction of the amounts that otherwise would
have been assigned to all of the acquired assets, excluding financial assets other than
investments accounted for by the equity method, assets to be disposed of by sale, deferred tax
assets and any other current assets. If any excess remains after reducing to zero the amounts
that otherwise would have been assigned to those assets, that remaining excess is recognized
as an extraordinary gain in the period in which the business combination is completed.

The Company completed the transitional impairment test for existing goodwill as of January
1, 2002 during the second quarter of 2002. Based on comparison of the carrying amounts of
the Company’s reporting units with the fair values of the reporting units, the Company
determined that no goodwill was impaired as of that date. Fair values of the reporting units
were established using the discounted cash flow method.
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WIMM-BILL-DANN FOODS

Notes to Consolidated and Combined Financial Statements (continued)

3. Summary of Significant Accounting Policies (continued)
Goodwill (continued)

The impact of non-amortization of goodwill on the Company’s net income for the years ended
December 31, 2003 and 2002 was $1,546 and $993, respectively, or $0.035 and $0.02 per
share of common stock — basic and diluted.

In December 2003 and 2002, the Company performed the required annual impairment tests
for goodwill and concluded that no impairment existed.

Investments

WBD Foods holds interests in several Russian legal entities which are valued at cost and are
not readily marketable securities (see Note 13). Management periodically assesses the
realizability of the carrying values of the investments and provides valuation reserves, if
required.

Revenue Recognition

Revenue is recognized when it is probable that the economic benefits associated with the
transaction will flow to the enterprise and the amount of the revenue can be measured
reliably.

Sales are recognized, net of VAT and discounts, when goods are shipped to customers. At the
time of shipment, in accordance with the Company’s standard sales agreements, the title is
transferred and the customer assumes the risk and rewards of ownership. This policy is
consistent with the Russian Civil Code which states that legal title transfers when a product is
shipped to a customer unless specifically overridden by the sales agreement.

The Company offers sales volume discounts based on individual customer volumes acquired
in a previous month. An accrual for such discounts is made at the end of each accounting
period and is recognized as a reduction of revenue in the consolidated and combined
statements of income.

Shipping and Handling Costs

Shipping and handling costs incurred by the Company are reflected in sales and distribution
expenses in the accompanying consolidated and combined statements of income.

Government Grants

Government grants are recognized when the related cash or assets are received. Government
grants are deferred and amortized to income over the period necessary to match them with the
related costs that they are intended to compensate. Grants received are treated as deferred
income in the accompanying consolidated financial statements. The amortization of
government grants related to acquisition of property, plant and equipment is recognized as a
reduction of cost of sales when depreciation expense of the related long-term assets is
recognized. Interest expense incurred in government grant loan programs is recognized in
financial income and expenses, net.
15



WIMM-BILL-DANN FOODS

Notes to Consolidated and Combined Financial Statements (continued)

3. Summary of Significant Accounting Policies (continued)
Debt Issuance Expenses

Debt issuance expenses are capitalized and amortized using the straight line method over the
lives of the related debt.

Taxation

Deferred tax assets and liabilities are recognized for the expected future tax consequences of
existing differences between financial reporting and tax reporting bases of assets and
liabilities, and loss or tax credit carryforwards using enacted tax rates expected to be in effect
at the time these differences are realized. Valuation allowances are recorded for deferred tax
assets where it is more likely than not that such assets will not be realized.

In accordance with SFAS No. 109, “Accounting for income taxes”, the Company does not
recognize deferred taxes for differences between the domestic currency equivalent of U.S.
dollar cost and domestic tax basis of nonmonetary assets and for the difference that results
from indexing of nonmonetary assets for tax purposes as the U.S. dollar is the functional
currency. Starting from January 1, 2003, the Company uses the Russian ruble as the
functional currency and, therefore, there are no such differences for deferred tax purposes.
Deferred taxes expenses associated with the temporary differences that arise from a change in
functional currency on January 1, 2003 in amount of $2,616 was included in the currency
translation adjustment component of other comprehensive income in shareholders' equity.

Advertising and Marketing Costs

Advertising and marketing costs are expensed as incurred. Advertising costs for the years
ended December 31, 2003, 2002 and 2001 were $40,518, $32,355 and $18,263, respectively,
and are reflected as a component of selling and distribution expenses in the accompanying
consolidated and combined statements of income (see Note 24).

Earnings per Share

Earnings per common share have been determined based upon the weighted average number
of shares outstanding during these periods. There are no potentially dilutive securities.

Concentration of Credit Risk

Financial instruments which potentially expose the Company to concentrations of credit risk
consist primarily of cash in banks and trade accounts receivable. The Company deposits
available cash with several financial institutions. The credit risk associated with trade
accounts receivable is limited due to the Company’s large domestic customer base. At
December 31, 2003 and 2002, the Company had no other significant concentrations of credit
risk. The Company does not usually require a collateral from its customers.
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WIMM-BILL-DANN FOODS

Notes to Consolidated and Combined Financial Statements (continued)

3. Summary of Significant Accounting Policies (continued)
Fair Value of Financial Instruments

The carrying amounts of cash and cash equivalents, accounts receivable, accounts payable
and short-term loans reported in the consolidated balance sheets approximate fair values due
to the short maturity of those instruments. Management is of the opinion that the carrying
value of the Company’s long-term loans approximates fair value.

Segment Reporting

SFAS No. 131, “Disclosures about Segments of an Enterprise and Related Information”,
requires that a business enterprise reports financial and descriptive information about its
reportable operating segments. WBD Foods currently manages its business as three major
operating segments — dairy, juice and bottled water production and distribution, and
accordingly, reports segment information on this basis.

Reclassifications

Where necessary, corresponding figures have been adjusted to conform with changes in the
presentation of the current period.

VAT receivable recognised in respect of intercompany purchases was netted against VAT
payable related to intercompany sales as of December 31, 2003. The corresponding
reclassification as of December 31, 2002 amounted to $10,618. Such reclassifications had no
impact on net income or shareholders’ equity.

New Accounting Pronouncements

Accounting for Certain Financial Instruments with Characteristics of both Liabilities and
Equity

In May 2003, the FASB issued SFAS No.150, “Accounting for Certain Financial Instruments
with Characteristics of both Liabilities and Equity”. This Statement establishes standards for
how an issuer classifies and measures certain financial instruments with characteristics of
both liabilities and equity. It requires that an issuer classify a financial instrument that is
within its scope as a liability (or an asset in some circumstances). SFAS No.150 is effective
for financial instruments entered into or modified after May 31, 2003, and otherwise is
effective at the beginning of the first interim period beginning after June 15, 2003. The
adoption of the provisions of SFAS No.150 did not have a material impact on the Company’s
results of operations, financial position, or cash flows.
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WIMM-BILL-DANN FOODS

Notes to Consolidated and Combined Financial Statements (continued)

3. Summary of Significant Accounting Policies (continued)
Accounting Pronouncements Issued But Not Yet Adopted
Consolidation of Variable Interest Entities

In December 2003, the FASB issued Interpretation No. 46R, Consolidation of Variable
Interest Entities, an Interpretation of ARB No. 51 (“the Interpretation”), which revised
Interpretation No. 46, issued in January 2003. The Interpretation addresses the consolidation
of business enterprises (variable interest entities) to which the usual condition (ownership of a
majority voting interest) of consolidation does not apply. This Interpretation focuses on
financial interests that indicate control. It concludes that in the absence of clear control
through voting interests, a company’s exposure (variable interest) to the economic risks and
potential rewards from the variable interest entity’s assets and activities are the best evidence
of control. Variable interests are rights and obligations that convey economic gains or losses
from changes in the value of the variable interest entity’s assets and liabilities. Variable
interests may arise from financial instruments, service contracts, and other arrangements. If an
enterprise holds a majority of the variable interests of an entity, it would be considered the
primary beneficiary. The primary beneficiary would be required to include assets, liabilities,
and the results of operations of the variable interests entity in its financial statements.

An enterprise with a variable interest in an entity to which the provisions of the original
Interpretation have not been applied shall apply the provisions of the revised Interpretation as
follows: a public enterprise that is not a small business issuer shall apply the Interpretation to
all variable interests held (other than special-purpose entities) no later than the end of the first
reporting period ending after March 15, 2004; a public enterprise that is a small business
issuer shall apply the Interpretation to all variable interests held (other than special-purpose
entities) no later than the end of the first reporting period ending after December 15, 2004;
and a nonpublic enterprise with a variable interest in an entity that is created after December
31, 2003 shall apply the Interpretation to that entity immediately, and to all variable interests
held by the beginning of the first annual reporting period beginning after December 15, 2004.

The Company will adopt the Interpretation in the first quarter of 2004. It is not expected to
have a significant effect on the financial position or operations of the Company.

4.  Businesses Acquired

Acquisition of minority interests

In September 2003, WBD Foods acquired 47.7% of Ufamolagroprom, a subsidiary, from
minority shareholder for cash consideration of $3,138. The fair value of net assets acquired in
excess of purchase price of $827 was recorded as reduction of the value of property, plant and
equipment. The change in minority interest related to this acquisition is presented as
“Acquisitions by the Company of minority interests in subsidiaries” in Note 22.
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WIMM-BILL-DANN FOODS

Notes to Consolidated and Combined Financial Statements (continued)

4.  Businesses Acquired (continued)

Acquisition of minority interests (continued)

In June 2002, WBD Foods acquired 25% of Moscow Baby Food Plant (“ZDMP”), a
subsidiary, from one of its shareholders for cash consideration of $5,000. The fair value of net
assets acquired in excess of purchase price of $3,461 was subsequently recorded as a
reduction of the value of intangible assets and property, plant and equipment. The change in
minority interest related to this acquisition is presented as “Acquisitions by the Company of
minority interests in subsidiaries” in Note 22.

The Company made a number of other acquisitions of minority interests in certain
subsidiaries during the years ended December 31, 2003 and 2002. The total cash
consideration paid for these acquisitions was $54 and $1,536 respectively. The acquisitions
made during 2003 and 2002 resulted in fair value of net assets acquired in excess of purchase
price of $0 and $602, respectively, which was recorded as a reduction of the value of
property, plant and equipment. Certain acquisitions of minority interests made during the year
ended December 31, 2002 resulted in goodwill of $402. The changes in minority interests
related to these acquisitions are presented as “Acquisitions by the Company of minority
interests in subsidiaries” in Note 22.

These acquisitions are included in WBD Foods' operating results from their respective dates
of acquisition. Pro forma results of operations reflecting these acquisitions have not been
presented because the results of operations of the acquired companies, either individually or
collectively, are not material to consolidated results of operations.

Business Combinations

2003

In January 2003, the Company acquired 100% of Syberian Syr for cash consideration of
$2,633. Syberian Syr owns warehousing facilities easily accessible by road and rail. The
acquisition of Syberian Syr allows the Company to save on rental expenses associated with
warehousing and office space in Syberia and provide the Company with a solid base to keep
up with anticipated growth in the key Syberian marketplace. The cash consideration paid for
this acquisition was allocated to property, plant and equipment ($1,453), goodwill ($1,411),
less liabilities ($231).

In August 2003, the Company acquired 100% interest in two legal entities — Geyser and
Curative Spring - involved in production of mineral water under the brand name Essentuki for
cash consideration of $4,118. Essentuki is one of Russia’s best known mineral water brand.
With the acquisition of Essentuki, the Company acquired natural water wells, healing springs
and bottling facilities. The cash consideration paid for these acquisitions was allocated to
property, plant and equipment ($3,957), goodwill ($1,702), other current assets ($328) less
liabilities ($1,869).

2002

In June 2002, the Company acquired 82.3% of Kharkov Dairy Plant for cash consideration of
$5,136. Kharkov Dairy Plant is a strong player on the Ukranian market with a stable supply of
raw materials.
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Notes to Consolidated and Combined Financial Statements (continued)

4.  Businesses Acquired (continued)

In July 2002, a 100% interest in Roska, a St. Petersburg dairy company, was acquired by the
Company for cash consideration of $11,634. Roska is one of St. Petersburg’s most modern
and best equipped dairy plants with excellent location and access roads. Through this major
acquisition in St. Petersburg, WBD Foods established substantial dairy production capacity in
the North-West region of Russia

In October 2002, the Company acquired 100% of Ruselectrocenter for cash consideration of
$6,000. The acquisition of this warchouse complex will allow WBD Foods to optimize the
juice distribution network in the key Moscow city and Moscow regional markets. The
complex is equipped with the latest technology in automated control systems, and provides a
comprehensive range of services from storage to direct delivery to clients.

In October 2002, the Company acquired 95.4% of Depsona for $3,458. Depsona is a strong
player in the South region of Russia. The factory has access to large reserves of high-quality
local raw materials, which will allow the Company to reduce its dependence on imported
juice concentrates..

The Company also acquired an interest in a number of other companies during 2002 for cash
consideration of $6,307.

The total cash consideration paid for all new acquisitions made in 2002 was $33,035
attributable to property, plant and equipment ($26,641), goodwill ($8,304), other intangible
assets ($1,783) and other current assets ($7,208) less liabilities ($10,901).

All acquisitions discussed above have been accounted for using the purchase method of
accounting and, accordingly, the assets acquired and liabilities assumed have been recorded at
their fair values as of the dates of the acquisitions. For the acquisitions that resulted in excess
of fair value of the assets acquired and liabilities assumed over the purchase price the
difference has been deducted proportionately from non-current assets acquired (excluding
long-term investments in marketable securities). For acquisitions that resulted in excess of
purchase price over the fair value of the assets acquired and liabilities assumed such excess
was recorded as goodwill.

These acquisitions are included in WBD Foods’ operating results from their respective dates
of acquisition. Pro forma results of operations reflecting these acquisitions have not been
presented because the results of operations of the acquired companies, either individually or
collectively, are not material to consolidated results of operations.

5.  Discontinued Operations

During 1997, LMK acquired approximately 82% of the outstanding shares of Expobank for a
total amount approximating $6,000. During 1998, LMK made an additional investment of
$6,900 in Expobank in connection with a capital contribution by major shareholders of
Expobank. LMK’s acquisition and investment in Expobank was made based on the economic
condition in Russia during 1998 as a method of ensuring access to funding for the operations
of WBD.
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Notes to Consolidated and Combined Financial Statements (continued)

5. Discontinued Operations (continued)

During 2000, in an attempt to diversify the investments of the shareholder group, LMK
acquired ownership interest in certain breweries including Brewery Volga, Volga-Invest, PiP
and Moskvoretzky Brewery (collectively referred to as the Breweries). The aggregate
purchase price of these investments was approximately $7,500.

On December 8, 2000, the Board of Directors of LMK passed a general resolution to alienate
LMK’s interest in Expobank