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  Year ended 31 December: 
 Notes 2009 2008 

    
Revenues    

Oil and gas sales 17 86,903 76,076 
Sales of polymer and insulation tape  1,873 2,098 
Other revenues  1,178 1,098 

    

Total revenues  89,954 79,272 
    
Operating expenses    

Transportation expenses 18 (29,026) (18,153)
Taxes other than income tax 19 (8,042) (7,186)
Materials, services and other 20 (6,259) (6,332)
Depreciation, depletion and amortization 7 (5,588) (4,478)
General and administrative expenses 21 (5,126) (5,064)
Purchases of natural gas and liquid hydrocarbons  (1,143) (4,665)
Exploration expenses  (566) (1,117)
Net impairment (expense) reversal  (125) (105)
Change in natural gas, liquid hydrocarbons, and 

polymer products and work-in-progress  (255) 184 
Total operating expenses  (56,130) (46,916)
    
    

Net gain (loss) on disposal of interest in subsidiaries  52 8 
Other operating income (loss)  (343) (244)
    

Profit from operations  33,533 32,120 
    
Finance income (expense)    

Interest expense  (819) (222)
Interest income  527 407 
Foreign exchange gain (loss)  (539) (3,569)

Total finance income (expense)  (831) (3,384)
    
    
Share of profit (loss) of associates, net of income tax  (202) (147)
    

Profit before income tax  32,500 28,589 
    
Income tax expense    

Current income tax expense  (5,896) (6,892)
Net deferred income tax (expense) benefit  (882) 1,230 

Total income tax expense 22 (6,778) (5,662)
 

   

Profit (loss)  25,722 22,927 
    
Profit (loss) attributable to:    

    

Non-controlling interest  (321) 28 
Shareholders of OAO NOVATEK  26,043 22,899 

Basic and diluted earnings per share (in Russian roubles)  8.59 7.54 
Weighted average number of shares outstanding (in thousands)  3,032,114 3,035,279 

 
The accompanying notes are an integral part of these consolidated financial statements. 
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  Year ended 31 December: 
 Notes 2009 2008 

    
Profit before income tax  32,500 28,589 

Adjustments to profit before income tax:    
Depreciation, depletion and amortization  5,738 4,581 
Net impairment expense  125 105 
Net foreign exchange loss (gain)  539 3,569 
Net loss (gain) on disposal of assets  233 315 
Share-based compensation 26 176 176 
Interest expense  819 222 
Interest income  (527) (407)
Share of loss (profit) in associates, net of income tax  202 147 
Net change in other non-current assets  223 467 
Other adjustments  (62) 26 

Working capital changes    
Decrease (increase) in trade and other receivables, prepayments 

and other current assets 
 

(1,298) 430 
Decrease (increase) in inventories  334 (421)
Increase (decrease) in trade payables and accrued liabilities, 

excluding interest and dividends 
 

992 2,406 
Increase (decrease) in other taxes payable  724 100 

Total effect of working capital changes  752 2,515 
Income taxes paid  (4,264) (8,791)

Net cash provided by operating activities  36,454 31,514 

Cash flows from investing activities    
Purchases of property, plant and equipment  (16,218) (30,455)
Purchases of inventories intended for construction  (20) (1,141)
Additional capital contribution, acquisition of subsidiaries, 

associates and non-controlling interests, net of cash acquired 
 

(18,874) (457)
Proceeds from disposals of assets, subsidiaries, associates and 

non-controlling interests, net of cash disposed  419 264 
Interest paid and capitalized  (1,280) (474)
Loans provided  (427) (445)
Repayments of loans provided  80 442 
Interest received  295 380 

Net cash (used for) provided by investing activities  (36,025) (31,886)

Cash flows from financing activities    
Proceeds from long-term debt  16,926 19,308 
Proceeds from short-term debt  5,385 6,618 
Repayments of long-term debt  (6,758) (279)
Repayments of short-term debt  (8,348) (9,134)
Interest paid  (584) (119)
Purchase of treasury shares 16 - (599)
Dividends paid 16 (7,627) (7,652)

Net cash (used for) provided by financing activities  (1,006) 8,143 
Net effect of exchange rate changes on cash, cash equivalents 

and bank overdrafts 
 

141 635 
Net increase (decrease) in cash, cash equivalents and bank overdrafts (436) 8,406 
Cash and cash equivalents at beginning of the year  10,991 2,614 

Cash and cash equivalents reclassified as assets classified as held for sale (52) (29)

Net decrease (increase) in cash and cash equivalents reclassified to assets 
classified as held for sale (23) (29)

Cash, cash equivalents and bank overdrafts at end of the year  10,532 10,991 
    

The accompanying notes are an integral part of these consolidated financial statements.
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  Year ended 31 December: 
 Notes 2009 2008 

    
Other comprehensive income (loss) after income tax:    
    

Currency translation differences  (21) (91)
    

Other comprehensive income (loss)  (21) (91)

Profit (loss)  25,722 22,927 

Total comprehensive income  25,701 22,836 
    
Total comprehensive income (loss) attributable to:    

    

Non-controlling interest  (321) 28 
Shareholders of OAO NOVATEK  26,022 22,808 

    
The accompanying notes are an integral part of these consolidated financial statements. 
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3 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 
 
The Group contributes to the Russian Federation State social insurance fund and State pension plan on behalf of its 
employees based on gross salary payments. Mandatory contributions to the State social insurance fund and the 
State pension plan, which is a defined contribution plan, are expensed when incurred and are included in payroll 
expenses in the consolidated statement of income. 
 
The Group also incurs employee costs related to the provision of benefits such as health and social infrastructure 
and services, employees meals, transportation, and other services. These amounts principally represent an implicit 
cost of employing production workers and, accordingly, are charged to payroll expenses in the consolidated 
statement of income. 
 
Share based compensation. The Group accounts for share-based compensation in accordance with IFRS 2, Share-
based Payment (“IFRS 2”). The fair value of the employee services received in exchange for the grant of the equity 
instruments is recognized as an expense. The total amount to be expensed over the vesting period is determined by 
reference to the fair value of the instruments granted measured at the grant date. For share-based compensation 
made to employees by shareholders, an increase to additional paid in capital is recorded equal to the associated 
compensation expense each period. 
 
Pension obligations. The Group operates a non-contributory post-employment defined benefit plan based on 
employees’ years of service and average salary (Note 13). 
 
The liability recognized in the consolidated statement of financial position in respect of the defined benefit pension 
plan is the present value of the defined benefit obligations at the balance sheet date, together with adjustments for 
unrecognized past service costs. The present value of the pension obligations are determined by discounting the 
estimated future cash outflows. The defined benefit obligations are calculated annually by independent actuaries 
using the projected unit credit method. The discount rate was determined by reference to Russian rouble 
denominated bonds issued by the Government of the Russian Federation chosen to match the duration of the post-
employment benefit obligations. 
 
Actuarial gains and losses arising from experience adjustments and changes in actuarial assumptions are recorded 
to the consolidated statement of income in the period in which they arise. Past-service costs are amortized on a 
straight-line basis over the vesting period. 
 
Earnings per share. Earnings per share are determined by dividing the profit or loss attributable to  
OAO NOVATEK shareholders by the weighted average number of shares outstanding during the reporting period. 
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4 CRITICAL ACCOUNTING ESTIMATES AND JUDGMENTS  
 
Consolidated financial statements prepared in accordance with IFRS requires management to make estimates and 
assumptions that affect the reported amounts of assets and liabilities and the disclosure of contingent assets and 
liabilities at the date of the consolidated financial statements, and the reported amounts of revenues and expenses 
during the reporting period.  
 
Management reviews these estimates and assumptions on a continuous basis, by reference to past experiences and 
other factors considered as reasonable which form the basis for assessing the book values of assets and liabilities. 
Adjustments to accounting estimates are recognized in the period in which the estimate is revised if the change 
affects only that period or in the period of the revision and subsequent periods, if both periods are affected. 
Management also makes certain judgments, apart from those involving estimations, in the process of applying the 
Group’s accounting policies. Actual results may differ from such estimates if different assumptions or 
circumstances apply. 
 
Judgments and estimates that have the most significant effect on the amounts reported in these consolidated 
financial statements and have a risk of causing a material adjustment to the carrying amount of assets and liabilities 
within the next financial year are described below. 
 
Useful lives of property, plant and equipment. Management assesses the useful life of an asset by considering the 
expected usage, estimated technical obsolescence, residual value, physical wear and tear and the operating 
environment in which the asset is located. Differences between such estimates and actual results may have a 
material impact on the amount of the carrying values of the property, plant and equipment and may result in 
adjustments to future depreciation rates and expenses for the period. 
 
Fair values of financial assets and liabilities. The fair value of financial assets and liabilities, other than financial 
instruments that are traded in an active market, is determined by applying various valuation methodologies. 
Management uses its judgment to make assumptions based on market conditions existing at each balance sheet 
date. Discounted cash flow analysis is used for various loans and receivables as well as debt instruments that are 
not traded in active markets. The effective interest rate is determined by reference to the interest rates of 
instruments available to the Group in active markets. In the absence of such instruments, the effective interest rate 
is determined by reference to the interest rates of active market instruments available adjusted for the Group’s 
specific risk premium estimated by management.  
 
Deferred income tax asset recognition. Management assesses deferred income tax assets at each balance sheet date 
and determines the amount recorded to the extent that realization of the related tax benefit is probable. In 
determining future taxable profits and the amount of tax benefits that are probable in the future management makes 
judgments and applies estimations based on prior years taxable profits and expectations of future income that are 
believed to be reasonable under the circumstances. 
 
Estimation of oil and gas reserves. Engineering estimates of oil and gas reserves are inherently uncertain and are 
subject to future revisions. The Group estimates its oil and gas reserves in accordance with rules promulgated by 
the Securities and Exchange Commission (SEC) for proved reserves. Accounting measures such as depreciation, 
depletion and amortization charges, impairment assessments and asset retirement obligations that are based on the 
estimates of proved reserves are subject to change based on future changes to estimates of oil and gas reserves.  
 
Proved reserves are estimated by reference to available reservoir and well information, including production and 
pressure trends for producing reservoirs. Furthermore, estimates of proved reserves only include volumes for which 
access to market is assured with reasonable certainty. All proved reserves estimates are subject to revision, either 
upward or downward, based on new information, such as from development drilling and production activities or 
from changes in economic factors, including product prices, contract terms or development plans.  
 
Proved reserves are defined as the estimated quantities of oil and gas which geological and engineering data 
demonstrate with reasonable certainty to be recoverable in future years from known reservoirs under existing 
economic conditions. In some cases, substantial new investment in additional wells and related support facilities 
and equipment will be required to recover such proved reserves. Due to the inherent uncertainties and the limited 
nature of reservoir data, estimates of underground reserves are subject to change over time as additional 
information becomes available. 
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4 CRITICAL ACCOUNTING ESTIMATES AND JUDGMENTS (CONTINUED) 
 
In general, estimates of reserves for undeveloped or partially developed fields are subject to greater uncertainty 
over their future life than estimates of reserves for fields that are substantially developed and depleted. As those 
fields are further developed, new information may lead to further revisions in reserve estimates. 
 
Oil and gas reserves have a direct impact on certain amounts reported in the consolidated financial statements, most 
notably depreciation, depletion and amortization as well as impairment expenses. Depreciation rates on oil and gas 
assets using the units-of-production method for each field are based on proved developed reserves for development 
costs, and total proved reserves for costs associated with the acquisition of proved properties. Assuming all 
variables are held constant, an increase in proved developed reserves for each field decreases depreciation, 
depletion and amortization expenses. Conversely, a decrease in the estimated proved developed reserves increases 
depreciation, depletion and amortization expenses. Moreover, estimated proved reserves are used to calculate future 
cash flows from oil and gas properties, which serve as an indicator in determining whether or not property 
impairment is present.  
 
Although the possibility exists for changes or revisions in estimated reserves to have a critical effect on 
depreciation, depletion and amortization charges and, therefore, reported net profit for the year, it is expected that 
in the normal course of business the diversity of the Group’s asset portfolio will mitigate the likelihood of this 
occurring. 
 
Impairment of non-financial assets. Management assesses whether there are any indicators of possible impairment 
of all non-financial assets at each reporting date based on events or circumstances that indicate the carrying value 
of assets may not be recoverable. Such indicators include changes in the Group’s business plans, changes in 
commodity prices leading to unprofitable performances, changes in product mixes, and for oil and gas properties, 
significant downward revisions of estimated proved reserves. Other non-financial assets are tested for impairment 
when there are indicators that the carrying amounts may not be recoverable. 
 
When value in use calculations are undertaken, management estimates the expected future cash flows from the 
asset or cash generating unit and chooses a suitable discount rate in order to calculate the present value of those 
cash flows.  
 
Impairment provision for trade receivables. The impairment provision for trade receivables is based on 
management’s assessment of the probability of collection of individual customer accounts receivable. Significant 
financial difficulties of the customer, probability that the customer will enter bankruptcy or financial 
reorganization, and default or delinquency in payments are considered indicators that the receivable is potentially 
impaired. Actual results could differ from these estimates if there is deterioration in a major customer’s 
creditworthiness or actual defaults are higher than the estimates.  
 
When there is no expectation of recovering additional cash for an amount receivable, the expected amount 
receivable is written off against the associated provision. 
 
Future cash flows of trade receivables that are evaluated for impairment are estimated on the basis of the 
contractual cash flows of the assets and the experience of management in respect of the extent to which amounts 
will become overdue as a result of past loss events and the success of recovery of overdue amounts. Past experience 
is adjusted on the basis of current observable data to reflect the effects of current conditions that did not affect past 
periods and to remove the effects of past conditions that do not exist currently. 
 
Pension obligations. The cost of defined benefit pension plans and related current service costs are determined 
using actuarial valuations. The actuarial valuations involve making demographic assumptions (mortality rates, age 
of retirement, employee turnover and disability) as well as financial assumptions (discount rates, expected rates of 
return on assets, inflation forecasts, future salary and pension increases). Due to the long term nature of these plans, 
such estimates are subject to significant uncertainty.  
 
Asset retirement obligations. Management makes provision for the future costs of decommissioning oil and gas 
production facilities, pipelines and related support equipment based on the best estimates of future cost and 
economic lives of those assets. Estimating future asset retirement obligations is complex and requires management 
to make estimates and judgments with respect to removal obligations that will occur many years in the future. 
Changes in the measurement of existing obligations can result from changes in estimated timing, future costs or 
discount rates used in valuation. 
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4 CRITICAL ACCOUNTING ESTIMATES AND JUDGMENTS (CONTINUED) 
 
The Group also assesses its liabilities for site restoration at each consolidated statement of financial position period 
in accordance with the guidelines of IFRIC 1, Changes in Existing Decommissioning, Restoration and Similar 
Liabilities. The amount recognized as a provision is the best estimate of the expenditures required to settle the 
present obligation at the balance sheet date based on current legislation where the Group’s respective operating 
assets are located, and is also subject to change because of modifications, revisions and changes in laws and 
regulations and their interpretation thereof. As a result of the subjectivity of these provisions there is uncertainty 
regarding both the amount and estimated timing of incurring such costs.  
 
 
5 MERGERS, ACQUISITIONS AND DISPOSALS 
 
In December 2008, the Group disposed of its non-core subsidiary, OOO “Purovsky Terminal”, to third parties for  
RR 235 million, of which RR 186 million were recorded as a receivable at 31 December 2009. The Group 
recognized a loss on the sale of RR 18 million, net of associated income tax of RR 11 million. The Group included 
balances and results of the operations of the disposed subsidiary within “еxploration, production and marketing” in 
the Group’s segment information. 
 
In April 2009, the Group disposed of its wholly-owned subsidiary, OOO “Purneft”, to third parties for RR 425 
million in cash, all paid in 2009, recognizing a gain on the sale of RR 42 million, net of associated income tax of 
RR 10 million. Prior to the disposal, the Group included balances and results of the operations of the disposed 
subsidiary within “exploration, production and marketing” in the Group’s segment information. 
 
In June 2009, the Group merged its wholly-owned subsidiary, OOO “PurNovaGaz”, which holds the license for 
exploration and production within the Olimpiyskiy license area into its wholly-owned subsidiary  
OOO “NOVATEK-Tarkosaleneftegas”. 
 
In September 2009, the Group merged its wholly-owned subsidiary, OOO “NOVASIB”, which holds the license 
for exploration and production within the Raduzhniy license area into its wholly-owned subsidiary  
OOO “NOVATEK-Yurkharovneftegas”. 
 
Both of the aforementioned mergers did not affect the Group’s consolidated financial and operational results. 
 
Acquisition of OAO “Yamal LNG” 
 
On 26 May 2009, the Group entered into the contract to acquire 51 percent of the outstanding ordinary shares of 
OAO “Yamal LNG”, an exploration stage oil and gas company located in the north-east of the Yamal peninsula, 
YNAO. This company holds the license for exploration and development of the South-Tambeyskoye field (initial 
license term expired in 2020 but was extended to 2045 in December 2009) with estimated natural gas and gas 
condensate reserves in accordance with the Russian reserve classification (categories C1 + C2) amounting to 1.26 
tcm and 51.6 mt, respectively. The acquisition of the South-Tambeyskoye field significantly increases the Group’s 
resource base ensuring future natural gas and gas condensate production growth. 
 
OAO “Yamal LNG” has no notable operating activities up to and as at the purchase date and as this entity is in the 
early exploration stage; consequently, this acquisition is outside the definition of business as defined in  
IFRS 3, “Business Combinations”. The cost of the acquisition has been allocated based on the relative fair values 
of the assets (largely comprised of the mineral license), and liabilities of the company acquired. 
 
The following table summarizes the total purchase consideration for the acquisition of OAO “Yamal LNG”. 
 
 USD million  Exchange rate  RR million 
      

Cash 250  30.51  7,628 
Promissory notes of NOVATEK 300  30.73  9,219 
Deferred cash payment 100  30.51  2,546 (*)

      

Total purchase consideration 650    19,393 
      

(*) – discounted at 7.5 percent per annum.      
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5 MERGERS, ACQUISITIONS AND DISPOSALS (CONTINUED) 
 
In accordance with the purchase agreement terms, the Group paid USD 200 million in cash in June 2009, and an 
additional USD 50 million was paid in October 2009. 
 
On 4 June 2009, NOVATEK issued Russian rouble denominated promissory notes for the aggregated amount of  
RR 9,219 million (being the equivalent of USD 300 million at an agreed exchange rate of RR 30.73 to 1.00 USD). 
All notes bore an interest of 14.0 percent per annum and were payable on demand but not earlier than 1 February 
2010. On 8 June 2009, the Group repaid RR 320 million of promissory notes ahead of schedule, and re-issued 
promissory notes for the remaining amount of RR 8,899 million at 13.9 percent per annum payable under the same 
maturity terms. In September 2009, the Group fully repaid the promissory notes ahead of the maturity schedule in 
agreement with the holder of the notes. 
 
The contingent consideration arrangement (referred to as the deferred cash payment) requires the Group to pay the 
former owners of OAO “Yamal LNG” USD 100 million (undiscounted) upon the conclusion of an agreement 
between OAO “Yamal LNG” and OAO Gazprom, defining the main terms of the LNG sale produced from the 
South-Tambeyskoye field. This agreement must be concluded not later than 30 December 2011, otherwise the 
amount will not be paid. 
 
Acquisition-related costs (legal and evaluation services) directly associated with the transaction in the amount of 
RR 100 million were included in the cost of the asset acquired. 
 
Recognized amounts of identifiable assets acquired and liabilities assumed are presented below. 
 
OAO “Yamal LNG”  RR million 
   

Financial assets  886 
Property, plant and equipment  818 
Other non-financial assets  807 
Long-term debt  (2,833)
Other financial liabilities  (271)
Asset retirement obligations  (587)
Other non-financial liabilities  (150)
  

Total identifiable net liabilities  (1,330)
   
In November 2009, the Group fully repaid the outstanding long-term debt of OAO “Yamal LNG” ahead of its 
maturity schedule. 
 
The following table shows the total cost of the acquired asset. 
 
  RR million 
   

Total purchase consideration  19,393 
Gross up for total value of the asset acquired  18,704 
Legal and evaluation services  100 
Add: identifiable net liabilities  1,330 
   

Cost of the asset  39,527 
   
In May 2009, the Group signed a call option agreement with one of the sellers, which provides the Group with the 
right, but not the obligation, to purchase an additional 23.9 percent of OAO “Yamal LNG” for USD 450 million 
within three years following the controlling acquisition. To enter into this call option agreement, the Group paid 
RR 325 million (USD 10 million) in July 2009, which was recorded as a decrease in retained earnings in the 
consolidated statement of changes in equity.  
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5 MERGERS, ACQUISITIONS AND DISPOSALS (CONTINUED) 
 
In accordance with the Russian legislation, in November 2009, the Group issued (via AKB “Bank of Moscow”) a 
bank guarantee for RR 19.4 billion in favor of the minority holders of the ordinary shares of OAO “Yamal LNG”. 
The guarantee is provided as financial support in the case the minority shareholders tender to sell their stakes to the 
Group at the fixed price, and expires in August 2010. Management does not believe that any of the minority 
shareholders will tender their shares as a result of this offer and therefore no obligation has been recognized on the 
balance sheet as of 31 December 2009. 
 
The financial and operational activities of OAO “Yamal LNG” were not material to the Group’s revenues and 
results of operations for the year ended 31 December 2009. 
 
Acquisition of OOO “EkropromStroy” 
 
On 19 June 2009, the Group acquired 100 percent of the participation interest in OOO “EkropromStroy” from 
several members of key management personnel of the Group for total cash consideration of RR 1,999 million, all 
paid in 2009. The Group obtained an independent appraisal supporting the purchase price and considers that the 
amount paid is substantially consistent with the terms that would be agreed in an arm’s length transaction. The 
company manages the construction of the Group’s new office building located in Moscow and has no activities 
other than the management of construction activities and ownership of the constructed building. Accordingly, the 
purchase is outside the definition of business as defined in IFRS 3, “Business Combinations”. The cost of the 
acquisition has been allocated based on the relative fair values of the assets (largely comprised of the office 
building), and liabilities of the company acquired. 
 
Recognized amounts of identifiable assets acquired and liabilities assumed are presented below. 
 
OOO “EkropromStroy”  RR million 
   

Cash and cash equivalents  75 
Property, plant and equipment  562 
Other non-financial assets  97 
Long-term debt  (468)
Other financial liabilities  (12)
Non-financial liabilities  (10)
   

Total identifiable net assets  244 
  
As a result of the acquisition, the Group assumed the long-term debt of OOO “EkropromStroy” in the amount of 
RR 468 million. In July 2009, the Group fully repaid the outstanding long-term debt of OOO “EkropromStroy” 
ahead of its maturity schedule (see Note 26). 
 
The financial and operational activities of OOO “EkropromStroy” were not material to the Group’s revenues and 
results of operations for the year ended 31 December 2009. 
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6 ASSETS HELD FOR SALE 
 
On 24 June 2009, NOVATEK and TOTAL E&P ACTIVITIES PETROLIERES (“TOTAL”) signed a Heads of 
Agreement (the “Agreement”) establishing the framework for joint cooperation in exploring and developing the 
Group’s Termokarstovoye gas condensate field located in the YNAO. 
 
The Agreement provides for the establishment of a joint venture through the acquisition, by TOTAL, 
of a 49 percent participation interest in ZAO “Terneftegas” (formerly a limited liability company,  
OOO “Terneftegas”), a wholly-owned subsidiary of the Group and holder of the license for exploration and 
production of natural gas and gas condensate at the Termokarstovoye field. Under the terms and conditions of the 
Agreement, the joint venture has two years to complete exploration works and prepare a field development plan, 
with a final investment decision to proceed further to be taken in 2011. The Agreement also stipulates that: 
 
• funding of the project costs prior to the final investment decision shall be borne 74.5 percent by TOTAL and 

25.5 percent by the Group; 

• the cost to develop this field will be determined at the point of making a final investment decision, which will 
continue to be carried at the aforementioned interests; and 

• any cost above this amount will be allocated to each party at the joint venture ownership interest. 
 
In November 2009, TOTAL received approval from the Federal Anti-Monopoly Service of the Russian Federation 
for this transaction and in December 2009, the Group signed a Sales and Purchase contract with Total 
Termokarstovoye B.V., an affiliate of TOTAL, for: 
 
• sale of a 28 percent interest in ZAO “Terneftegas” for total consideration of USD 24.1 million, of which  

USD 16 million to be paid at the date of title transfer and the remaining USD 8.1 million (deferred payment) to 
be paid upon approval by TOTAL of the final investment decision; and  

• further increase of TOTAL’s equity share to 49 percent through a subscription to the entity’s additional shares 
emission for total consideration of USD 18 million. 

 
As described above, the Group will retain 51 percent interest in ZAO “Terneftegas”; however, the Agreement 
stipulates that key financial and operational decisions regarding its business shall be subject to unanimous approval 
by both participants and none of the participants have a preferential voting right. Management believes that upon 
closing of this transaction, the Group will lose effective control of ZAO “Terneftegas” and, thus, will account for 
its activities using the equity method. 
 
The transaction was not closed as of the balance sheet date. Management believes this transaction will be 
completed during 2010; therefore, assets and liabilities related to ZAO “Terneftegas” have been reported as held 
for sale at 31 December 2009 in these consolidated financial statements. No impairment of assets was necessary as 
a result of the decision to sell this subsidiary. 
 
Below is a breakdown of major classes of assets and liabilities for assets classified as held for sale: 
 
ZAO Terneftegas At 31 December 2009 
  
Property, plant and equipment 390 
Cash and cash equivalents 52 
Deferred tax assets 34 
Other assets 32 
  

Total assets classified as held for sale 508 
  
Other liabilities 4 
  

Total liabilities associated with assets held for sale 4 
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7 PROPERTY, PLANT AND EQUIPMENT 
 
Movements in property, plant and equipment, for the years ended 31 December 2009 and 2008 are as follows: 
 

 

Oil and gas 
properties and 

equipment 

Assets under 
construction 

and advances 
for construction Other Total 

     
Cost 71,404 18,842 4,098 94,344 
Accumulated depreciation, depletion and 

amortization (11,006) - (669) (11,675)

Net book value at 1 January 2008 60,398 18,842 3,429 82,669 
     

Additions 3,077 28,723 10 31,810 
Transfers 21,517 (22,338) 821 - 
Depreciation, depletion and amortization (4,291) - (318) (4,609)
Disposal of subsidiaries, net (81) (77) (17) (175)
Reclassified as assets held for sale (437) (257) (2) (696)
Disposals, net (107) (122) (56) (285)
     
Cost 95,242 24,771 4,787 124,800 
Accumulated depreciation, depletion and 

amortization (15,166) - (920) (16,086)

Net book value at 31 December 2008 80,076 24,771 3,867 108,714 
     

Acquisition of subsidiaries 40,141 2,463 4 42,608 
Additions 943 16,927 2 17,872 
Transfers 21,650 (23,431) 1,781 - 
Depreciation, depletion and amortization (5,221) - (578) (5,799)
Reclassified as assets held for sale (65) (323) (2) (390)
Disposals, net (5) (522) (1,030) (1,557)
     
Cost 157,955 19,885 5,319 183,159 
Accumulated depreciation, depletion and 

amortization (20,436) - (1,275) (21,711)

Net book value at 31 December 2009 137,519 19,885 4,044 161,448 
     
Included within the oil and gas properties and equipment balance at 31 December 2009 and 2008 are proved 
properties of RR 65,086 million and RR 26,755 million, net of accumulated depreciation, depletion and 
amortization of RR 7,730 million and RR 6,470 million, respectively.  
 
Oil and gas properties and equipment balance at 31 December 2009 and 2008 include costs to acquire unproved 
properties in the amount of RR 99 million and RR 75 million, respectively. The Group’s management believes 
these costs are recoverable and has plans to explore and develop the respective properties. 
 
Included within assets under construction are advances to suppliers of equipment of RR 1,217 million and  
RR 2,720 million at 31 December 2009 and 2008, respectively. 
 
Included in additions to property, plant and equipment for the years ending 31 December 2009 and 2008 is 
capitalized interest of RR 1,481 million and RR 622 million, respectively. The interest capitalization rates for 2009 
and 2008 used for additions were 6.0 percent and 4.0 percent, respectively. 
 
During 2009, the transfers and additions to oil and gas property include the completion of the second phase of the 
Purovsky Gas Condensate Plant for RR 5,268 million, completion of the second stage of the second phase 
development at the Yurkharovskoye field in the amount of RR 8,390 million and the completion of the second 
phase development at the Khancheyskoye field in the amount of the RR 2,412 million.  
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7 PROPERTY, PLANT AND EQUIPMENT (CONTINUED) 
 
During 2008, the transfers and additions to oil and gas property and equipment included the completion of the first 
stage of the second phase of development at the Yurkharovskoye field in the amount of RR 13,492 million, which 
consisted of a natural gas separation unit, a condensate preparation unit, and 87 kilometers of natural gas pipeline 
connected to the Unified Gas Supply System. The Group also launched the second phase of the Purovsky Gas 
Condensate Plant increasing expenditures for RR 3,468 million, this increased processing capacity of the plant by 
an additional three million tons to five million tons per annum as well as plant storage facilities. 
 
Depreciation, depletion and amortization during the year ended 31 December 2009 comprises a charge of RR 5,588 
million included in operating expenses, RR 150 million of depreciation of administrative buildings included in 
general and administrative expenses (see Note 21), and RR 61 million of depreciation capitalized in the course of 
intra-group construction services. Depreciation, depletion and amortization for the year ended 31 December 2008 
comprises charge of RR 4,478 million included in operating expenses, RR 103 million of depreciation of 
administrative buildings included in general and administrative expenses (see Note 21), and RR 28 million of 
depreciation capitalized in the course of intra-group construction services. 
 
At 31 December 2009 and 2008, no property, plant and equipment were pledged as security for the Group’s 
borrowings. No impairment of property, plant and equipment was recognized in both years. 
 
Capital commitments are disclosed in Note 24. 
 
Asset retirement obligations. Estimated costs of dismantling oil and gas production facilities, pipelines and related 
processing facilities, including abandonment and site restoration costs, amounting to RR 1,235 million and  
RR 1,284 million at 31 December 2009 and 2008, respectively, are included in the cost of oil and gas properties 
and equipment. The Group has estimated its liability based on current legislation using estimated costs and timing 
of when the expenses are expected to be incurred between the end of the reporting period and 2051. Governmental 
authorities are continually reviewing regulations and their enforcement. Consequently, the Group’s ultimate 
liabilities may differ from the recorded amounts. 
 
 
8 INVENTORIES 
 
 At 31 December: 

 2009 2008 
   
Materials and supplies at net realizable value (net of provisions of  

RR 29 million and RR 32 million at 31 December 2009 and 2008, respectively) 236 418 
Materials and supplies at cost 614 508 
Natural gas and hydrocarbon liquids at cost 705 856 
Polymer and insulation tape products (net of provisions of  

RR nil million and RR 4 million at 31 December 2009 and 2008, respectively) 174 253 
Other inventories 61 121 

   

Total inventories 1,790 2,156 
 

The Group recorded an impairment expense of RR 46 million and RR 25 million during the years ended  
31 December 2009 and 2008, respectively, to write-down the carrying value of inventory due to obsolescence. No 
inventories were pledged as security for the Group’s borrowings or payables at both dates. 
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9 TRADE AND OTHER RECEIVABLES 
 
 At 31 December: 

 2009 2008 
   
Trade receivables (net of provision of RR 7 million and  

RR 9 million at 31 December 2009 and 2008, respectively) 6,440 1,819 
Interest on loans receivable  292 - 
Other receivables (net of provision of RR nil million and  

RR 25 million at 31 December 2009 and 2008, respectively) 1,772 666 
 

Total trade and other receivables 8,504 2,485 
 
The carrying values of trade and other receivables approximate their respective fair values. The related exposure to 
credit risk at the balance sheet date is the carrying value of each class of receivables mentioned above.  
 
The Group holds letter of credit in banks with investment grade rating as security for trade receivables in amount 
RR 2,627 million. The Group does not hold any other collateral as security for trade and other receivables (see 
Note 23 for credit risk disclosures). 
 
Trade and other receivables that are less than three months past due are generally not considered for impairment 
unless other indicators of impairment exist. Trade and other receivables of RR 188 million and RR 162 million at 
31 December 2009 and 2008, respectively were past due but not impaired. These relate to a number of independent 
customers for whom there is no recent history of default. The ageing analysis of these past due but not impaired 
trade and other receivables are as follows: 
 
 At 31 December: 
 2009 2008 
   
Up to 90 days past-due 77 84 
91 to 360 days past-due 103 67 
Over 360 days past-due 8 11 
   

Total past due but not impaired 188 162 

Not past due and not impaired 8,316 2,323 

Total trade and other receivables 8,504 2,485 
 
Movements on the Group provision for impairment of trade and other receivables are as follows: 
 
 Year ended 31 December: 

 2009 2008 
   

At 1 January 34 55 
   
Additional provision recorded 51 67 
Receivables written off as uncollectible (72) (84)
Provision amount reversed into income (6) (4)
   

At 31 December 7 34 
 
The provision for impaired trade and other receivables has been included in the consolidated statement of income 
in net impairment expense. 
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10 PREPAYMENTS AND OTHER CURRENT ASSETS 
 
 At 31 December: 

 2009 2008 
   
Financial assets   
Short-term loans receivable 1,477 3 
Short-term bank deposits 111 5 

   
Non-financial assets   
Recoverable value-added tax 955 1,174 
Prepayments and advances to suppliers (net of provision of  

RR 77 million and RR 4 million at 31 December 2009 and 2008) 1,814 2,808 
Deferred export duties for stable gas condensate - 299 
Prepaid taxes other than income tax 660 3,004 
Deferred transportation expense for stable gas condensate 78 318 
Deferred transportation expense for natural gas 581 351 
Other current assets 124 68 

 

Total prepayments and other current assets 5,800 8,030 
 
 
11 CASH AND CASH EQUIVALENTS 
 
 At 31 December: 

 2009 2008 
   
Cash in bank accounts 2,944 5,304 
Interest bearing bank deposits 7,588 5,614 
Other deposits - 74 

 
Total cash and cash equivalents per the consolidated  

statement of financial position 10,532 10,992 
 

Less: bank overdrafts (Note 14) - (1)
 

Cash, cash equivalents and bank overdrafts per the 
consolidated statement of cash flows 10,532 10,991 

  
All deposits have original maturities of less than three months (see Note 23 for credit risk disclosures). 
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12 LONG-TERM DEBT 
 
 At 31 December: 

 2009 2008 
   
US dollar denominated loans 26,673 23,293 
Russian rouble denominated loan 11,030 - 
Euro denominated loan - 45 
   

Total 37,703 23,338 
Less: current portion of long-term debt (13,827) (3,403)
 

Total long-term debt 23,876 19,935 
   
At 31 December 2009 and 2008, the Group’s long-term debt by facility is as follows: 
 

 At 31 December: 
 2009 2008 

   
Syndicated term loan facility 20,646 23,293 
Gazprombank 6,106 - 
UniCredit Bank 6,027 - 
Sberbank 4,924 - 
Other loans - 45 
 

Total 37,703 23,338 
   
Syndicated term loan facility. On 21 April 2008, the Group obtained a USD 800 million unsecured syndicated term 
loan facility for general corporate purposes including funding capital expenditure programs. The facility has a three 
year tenure with payments to begin 18 months after 21 April 2008 and is to be repaid in quarterly installments 
thereafter. The facility pays an initial interest of LIBOR plus 1.25 percent per annum for the first 18 months and 
increasing to 1.5 percent per annum thereafter (1.78 percent and 3.4 percent at 31 December 2009 and 2008, 
respectively). The loan facility includes the maintenance of certain restrictive financial covenants. At 31 December 
2009, the remaining amount of the loan facility was RR 20,646 million (USD 683 million), net of transaction costs 
of RR 94 million. 
 
Gazprombank. On 3 November 2009, the Group signed a loan agreement with OAO Gazprombank, which 
provided the Group with a loan facility of RR 10 billion at annual interest rate of 13 percent until November 2012. 
At 31 December 2009, RR 6,106 million had been drawn down under this agreement. On 14 January 2010, the 
Group signed an additional agreement with OAO Gazprombank to reduce the annual interest rate from 13 percent 
to 11.5 percent. 
 
UniCredit Bank. On 15 November 2009, the Group obtained a USD 200 million loan facility at an annual interest 
rate of LIBOR plus 6.5 percent (6.73 percent at 31 December 2009) until October 2012 under credit line facilities 
with UniCredit Bank (Note 14). The loan facility includes the maintenance of certain restrictive financial 
covenants. At 31 December 2009, RR 6,027 million, net of transaction costs of RR 22 million, had been drawn 
down. On 25 February 2010, the Group signed an additional agreement with UniCredit Bank to reduce the annual 
interest rate from LIBOR plus 6.5 percent to LIBOR plus 4.65 percent. 
 
Sberbank. On 28 August 2009, the Group obtained a RR 5 billion loan facility from OAO Sberbank for general 
corporate purposes including funding capital expenditure programs. The loan bears an interest rate of 12.37 percent 
per annum and is repayable in January and February 2011. At 31 December 2009, the full amount of RR 4,924 
million, net of transaction costs of RR 75 million, had been drawn down under this agreement. On 15 February 
2010, the Group signed an additional agreement with OAO Sberbank to reduce the annual interest rate from 12.37 
percent to 11 percent. 
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12 LONG-TERM DEBT (CONTINUED) 
 
Other loans. At 31 December 2008, other loans also included Euro denominated loans totaling RR 45 million 
(Euro 1.1 million), with a weighted average effective interest rate of 13.6 percent. These loans were repaid during 
2009. 
 
The fair values of long-term debt at 31 December 2009 were as follows: 
 

 At 31 December 2009 
  
Syndicated term loan facility 20,092 
Gazprombank 7,003 
UniCredit Bank 6,222 
Sberbank 5,268 
 

Total 38,585 
  
The carrying values of long-term debt approximate their fair value at 31 December 2008. 
 
Scheduled maturities of long-term debt at 31 December 2009 were as follows: 
 
Twelve months ended 31 December:  
  
1 January 2011 to 31 December 2011 11,726 
1 January 2012 to 31 December 2012 12,150 
  

Total long-term debt 23,876 
  
 
13 PENSION OBLIGATIONS 
 
In February 2007, the Group announced the implementation of a post-employment benefit program for its retired 
employees. Under the pension program, employees who are employed by the Group for more than three years and 
retire from the Group on or after the statutory retirement age will receive monthly payments from NOVATEK for 
life unless they are actively employed. The amount of payments to be disbursed depends on the average salary, 
duration and location of employment. The program is effective from 1 January 2007 and applies to employees who 
retire after that date.  
 
The program represents an unfunded defined benefit plan and is accounted for as such under provisions of IAS 19, 
Employee Benefits. The impact of the program on the consolidated financial statements is disclosed below. 
 
The amounts recognized in the consolidated statement of financial position and included in other non-current 
liabilities are determined as follows: 
 
 At 31 December: 
 2009 2008 
   
Present value of the defined benefit obligations 620 468 
Unrecognized past service cost (228) (256)
   
Defined benefit plan liability recognized in the 

consolidated statement of financial position 392 212 
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13 PENSION OBLIGATIONS (CONTINUED) 
 
The movements in the present value of the defined benefit obligations are as follows: 
 
 Year ended 31 December: 
 2009 2008 

At 1 January 468 492 
   

Interest cost 30 24 
Benefits paid (5) (2)
Current service cost 60 67 
Actuarial (gain) loss 67 (113)
   

At 31 December 620 468 
   
The amounts recognized in the consolidated statement of income are as follows: 
 
 Year ended 31 December: 
 2009 2008
   
Current service cost 60 67 
Interest cost 30 24 
Actuarial (gain) loss 67 (113)
Amortization of past service cost 28 18 
   

Defined benefit plan (benefits) costs recognized in operating expenses 185 (4)

of which the following amounts were included as employee compensation in:   
Materials, services and other 85 (2)
General and administrative expenses  100 (2)

   
The Group recognized a gain of RR 2 million and a loss RR 27 million as a result of experience adjustments on 
plan liabilities during the years ended 31 December 2009 and 2008, respectively, included in actuarial (gain) loss. 
 
The principal actuarial assumptions used at 31 December 2009 and 2008 are as follows: 
   
 At 31 December: 
 2009 2008
   
Weighted average discount rate 7.8% 9.6% 
Projected annual increase in employee compensation 10% 10% 
Expected increases to pension benefits  5% 6.7% 
   

   
The assumed average salary and pension payment increases for Group employees have been calculated on the basis 
of inflation forecasts, analysis of increases of past salaries and the general salary policy of the Group. Inflation 
forecasts have been estimated to reduce from 8.2 percent for 2010 to 6.2 percent in 2014 and on average equal to 
6 percent thereafter.  
 
Mortality assumptions are based on the Russian mortality tables published by the State Statistics Committee from 
the years 1986 to 1987, which management believes are the most conservative and prudent Russian 
whole-population mortality tables available. 
 
Management has assessed that reasonable changes in the most significant actuarial assumptions will not have a 
significant impact on the consolidated statement of income or the liability recognized in the consolidated statement 
of financial position.  
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14 SHORT-TERM DEBT AND CURRENT PORTION OF LONG-TERM DEBT 
 
 At 31 December: 

 2009 2008 
   
US dollar denominated loans - 2,938 
US dollar denominated bank overdrafts - 1 
   

Total - 2,939 
Add: current portion of long-term debt 13,827 3,403 
   

Total short-term debt and current portion of long-term debt 13,827 6,342 
   
US dollar denominated loans. At 31 December 2008, the US dollar denominated loans included a loan from BNP 
PARIBAS in the amount of RR 2,938 million (USD 100 million). This loan was fully repaid in September 2009. 
 
Available credit facilities and bank overdrafts. At 31 December 2008, the Group used RR 1 million of its credit 
facilities as bank overdrafts. Available funds under these short-term credit lines with various international banks 
totaled RR 6,048 million (USD 200 million) and RR 4,407 million (USD 150 million) at 31 December 2009 and 
2008, respectively, on either fixed or variable interest rates subject to the specific type of credit facility.  
 
In addition, the Group has available funds under two credit line facilities with UniCredit Bank up to the maximum 
amount of RR 3,024 million (USD 100 million) and of RR 6,048 million (USD 200 million) until February 2010 
and October 2012, respectively. However, total funds that can be withdrawn under these two agreements cannot 
exceed the combined maximum amount of USD 250 million, with interest rates negotiated at time of each 
withdrawal. In November 2009, the Group withdrew USD 200 million under these agreements as long-term 
borrowings (Note 12). 
  
The Group also has available funds under agreements with CALYON RUSBANK Corporate and Investment Bank 
in the amount of USD 100 million until July 2010 (interest rates negotiated at time of each withdrawal), and with 
BNP PARIBAS in the amount of USD 100 million until December 2010 with annual interest rate of LIBOR plus 
4.15 percent and with Gazprombank in the amount of RR 3,894 million until March 2012 with annual interest rate 
of 13 percent (Note 12). 
 
 
15 TRADE PAYABLES AND ACCRUED LIABILITIES 
 
 At 31 December: 

 2009 2008 
   
Financial liabilities   
Trade payables 2,483 3,863 
Other payables 1,979 450 
Interest payable 100 92 

   
Non-financial liabilities   
Advances from customers 2,041 1,192 
Salary payables 719 626 
Other payables 13 - 

 

Trade payables and accrued liabilities 7,335 6,223 
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16 SHAREHOLDERS’ EQUITY 
 
Ordinary share capital. Share capital issued and paid in consisted of 3,036,306,000 ordinary shares at  
31 December 2009 and 2008 with a par value of RR 0.1 each. The total authorized number of ordinary shares was 
10,593,682,000 shares at both dates. 
 
Treasury shares. In accordance with the share buyback program authorized by the Board of Directors on 
11 February 2008, the Group has periodically purchased ordinary shares of OAO NOVATEK in the form of Global 
Depository Receipts (GDRs) on the London Stock Exchange through the use of independent brokers.  
 
At 31 December 2009, a Group wholly-owned subsidiary, Novatek Equity (Cyprus) Limited, held 419,233 GDRs 
(4,192 thousand ordinary shares) at total cost of RR 599 million. The Group has decided that these shares do not 
vote. 
 
Dividends. Dividends (including tax on dividends) declared and paid were as follows: 
 

 Year ended 31 December: 
 2009 2008 

   
Dividends payable at 1 January - 1 
Total dividends declared 7,651 7,651 
Dividends paid (7,638) (7,652)

Dividends payable at 31 December 13 - 

Dividends per share declared during the year (in Russian roubles) 2.52 2.52 
Dividends per GDR declared during the year (in Russian roubles) 25.2 25.2 
 
The Group declares and pays dividends in Russian roubles. Dividends declared in 2009 and 2008 were as follows: 
  
Final for 2008: RR 1.52 per share or RR 15.2 per GDR declared in May 2009 4,615 
Interim for 2009: RR 1.00 per share or RR 10.0 per GDR declared in October 2009 3,036 

Total dividends declared in 2009 7,651 
  
Final for 2007: RR 1.52 per share or RR 15.2 per GDR declared in May 2008 4,615 
Interim for 2008: RR 1.00 per share or RR 10.0 per GDR declared in October 2008 3,036 

Total dividends declared in 2008 7,651 
  
Share-based compensation. In 2005, certain shareholders provided share-based compensation to key members of 
the Group’s management team. The fair value of the awards of RR 879 million is being recognized as 
compensation expense evenly over their five year vesting period beginning the second quarter of 2005. A 
corresponding increase is recorded to additional paid in capital as expense is recognized to reflect the shareholders 
contribution in providing the award. The fair value of the awards was determined by reference to the fair value of 
the limited liability company’s net assets estimated by its owners. 
 
Distributable retained earnings. In accordance with Russian legislation, NOVATEK distributes profits as 
dividends or transfers them to reserves (fund accounts) on the basis of financial statements prepared in accordance 
with Russian Accounting Rules. Russian legislation identifies the net profit as basis of distribution. As of the date 
of preparation of these consolidated financial statements the statutory net profit of NOVATEK for 2009 as 
determined under Russian Accounting Rules has not been finalized. For 2008, the net statutory profit of 
NOVATEK as reported in the published annual statutory reporting forms was RR 41,213 million and the closing 
balance of the accumulated profit including the current year net statutory profit totaled RR 59,853 million.  
 
Accumulated profits legally distributable are based on the amounts available for distribution in accordance with the 
applicable legislation and as reflected in the statutory financial statements of the individual entities of the Group. 
These amounts may differ significantly from the amounts calculated on the basis of IFRS. 
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17 OIL AND GAS SALES 
 
 Year ended 31 December: 

 2009 2008 
   
Natural gas 53,623 45,650 
Stable gas condensate 23,599 19,374 
Liquefied petroleum gas 8,253 6,376 
Crude oil 1,335 2,043 
Oil products 93 2,633 
   

Total oil and gas sales 86,903 76,076 
   
 
18 TRANSPORTATION EXPENSES 
 
 Year ended 31 December: 

 2009 2008 
   
Natural gas transportation to customers 20,019 11,080 
Stable gas condensate, liquefied petroleum gas and oil products 

transportation by rail 5,820 4,384 
Stable gas condensate transportation by tankers 2,675 2,168 
Unstable gas condensate transportation from the fields to the 

processing facilities through third party pipelines 340 232 
Crude oil transportation to customers 160 123 
Other 12 166 
   

Total transportation expenses 29,026 18,153 
   
 
19 TAXES OTHER THAN INCOME TAX 
 
The Group is subject to a number of taxes other than income tax, which are detailed as follows: 
 
 Year ended 31 December: 
 2009 2008 
   
Unified natural resources production tax 6,699 6,424 
Property tax 1,155 670 
Other taxes 188 92 
   

Total taxes other than income tax 8,042 7,186 
   
In 2009 and 2008, the unified natural resources production tax for natural gas production was fixed at a rate of  
RR 147 per thousand cubic meters.  
 
The unified natural resources production tax rate for gas condensate is set at 17.5 percent of gas condensate 
revenues recognized by the producing entities.  
 
Under the Tax Code of the Russian Federation, the tax rate for the unified natural resources production tax for 
crude oil is calculated by reference to an average price for Urals blend and an average exchange rate over the 
relevant tax period.  
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20 MATERIALS, SERVICES AND OTHER 
 
 Year ended 31 December: 

 2009 2008 
   
Employee compensation 2,457 2,169 
Materials and supplies 1,455 1,766 
Third party services (under operator contracts) 624 721 
Processing fees 556 341 
Repair and maintenance services 396 405 
Electricity and fuel 331 308 
Fire safety and security expense 186 168 
Other 254 454 
   

Total materials, services and other 6,259 6,332 
   
 
21 GENERAL AND ADMINISTRATIVE EXPENSES 
 
 Year ended 31 December: 

 2009 2008 
   
Employee compensation 2,840 2,940 
Charitable contributions 533 499 
Legal, audit, and consulting services 301 309 
Rent expense 245 175 
Concession management services 225 182 
Business trips expense 207 216 
Depreciation – administrative buildings 150 103 
Fire safety and security expenses 143 139 
Insurance expense 90 90 
Other 392 411 
   

Total general and administrative expenses 5,126 5,064 
   
Auditors’ fees and services. ZAO PricewaterhouseCoopers Audit has served as the Group’s independent external 
auditors for each of the reported financial years. The independent external auditor is subject to re-appointment at 
the Annual General Meeting of shareholders based on the recommendations from the Board of Directors. The 
following table presents the aggregate fees for professional services and other services rendered by 
ZAO PricewaterhouseCoopers Audit to the Group included within legal, audit, and consulting services:  
 
 Year ended 31 December: 

 2009 2008 
   
Audit services fee (audit of the Group’s consolidated financial statements and 

the statutory audit of the parent company) 37 33 
Non-audit services 1 2 
   

Total auditors’ fees and services 38 35 
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22 INCOME TAX 
 
Reconciliation of income tax. The table below reconciles actual income tax expense and theoretical income tax, 
determined by applying the statutory tax rate to profit before income tax and share of income in associates. 
 

 Year ended 31 December: 
 2009 2008 

   
Profit before income tax (excluding share of profit (loss) of associates, 

net of income tax) 32,702 28,736 
   
Theoretical income tax expense at statutory rate of 20 percent in 2009 

and 24 percent in 2008 6,541 6,896 
   
Increase (decrease) due to:   

Non-deductible expenses 493 509 
Foreign entities’ taxation at lower income tax rate  (161) (99)
Change in Russian statutory income tax rate - (1,289)
Other non-temporary differences (95) (355)

   

Total income tax expense 6,778 5,662 
   
Effective income tax rate. The Group’s Russian statutory income tax rate for 2008 was 24 percent; however, 
effective from 1 January 2009, the statutory income tax rate was reduced to 20 percent by the Federal Law of the 
Russian Federation N224 dated 26 November 2008. Since this reduction in the statutory income tax rate was 
enacted prior to 31 December 2008, the effect of the change reduced net deferred liability by RR 1,289 million, 
which has been recognized in these consolidated financial statements. The Group’s effective income tax rate for 
2008 was 24.2 percent without applying the effect of the reduction in the statutory tax rate. 
 
For the years ended 31 December 2009 and 2008, the Group’s effective income tax rate was 20.7 percent and 
19.7 percent, respectively.  
 
The Group does not file a consolidated tax return, rather each legal entity files separate tax returns with various 
authorities, primarily in the Russian Federation. 
 
Deferred income tax. Differences between IFRS and Russian statutory tax regulations give rise to certain 
temporary differences between the carrying value of certain assets and liabilities for financial reporting purposes 
and for income tax purposes. 
 
Deferred income tax balances are presented in the consolidated statement of financial position as follows: 
 

 At 31 December: 
 2009 2008 

   
Long-term deferred income tax asset (other non-current assets) 499 328 
Long-term deferred income tax liability (7,460) (6,720)
  

Net deferred income tax liability  (6,961) (6,392)
 
Deferred income tax assets expected to be realized within twelve months of 31 December 2009 and 2008 were  
RR 26 million and RR 81 million, respectively. Deferred tax liabilities expected to be reversed within twelve 
months of 31 December 2009 and 2008 were RR 82 million and RR 86 million, respectively. 
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22 INCOME TAX (CONTINUED) 
 
Movements in deferred income tax assets and liabilities during the years ended 31 December 2009 and 2008 are as 
follows: 

 

At 
31 December 

2009

Reclassification 
to the (assets) 

liabilities 
classified as 
held for sale

Statement 
of Income 

effect Acquisitions Disposals 

At 
31 December 

2008
       

Liabilities       
Property, plant and 

equipment (9,262) (26) (1,672) (126) 35 (7,473)
Inventories (91) - (43) - 8 (56)
Other current assets - - - - 10 (10)
Trade payables and 

accrued liabilities - - 25 - - (25)
          

Total deferred income tax 
liabilities (9,353) (26) (1,690) (126) 53 (7,564)

       
Assets       
Inventories 517 30 (191) 318 (70) 430 
Trade and other 

receivables 129 - 84 - - 45 
Trade payables and 

accrued liabilities 734 - 228 117 - 389 
Tax losses carried forward 931 29 694 40 (58) 226 
Other 81 1 (7) 5 - 82 

          

Total deferred income tax 
assets 2,392 60 808 480 (128) 1,172 

Net deferred income tax 
liabilities (6,961) 34 (882) 354 (75) (6,392)
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22 INCOME TAX (CONTINUED) 
 

 
At 31 December 

2008

Reclassification 
to the (assets) 

liabilities 
classified as 
held for sale 

Statement 
of Income 

effect 
At 31 December 

2007
     

Liabilities     
Property, plant and equipment (7,473) 70 1,177 (8,720)
Inventories (56) 7 (20) (43)
Other current assets (10) - 302 (312)
Trade payables and accrued liabilities (25) - (22) (3)

        

Total deferred income tax liabilities (7,564) 77 1,437 (9,078)
     

Assets     
Inventories 430 (19) (112) 561 
Trade and other receivables 45 - 21 24 
Trade payables and accrued liabilities 389 (93) (103) 585 
Tax losses carried forward 226 (11) (82) 319 
Other 82 (25) 69 38 

        

Total deferred income tax assets 1,172 (148) (207) 1,527 

Net deferred income tax liabilities (6,392) (71) 1,230 (7,551)
     

At 31 December 2009, the Group had recognized deferred income tax assets of RR 931 million (31 December 
2008: RR 226 million) in respect of unused tax loss carry forwards of RR 4,655 million (31 December 2008:  
RR 1,130 million). Tax losses can be carried forward for relief against taxable profits for 10 years after they are 
incurred, subject to certain limitations. In determining future taxable profits and the amount of tax benefits that are 
probable in the future management makes judgments including expectations regarding the Group’s ability to 
generate sufficient future taxable income and the projected time period over which deferred tax benefits will be 
realized.  
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23 FINANCIAL INSTRUMENTS AND FINANCIAL RISK FACTORS 
 
The accounting policies for financial instruments have been applied to the line items below: 
 Loans and receivables 
Financial assets At 31 December: 

 2009 2008 
Non-current   

Long-term loans receivable - 413 
Trade and other receivables 933 323 
Long-term deposits and letters of credit 20 52 

   

Current   
Short-term loans receivable 1,477 3 
Trade and other receivables 8,504 2,485 
Short-term bank deposits and letters of credit 111 5 
Cash and cash equivalents 10,532 10,992 

   

Total carrying amount 21,577 14,273 
 
 Measured at amortized cost 
Financial liabilities At 31 December: 

 2009 2008 
Non-current   

Long-term debt 23,876 19,935 
Other non-current liabilities 2,636 - 

   

Current   
Current portion of long-term debt 13,827 3,403 
Short-term debt - 2,939 
Trade and other payables 4,562 4,405 

   

Total carrying amount 44,901 30,682 
 
Financial risk management objectives and policies. In the ordinary course of business, the Group is exposed to 
market risks from fluctuating prices on commodities purchased and sold, prices of other raw materials, currency 
exchange rates and interest rates. Depending on the degree of price volatility, such fluctuations in market prices 
may create volatility in the Group’s financial results. To effectively manage the variety of exposures that may 
impact financial results, the Group’s overriding strategy is to maintain a strong financial position. 
 
The Group’s principal risk management policies are established to identify and analyze the risks faced by the 
Group, to set appropriate risk limits and controls, and to monitor risks and adherence to these limits. Risk 
management policies and systems are reviewed regularly to reflect changes in market conditions and the Group’s 
activities. 
 
Market risk. Market risk is the risk that changes in market prices, such as foreign exchange rates, interest rates, 
commodity prices and equity prices, will affect the Group’s financial results or the value of its holdings of financial 
instruments. The primary objective of mitigating these market risks is to manage and control market risk exposures, 
while optimizing the return on risk. 
 
The Group is exposed to market price movements relating to changes in commodity prices such as crude oil, gas 
condensate, liquefied petroleum products and natural gas (commodity price risk), foreign currency exchange rates, 
interest rates, equity prices and other indices that could adversely affect the value of the Group’s financial assets, 
liabilities or expected future cash flows. 
 
(a) Foreign exchange risk 
 
The Group is exposed to foreign exchange risk arising from various exposures in the normal course of business, 
primarily with respect to the US dollar. Foreign exchange risk arises primarily from future commercial 
transactions, recognized assets and liabilities when assets and liabilities are denominated in a currency other than 
the functional currency. 
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23 FINANCIAL INSTRUMENTS AND FINANCIAL RISK FACTORS (CONTINUED) 
 
The Group’s overall strategy is to have no significant net exposure in currencies other than the Russian rouble or 
the US dollar. Foreign currency derivative instruments may be utilized to manage the risk exposures associated 
with fluctuations on certain firm commitments for sales and purchases, debt instruments and other transactions that 
are denominated in currencies other than the Russian rouble, and certain non-Russian rouble assets and liabilities. 
 
The carrying amounts of the Group’s financial instruments are denominated in the following currencies: 
 

At 31 December 2009 
Russian 

rouble US dollar Euro Other Total 
      
Financial assets      

Non-current      
Trade and other receivables 933 - - - 933 
Long-term deposits 20 - - - 20 

Current      
Short-term loans receivable 1,477 - - - 1,477 
Trade and other receivables 4,461 4,021 - 22 8,504 
Short-term bank deposits and letters of credit 43 - - 68 111 
Cash and cash equivalents 7,390 3,128 1 13 10,532 

      
Financial liabilities      

Non-current    
Long-term debt (11,030) (12,846) - - (23,876)
Other non-current liabilities - (2,636) - - (2,636)

Current      
Current portion of long-term debt  - (13,827) - - (13,827)
Trade and other payables (4,312) (222) (21) (7) (4,562)

Net exposure at 31 December 2009 (1,018) (22,382) (20) 96 (23,324)
      

At 31 December 2008 
Russian 

rouble US dollar Euro Other Total 
      
Financial assets      

Non-current      
Long-term loans receivable 413 - - - 413 
Trade and other receivables 323 - - - 323 
Long-term deposits and letters of credit 49 1 - 2 52 

Current      
Short-term loans receivable 3 - - - 3 
Trade and other receivables 1,860 602 - 23 2,485 
Short-term bank deposits - - 5 - 5 
Cash and cash equivalents 3,748 7,162 74 8 10,992 
      

Financial liabilities      

 Non-current     
Long-term debt  - (19,935) - - (19,935)

 Current       
Current portion of long-term debt  - (3,358) (45) - (3,403)
Short-term debt  - (2,939) - - (2,939)
Trade and other payables  (4,162) (152) (87) (4) (4,405)

Net exposure at 31 December 2008 2,234 (18,619) (53) 29 (16,409)




