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Gazprom Marketing & Trading Limited

DIRECTORS’ REPORT

The Directors present the annual report and financial statements of Gazprom Marketing & Trading Limited
(“GM&T™) for the year ended 31 December 2007

PRINCIPAL ACTIVITY

The Company’s principal activity during the year was the marketing and trading of energy products including gas,
power, o1l and carbon emissions allowances in the UK, continental Europe and other markets

REVIEW OF THE BUSINESS

GM&T’s ulumate parent, OAO Gazprom 1s the world’s largest producer of natural gas and 15 developing as a
global, vertically integrated energy company GM&T, a wholly owned subsidiary of OAO Gazprom, was
established 1n 1999 and has the aim of becoming a leading global energy marketing and trading company

GM&T took significant steps towards realising this aim and saw another year of solid growth 1n 2007 The results
show a pre-tax profit of £50 2 million (2006 £33 7 mulhon), net profit of £34 3 milhion (2006 £23 5 million) and
revenue of £2,585 9 million (2006 £1,485 5 million) In addition, the total equity of the Company at 31 December
2007 stood at £110 3 milhon (2006 £78 1 million)

In 2007, the Company further extended 1its geographical reach, market presence and range of commodities traded
The following highhghts 1llustrate the extent of this success

s Commenced trading on the French, German and Dutch power exchanges of Powernext, EEX and APX,

» Jomed various European power grids and began trading European cross border power capacity,

s Acquired a 100% stake in Natural Gas Shipping Services Ltd (renamed Gazprom Marketing & Trading
Retail Ltd),

+ Increased its UK retail gas portfolio by over 400% and mtroduced several new products including smart
metering, carben neutral gas and carbon offsets,

s  More than doubled the volume of wholesale gas sold, and

e  Acquired Carbon Ermission Reduction credits under the Kyoto Clean Development Mechanism

Consistent with GM&T’s core values, the Company prides 1itself on developing relationships with customers that
demonstrate 1ts integrity and transparency GM&T believes that this will further enhance 1ts reliable reputation in
both the whelesale and retail markets in which 1t operates The Company appreciates that this 1s only achieved with
the support of both 1ts employees, who are encouraged to adopt an nterdependent approach, and the communities
with which 1t actively engages

The following Key Performance Indicators (“KPIs") 1llustrate the Company’s performance over the past year
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KPIs 2007 2006]KP1s Definitions

Growth 1n gas sales volumes (%) 101% 60%| Year on year sales volume growth expressed as a
percentage

Return On Equity (%) 3% 30%| Return On Equity 1s calculated as annual Met Profit
divided by Net Assets expressed as a percentage

Total number of products 5 5|Total number of products refers to the number of
commodity products that GM&T trades with
counterparties

Total number of locations 21 19| Total number of locations refers to the annual number
of primary locations that GM&T trades n

Revenue (£ '000s) 2,585,901 1,485,525|Revenue refers to annual GM&T revenue net of
discounts, rebates, VAT and other sales taxes or duty,
expressed in thousands of pounds sterling

Gross margin (£ '000s) 63,420 48,040|Gross margin 1s revenue less cost of goods sold,
expressed in thousands of pounds sterling

EBITDA (£ '000s) 48,458 32,298|EBITDA (Earnings before Interest, Tax, Depreciation
and Amortisation) expressed in thousands of pounds
sterling

Net profit (£ '000s) 34,335 23,535|Annual Net profit expressed in thousands of pounds
sterling

PRINCIPAL RISKS FACING THE COMPANY

Risk management 1s an essential component of GM&T’s operations Whilst the Company continues to pursue an
ambitious strategy, it ensures that there 1s effective nsk control and management :n place This 1s particularly
relevant 1n the energy sector which can be one of the most volatile of commodity markets

The principal risks that GM&T faces can be categorised as Financial Risk (such as commodity price risk, credit nisk,
foreign exchange risk and hquidity risk) or Operational Risk

In 2007 the Board of Directors approved a revised Governing Policy for Energy Risk Management that defines the
scope, objectives, policy and strategies for the management of Financial and Operational Risks within GM&T One
of the key features remnforced in the revised policy 1s GM&T’s Risk Oversight Committee (*“ROC™) which was
established by the Board in 2004 to supervise the development, implementation and operation of the Risk
Management framework

The Company’s management of Financial Risks 1s described in Note 14

Operational Risk manly refers to uncertainties arising n the areas of human resources, technology, and the
regulatory environment Each of these risks 1s manageable and 1s the subject of continual monitoring within
GM&T

FUTURE DEVELOPMENTS

In 2008, GM&T 1ntends to increase its profitabihity whilst continuing to shift to a more diverse business model In
paruicular, the Company plans to acmeve the following

e Progress its ambition to become a leading multi-commodity, multi-sector, multi-market trader and
marketer,

Diversify its portfolio of assets,

Further develop i1ts risk management capability,

Continue to work closely with its parent companies in Germany and Russia,

Develop through both organic growth and possible acquisitions of energy assets in various geographic
markets, and

e Conunue to attract and retain the best people
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SUMMARY
During the year, GM&T continued to make progress towards reahsing 1ts stated vision
“To be a leading global energy marketing and trading company”’

The Company has demonstrated its ability to build on previous years’ achievements and to deliver consistent
growth, both financially and 1n terms of its market position With 11s clear strategic direction, strong management,
entrepreneunial people and robust risk management the prospects for the achievement of GM&T’s vision look
extremely positive

CHARITABLE DONATIONS

The Company donated the sum of £30,791 (2006 £2,950) to local chanities serving the communities 1n which the
group operates

DIRECTORS AND THEIR INTERESTS
The Directors during the year were as follows

H-J Gormig
Y A Komarov
A Medvedev
A V Mikhalev
V V Vasilhev

There are no Directors’ interests requiring disclosure under the Companies Act 1985

AUDITORS

A resolution for the re-appointment of Deloitte & Touche LLP will be proposed at the forthcoming Annual General
Meeting

The Board of Directors 1n accordance with Section 234ZA of the Companies Act have confirmed the following
statement, that in respect of the audit of Gazprom Marketing &Trading Limited for the period from 1 January 2007
to 31 December 2007

a) All relevant audit information has been made available to the Company’s auditors, and

b} As Dwectors we have taken all appropniate steps to make ourselves aware of any relevant audit information
and to establish that the Company’s auditors are aware of that information

Approved by the Board of Directors J /
A V Mikhalev V V Vasih
Dhrector Director

f March 2008 / March 2008
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STATEMENT OF DIRECTORS’ RESPONSIBILITIES

The Directors are responsible for preparing the Annual Report and the financial statements The Directors have
elected to prepare financial statements for the Company n accordance with International Financial Reporting
Standards (“IFRS™) Company law requires the Directors to prepare such financial statemenis in accordance with
IFRS and the Companies Act 1985

International Accounting Standard | requires that financial statements present farly for each financial year the
Company’s financral position, financial performance and cash flows This requires the faithful representation of the
effects of transactions, other events and conditions n accordance with the definitions and recognition criteria for
assets, habilities, income and expenses set out i the International Accounting Standards Board’s ‘Framework for
the Preparation and Presentation of Financial Statements® In virtually all circumstances, a fair presentation will be
achieved by compliance with all applicable International Financial Reporting Standards Directors are also required
to

s properly select and apply accounting policies,

» present information, including accounting policies, in a manner that provides relevant, reliable, comparable
and understandable information, and

o provide additional disclosures when compliance with the specific requirements in IFRS 1s msuffictent to
enable users to understand the impact of particular transactions, other events and condittons on the entity’s
financial position and financial performance

After making enquiries, the Directors have formed a judgement, at the time of approving the financial statements,
that there 15 a reasonable expectation that the Company has adequate resources to continue 1 operational existence
for the foreseeable future For this reason the Directors continue to adopt the going concern basis in preparing the
financial statements

The Directors are responsible for keeping proper accounting records which disclose with reasonable accuracy at any
ume the financial position of the Company, for safeguarding the assets, for taking reasonable steps for the
prevention and detection of fraud and other wrregulanities and for the preparation of a Directors’ Report which
complies with the requirements of the Companies Act 1985

The Directors are responsible for the maintenance and integrity of the Company website Legislation in the United
Kingdom governing the preparation and dissemination of financial statements may differ from legislation in other
Junisdictions
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INDEPENDENT AUDITORS’ REPORT TO THE MEMBERS OF GAZPROM
MARKETING & TRADING LIMITED

We have audited the financial statements of Gazprom Marketing & Trading Limited for the year ended 31
December 2007 which comprise the Income Statement, the Balance Sheet, the Statement of Recognised Income and
Expense, the Cash Flow Statement and the related notes 1 to 21 These financial statements have been prepared
under the accounting policies set out theremn

This report 1s made sclely to the Company’s members, as a body, in accordance with section 235 of the Companies
Act 1985 Our audit work has been undertaken so that we might state to the Company’s members those matters we
are required to state to them in an auditors’ report and for no other purpose To the fullest extent permitted by law,
we do not accept or assume responsibility to anyone other than the Company and the Company’s members as a
body, for our audit work, for this report, or for the opinions we have formed

Respective responsibilities of Directors and auditors

The Directors' responsibilities for preparing the Annual Report and the financial statements in accordance with
applicable law and International Financial Reporting Standards (IFRS) as adopted by the European Union are set out
in the Statement of Directors' Responsibilities

QOur responsibility 1s to audit the financial statements in accordance with relevant legal and regulatory requirements
and International Standards on Auditing (UK and Ireland)}

We report to you our opinion as to whether the financial statements give a true and fair view and are properly
prepared 1n accordance with the Companies Act 1985 We also report to you whether i our opmion the information
given in the Directors' Report 1s consistent with the financial statements

In addition we repoit to you if, 1n our opinion, the Company has not kept proper accounting records, 1f we have not
recerved all the information and explanations we require for our audit, or if information specified by law regarding
Directors’ remuneration and other transactions ts not disclosed

We read the other information contained in the Annual Report as described in the contents section and consider
whether 1t 15 consistent with the audited financial statements We consider the imphications for our report 1If we
become aware of any apparent misstatements or matertal inconsistencies with the financial statements Qur
responsibilities do not extend to any further information outside the Annual Report

Basis of audit opinion

We conducted our audit tn accordance with International Standards on Auditing (UK and Ireland) 1ssued by the
Auditing Practices Board An audit includes examination, on a test basis, of evidence relevant to the amounts and
disclosures 1n the financial statements It also includes an assessment of the significant estimates and judgments
made by the Directors in the preparation of the financial statements, and of whether the accounting policies are
appropriate to the Company's circumstances, consistently applhied and adequately disclosed

We planned and performed our audit so as to obtam all the information and explanations which we considered
necessary n order to provide us with sufficient evidence to give reasonable assurance that the financial statements
are free from material misstatement, whether caused by fraud or other wregularity or error In forming our opinion
we also evaluated the overall adequacy of the presentation of information in the financial statements

Opinion

[n our opinion
. the financial statements give a true and fair view, in accordance with IFRS as adopted by the
European Umon, of the state of the Company's affairs as at 31 December 2007 and of its profit for
the year then ended,

. the financial statements have been properly prepared in accordance with the Companies Act 1985,
and
. the information given in the Directors’ Report 15 consistent with the financial statements

Mtuﬁi del\ﬁ_ l'\-LE

Deloitte & Touche LLP
Chartered Accountants and Registered Auditors
London, United Kingdom

||.|0 March 2008




INCOME STATEMENT
For the year ended 31 December 2007

Note
CONTINUING OPERATIONS
REVENUE l
Cost of sales
GROSS PROFIT
Admimistrative expenses
OPERATING PROFIT 2
Investment revenue 3
Finance costs 3
PROFIT BEFORE TAX
Tax 5

PROFIT FOR THE FINANCIAL YEAR

Gazprom Marketing & Trading Limited

2007 2006
£'000s £ '000s
2,585,901 1,485,525
(2,522,481) (1,437,485)
63,420 48,040
(28,457) (16,056)
34,963 31,984
15,744 2,386
(458) (676)
50,249 33,694
(15,914) (10,159)
34,335 23,535
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BALANCE SHEET
As at 31 December 2007

Note 2007 2006
£'000s £'000s
ASSETS
Non-current assets
Intangible asseis 6 1,662 1,149
Property, plant and equipment 7 11,408 7,100
Denvative financial instruments 15 9218 14,921
Investrents 1n subsidianes 8 4632 g78
116,920 24,148
Current assets
[rvertones 10 46,665 8,513
Trade and other recervables 9 438,513 269,867
Denvative financial instrurments 15 354401 356,943
Cash and cash equovalents 11 34,961 22,853
874,540 658,176
TOTAL ASSETS 91,460 682,324
LIABILITIES
Current liabibities
Trade and other payables 13 450,028 250,780
Denvative financial instruments 15 315,639 328,348
Obligations under hire purchase agreemernts 8 78
Current tax liabilites 10,604 9,708
776,329 588914
NET CURRENT ASSETS 88,211 69,262
Non~current habilities
Denvative financial instruments 15 103,275 12,617
Deferred tax liabilities 12 1,577 2661
104,852 15,278
TOTAL LIABILITIES 831,181 604,192
NET ASSETS 110,279 78.132
EQUITY
Ordinary share capital 16 20,000 20,000
Cashflow hedge reserve 17 (16) 2172
Retained eamings 17 00,295 55,960
TOTAL EQUITY 110,279 78,132
These financial statements were approved by the Board of Directors and authonsed qr 1sjue on / March 2008
Signed on behalf of the Board /
A V Mikhalev V V Vasi)

Director Darector




STATEMENT OF RECOGNISED INCOME AND EXPENSE

For the year ended 31 December 2007

Gamrs/(losses) on cash flow hedges

Tax on iters taken derectly to equity

Net income recognised directly in equity
Transfers

Transferred to profit or loss on cash flow hedges
Tax on tterrs transferred from equity

Profit for the year

Total recogmsed income and expense for the year

Gazprom Marketing & Trading Limited

17

17

2007 2006
£'000s £'000s
(23) 3,103

7 (931)

(16) 2172
(3,103) -
931 ;
34,335 23,535
32,147 25,707
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CASH FLOW STATEMENT
For the year ended 31 December 2007

2007 2006

Note £'000s £'000s
Operating activities
Operating profit 34,963 31,984
Depreciation of property, plant and equipment 951 840
Amortisation of intangibles 874 65
Profit on disposal of property, plant and equipment - (6)
Fair value gains/(losses) on forward foreign exchange contracts 11,670 (591)
Operating cash flows before movements in working capital 48,458 32,292
Decrease/(increase} in stocks (38,152) 1,766
Increase in receivables (168,645) (113,081)
Increase in payables 199,248 105,884
Increase in derivative financial instruments (6,932) (10,473)
Cash generated from operations 33,977 16,388
Interest paid (458) (85)
Income taxes paid (15,163) (8,310)
Net cash from operating activities 18,356 7,993
Investig activities
Interest received 4,073 2,386
Purchases of property, plant and equipment (5,259) (1,520)
Proceeds from sale of property, plant and equipment - 14
Purchases of intangible assets (1,387) (994)
Investment in subsidiaries (3,654) (978)
Net cash used in investing activities (6,227) (1,092)
Financing activities
Proceeds on 1ssue of shares - 9.000
Repayment of obligations under hire purchase agreements 21) (47)
Net cash from financing activities {21) 8.953
Net increase in cash and cash equivalents 12,108 15,854
Cash and cash equivalents at the beginning of the year 22,853 6,999
Cash and cash equivalents at the end of the year 11 34,961 22 853

10
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NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2007

GENERAL INFORMATION

Gazprom Marketing & Trading Limited (the ‘Company’} 1s a company registered in England and Wales under the
Companies Act 1985 The address of the registered office 1s given on page 1

STATEMENT OF COMPLIANCE WITH IFRS

The Company’s financial statements have been prepared in accordance with International Financial Reporting
Standards (“IFRS™) and Intermational Financial Reporting Interpretations Committee (“IFRIC”) interpretations
endorsed by the European Umon and with those parts of the Companies Act 1985 applicable to companies reporting
under IFRS

1. ACCOUNTING POLICIES
The principal accounting policies adopted 1n the preparation of these financial statements are set out below

Basis of preparation

The financial statements of the Company are prepared under the historical cost convention except as described within
the summary of the entity’s sigmficant accounting policies as set out below These policies have been consistently
applied

In the current year, the Company has adopted IFRS 7 'Financial Instruments Disclosures' which 1s effective for annual
reporting periods begmning on or after | January 2007, and the related amendment to IAS 1 'Presentation of Financial
Statements’ The impact of the adoption of IFRS 7 and the changes to 1AS 1 has been to expand the disclosures
provided in these financial statements regarding the Company's financial instruments and management of capital

The preparation of financial information i conformity with IFRS requires the use of esiimates and assumptions that
affect the reported amounts of assets and habilities at the date of the financial information and the reported amounts of
revenues and expenses during the reporting period It also requires management to exercise 1ts judgement 1n the
process of applying the Company’s accounting policies The areas mvolving a higher degree of judgement or
complexity, or areas where assumptions and estimates are significant to the financial statements are discussed below
The best estimate of the Directors may differ from the actual result

Consolhidation

These separate financial statements contain information about Gazprom Marketing & Trading Limited as an individual
company and do not contain consolidated financial information as the parent of a group The Company has taken
advantage of the exemption under IAS 27, ‘Consolidated and Separate Financial Statements’, and S 228 Companies
Act 1985 from the requirement to prepare consohdated financial statements as 1t and its subsidiaries are included in the
consolidated financial statements of its immediate parent, GAZPROM Germania GmbH, incorporated in Germany

Investments 1n subsidiaries are stated at cost less, where appropriate, provisions for impairment Transaction costs
directly attributable to the investment have been capitalised as part of the cost of the investment

Revenue

Revenue 15 recognised to the extent that 1t (s probable that the economic benefits will flow to the Company and the
revenue can be reliably measured Revenue 1s measured at the fair value of the consideration received or receivable for
the sale of gas, power, oil, carbon emussions allowances and capacity in the normal course of business, net of discounts,
rebates, VAT and other sales taxes or duty With the exception of gans and losses on foreign exchange contracts,
realised profits on derivatives as well as unrealised profits and losses on open physical and derivative contracts are also
included 1n revenue Revenue is attributable to the Company’s principal activity

Intangible assets

Externally acquired and internally generated intangible assets are recognised at cost less accumulated amortisation and
impairment charges Amortisation 15 provided on cost in equal annual instalments over the estimated useful lives of the
assets The amortisation rates are as follows

Software and software licences - 3 years
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NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2007

1. ACCOUNTING POLICIES (CONTINUED)

Property, plant and equipment
Property, plant and equipment are stated at cost less accumulated depreciation and accumulated impairment losses
Such cost includes costs directly attributable to making the asset capable of operating as intended

Depreciation 1s provided on all property, plant and equipment, at rates calculated to write off the cost, less estimated
residual value, of each asset evenly over its expected useful life as follows

Long leasehold property - 40 years

Leasehold improvements - over the term of the lease
Motor vehicles - 4 years

Fixtures, fittings and equipment - 3 years

Freehold property - 50 years

Property, plant and equipment acquired under finance leases are depreciated over the shorter of the useful life of the
asset or the lease term

The carrying values of property, plant and equipment are reviewed for impairment when events or changes m
circumstances indicate the carrying value may not be recoverable

Impairment of tangible and intangible assets

At each balance sheet date, management assesses whether there 1s any indication that the recoverable value of the
Company’s assets has declined below their carrying value When such a decline 1s identified, the carrying amount 1s
reduced to the estmated recoverable amount The amount of the reduction 1s recorded in the income statement in the
pertod in which the reduction 1s identified An impairment loss recogmsed for an asset in prior years 1s reversed if there
has been a change n the estimates used to deterrmine the asset’s recoverable amount

Inventory

Gas held in storage and carbon dioxide emissions allowances (“EUAs™) kept 1n national carbon registries are measured
at fair value less costs to sell The fair value 1s measured at the day-ahead price of gas and EUAs at the reporting date
Movements in the fair value of mventory between reporting dates are recogmised directly in the income statement

Cash and cash equivalents
Cash comprises cash on hand and demand deposits Cash equivalents comprise short-term investments which are
readily convertibie to cash and have an onginal maturity of three months or less

Trade payables
Trade payables are imitiatly measured at fair value, and are subsequently measured at amortised cost, using the effective
interest rate method

Leases
Leases are classified into finance or operating leases and treated accordingly

{a)  Fmance leases

A lease 1s classified as a finance lease where the Company obtains substantially all the nsks and rewards of ownership
of the related asset Finance leases are capitalised at the inception of the lease at the lower of the fair value of the leased
property, plant and equipment and the present value of mimmum lease payments Each lease payment 1s allocated
between the habihty and finance charges so as to achieve a constant periodic rate of interest on the remaining balance
of the liability for each period The corresponding rental obligations, net of finance charges, are included 1n other long-
term borrowings The interest element of the finance cost 1s charged to the income statement over the lease period

(b}  Operating leases

A lease 13 classified as an operating lease where a sigruificant portion of the nisks and rewards of ownership are retamed
by the lessor Payments made under operating leases, net of lease incentives or premiums, are charged in the income
statement on a straight-line basis over the period of the lease

12
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NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2007

1 ACCOUNTING POLICIES (CONTINUED)

Foreign currency
{a)  Functional and presentation currency
The Company’s financial statements are presented 1n Sterling, which 1s also the Company’s funcuonal currency

(b Transactions and balances

Foreign currency transactions are translated into the functional currency using the exchange rates prevailing at the
dates of the transactions Monetary assets and liabilimes denominated in foreign currencies at the balance sheet date are
reported at the rates of exchange prevailing at that date Foreign exchange gains and losses resulting from the
settlement of such transactions and from the translation at year-end exchange rates of monetary assets and habilities
denominated 1n foreign currencies are recognised in the income statement except where hedging criterna are met

Taxation including deferred tax
Current tax assets and liabilities for the current and prior periods are measured at the amount expected to be recovered
from or paid to the taxation authorities

Deferred tax assets and habilities are calculated 1n respect of temporary differences using the balance sheet hability
method Deferred tax assets and lLiabilities are recorded for all temporary differences anising between the tax basis of
assets and habilities and their carrying value for financial reporting purposes A deferred tax asset 1s recorded only to
the extent that 1t 1s probable that taxable profit will be available against which the deferred tax asset will be realised or
if 1t can be offset against existing deferred tax habilities Deferred tax assets and labilities are measured at tax rates
that are expected to apply to the period when the asset 1s realised or the liability is settled, based on tax rates that have
been enacted or substantively enacted at the balance sheet date Such assets are not recogmised if the temporary
difference arises from goodwill or from mitial recogmtion (other than in a business combination) of other assets and
habilities 1n a transaction that affects neither the taxable profit nor the accounting profit

The carrying amount of deferred tax assets 1s reviewed at each balance sheet date and reduced to the extent that 1t 1s no
longer probable that suffictent taxable profits will be available to allow all or part of the asset to be recovered

Income tax relating to items recogmsed directly n equity 1s recognised in equity and not in the income statement

Deferred tax 15 charged or credited in the income statement, except when it relates to items charged or credited to
equity, 1n which case the deferred tax 1s also dealt with 1n equaty

Deferred tax assets and deferred tax liabilities are offset, 1f a legally enforceable nght exists to set off current tax assets
against current tax habilities and the deferred taxes relate to the same taxable entity and the same taxation authority

Employee benefit costs

The Company makes payments nto a defined contribution personal pension plan A defined contribution plan 1s a
pension plan under which the Company pays fixed contributions to a separate entity The Company has no legal or
constructive obhgations to pay further contributions 1f the fund does not hold sufficient assets to pay all employees the
benefits relating to employee service in the current and prior periods

Contributions to defined contribution schemes are recognised in the income statement n the period 1n which they
become payable
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NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2007

1 ACCOUNTING POLICIES (CONTINUED)

Financial assets

Financial assets 1n the scope of IAS 39 Financial Instruments Recognition and Measurement (“IAS 39”) are classified
as financial assets at fair value through profit or loss, loans and receivables, held-to-maturity investments, or as
available-for-sale financial assets, as appropriate The Company determines the classification of 1its financial assets at
in1tial recognition and, where allowed and appropniate, re-evaluates this designation at each financial year-end Regular
purchases and sales of financial assets are recognised on the trade date — the date on which the Company commuts to
purchase or sell the asset When financial assets are recogmised initially, they are measured at fair value, being the
transaction price plus, in the case of financial assets not at fair value through profit or loss, directly attnibutable
transaction costs

At the close of business on the balance sheet date the fair value of financial assets traded on an active market 15
determined by reference to the mid prices where there are liabilities with offsetting risks  The bid price 15 applied to
any net open financial asset positions and the ask price 1s applied to any net open financial liability positions Where
there 15 no active market, fair value 1s determined using valuation techmiques These include using recent arm’s length
market transactions, reference to the current market value of another mstrument which 1s substantially the same,
discounted cash flow analysis and option pricing models

Energy contracts

The Company routinely enters into energy sale and purchase transactions in hne with the Company’s expected physical
usage requirements and to optim:se the performance of uts portfolio Transactions which are not physically settled or
are capable of net settlement and are not entered into (or continue to be held) for the purpose of receipt or delivery of a
non-financial item 1n accordance with the Company’s expected purchase, sale or usage requirements are within the
scope of IAS 39 Such transactions are treated as financial assets at fair value through profit or loss where the fair value
1s positive and financial habilities at fair value through profit or loss where the fair value 1s negative Movements on
the fair value of such assets and liabilities are recogmsed directly 1n the income statement

Where such transactions are settled through receipt or delivery of the physical position these transactions are outside
the scope of IAS 39 and are, therefore, recorded on an accruals basis

Loans and recervables

Loans and receivables are non-derivative financial assets with fixed or determinable payments that are not quoted in an
active market Such assets are carried at amortised cost using the effective interest rate method Gains or losses are
recognised in the income statement when the loans and receivables are derecogmised or impaired, as well as through the
amortisation process

Financial assets and habiities at fair value through profit or loss

Financial assets and habilities at fair value through profit or loss include financial assets and habihties held for trading
Financial assets and Liabilities are classified as held for trading if they are acquired for sale in the short-term
Derivatives are also classified as held for trading unless they are designated as hedging instruments Financial assets
and lhabilities are carried in the balance sheet at fair value with gams or losses on financial assets at fair value through
profit or loss recogmised in the income statement

Equity mstruments

An equity imstrument 1s any contract that evidences a residual interest 1n the assets of the Company after deducting all
of 1ts habilines Equity mstruments 1ssued by the Company are recorded at the proceeds recerved, net of direct 1ssue
costs




Gazprom Marketing & Trading Limited

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2007

1. ACCOUNTING POLICIES (CONTINUED)

Denvative financial instruments and hedging

The Company uses derivative financial mstruments to hedge exposures to financial nsks, such as commodity price
nisks and foreign exchange arising m the normal course of business The accounting treatment of derivative contracts
differs depending on whether the contract 1s for trading or hedging purposes All derivative instruments are measured
at fair value upon mitial recogmition and re-measured to fair value at each subsequent reporting date Movements in the
farr value of denivative instruments are recognised within the income statement unless the instrument qualifies for
hedge accounting Where there 15 no active market for a derivative financial instrument, fair value 1s determined using
valuation techniques These include using recent arm’s length market transactions, reference to the current market
value of another instrument which 1s substantially the same, discounted cash flow analysis and pricing models Where
one or more mputs into a valuation technique 15 based on data that 1s not from an observable market, no gain or loss 1s
recognised on imtial recognition 1n respect of that financial instrument, except to the extent that it arises from a change
m a factor that market participants would consider n setting a price Derivatives are carmied as assets when the fair
value 15 positive and as habilities when the fair value 15 negative

For those derivatives designated as hedges and for which hedge accounting 1s desired, the hedging relationship 1s
documented at 1ts mception This documentation identifies the hedging instrument, the hedged item or transaction, the
nature of the risk being hedged and how effectiveness will be measured througheut 1ts duration Such hedges are
expected at mception to be highly effective

For the purpose of hedge accounting, hedges are classified as
e fair value hedges when hedging the exposure to changes 1n the fair value of a recogmsed asset or lability, or

e  cash flow hedges when hedging exposure to variabihity in cash flows that 1s either attributable to a particular
nisk associated with a recogrised asset or hability or a highly probable forecast transaction

The treatment of gains and losses ansing from revaluing derrvatives designated as hedging instruments depends on the
nature of the hedging relationship

Fair value hedges
Changes in the fair value of derivatives that are designated and qualify as fair value hedges are recorded in the income
statement, together with any changes in the fair value of the hedged asset or liability that are attributable to the hedged
risk The Company also applies fair value hedge accounting for unrecognised firm commitments (supply contracts
being non-financial items) The gan or loss relating to the effective portion of hedging mstruments 1s recognised 1 the
income statement

Cash flow hedges

For cash flow hedges, the effective portion of the gain or loss on the hedging mstrument 15 recognised directly n
equity, while the meffective portion 1s recognised in the income statement Amounts taken to equity are transferred to
the income statement when the hedged transaction affects profit or loss, such as when a forecast sale or purchase
occurs Where the hedged item 1s the cost of a non-financial asset or liabtlity, the amounts taken to equity are
transferred to the inttial carrying amount of the non-financial asset or habihty If a forecast transaction 1s no longer
expected to occur, amounts previously recogmised n equity are transferred to profit or loss If the hedging instrument
expires or 15 sold, terminated or exercised without replacement or rellover, or 1f its designation as a hedge 1s revoked,
amounts previously recognised in equity remain in equity until the forecast transaction eccurs and are transferred to the
income staterment or to the initial carrying amount of a non-financial asset or liability as above

Sigmificant accounting judgements and estimates

The key assumpuions concerning the future and other key sources of estimation uncertainty at the balance sheet date,
that have a significant nsk of causing a material adjustment to the carrying amounis of assets and habilities within the
next financial year are discussed below
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1. ACCOUNTING POLICIES (Continued)

The farr value of financial instruments that are not traded 1n an active market 1s determined by using valuation
techniques The Company uses 1ts judgement to select a variety of methods and make assumptions that are mainly
based on market conditions existing at each balance sheet date As described in note 15, the Company uses certain self-
developed models to estimate the fair value of embedded call and wnitten call options The models require estimates of
sensitive imputs such as imphed volatihties which have a sigmificant impact on the resulting valuations

Standards and Interpretations i1ssued but not yet effective

At the date of authorisation of these financial statements, the following Standards and Interpretations which have not
been appled 1n these financial statements were tn 1ssue but not yet effective

International Financial Reporting Stundards Effective date
IAS 23 Borrowing Costs 1 January 2009
(revised)

IFRS 8 Operating Segments | January 2009
International Financual Reporting Interpretations Commuttee (IFRIC) Effective date
IFRIC 11 Group and Treasury Share Transactions 1 January 2008
IFRIC 12 Service Concession Arrangements | January 2008
IFRIC 13 Customer Loyalty Programmes 1 July 2008
IFRIC 14  The limit on a Defined Benefit Asset, Mimimum Funding Reqwirements and their 1 January 2008

Interaction

The Company does not anticipate that the adoption of the Standards and Interpretations listed above will have a
materiat impact on the Company’s {financial statements 1n the period of imitial application




















































