Financial Risks

Risks associated with changes in interest rate
Taking into consideration a recent downward trend for interest rates under loan agreements concluded by the Issuer with credit and financial institutions and observed downward trend for the discount rate of the Central Bank of the Russian Federation, possible fluctuations of iterest rate will not substantially affect business and financial activities of the Issuer since the debt portion in financing sources structure and the portion of outlays for debt servicing in the total amount of the Issuer's expenses are minor.

Based on the tenders conducted in 2009, debt interest rate showed a downward trend.  In Q1 of 2009, the Issuer reduced its total debt, thus, making the exposure to the risk of rising interest rate even lower. 

Inflationary risk 
Russian economy is characterized by high inflation rate. The table below shows inflation rate for the period from December 31, 1999 to March 31, 2010. 
	Period
	Inflation for the period*

	Q1 of 2010
	3.2%

	2009
	8.8%

	2008
	13.3%

	2007
	11.9%

	2006
	9.0%

	2005
	10.9%

	2004
	11.7%

	2003
	12.0%

	2002
	15.1%

	2001
	18.6%

	2000
	20.1%

	1999
	36.5%



*According to data from the Federal State Statistics Service of Russian Federation (Rosstat)
The inflation rate was at 3.2% in the first quarter of 2010. In Q1 of 2009, the inflation rate was at 5.4%. There has been a gradual decline in inflation rate for the past recent years.
Basically, inflationary factors are not expected to seriously affect financial stability of the Issuer.
Upper inflation rate for the companies that are subject to fixed prices for the current financial year is more than 9.1% because, according to the Article 269 of the Tax Code of the Russian Federation, "threshold amount of interest recognized as an expense shall be equal to the amount of discount rate of the Central Bank of the Russian Federation multiplied by 1.1".

The Issuer predicts a low possibility that inflation rate in Russia will reach the upper limit in the mid term as the Government and the Central Bank are set to implement anti-inflationary monetary policy. Under these circumstances, there is a low risk that the Issuer will be unable to meet its monetary obligations to shareholders.
The Issuer performs its financial and business activities solely on the domestic market and does not use foreign currency in its payment settlements. Taking this into consideration, the Issuer's financial condition, liquidity and business performance are not exposed to changes in foreign currency rate. 

Exposure of the data in financial statements of the Issuer prepared in accordance with the Russian Accounting Standards to described financial risks.
The following data in financial statements have the highest exposure to described financial risks:
· Receivables - lower receivables turnover;
· Payables - lower payables turnover;
· Cash - decrease in cash flow; 

· Income from core business activity - lower income.

These risks can be minimized by using the following methods:
· development of the integrated financial policy of the Company;
· building an effective debt policy of the Company and using debt to make up for cash shortage;
· building a budgetary policy and strict budget implementation; 
· improvement of cash flow effectiveness by tightening financial controls; 
· analysis of financial activities to find ways to increase profit and efficiency, save financial resources and improve financial stability of the Company;
· improvement of cost management by cutting down expenses;
· effective control of receivables levels
· bringing claims or actions against entities with overdue receivables;
· building an integrated strategy and policy of the Company for the implementation of different aspects of its financial activity;
· ensuring corporate supervision over financial and business activities of the Issuer.

