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2
 Forward-looking StatementS This annual report of Acron and its subsidiaries (hereinafter “Acron Group”) contains certain forward-looking statements in relation to the Group’s operations and its expected results, economic performance, financial conditions, projects and growth prospects.
 All statements other than statements of historical facts as of the date of this annual report are forward-looking statements. Words and expressions, such as “may,” “can,” “will,” “should,” “anticipate,” “expect,” “plan,” “predict,” “forecast,” “assume,” “intend,” “continue,” “keep on,” “carry on,” “aspire,” “strive,” “aim,” “tend,” “consider,” “think” and similar words and expressions or the negative (positive) forms thereof, identify forward-looking statements based on assumptions and estimates which the Group believes are reasonable as of the date of this annual report.
 Forward-looking statements in relation to the future are subject to uncertainties, assumptions and inherent risks, both of a general nature and specific to the Group’s business. There is no assurance that any assumptions, intent or other forward-looking statements will be achieved. The Group hereby informs that its actual performance may differ from forecasts, which are only valid as of the date of this annual report. The Group does not represent or warrant that its forecast performance will be achieved or should be considered the most probable scenario.
 termS and deFinitionSThis annual report contains information about JSC Acron (Veliky Novgorod) and Acron Group.
 “Acron (Veliky Novgorod)” or “the Company” refers to JSC Acron production facility located in Veliky Novgorod (Russia).
 “Acron Group” or “the Group” refers to JSC Acron and its subsidiaries/affiliates (Dorogobuzh, Hongri Acron, North-Western Phosphorous Company, Verkhnekamsk Potash Company, 101109718 Saskatchewan Ltd., Andrex, Acron-Trans, AS DBT, AS BCT, Agronova, Agronova International Inc., Agronova Europe AG, Beijing Yong Sheng Feng AMP Co., Ltd. and other companies), herein jointly referred to as Acron Group.
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 About AcRon GRoup
 Acron Group profileAcRon is A fAst-GRowinG GRoup of inteRRelAted compAnies And one of the woRld’s leAdinG feRtiliseR pRoduceRs.
 Acron Group is
 A vertically integrated business, encompassing four major business segments – production, mining, logistics and distribution
 One of Russia’s major producers of ammonia, nitrogen and complex fertilisers and the world’s second largest NPK producer
 A supplier to a wide range of customers in 60 countries of Europe, Asia, North and South America, and Africa
 Focused on finding solutions to global challenges, such as meeting the food needs of a growing global population and increasing crop yields while available arable land continues to shrink
 An employer for 13,850 people
 Group’s history
 2001–20101967–1990
 Privatisation of Acron (Veliky Novgorod) and Dorogobuzh
 Large-scale restructuring of production capacity
 Entering international sales market
 Starting development of distribution network in Russia
 Acquisition of Hongri Acron in China
 Vertical integration: obtaining phosphates and potash subsoil licences and logistics assets; development of distribution networks
 Improvement of corporate governance system; listing on the RTS, MICEX and London Stock Exchange
 1991–2000
 Commissioning of the Group’s production facilities in Veliky Novgorod and Dorogobuzh
 Construction and launch of main production capacity for ammonia, fertilisers and commercial compounds
 ACRON ANNUAL REPORT
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Key performance highlights iFrS Financial perFormance 2010 2009 2008
 Revenue, RUB mn 46,738 37,542 43,132Operating profit, RUB mn 8,741 5,374 16,139Net profit, RUB mn 6,279 7,256 9,891Earnings per share/GDR, RUB 129/12.9 163/16.3 214/21.4Declared dividend per share/GDR, RUB 40/4 (project) 25/2.5 80/8EBITDA*, RUB mn 10,336 7,275 17,371EBITDA margin, % 22 19 40Assets**, RUB mn 98,078 84,932 63,031Available-for-sale investments**, RUB mn 24,398 20,595 6,660Cash and cash equivalents**, RUB mn 7,597 7,706 4,009Short-term borrowings**, RUB mn 13,134 12,549 18,410Long-term borrowings**, RUB mn 22,719 19,812 10,414Operating cash flow, RUB mn 3,282 2,856 10,167Cash outflow from investing activities, RUB mn 5,151 451 23,752commercial output (excluding own conSumption), ‘000 t 2010 2009 2008
 Ammonia 256 257 252Nitrogen fertilisers 1,948 1,953 1,450Complex fertilisers 2,413 2,085 1,965Organic compounds 182 172 328Non-organic compounds 953 844 901total 5,752 5,311 4,896
 * EBITDA is calculated as operating profit plus depreciation and amortisation, profit (loss) from currency exchange and other non-cash and non-standard items** As of December 31 of the reporting year
 2008
 2009
 2010
 9,891
 7,256
 6,279
 2008
 2009
 2010
 40
 19
 22
 2008
 2009
 2010
 4,896
 5,311
 5,752
 2008
 2009
 2010
 63,031
 84,932
 98,078
 2008
 2009
 2010
 17,371
 7,275
 10,336
 2008
 2009
 2010
 43,132
 37,542
 46,738
 ebitda margin, %
 commercial output (excluding own conSumption), ‘000 taSSetS , rub mn
 ebitda, rub mn
 revenue, rub mn
 3 ABOUT ACRON GROUP
 net proFit, rub mn
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 business structure
 main raw materials from independent suppliersnatural gas/coal electricity
 major beneFitS oF the group’S buSineSS modelthe group purSueS a Strategy oF building a vertically integrated buSineSS, including mining, production, logiSticS and diStribution. thiS model enableS the group to control expenSeS and production coStS in an eFFicient way, optimiSe itS tranSportation and SaleS SyStemS, help provide the company’S production FacilitieS with raw materialS and enter new marketS aS a Supplier oF phoSphate and potaSh raw productS.
 diStribution
 The Group has two distribution networks: Agronova in Russia and Yong Sheng Feng in China.
 Trading companies: Agronova International Inc. and Agronova Europe AG.
 The Group’s total sales through the distribution networks were 3.5 mn t in 2010.
 production and SaleS
 are the Group’s key activities. The Group’s three major companies: Acron and Dorogobuzh in Russia and Hongri Acron in China manufacture a wide range of products – ammonia, nitrogen and complex fertilisers, organic and non-organic compounds. In 2010 the facilities’ combined commercial output totalled 5.8 mn t.
 mining projectS
 include development of the Group’s own phosphate and potash mines in Russia and Canada: NWPC, VPC, and 101109718 Saskatchewan Ltd.
 Extraction of the first phosphate raw materials is scheduled for 2012 (Oleniy Ruchey).
 logiSticS
 Port terminals in Russia and Estonia: Andrex, AS BCT and AS DBT. In 2010, the total turnover for the terminals was 2.5 mn t.
 The railway operator Acron-Trans operates 2,500 Group-owned railcars. In 2010, the Group’s total rail traffic was 5.7 mn t.
 acron group iS a vertically integrated holding
 SaleS in 60 countrieS. key marketS include ruSSia, china and other
 countrieS in aSia, europe, north and South america.
 development oF group’S own raw material baSe
 phosphates potash
 ACRON ANNUAL REPORT
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Калининград
 рмания
 Spain
 Iceland
 Denmark
 Germany
 Switzerland
 Poland
 Ukraine
 United Kingdom
 Ireland
 France
 USA
 Mexico
 Guatemala
 Costa Rica
 Peru
 Chile
 Brazil
 USA
 Canada
 Slovakia
 Argentina
 Cuba
 Salvador
 Ecuador
 Colombia
 Panama
 Nigeria
 Kenya
 Turkey
 Russia
 �ailand
 India
 UAE
 Vietnam
 Serbia
 IsraelMorocco
 Ghana
 Togo
 Senegal
 Kazakhstan
 China
 Moldavia
 Belgium
 Kyrgyzstan
 Tanzania
 HONGRI ACRON Japan
 Malaysia
 Indonesia
 DominicanRepublic
 Nicaragua
 Mozambique
 Armenia
 Abkhazia
 Venezuela
 AGRONOVA INTERNATIONAL INC.
 101109718 SASKATCHEWAN LTD.
 ACRONAS BCT
 ACRON-TRANS
 AGRONOVA
 NORTH-WESTERNPHOSPHOROUS COMPANY
 ANDREX
 AS DBTEstonia
 Latvia
 Belarus
 Sweden
 Norway
 DOROGOBUZH
 Finland
 Lithuania
 VERKHNEKAMSKPOTASH COMPANY
 AGRONOVA EUROPE AG
 YONG SHENG FENG
 Logistics
 Production
 Mining
 Sales
 Countries to which the Group’s products are supplied
 Business Geography
 6 7
 Latin americaShare in Group's sales: 10%Sales volume: 707,000 tMain product: an
 Latin America remains one of the world’s leading importers of mineral fertilisers due to expansion in both agricultural production and land cultivation. regional demand is forecast to grow 3% per year.*
 north americaShare in Group's sales: 9%Sales volume: 556,000 tMain products: an, Uan
 The region is characterised by developed agriculture and increasing production of farming products, primarily bio fuel crops. regional demand is forecast to grow 2% per year.*
 asiaShare in Group's sales: 12%Sales volume: 514,000 tMain product: nPK
 Over the short-term, South Asia will become a global leader in fertiliser imports. Food security is a high priority for the regional governments, which provide farmers with extensive subsidy assistance for fertiliser purchases.regional demand is forecast to grow 4% per year.*
 africaShare in Group's sales: 3%Sales volume: 144,000 tMain products: nPK, an
 Regional demand for fertilisers is erratic and volatile. Several African countries are focused on developing their agricultural sectors and offer subsidy programmes for fertiliser purchases. It is expected that in future such measures will encourage the fertiliser market. regional demand is forecast to grow 4% per year.*
 chinaShare in Group's sales: 29%Sales volume: 1.413 mn tMain product: nPK
 China is the world’s major consumer of all types of fertilisers. Intensive development of domestic fertiliser production over several decades has resulted in reduced imports of nitrogen and phosphate fertilisers. regional demand is forecast to grow 2% per year.*
 cisShare in Group's sales: 5%Sales volume: 338,000 tMain products: an, nPK
 Most of the CIS, as well as Russia, pursue state policies of promoting agricultural development. The next several years are expected to bring an increase in agricultural production, which will encourage sustainable growth in demand for mineral fertilisers. regional demand is forecast to grow 4% per year.*
 Western and centraL eUroPeShare in Group's sales: 16%Sales volume: 748,000 tMain products: ammonia, an, nPK, bulk blends, urea
 The high level of development in the agricultural sector and the limited supply of arable land ensure sustainable demand for the key types of mineral fertilisers. regional demand is forecast to grow 1% per year.*
 rUssiaShare in Group's sales: 16%Sales volume: 1.136 mn tMain products: an, nPK, industrial products
 Russia intends to significantly expand its agricultural production and application of mineral fertilisers due to government promotion of the agricultural sector. The Russian market still has high growth potential and remains the Group’s key market. regional demand is forecast to grow 4% per year.*
 about acron group
 * Source: Medium-Term Outlook for World Agriculture and Fertiliser Demand 2009/10–2014/15 (IFA)
 acron annuaL rEport
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 Dear Fellow Shareholders!
 The reporting year has proved once again that the fundamental principles underlying the fertiliser industry remain solid: global agriculture is badly in need of fertilisers. Consistently high demand for nitrogen and complex fertilisers enabled the Group’s facilities to increase their 2010 output of commercial ammonia and fertilisers 7.5% year-on-year.
 The recession of 2008–2009 demonstrated that only those companies focused on development can successfully survive periods of volatility. Acron Group’s strategy of strengthening its leading position in the industry and improving its investment appeal is based on an expansion of production capacity, efficient operations of the Group’s logistics and distribution infrastructure, and creation of a raw material base. The main objective of the Group’s Board of Directors and management is to establish priorities in accordance with the Group’s capacity for financing and to adjust goals in the context of a changing macroeconomic environment.
 In 2010, the Group resumed implementation of its long-term investment programme. This including commencing on the ambitious Oleniy Ruchey mine construction project, designed to bring the Group to a new level of development. According to plans, the Group’s production facilities will begin receiving raw materials from Oleniy Ruchey as early as 2012. Acron (Veliky Novgorod) continued construction of a new 330,000 tpa urea unit.
 In the reporting year, the Group’s previous investments in logistics and distribution infrastructure had a significant effect. Cargo turnover at the Group’s terminals reached 2.5 million tonnes, up 38% year-on-year. Furthermore, the terminals handled 2.5 times more cargo traffic from independent producers. The Group’s
 8
 letteR to shAReholdeRs fRom chAiR of the boARd of diRectoRs
 alexander popov Chair of the Board of Directors
 ACRON ANNUAL REPORT
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9 LETTER TO SHAREHOLDERS FROM CHAIR OF THE BOARD OF DIRECTORS
 9
 distribution network and trading companies marketed 3.5 million tonnes of its products. The Group expanded its sales in the most promising markets and entered several new markets.
 A large-scale investment programme requires additional fundraising. As of the end of 2010, the Group’s net debt totalled RUB 28.3 billion and was up 15% against the end of 2009. In order to ensure its stable financial status, the Group attracts loans from major banks on favourable terms. In mid-2010, Acron Group obtained a syndicated loan from Raiffeisenbank for USD 300 million, which was increased to USD 425 million in 2011. In the reporting year, Acron Group started using trade financing, including financing under cover of export credit agencies, and hedging currency and interest risks. Fitch Ratings changed Acron’s credit rating from “negative” to “stable” due to improvement in the Group’s financial performance, liquidity and ability to repay its debt liabilities. In 2010, Moody’s Investor Service issued its first rating for Acron and also confirmed a forecast for the Company as “stable.”
 Enhancing Acron Group’s investment appeal is an essential component of the Group’s evolution, so the Board of Directors and management are focused on creating the foundation for such growth and making sure that shareholders participate in the Company’s profit. At the height of the recession in 2009, Acron and many other companies reduced dividend payments due to the necessity of investing in development. In the reporting year, the Board of Directors resolved to recommend that the shareholders meeting increase dividends 60% year-on-year to RUB 40 per share.
 On behalf of Acron’s Board of Directors, I would like to express our appreciation to the members of the management team for their hard work in a challenging post-recession environment, to the Group’s employees for their invaluable contribution to the stability of the Group’s day-to-day operations, and to our shareholders for their support of our mutual striving for development and growth.
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 The principal objective for Acron Group’s management in 2010 was to leverage the recovery in the global fertiliser market to maximise our capacity utilisation and increase sales of mineral fertilisers and commodities.
 In the reporting year, the Group’s companies increased their output of finished goods 8.3% to 5.8 million tonnes. Among major operating results, I would like to point out the significant 15.7% increase in complex fertiliser production (to 2.4 million tonnes), the 61.7% increase in UAN production (to 514,000 tonnes), which was launched in late 2008, and the 11.7% increase in organic and non-organic compounds production (to 1.1 million tonnes).
 In 2010, demand for complex fertilisers staged a full recovery in almost all global markets. Hongri Acron boosted its complex fertiliser production for the Chinese market by 57% to 691,000 tonnes. The Group’s Russian facilities reduced their shipments to China while increasing NPK sales to other Asian countries, mainly to Thailand, but also to India, where the Group just recently began selling complex fertilisers. In the nitrogen segment, Acron (Veliky Novgorod) and Dorogobuzh reduced AN production 9%, offsetting the decrease with a significant increase in UAN sales.
 The Group’s industrial products also displayed a positive trend in the reporting year. Demand for industrial goods continued to recover in 2010, enabling the Group’s companies to boost production of organic and non-organic compounds.
 Higher output and prices in the reporting year boosted revenue 24% year-on-year to RUB 46.7 billion. EBITDA was up 42% to RUB 10.3 billion due to increased profits at most of the Group’s subsidiaries, including Hongri Acron. EBITDA margin was 22%. Net profit in 2010 was down to RUB 6.3 billion due to the fact that the 2009 sale of Sibneftegaz stake had a significant
 messAGe fRom chief eXecutiVe officeR
 ivan antonovChief Executive Officer
 ACRON ANNUAL REPORT
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11 MESSAGE FROM CHIEF EXECUTIVE OFFICER
 influence on net profit in that year, while there were no such transactions in the reporting year. On the whole, the Group’s financial indicators demonstrate a strong recovery and favourable prospects for the mineral fertiliser industry.
 In the reporting year, the Group continued to implement its strategic investment projects, first and foremost the Oleniy Ruchey mining facility. By the end of 2010, the company finished the foundations at the mine site, started construction of the facilities, purchased and commissioned specialised equipment and started excavation of the open pit. The first stage of the mine will be launched in 2012. In late 2010, the Group invested RUB 4.9 billion in the project and plans to allocate an additional RUB 5.9 billion in 2011.
 In recent years Acron Group has consistently invested in energy efficiency programmes and capacity expansion. Despite the fact that the economic downturn constrained capital investments, the Group maintained funding for its strategically important projects. The Group’s ammonia units are the basis of its entire production chain. In the reporting year, the Group continued revamping the units to achieve higher production capacity and lower consumption of natural gas. Dorogobuzh suspended nitrogen production during a scheduled long-term overhaul, which resulted in reduced performance. However, consistent modernisation of the ammonia units at Acron (Veliky Novgorod) reduced natural gas consumption to 1,077 cubic meters per tonne, the lowest rate in Russia and the third-lowest in the CIS.
 Construction of new production facilities is the key goal of the strategy aimed at enhancing production and expanding the product range. In the reporting year, Acron (Veliky Novgorod) continued construction of a 330,000 tpa urea facility, commissioned a new amino resin production line, a new methanol rectification column and other capacity-building equipment. The Group allocated a total of RUB 1.8 billion for construction and modernisation of its production facilities.
 In light of growing costs and financial risks, the Group is focused on optimising expenditure controls. The Group’s management engages in systematic negotiations with suppliers and regulators to control raw material and energy prices.
 In the reporting year, the Group completed the formation of its Balttrans logistics subholding, which comprises the Group’s three port terminals. Operating this logistics network as a separate business segment enables the Group to optimise transportation costs and earn additional revenue from handling cargo for other companies.
 The rapid recovery of the Group’s sales markets in 2010 provided increased sales in regions with growing demand, specifically in Southeast Asia and Latin America. While the 2010 summer drought had a negative impact on Russian farmers’ fertiliser purchases, the domestic market still remains the priority for the Group.
 The Group’s management is aware that sustainable development depends on high standards of corporate social, economic and environmental responsibility. The Group’s development strategy is based on partner relationships with its employees, the community and regulators. The Group is successfully implementing and improving its long-term personnel policy to foster employees’ professional growth, form talent pool, and maintain excellent motivation.
 The key condition underlying the Group’s performance is its adherence to stringent industrial safety standards and its commitment to protecting the environment in the area of its operation. In 2010, the Group’s companies continued implementing a programme to reduce consumption of energy and resources and achieve comprehensive environmental improvements in their regions. The innovative biological wastewater treatment project piloted at Acron (Veliky Novgorod) received a prize for science and technology from the Russian Government.
 Acron Group pays close attention to the social and economic development of the communities where it has a presence. In cooperation with local governments and communities, the Group actively participates in socially important projects and is involved in improving the standard of living for local residents.
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 deVelopment stRAteGy
 acron group conSiStently purSueS a development Strategy oF Strengthening itS leaderShip in the mineral FertiliSer induStry.the Strategy includeS the Following key areaS.
 1. Vertical integrationobjectiveS
 Development of phosphate and potash mining facilities �Development of the Group's independent logistics and distribution networks �
 Strategy implementation development oF phoSphate and potaSh mining FacilitieS
 Acron Group has obtained licences for apatite-nepheline deposits in Oleniy Ruchey and Partomchorr in the Murmansk region, the Talitsky area of the Verkhnekamsk potassium-magnesium salt deposit in the Perm region, Russia, and 26 potash permits in Prairie Evaporite, Saskatchewan, Canada.
 In 2009, the Group began construction of its mining facility at Oleniy Ruchey. Much work was completed during the reporting year, including laying foundations and constructing the mine premises and infrastructure. The first stage of the mine is scheduled to be launched in 2012.
 In 2009-2010, the Talitsky project was at the preparation stage for the field development and construction of the mining facility. In 2008-2010, the Group collected and analysed data on the available reserves in Canada and their development prospects to further conduct seismic survey and drilling.
 expected reSultSMeet the Group’s demand for apatite concentrate and potash, resulting in higher output of complex �fertilisers and enabling the Group to make new products with high added valueReduce the risk of uncontrolled price increases and shortages of raw materials, thereby guaranteeing �low production costsEnter the market as a phosphate and potash supplier �
 development oF the group’S independent logiSticS and diStribution networkSAcron Group owns three Baltic terminals, located near its production facilities, for transshipment of dry and liquid mineral fertilisers. The Group’s railcar fleet comprises approximately 2,500 railcars and tanks.
 The Group is expanding its sales networks in the key distribution markets, Russia and China, and developing its two trading companies to export its products.
 In 2010, Acron Group began reorganising some of its assets to establish subholdings within the Group. As a result, the three port terminals – Andrex, AS BCT and AS DBT – were gathered under a single holding company, Balttrans.
 reSultSModern port terminals and a large fleet of railcars and tanks allow for optimisation of transportation �costs, which account for a significant portion of production costsThe Group’s distribution networks and trading companies provide for more efficient sales and continued �access to end consumersThe Group gains additional income by rendering transshipment services to third parties �
 ACRON ANNUAL REPORT
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13 DEVELOPMENT STRATEGY
 2. expansion of production and optimisation of product Range
 objectiveSHigher output through construction of new capacity and modernisation of existing production facilities �Lower raw material expenditures due to the energy efficiency programme �Diversified product range �
 Strategy implementationIn 2008, Acron (Veliky Novgorod) began construction of a new 330,000 tpa urea production facility. Construction of the unit is scheduled for completion in December 2011, and the launch is scheduled for Н1 2012.
 In the reporting year, Acron (Veliky Novgorod) initiated preparations for enhancing its ammonia production facilities. By 2015, the Company will commission a new 500,000-700,000 tpa ammonia unit to fully meet the growing demand for nitrogen raw materials.
 Acron (Veliky Novgorod) and Dorogobuzh resumed overhauls of their existing ammonia units to achieve higher production capacity and reduced natural gas consumption.
 Acron (Veliky Novgorod) continues expanding its organic compound branch. In 2010, the Company launched a new amino resin line and methanol rectifying column, introduced the first stage of new surface methanol warehouse, and completed construction of the melamine warehouse.
 Since the Oleniy Ruchey mine will produce nepheline concentrate along with apatite concentrate, Acron is introducing nepheline pilot production facilities in line with the Company’s strategy of comprehensive ore processing at the new mine. Acron is also implementing a procedure for separating rare earth elements from the apatite concentrate.
 expected reSultSIncreased urea production capacity up to 330,000 tpa �New ammonia production with 500,000–700,000 tpa capacity �Consistently high capacity utilisation rate �Incremental reduction of average natural gas consumption by the ammonia units �Increased methanol production to 175,000 tpa and diversified range of organic compounds at Acron �(Veliky Novgorod)
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 3. diversification and strengthening positions in Key markets
 objectiveSExpand sales of complex fertilisers in Russia �Expand sales in China through the Group’s distribution network �Win new markets and increase the Group’s share in key markets �Manufacture quality products that meet international standards and customers’ needs �
 Strategy implementationThe Group’s long-term presence in the Chinese market and active development of its own distribution network allow it to strengthen its position in the largest global market for mineral fertilisers.
 Thanks to its own domestic distribution network, Acron Group became one of the three top suppliers of mineral fertilisers in the Russian market. Unfortunately, the 2010 drought forced Russian farmers to reduce their fertiliser purchases, but the domestic market still remains a priority for the Group.
 In 2010, Acron Group began supplying complex fertilisers to India, the world’s largest importer of complex fertilisers. It signed an agreement for 200,000 tonnes of NPK 16-16-16 to be supplied in 2010.
 reSultSAcron Group supplies high-quality products to 60 countries. Its solid track record and sustainable position make the Group a reliable supplier. Diversification of markets facilitates sales to regions with the highest potential.
 4. cost controls and Reduction of financial RisksobjectiveS
 Efficient cost management �Focus on key investment projects �Reduced financial risks and implementation of a balanced financial management policy �
 Strategy implementationThe Group pays close attention to its management system for optimising production costs, where the key factors are energy savings and efficient use of resources, as well as efforts to keep down raw material prices.
 The global financial crisis made the Group adjust its implementation strategy for its investment programme to focus on strategic projects.
 To reduce its financial risks and increase its liquidity in the reporting period, the Group further restructured its debt portfolio using new loan instruments, including pre-export financing, purchase of equipment under coverage of export credit agencies, and hedging its currency and interest risks. Acron Group also began implementation of a consolidated budgeting and control system.
 reSultSAcron Group retains a high credit rating, enabling it to rapidly and efficiently attract the funds required for financing day-to-day operations and large-scale investment projects.
 ACRON ANNUAL REPORT
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15 DEVELOPMENT STRATEGY
 5. improving standards of the personnel, social and environmental policies
 objectiveSComfortable and safe working conditions and a high degree of social security for employees �Environmental protection and safe business operations �
 Strategy implementation Acron Group carries out a significant number of social security programmes for employees and their families, continually improves its safety management system, and provides employees with a wide variety of professional training and career opportunities.
 In order to maintain the environment and create safe living conditions in the regions where it operates, the Group does its best to reduce emissions and waste and to ensure rigorous environmental monitoring around its production facilities.
 reSultSAcron Group companies have developed an efficient and continually improving system of social and environmental policies that create the basis for the Group’s successful performance and sustainable growth.

Page 17
                        

2010 Milestones
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 Mining Projects
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 production Facility expansion and modernisation
 Acron (Veliky Novgorod) continued construction �of a new urea unit with capacity of 330,000 tpa: main buildings have been completed and production equipment is currently being installed.
 Acron (Veliky Novgorod) has commissioned �several important facilities: the КОР-3 main methanol rectifying column, the first stage of an aboveground methanol storage facility, a Rotoform urea granulation unit, and the fourth amino resin line.
 2010 milestones
 extraction of raw materials The Oleniy Ruchey facility started construction �of the open pit and tailing pond, as well as construction of a catch drain for clean water. Foundations for most of the production facilities have been completed; new production premises, enrichment facilities and a fuel station are being constructed.
 The Oleniy Ruchey mining facility has launched �a concrete mixing plant, taken delivery of a new crushing and screening plant, and commissioned Komatsu open-pit equipment. An auxiliary road from the site to the future open-pit mine and roads in the open-pit for removing waste from the mine and transporting machinery are being built.
 Acron (Veliky Novgorod) launched output of a �new product, melamine urea formaldehyde resin, which is used for making waterproof wood fibre boards.
 Dorogobuzh completed the second stage of �the overhaul of its ammonia unit, increasing its capacity to 1,680 tpd.
 ACRON ANNUAL REPORT
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 Verkhnekamsk Potash Company obtained a �positive finding that the Talitsky mine location complies with state regulations and signed a lease agreement with the town of Berezniki to use the land plot as a construction site.
 The Talitsky project began construction of access �roads and preparation of drilling sites.
 101109718 Saskatchewan Ltd. sold the KP 385 �potassium salts permit in Saskatchewan to Sanya Resource Corporation and the KP 373 potassium salts permit to BHP Billiton Canada.
 development of logistics and expansion of Sales geography
 Acron Group integrated its port terminals into a �single holding company, Balttrans.
 The Group made its first large shipments of �complex NPK fertilisers to India after signing an agreement with leading Indian fertiliser distributor IPL.
 corporate eventsUnder the share buyback programme Acron (Veliky �Novgorod) purchased 803,606 shares (1.69% of authorised capital) and listed all of them on the company’s balance.
 Acron (Veliky Novgorod) signed a loan agreement �with ZAO Raiffeisenbank and Raiffeisen Zentralbank Osterreich AG for USD 300 million (in 2011 the loan facility was extended to USD 425 million), as well as an agreement for a RUB 3 billion loan with Sberbank of Russia. Sviaz-Bank opened a framework loan facility for Acron with a limit of USD 90 million.
 Moody's Investors Service assigned Acron (Veliky �Novgorod) a B1 corporate rating and a B1 default rating. Outlook “stable.”
 awards Employees of Acron (Veliky Novgorod) won �the 2009 Russian Government science and technology prize.
 The jury of the 13 � th National Annual Report and Website Competition held annually by Securities Market Journal and the Ministry of Finance of the Russian Federation, and the jury of 13th Annual Report Competition held each year by the RTS Stock Exchange, declared Acron’s 2009 Annual Report to be the best in the industrial sector.
 BUSINESS OVERVIEW
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 GlobAl feRtiliseR mARKet oVeRView
 The global economy and international financial markets improved noticeably in 2010. Most countries are gradually recovering from the crisis. However, the process is not steady, with developed countries recovering more slowly than developing market economies.
 A more stable economy results in a better situation for all types of commodities markets, including the global mineral fertiliser market. The recovery in markets where nutrient consumption had been weak in 2009 (Latin America, North America, Oceania and Western Europe) spurred increased demand for fertilisers in 2010. Output and consumption were up in all nutrients segments. The favourable market situation was also reinforced by markedly higher prices for agricultural products. According to the UN Food and Agriculture Organization (FAO), global food prices surged to a historic peak in January 2011.
 Fertiliser demand recovered faster than expected, providing a powerful boost for both domestic and global sales. Most consumers ran out of stockpiled fertiliser, causing a spike in imports in all major regions. Many producers took advantage of this opportunity to sell out their inventory and increase output.
 According to the International Fertilizer Industry Association (IFA), in 2010 global consumption of mineral fertilisers was up 7.8% to 169.9 million tonnes. In 2011, this figure is expected to rise another 3.9% to 176.5 million tonnes (in terms of nutrients).
 Fertiliser prices are displaying a positive trend in the global market.
 Food price index
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 nitrogen fertilisersSustainable demand in 2010 for all major nitrogen products – urea, AN and ammonia – resulted in significant production and sales growth in this segment. Ammonia sales recovered and were up 12% to 19.6 million tonnes. Urea production increased only 1% to 149 million tonnes, while export sales were up 6% year-on-year to 38.5 million tonnes. India, the U.S., Thailand, Brazil and Mexico were key consumers of these products.
 In 2011, Algeria, Qatar, Saudi Arabia, Pakistan, China, Venezuela and several other countries are expected to launch new ammonia production facilities that will meet the increased demand for nitrogen fertilisers. The 2011 supply/demand ratio will not undergo serious changes year-on-year and is not expected to affect global prices. At the same time, the launch of production facilities in China, Pakistan, Qatar and other countries will disbalance the nitrogen fertiliser segment to some degree and may result in higher prices for other nitrogen products such as ammonia, AN and UAN. According to experts, urea will remain underpriced in 2011, as it was in 2010, compared to the above products.
 phosphate fertilisersThe global market for phosphate fertilisers fully recovered in the reporting year after 2009 saw a drop in demand. Strong demand for phosphates resulted in record output. According to IFA, phosphate extraction was up 9.6% year-on-year to 177.8 million tonnes. Output of phosphate fertilisers like MAP, DAP and TSP increased 18%, 10% and 24% respectively in 2010. Phosphoric acid output was up 10%.
 Global trade of phosphate ore rose more than 50% to 30 million tonnes in 2010. Higher sales of phosphate ore and phosphate products were
 Source: IFA
 Source: IFA
 Source: IFA
 nitrogen productS Supply/demand ratio ForecaSt, mn t oF n 2007 2008 2009 20102011
 (eStimateS)
 Supply (actual maximum capacity) 129.7 129.9 132.9 134.8 139.5
 Demand (including industrial demand) 127.0 125.2 125.1 130.2 133.9
 Ratio 2.7 4.7 7.8 4.6 5.6
 % of supply 2.1 3.6 5.8 3.4 4.0
 phoSphate product Supply/demand ratio ForecaSt*, mn t oF p2o5 2007 2008 2009 2010
 2011 (eStimateS)
 Supply (actual maximum capacity) 37.5 38.4 39.1 39.7 40.6
 Demand (including industrial needs) 36.5 32.7 34.8 37.4 39.1
 Ratio 1.0 5.8 4.3 2.3 1.5
 % of supply 2.7 15.0 11.0 5.7 3.7* In terms of phosphoric acid
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 caused by parallel growth in domestic and foreign supplies. Most imports of phosphate raw materials in 2010 came from European countries, the U.S., Brazil and Mexico.
 Global trade of phosphate fertilisers was up 14% in 2010 mainly due to increased demand in India and Brazil. Global demand for phosphate in terms of P2O5 content showed higher growth rates than expected and reached 37.4 million tonnes. In 2011, demand is forecast to grow another 5% to 39.1 million tonnes of P2O5.
 Russian production of phosphate fertilisers increased 21.5% year-on-year, including MAP/DAP output, which was up 24.3% to 2 million tonnes of P2O5. Apatite concentrate was up 13.8% in 2010, reaching its pre-recession level of 4.2 million tonnes of P2O5.
 In Q3 2011, Saudi Arabia will launch the large Ma’aden phosphate project, which, with an estimated capacity of 3 million tpa, will stabilise the supply/demand ratio in the phosphate market, which is currently showing signs of a supply shortage. However, even if Ma’aden opens according to schedule, the global market’s surplus of phosphate supply will decline to 3.7%, a record low since 2007.
 potaSh FertiliSer Supply/demand ratio ForecaSt, mn t oF k2o 2007 2008 2009 20102011
 (eStimateS)
 Supply (actual maximum capacity) 35.2 36.3 37.1 37.9 38.7
 Demand (including industry needs) 32.6 27.9 25.5 30.3 32.6
 Ratio 2.6 8.4 11.7 7.6 6.1
 % of supply 7.5 23.1 31.4 20.0 15.7
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 potash fertilisersIn 2010, global output of potash products rose 58% year-on-year to 50.2 million tonnes (31.1 million tonnes in terms of K2O), while global trade more than doubled to 42 million tonnes, hitting their 2008 level. Demand came from end users and manufacturers of complex fertilisers containing potash. Supplies of potash were up in all major markets: the U.S., Brazil, China, India and other countries in Southeast Asia and Western Europe.
 No significant increase in global production capacity is expected in 2011, which will enable large manufacturers to continue adjusting production volumes in accordance with demand. Global demand for potash, including industrial consumption, is expected to increase 7.7% in 2011 to 32.6 million tonnes of K2O, including 29 million tonnes to be used for fertilisers. Major demand will be in China, the U.S., Brazil and India, guaranteeing stable pricing for potash fertilisers and capacity utilisation of 84% (of actual maximum capacity), the highest record achieved capacity in the industry.
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 Russian fertiliser marketIn 2010, Russian companies produced 17 million tonnes of mineral fertilisers (in terms of nutrients), setting a 20-year record and exceeding the previous year’s output by 23.4%. This volume covers 10% of global fertiliser consumption, allowing Russia to remain a leader in the supply of all major fertilisers.
 The year-on-year rise in mineral fertiliser production was mainly the result of higher phosphate and potash production.
 The Russian nitrogen industry rebounded faster than other industries after the global downturn, posting maximum results for a number of criteria in 2009-2010. Ammonia production reached a peak value of 13.3 million tonnes in 2010.
 Overall, phosphate fertiliser production was up 21.5% year-on-year. In 2010, apatite concentrate production output was up 13.8% to its pre-recession level of 4.2 million tonnes in terms of P2O5. Russian output of potash fertilisers was 6.3 million tonnes of K2O, up 66.3% year-on-year.
 The abnormal drought in Russia in 2010 reduced crops by almost half. This led to a 1% decline in the Russian agricultural industry’s consumption of mineral fertilisers to 2.357 million tonnes (in terms of nutrients). More than 60% of this figure consisted of nitrogen fertilisers (AN), which are traditionally popular in Russia. Phosphate and potash fertilisers were mainly supplied as ingredients in complex fertilisers.
 To stimulate fertiliser consumption and increase agricultural output, the Russian government is extending its support to the agricultural industry. In 2010, a regional development programme was launched to aid areas affected by the drought. A total of RUB 5.5 billion was allocated for purchasing fertilisers. In 2011, the Russian mineral fertiliser market is expected to recover its growth rates.
 potaSh FertiliSer Supply/demand ratio ForecaSt, mn t oF k2o 2007 2008 2009 20102011
 (eStimateS)
 Supply (actual maximum capacity) 35.2 36.3 37.1 37.9 38.7
 Demand (including industry needs) 32.6 27.9 25.5 30.3 32.6
 Ratio 2.6 8.4 11.7 7.6 6.1
 % of supply 7.5 23.1 31.4 20.0 15.7
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 40% production and SaleS Production and sales of mineral fertilisers, ammonia, organic and non-organic compounds is a key segment of the Group’s business. The Group’s development strategy for this segment envisages increasing production through the construction of new capacity and modernisation of existing facilities. The strategy also calls for reducing raw material costs through resource and energy efficiency programmes and diversifying the product range.
 In 2010, the Group’s three production facilities manufactured 5.8 million tonnes of commercial products, exceeding the previous year’s performance by 8.3%.
 AcRon GRoup business seGments
 24%mining projectS
 Mining is a strategically important segment of the Group’s development. The Group’s development
 strategy for this segment envisages in-house production of phosphate and potash raw materials
 both to cover internal needs and to enter a new market as a raw material supplier.
 In 2010, the Group continued implementation of its priority investment project – construction of the
 Oleniy Ruchey mining facility and preparation for developing the potash deposits.
 11%logiSticS and diStribution The Group’s logistics branch optimises transportation costs and generates additional revenue from transshipment services provided to third parties.
 The Group developed an independent distribution network in order to strengthen its position in key markets and diversify sales geography, which will help the Group rapidly adapt to fluctuations in the global fertiliser market.
 25% portFolio inveStmentS
 Acron Group owns a substantial portfolio of investments in Silvinit and Apatit, two large Russian companies that supply raw materials to the Group’s
 Russian companies. In addition to their financial value, these investments are also used to hedge the
 risk of higher raw material prices.
 mining projectS
 portFolio in
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nitrogen Segment
 Nitrogen is a key element ensuring the health of animals and plants. It is included in the composition of proteins (16–18% by weight), amino acids and nucleic acids.
 Without nitrogen (in the form of nitrogen fertilisers), grain crops cannot produce the necessary amount of amino acids, proteins and enzymes. Low soil nitrogen levels retard development of cultivated plants, which is why fertilisation results in a noticeably positive effect. Nitrogen fertilisers are important in ensuring the quality and yield of grain crops.
 The key input for nitrogen fertilisers is ammonia, which is produced from natural gas or coal and atmospheric nitrogen. AN and urea make up the majority of nitrogen products.
 Nitrogen compounds are widely used in chemical industry to produce fertilisers, explosives, colouring agents, drugs, etc.
 Nitrogen is produced in many countries, most of it coming from China, the CIS, the Middle East, the U.S. and Caribbean countries. Nitrogen fertilisers are key agricultural inputs and their
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 production and salesThe reporting year did not show any significant changes in sales of the Group’s key products, but revealed the following changes in sales by region:
 Unfavourable weather conditions resulted in decreased sales in Russia �The Group’s Russian subsidiaries reduced exports to China and increased supplies to other Asian countries, �including India and ThailandNitrogen product supplies to North and South America were up �
 annual consumption rates exceed the aggregate consumption of phosphate and potash fertilisers.
 The nitrogen business is Acron Group’s core activity. The Group plans to further boost its production of nitrogen fertilisers. In 2010, the Group’s Russian companies supplied 13% of all nitrogen fertilisers produced in Russia.
 mineral FertiliSerS and ammonia
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 acron group’S conSolidated output
 productS, ‘000 t 2010 2009 2008
 ammonia 1,722 1,682 1,494
 Including own use 1,466 1,425 1,242
 Acron 1,108 1,060 1,034
 Dorogobuzh 516 563 396
 Hongri Acron 98 59 64
 nitrogen Fertilisers 2,261 2,202 1,710
 Including own use 313 249 260
 Acron 1,416 1,276 1,104
 Dorogobuzh 845 926 606
 AN 1,298 1,434 997
 Including own use 56 63 59
 Acron 453 508 391
 Dorogobuzh 845 926 606
 Urea (Acron) 449 450 449
 Including own use 257 186 200
 UAN (Acron) 514 318 264
 complex Fertilisers 2,447 2,120 1,996
 Including own use 34 35 31
 Acron 1,120 1,039 1,105
 Dorogobuzh 636 641 434
 Hongri Acron 691 440 457
 NPK 2,226 1,932 1,814
 Including own use 34 35 31
 Acron 1,120 1,014 1,039
 Dorogobuzh 555 576 402
 Hongri Acron 551 342 373
 Bulk blends 221 188 177
 Acron – 25 61
 Dorogobuzh 81 65 32
 Hongri Acron 140 98 84
 complex FertiliSerSnpk. Acron Group is the second largest NPK producer in the world. NPK fertilisers contain all the basic nutrients – nitrogen, phosphorus and potassium – in various percentages. The Group’s production facilities produce more than 10 different types of NPK. In 2010, the Group started producing a new NPK blend with a higher percentage of potassium (19–9–19) for the Asian market.
 In 2010, Acron Group’s production facilities increased NPK production 15% year-on-year (to 2.226 million tonnes), primarily due to higher output at Acron (Veliky Novgorod) and Hongri Acron: Acron’s output was up 10% year-on-year (to 1.120 million tonnes) and Hongri Acron’s was up 61% (to 551,000 tonnes). The significant restructuring of the Group’s sales geography was driven by reduced NPK exports to China and increasing supplies to other Asian countries, mainly Thailand and India. India is a new NPK market for the Group.
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 bulk blends are a type of NPK mineral fertilisers.
 In 2010, Dorogobuzh expanded its bulk blend production 24% year-on-year (to 81,000 tonnes) and Hongri Acron’s bulk blend output was up 43% year-on-year (to 140,000 tonnes). In the reporting year, Dorogobuzh produced its first bulk blends with sulphur compound for Northern European consumers.
 Dorogobuzh focuses on the European market, while Hongri Acron’s key sales market is China.
 nitrogen FertiliSerSammonium nitrate (an) is a nitrogen fertiliser with at least 34.4% nutrient content.
 Acron Group is one of Russia’s major AN producers.
 In the reporting year, Acron and Dorogobuzh cut AN production 9% year-on-year (to 1.298 million tonnes). Acron directed its capacity away from AN in response to greater demand for UAN fertilisers. At Dorogobuzh, scheduled maintenance had the effect of lowering ammonia output and, as a result, AN production.
 North and South America were the Group’s key AN markets in 2010. Acron Group became a leading supplier of AN to the U.S. and saw its Brazilian sales up 16% year-on-year. The Group’s domestic sales of AN (agricultural and low-density and technical-grade) were down 15% year-on-year (to 437,000 tonnes by weight) due to sluggish demand.
 urea is a high-density nitrogen fertiliser and an input for synthetic resin production.
 Urea output remained at the level of previous years while the Group’s internal urea consumption was up 38% year-on-year, driven by expansion of UAN and resin production, which caused a reduction in urea sales.
 In the reporting year, the Group brought on line a new 40,000 tpa Rotoform urea granulation unit. Acron continued its large-scale investment project to build a new 330,000 tpa urea unit. Construction of the unit is scheduled for completion in December 2011, and the launch is scheduled for H1 2012.
 urea-ammonium nitrate (uan) is a liquid nitrogen fertiliser.
 In 2010, Acron significantly increased its UAN production. UAN output was up 62% year-on-year (to 514,000 tonnes).
 North America is traditionally a UAN importer. The Group exported 74% of its UAN to the U.S. and retained its position as a major UAN supplier to Canada. In the reporting year, the Company started shipping liquid nitrogen fertilisers to Argentina.
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 ammoniaAmmonia is a basic input for nitrogen fertiliser production.
 In the reporting year, the Group’s consolidated ammonia output totalled 1.722 million tonnes, up 2% year-on-year. The Group’s facilities used 83% of this ammonia for further processing, with most of the remainder exported to European countries.
 In 2010, Acron and Dorogobuzh continued overhauling their ammonia units to improve production efficiency and reduce average gas consumption. Once the overhaul of its ammonia unit was complete, Dorogobuzh was able to increase ammonia output to 1,680 tpd with average gas consumption of 1,142 cubic meters per tonne of ammonia, against the industry average for Russia of 1,187 cubic meters per tonne*. In 2010, Acron (Veliky Novgorod) achieved record low gas consumption of 1,077 cubic meters per tonne of ammonia due to its comprehensive measures for expanding output and optimising gas and energy consumption. Gas consumption at Acron (Veliky Novgorod) is the lowest in Russia and the third lowest in the CIS.
 In the reporting year, Acron (Veliky Novgorod) began preparing for a project that will increase its ammonia output by 500,000–700,000 tpa to meet the Company’s growing need for nitrogen.
 organic and non-organic compoundSIn 2010, the industrial goods market began to recover, driven by growing demand in Russia, which is a key sales market.
 organic compoundS
 Following the shutdown of Hongri Acron’s methanol unit, Acron (Veliky Novgorod) is the Group’s only facility producing organic compounds.
 In the reporting year, organic compound production was up 4% year-on-year (to 371,000 tonnes).
 Acron produces methanol mainly as an input for formalin and urea formaldehyde resins (uFr). In the reporting year, methanol output was up 6% year-on-year to 82,000 tonnes, 85% of which was consumed internally.
 In 2010, the Company commissioned a new KOP-3 methanol rectification column, resulting in improved product quality, higher output, lower prime cost, and improved production stability and efficiency.
 In the reporting year, UFR output was up 3.3% year-on-year (to 157,000 tonnes) and formalin production was up 5% year-on-year (to 132,000 tonnes). Ninety per cent of the Company’s formalin was used internally for production of urea formaldehyde resins.
 * The average natural gas consumption rate for Russian companies was calculated based on the performance of large ammonia units at JSC GIAP.
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 Increased UFR production was triggered by higher demand for amino resins on the part of Russian woodworking enterprises. The Company manufactured a pilot batch of a new product, melamine UFR, designed for waterproof chipboard production. The fourth amino resin reactor with a capacity of 35,000 tpa was put on stream to expand production and strengthen the Company’s leading position in this market segment.
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 non-organic compoundS
 Acron Group’s non-organic compound output was up 13% year-on-year (to 953,000 tonnes).
 In 2009–2010, Dorogobuzh put production of low-density and technical-grade an on hold, redistributing its capacity to favour AN fertilisers. Production of AN for industrial purposes remained at the level of the previous year. The major consumers of this product are mining facilities in Russia, the CIS, South America and Europe.
 In 2010, the Group’s Acron and Dorogobuzh production facilities increased calcium carbonate output 6% year-on-year (to 559,000 tonnes). The Company continued production of packed calcium carbonate, which creates additional competitive advantages for chalk products and offers opportunities to explore new markets. The glass industry is a core consumer of calcium carbonate, accounting for over 70% of sales. In 2010, calcium carbonate output at Acron and Dorogobuzh covered over 60% of the industry’s demand for calcite.
 In 2010, liquid carbon dioxide output totalled 46,000 tonnes, up 12% year-on-year. Sales benefited from higher demand for carbonated beverages due to the heat in European Russia during the summer of the reporting year.
 argon sales in 2010 totalled 7,000 tonnes, up 13% year-on-year due to higher demand.
 Hongri Acron boosted its hydrochloric acid production to 160,000 tonnes, up 72% year-on-year due to an increase in NPK production.
 acron group’S conSolidated output
 product, ‘000 tonneS 2010 2009 2008
 organic compounds 371 355 601
 Incuding own use 189 183 273
 Acron 371 355 516
 Hongri Acron – – 85
 Methanol 82 77 187
 Incuding own use 70 66 98
 Acron 82 77 102
 Hongri Acron – – 85
 Formalin (Acron) 132 126 193
 Incuding own use 119 117 174
 Urea formaldehyde resins (Acron) 157 152 221
 non-organic compounds 953 844 901
 Acron 581 534 590
 Dorogobuzh 212 217 218
 Hongri Acron 160 93 93
 Low-density and technical-grade AN 181 177 273
 Acron 180 177 212
 Dorogobuzh 1 – 61
 Calcium carbonate 559 527 484
 Acron 377 337 353
 Dorogobuzh 182 190 131
 Liquid carbon dioxide 46 41 45
 Acron 17 14 19
 Dorogobuzh 29 27 26
 Hydrochloric acid (Hongri Acron) 160 93 93
 Argon (Acron) 7 6
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 Quality managementProduct quality is the key factor to ensure the Group's competitive strength, expand sales markets and increase sales volume.
 Acron Group’s operations are based on continual improvement to the quality management system and product characteristics as well as the introduction of new products in response to consumer requests. All the Group’s products have Russian and international certificates of quality and safety. Acron’s quality management system meets ISO 9001:2008 standards.
 inveStmentS and technical maintenanceConstruction of new capacity and modernisation of existing facilities are essential conditions for maintaining high production rates, increasing output and sales, improving quality and reducing prime costs.
 Transformations in the domestic and global economies over the past several years have affected the Group’s investment activity, primarily in the form of reduced investments driven by shrinking operating cash flow and increasing risks in a volatile market environment. The decline in financing in 2009 demanded flexibility in cost allocation when making technical development plan for 2010.
 The Group focuses on two core areas in its investment policy and technical maintenance policy for the Acron, Dorogobuzh and Hongri Acron facilities:
 1) Scheduled maintenance: replacement of fixed assets, sustainable capacity and standard product quality, meeting all industrial, fire and environmental safety requirements
 2) Production development: increasing output, expanding the product portfolio by introducing new product types, improving resource and energy efficiency
 2010 major inveStmentS
 acron
 Urea-1,000 � . The Company continued construction of a new urea unit with a design capacity of 1,000 tpd (330,000 tpa): Acron has completed general construction and is installing production equipment and interconnecting utilities.
 Urea-1,800 � . The Company implemented an action plan to improve urea quality, stabilise the existing production units and increase aggregate capacity to 1,800 tpd. Rotoform urea granulation unit with a design capacity of 120 tpd was brought on stream.
 Methanol-175 � . Overhaul of the methanol shop is underway with the goal of reducing energy consumption and expanding capacity to 175,000 tpa (with the potential of a further increase
 to 200,000 tpa). In the reporting year, Acron brought on line methanol rectification unit No. 3 and commenced construction of a new above-ground methanol storage facility with a total capacity of 5,000 cubic meters. Construction and installation of two tanks, each with a design volume of 1,000 cubic meters, was finalised.
 Amino resins unit No. 4 � . The 35,000 tpa amino resins line was built and passed a warranty test. The new unit will allow the Company to speed up production and introduce a new product, melamine urea formaldehyde resin (MUFR), designed for waterproof chipboard and plywood production.
 Phased modernisation of ammonia unit to �improve production capacity and reduce gas consumption. In the reporting year, the lowest gas consumption rate of 1,072 cubic meters per tonne of ammonia was achieved at unit No. 2. The Company began preparations to expand ammonia production capacity.
 Development of pilot production facility for �nepheline concentrate processing. Research and development was conducted and drafting of design documentation has started.
 Development of pilot production facility for �rare-earth elements. Preliminary design for pilot production facility was made. Equipment procurement is in progress.
 Development of technology for calcium �carbonate purification and micro-grinding. Design and engineering documentation for installation of calcium carbonate purification unit was prepared. Pilot test of paper coating with calcium carbonate suspension was performed.
 dorogobuzh
 Overhaul of ammonia shop, including �modernisation of certain modules and units, allowed the Company to increase daily output to 1,680 tonnes and reduce gas consumption to 1,142 cubic meters per tonne of ammonia.
 Atlas Copco compressed air unit was launched in �air separation shop.
 Dorogobuzh commissioned a new NPK packaging �and big-bag loading unit, as well as pipelines for high pressure nitrogen supply connecting the air separation shop with the ammonia shop.
 hongri acron
 In the reporting year, Hongri Acron performed technical overhauls of its main shops, including the bulk blends shop, powdery NPK shop and hydrochloric acid storage, with the goal of increasing production efficiency and reducing energy consumption. The Company also moved the steam turbine at the ammonia synthesis line.
 in the reporting year, total investment in new capacity and modernisation was up 28% (to rub 1.8 billion).
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 For 2011, Acron scheduled completion of the Urea-1,000 unit. In addition, the Company will continue implementing all projects commenced in 2010.
 Dorogobuzh will continue modernisation of its ammonia shop, replace the compressed dehumidified air unit at its NPK shop and arrange production of 1.6 million big-bags per annum.
 Hongri Acron will focus on revamping its dedusting system and reducing the temperature in the NPK shop, extracting and utilising excessive heat in the phosphoric acid shop and rebuilding the water recirculation system.
 in 2011, the group plans to invest rub 2.3 billion in its production facilities.
 key raw material conSumption and introduction oF reSource-conSciouS production technologieS Acron Group’s Russian production facilities use three key inputs – natural gas, apatite concentrate and potash. Electric energy is also essential for production operations.
 Acron and Dorogobuzh's products are material-intensive and consume a great deal of energy. Controlling costs and developing cost-reducing solutions are vital in the context of ever-higher raw material prices. Acron Group invests heavily in equipment modernisation and upgrading production technologies, achieving improved raw material efficiency and increasing its competitive strength due to reduced costs.
 Ammonia is a key nitrogen fertiliser input that is derived from natural gas. The agrochemical industry is one of the world’s major consumers of gas. In 2010, ongoing modernisation of Acron’s ammonia units yielded gas savings of 46 cubic meters per tonne (to 1,077 cubic meters per tonne).
 Apatite concentrate and potash are key inputs for NPK production. Standard consumption of these raw materials is based on the optimal nutrient proportion in the final product and remains the same year-to-year. Apatite concentrate loss allowance is 0.2%; there is no loss of potash.
 acron and dorogobuzh raw materialS and energy purchaSeS
 2008 2009 2010
 nameprice,
 rub* Quantityamount, rub, mn
 price, rub* Quantity
 amount, rub, mn
 price, rub* Quantity
 amount, rub, mn
 natural gas, mn m3 2,124 2,073 4,403 2,375 2,248 5,338 2,891 2,223 6,427
 Acron 2,090 1,438 3,007 2,325 1,453 3,378 2,861 1,474 4,216
 Dorogobuzh 2,197 635 1,396 2,465 795 1,960 2,951 749 2,211apatite concentrate (net of transportation cost), ‘000 t 2,191 651 1,426 2,882 696 2,006 3,054 707 2,159
 Acron 2,172 473 1,027 2,800 441 1,234 3,050 474 1,446
 Dorogobuzh 2,249 178 399 3,031 255 772 3,056 233 713potash (net of transportation cost), ‘000 t 3,487 415 1,447 3,955 429 1,697 4,300 451 1,938
 Acron 3,475 302 1,051 3,955 274 1,084 4,300 301 1,295
 Dorogobuzh 3,506 113 396 3,955 155 613 4,300 150 643electric energy (mn kwh) 1,417 1,025 1,452 1,736 1,045 1,814 2,079 1,042 2,166
 Acron 1,388 759 1,054 1,721 750 1,290 2,046 768 1,572
 Dorogobuzh 1,492 266 398 1,774 295 524 2,166 274 594Thermal power, ‘000 gcal/h (acron) 400 1,051 421 464 942 437 535 999 535
 * The price is for 1,000 cubic meters of natural gas, 1 tonne of apatite concentrate and potash, 1,000 kWh of electric energy, and 1 GCal for thermal power.
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 Pursuant to the Federal Law No. 261-FZ, dated November 23, 2009 On Saving Energy and Increasing Energy Efficiency, and on Amendments to Certain Legislative Acts of the Russian Federation, the regional targeted programme “Energy saving in Novgorod region in 2010–2014” was developed under Order No. 459 of the Novgorod regional administration, dated December 15, 2009. These documents are designed to encourage sustainable utilisation of energy resources and to improve energy efficiency.
 Acron and Dorogobuzh use several methods to reduce electric and thermal energy consumption – modernisation of existing operations and water cycle technologies; creation of new, energy-efficient production capacity; replacement of outdated, energy-consuming equipment with a more energy-efficient options; application of new methods for operating rotating equipment (regulating rotation frequency).
 The Group is studying projects to conserve secondary energy resources, replace energy-consuming equipment and extract steam as a by-product of waste incineration. With higher electricity and heat prices causing an increase in general costs, the Group plans to construct its own industrial facilities for combined thermal and electrical power production as an efficient means of conserving energy. Acron and Dorogobuzh plan to construct two energy-generating facilities with a design capacity of 50 MW each.
 mining projects
 phoSphate Segment
 Phosphates are mineral and organic compounds containing phosphorous. They are mainly used in the production of phosphate fertilisers that are a key source of soil nutrition. Phosphorous plays an essential role in energy transmission, photosynthesis, biogenic substances transfer, sugar metabolism, phytogenetics and mitosis.
 Plants grow and ripen faster with a sufficient supply of phosphorous. Phosphorous fertilisers promote strong crop roots and increase resistance to drought, diseases and frost.
 Phosphate ore is a core input for phosphorous fertiliser production. Deposits are located around the world, but most of them are concentrated in China, Northern Africa, North America, the CIS and the Middle East. The world’s largest phosphate producers are OCP (Morocco), CNOOC (China), Mosaic (U.S.), JPMC (Jordan), CPG (Tunisia) and Apatit (Russia).
 Kola Peninsula apatite ore from Russia is known for its good ore preparation characteristics. This ore is used to produce top-grade phosphorous with a high nutrient content (up to 40% P2O5 ), while the nutrient grade of Moroccan and Chinese apatite ore is lower (30–37% P2O5 ), although extraction volumes are higher.
 In response to production cuts by Apatit, which caused an apatite shortage on the Russian market, Acron Group decided to develop its own phosphate project to be implemented by its subsidiary, NWPC.
 In future, NWPC could cover 15–20% of the Russian market’s demand for apatite concentrate.
 north-western phosphorous company (nwpc)Oleniy Ruchey is a unique greenfield project, the first project of its kind implemented in Russia in the past several decades. Oleniy Ruchey’s key advantages over similar projects dating to the Soviet era include the use of cutting-edge technologies, a compact footprint, a reduction in end-product prime costs and minimal impact on the environment.
 in 2010, acron group commenced Full-Scale Financing oF oleniy ruchey mine conStruction
 mine construction � . The crushing and screening unit and concrete mixing plant were brought on line. Foundations completed for several processing, industrial and administrative buildings, a gasoline filling station, an assembly and storage site and a maintenance facility.
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 2009 Start of construction work on mine facilities and transportation infrastructure.
 2007–2008 Oleniy Ruchey design process; NWPC obtained a positive finding by the state engineering and environmental inspection allowing mine construction to begin.
 2006 NWPC obtained licences to develop apatite-nepheline ore deposits at the Oleniy Ruchey and Partomchorr fields in Murmansk region.
 oleniy ruchey key parameterS
 Balance reserves (B+C1+C2): 400 million tonnes of ore (61 million tonnes of P2O5)Commissioning of the first stage: 2012 Commissioning of the second stage: 2018 Mine capacity: 2 million tonnes of apatite concentrate (upon commissioning of the second stage). The mine is also designed to produce nepheline, sphene, aegirine and titaniferous magnetite concentrate.
 inveStment
 The Group has invested a total of RUB 4.9 billion, including RUB 2.9 billion invested in 2010. In 2011, the Group plans to invest RUB 5.9 billion in the mine.
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 open-pit and transportation infrastructure �construction. The Company performed capital operations at the open-pit site, completed the cross-bearings of three drift entries to the underground mine and constructed the dump and tailing dam. The Company continued construction of roads, hydraulic facilities and power transmission lines. In order to minimise the risk of water influx, an interception drain (8.8 km long) was installed to bypass the open-pit site and divert clear water from the mountains to Oleniy Stream and further to Komarinoe Lake.
 equipment purchases. � In 2010 and early 2011, the Company acquired seven Komatsu trucks, two bulldozers, two excavators, one loader, a crushing and screening unit, one towing tractor, a universal unit with interchangeable gravel-spreading and sprinkling equipment and other machinery. NWPC purchased dump trucks, bulldozers, loaders, excavators, concrete mixing trucks, cranes and other equipment for its subsidiary Makosh, which is performing work at the mine construction site.
 nwpc planS For 2011Continue construction of main production and �auxiliary facilities for Oleniy Ruchey mineInstall and assemble production equipment �Commission boiler plant, main step-down �substation and gasoline filling stationContinue capital operations at open pit site and �drift entries of underground mineConstruct road and transshipping complex at �Titan railway station
 potaSh Segment
 Potassium is one of the essential elements of plant nutrition. All stages of plant development are dependent on potassium supply. Potassium is a factor in starch and protein synthesis, which makes it one of the triggers of higher basic crops yields and improved quality and taste. Potassium also increases the cold-endurance of winter crops and perennial grasses.
 Potassium chloride (potash) is the main form of industrial potassium. This product is also the most popular potassium fertiliser and an input for NPK production. In addition, potash is used in the metallurgy, biotechnology, chemical, petrochemical, food and pharmaceutical industries and in the production of perfumes and cosmetics.
 Potash deposits are scarce, and 85% of the world’s known minable potash reserves and its major potash producers, such as PotashCorp. (Canada), Uralkali and Silvinit (Russia), and Belaruskali (Belarus), are concentrated in Canada, Russia and Belarus.
 Potassium salts are located inside deep rock salt layers. Russia’s largest Verkhnekamsk potassium-magnesium salts deposit is located at an average depth of 400 m, giving it a depth advantage over Canadian deposits, which are located at an average depth of 1,000 m.
 Historically, potash fertiliser producers enjoy a higher margin than nitrogen and phosphorous fertiliser producers due to higher market barriers. These investment prospects influenced Acron Group’s decision to develop its own potash project at the Talitsky area of the Verkhnekamsk potassium-magnesium salts deposit and to perform a geological survey of the Prairie Evaporite potash deposit in Canada.
 In future, products from the Talitsky mine could cover 15% of the Russian potash market.
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 verkhnekamsk potash company (vpc)
 in 2010, vpc continued deSign oF the talitSky area development project.
 The land allocation certificate for the Talitsky �mine production site, pulp depository and tailing dam was coordinated and approved by the Berezniki municipal administration. VPC signed a lease agreement.
 The Company conducted a gamma-radiation �survey of the mine site and obtained a positive sanitary and epidemiological finding on the compliance of the Talitsky mine’s location with state standards and requirements.
 The Talitsky environmental monitoring �programme was designed and approved by the Perm Krai subsoil exploration authority. The Company performed field surveys and laboratory research.
 Five exploration wells were drilled, geophysical �and laboratory surveys were performed. Materials for feasibility studies of permanent exploration conditions at the Talitsky area were prepared.
 A pre-design reconnaissance survey of possible �routes for roads to the mine site was performed and digital topographic maps were created.
 The Company developed the design for control �shaft drilling.
 Construction of access roads and preparation of �drilling sites commenced.
 For 2011, vpc haS planned an extenSive operating programme, including the Following:
 Preparation and approval by the Federal Subsoil �Resources Management Agency (Rosnedra) of “Feasibility studies of permanent exploration conditions at the Talitsky area, Verkhnekamsk potassium-magnesium salts deposit” with an estimated reserve increment of over 100 million tonnes of potassium-magnesium salts approval of feasibility studies
 First stage project: shaft construction and its �approval by the Russian Directorate-General for State Environmental Review
 Preparation of Talitsky mine site and drilling of �control shafts
 Application for connection to the gas pipeline, �electricity supply system design
 Design of road and rail line, state expert review, �start of road construction
 Processing of licence for subsurface water �exploration and extraction and surveying of water-supply sources
 101109718 Saskatchewan ltd.* 101109718 Saskatchewan Ltd. holds 26 permits for exploration of the Prairie Evaporite potash deposit in the Province of Saskatchewan (Canada).
 In 2008–2009, the Company conducted an analysis of the existence and density of historical exploration wells, seismic activity and relative depth of the productive layer for each permit and reviewed the interpreted geological data on local potash members. All permits were assessed in order to establish priorities for further exploration.
 In 2010, the Company reviewed data from preliminary surveys of permit reserves and exploitability. 101109718 Saskatchewan Ltd. rearranged its permits into larger clusters and sold two permits, the KP 373 permit to BHP Billiton Canada and the KР 385 permit to Sanya Resource Corporation.
 In 2011, 101109718 Saskatchewan Ltd. will start seismic surveying of the priority permits. It is expected that the information obtained will be used to determine drilling sites.
 * In May 2011, the company changed its name to North Atlantic Potash Inc.
 2009 Preparation of deposit development project began.
 2008 vPC won the licence auction to develop the Talitsky area of the verkhnekamsk potassium-magnesium salts deposit in Perm Krai. The licence price totalled RUB 16.8 billion.
 talitSky mine key parameterS
 Balance reserves (ABC1+C2): 700 million tonnes of ore (KCl: 248 million tonnes, K2O: 157 million tonnes)Mine commissioning: 2016Design capacity to be reached: 2018 The mine has a design capacity of 2 million tonnes of potash per annum (upon commissioning of the third stage).
 inveStmentS
 Overall investments amounted to RUB 135 million (less the licence price), including RUB 61 million invested in 2010. In 2011, estimated CAPEX totals RUB 1 billion.
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 distributionStrategic objectiveS and taSkS
 Efficient operation of distribution networks in �Russian and Chinese marketsExploration of new markets and sales expansion �in strategic markets through own trading companies
 eFFicient operation oF diStribution networkS in ruSSian and chineSe marketS
 agronova (russia)In 2010, Acron Group was one of the three largest fertiliser suppliers in the Russian market.
 The reporting year was one of the most challenging for Russian farmers in the past several years. Following a drop in fertiliser consumption caused by the global financial crisis in 2009, Russian farmers were hard hit by an abnormal heat wave and succeeding drought that affected 43 Russian regions. This caused a decrease in fertiliser demand in Agronova’s main sales regions, including the Belgorod, Tambov, Lipetsk, Kursk, Samara and Tula regions and the Republic of Tatarstan.
 In 2010, Agronova’s Russian sales totalled 437,000 tonnes of AN and 182,000 tonnes of NPK. Total sales volume was 619,000 tonnes, down 21.5% year-on-year (2009: 789,000 tonnes).
 beijing yong Sheng Feng amp co., ltd. (ySF) (china)In 2010, YSF’s sales volume was up 62% year-on-year (to 134,000 tonnes).
 The Company joined Acron Group in 2008 and continued expanding its distribution network, doubling the number of small wholesale customers and expanding the sales network to over 12 provinces of China. The Company actively promotes the YSF-branded retail fertiliser chain.
 In the reporting year, YSF significantly increased its sales of Chinese products, obtained a fertiliser import quota and started marketing the products of independent foreign producers.
 exploration oF new marketS and SaleS expanSion in Strategic marketS through own trading companieS
 agronova international inc. and agronova europe agIn 2010, Agronova International Inc. and Agronova Europe AG increased Acron Group’s total sales to 2.7 million tonnes (up 20% year-on-year).
 key achievements of 2010Significant jump in UAN sales year-on-year: from �308,000 to 518,000 tonnes, while UAN supplies to the U.S. totalled 384,000 tonnes, against 130,000 tonnes in 2009Acron Group became a major UAN exporter to �
 Canada and a leading AN supplier to the U.S. NPK shipments to India, a new market for the �Group, totalled 212,000 tonnes NPK sales to Thailand almost doubled year-on- �year, and AN sales to Brazil were up 15% year-on-yearAcron Group produced its first bulk blends with �sulphur content for export to Northern Europe
 logisticsIn 2010, the Group finalised restructuring of its logistics assets, creating Balttrans sub-holding, which comprises three port terminals – Andrex, AS BCT and AS DBT.
 aS dbt is a terminal transshipment complex at Muuga sea port (Estonia) with a capacity of 2.5 million tonnes of bulk cargo per annum.
 aS bct is a terminal transshipment complex for ammonia and liquid mineral fertilisers at Sillamäe sea port (Estonia) with a capacity of 1 million tonnes of ammonia per annum (launched in 2009) and 1 million tonnes of UAN per annum (put on stream in 2008).
 andrex is a two-terminal complex for production and transshipment of bulk mineral fertilisers and production and shipment of bulk blends (Kaliningrad sea fishing port, Russia) with a transshipment capacity of 500,000 tonnes of bulk fertilisers per annum and production capacity of 400,000 tonnes of bulk blends per annum.
 acron-trans is a railway company that provides cargo transportation for the Group’s Russian production facilities. The Acron-Trans fleet consists of 2,500 railcars and various types of tanks.
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 key operating reSultS 2010
 In the reporting year, the Group’s cargo turnover of three port facilities totalled 2.543 million tonnes, up 38% year-on-year against 1.565 million tonnes in 2009. This significant increase was triggered by higher fertiliser production and sales by the Group’s production facilities, and by a considerable increase in cargo traffic from independent producers.
 In 2010, the Group’s Russian production facilities shipped a total of over 5.7 million tonnes of cargo by rail.
 portfolio investments Acron Group owns significant stakes in two Russian companies. In addition to their financial value, these investments also constitute a risk-hedging tool against higher raw material prices.
 Apatit is Russia’s largest producer of apatite concentrate. Nordic Rus Holding owns 7.73% of its authorised capital, or 10.3% of common shares (51% of Nordic Rus Holding is controlled by Acron).
 Silvinit is a major producer of potassium chloride in Russia. Acron’s minority stake in its authorised capital is 6.08% (8.1% of common shares).
 value oF acron’S StakeS in Silvinit (micex) and apatit (rtS) baSed on capitaliSation dynamicS, uSd mn
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 RisK fActoRs
 riSkS major challengeS riSk mitigation
 induStry riSkS
 Risks related to the situation on the global mineral fertiliser market
 Prices for Acron Group’s products depend on the global market for mineral fertilisers. Changes in the overall market situation, fluctuations in demand and prices for fertilisers and changes in agricultural markets may significantly influence the company’s operating and financial results.
 The Group is able to rapidly restructure its sales and optimise its product range to meet existing demand.
 Risks related to government control of the industry
 Russia: The Russian Government tries to stimulate fertiliser supplies to the domestic market. The government may impose export duties on fertilisers. Other measures may be used to limit the export of such products.
 China: The Chinese Government imposes protective seasonal export duties in order to meet domestic demand for fertilisers.
 Russia: In 2008, the Russian Fertiliser Manufacturers Association, which includes Acron Group’s companies, and the Agroindustrial Union of Russia signed an agreement on cooperation to meet mineral fertiliser needs of Russian agricultural producers in 2008–2012. Under this agreement, every six months the Group’s Russian companies declare a price ceiling for fertilisers supplied to Russian consumers.
 China: Hongri Acron products are targeted at the domestic market, making it independent of industry export regulations.
 Risks related to escalating raw material prices and railway tariffs
 Three major types of raw materials for Acron Group’s Russian companies (natural gas, apatite concentrate and potash) are supplied by the companies with monopolies or dominating market positions, which increases the risk of uncontrolled price increases or manipulation of prices and supply quantities.
 Natural gas is the main resource for nitrogen and complex fertiliser production. Around 60% of raw materials are supplied to the Group’s companies at government controlled prices. The remaining 40% is purchased at market prices. It is expected that the liberalisation of gas prices introduced in Russia will cause domestic prices to rise to the level of export prices.
 Acron Group utilises apatite concentrate supplied by Apatit. In previous years, the Group’s companies and Apatit frequently engaged in disputes and litigations over pricing and supply quantities.
 To minimise the negative impact of higher natural gas prices, the Group’s companies implement energy and resource efficiency programmes primarily aimed at reducing gas consumption in ammonia production.
 In future, development of phosphate and potash deposits held by the Group will make it independent of monopolist suppliers. In 2012, the Oleniy Ruchey apatite-nepheline ore deposit will be commissioned. The Company has begun preparing a development project for the Talitsky area of the Verkhnekamsk potash and magnesium salts deposit for approval by government authorities.
 Acron (Veliky Novgorod) and Dorogobuzh have signed supply agreements for apatite concentrate and potash deliveries from Apatit, Uralkali and Silvinit.
 Acron Group has established a subsidiary railway operator and is actively developing the railway fleet to minimise risks related to a possible shortage of railcars.
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 riSkS major challengeS riSk mitigation
 Two companies in Russia produce potash – Silvinit and Uralkali. In 2009–2010, the Group’s companies regularly initiated disputes and litigation over the pricing model for the raw materials. In 2010, Silvinit and Uralkali announced a merger, which in future may lead to a monopoly in the potash sector.
 Russian Railways is a monopolist in the railway transportation market in Russia and dictates terms and tariffs that increase annually based on inflation and the funding requirements of Russian Railways’ investment programme.
 Risks related to higher trade barriers
 Acron Group’s products are subject to trade barriers (anti-dumping, export and import duties, tariffs and quotas) in certain countries. This fact may restrict sales of the Group’s products or force the Group out of certain markets.
 The most significant existing trade barriers are the anti-dumping import duty for nitrogen products from Russia to the EU (EUR 20.11-47.7 per tonne) and the duty on urea supplies to the U.S. (68.26%).
 Acron Group is actively collaborating with the certain governments in order to reduce or lift the existing barriers.
 Diversified markets enable the company to work in areas without trade barriers.
 operating riSkS
 Technological risks A fairly high rate of depreciation of the Group’s main production facilities may result in accidents and subsequent unscheduled equipment shut-downs. Long downtimes may adversely affect operating and financial performance.
 Acron Group invests significant funds in properly maintaining its production facilities, modernising and replacing outdated equipment, and building safe, modern facilities. The Group’s industrial security system is charged with preventing accidents and guaranteeing the required level of technological supervision and safe working conditions.
 Social and environmental riSkS
 Risks related to personnel Acron and Dorogobuzh employees are members of trade unions. Since 2009, Acron’s trade union has been split into two parties due to internal conflict, exposing the Company to the risk of strikes and lock-outs.
 As a socially responsible employer, Acron Group implements a balanced personnel policy aimed at maintaining a stable social situation at its entities. Historically the Group’s operations have never been interrupted due to labour disputes, and it is assumed that the present trade union conflict will not have a material influence on production operations.
 RISK FACTORS
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 riSkS major challengeS riSk mitigation
 Environmental risks There are risks related to possible adverse environmental impact of industrial operations. Russian and Chinese environmental standards are changing rapidly, with monitoring of compliance constantly tightening, which may result in additional liabilities and expenses.
 Acron Group makes every effort to minimise environmental risks through constant reduction of its emissions of hazardous substances, improved environmental safety at its industrial facilities, disclosure of information on its environmental activity, cooperation with state authorities and reduction of resource consumption.
 Financial riSkS
 Currency risks Acron Group is an export-oriented company. This means that most of its revenue is denominated in foreign currency, while most of its costs are denominated in roubles. The Group has U.S. dollar liabilities. Any significant exchange rate fluctuations, especially in the rouble/dollar exchange rate, could materially affect the Company’s key financials.
 The diversified currency structure of the Group’s credit portfolio provides an opportunity to reduce the effects of exchange rate fluctuations on the Company’s financial performance.
 Interest risks Acron Group holds a significant credit portfolio and its financial performance is exposed to interest-related risks. Higher interest rates on existing and new loans may exert a negative influence on the Company’s key financials.
 Measures designed to optimise the Group’s credit portfolio and improve its credit rating help minimise these risks. The Group borrows funds from the capital market in the form of bond issues and attracts loans from major banks on favourable terms, achieving a significant reduction of interest risk. In 2010, Acron Group started using trade financing under cover of export credit agencies and hedging currency and interest risks.
 legal riSkS
 Risks related to changes in tax legislation
 Russian tax legislation changes frequently. Several chapters and provisions of the Tax Code are relatively new, and tax authorities still apply these provisions inconsistently. There is no credible precedent or verified judicial practice for some issues. Due to the potential for ambiguous interpretation of the regulatory environment and regulation of transfer pricing, tax authorities could challenge the Group’s pricing and require adjustments. Furthermore, the government is pursuing a policy of toughening taxpayer liability.
 Acron Group makes its best effort to reduce tax risks primarily by paying all of its taxes and fees on time. The Group also engages highly experienced experts in tax law and refines corporate procedures designed to prevent possible negative tax consequences.
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 riSkS major challengeS riSk mitigation
 Risk related to changes in standards for licensing the Group’s main activity or licensing the right to use objects of limited transferability (including natural resources)
 Acron Group conducts its business under several licences. There are multiple risks related to changes in licensing requirements for the company’s main activity and mining operations.
 The Group holds two licences to develop apatite-nepheline ore deposits at the Oleniy Ruchey and Partomchorr fields in Murmansk region, as well as a licence to develop the Talitsky area of the Verkhnekamsk potassium-magnesium salts deposit in Perm Krai. Licence agreements determine what actions a subsoil user must undertake and the deadlines for completion of these actions. Requirements are generally related to the drafting of design documentation, its approval by governmental agencies, the start of certain operations (exploration, extraction, processing) and compliance with industrial and environmental safety standards. Breach of the provisions of a licence agreement may result in the revocation of a licence. The Group conducts continual monitoring of its compliance with licence agreements and makes its best effort to prevent any violations.
 RISK FACTORS
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 The group’s sustainable growth is based on its corporate responsibility doctrine, under which the group’s activities are governed by the highest ethical, social and economic standards. The group’s corporate responsibility is a broad concept, including environmental concern, care for the health and safety of employees, their professional and individual growth and social security, and the promotion of partnerships with the community, government agencies and other market players.
 The group appreciates, supports and builds relationships with all persons interested in its efficient operation – employees, shareholders and investors, business partners and the community. These relationships are based on principles of mutual respect, honesty, free and public access to the information about group's operations, and a shared interest in sustainable growth of the global economy.
 human Resources and social policyThe sustainability and efficiency of the Group’s business is primarily the achievement of its employees. The Group acknowledges that its success depends on its highly skilled and loyal personnel, so it seeks to retain the best staff, create a comfortable working environment and ensure a high degree of social security for its employees, as well as to provide ongoing opportunities for employees to improve their professional qualifications.
 The Group makes every effort to help its employees develop their best professional and personal qualities in the course of their work. The relationship between the Group and its employees, as well as relationships between individual employees, are based on mutual respect, trust and the observance of all parties’ rights and obligations. These principles are equally important at all of the Group’s companies.
 employee dynamicSAs of December 31, 2010, the Group had 13,850 employees. This number varied little over the past five years (13,413 employees in 2009). Workforce cuts at the Group’s production facilities are the result of staff transfers to newly established subsidiaries. The total number of employees has increased as a result of intensive recruitment by the Group’s mining companies.
 perSonnel motivationAcron Group pays special attention to employees’ determination to achieve high operating results and their interest in professional and career development. The Group seeks to motivate personnel in line with modern standards and guarantees fair remuneration, a high degree of social security and a variety of incentives.
 Pursuant to collective agreements with employees, remuneration at the Group’s Russian facilities comprises a salary and performance bonuses, as well as rewards and benefits based on labour conditions. In 2010, the average monthly remuneration was RUB 27,975 at Acron, RUB 21,802 at Dorogobuzh and CNY 2,000 at Hongri Acron.
 The social package, designed to increase employees’ income and ensure social security, is a principal tool used to attract, motivate and retain highly skilled employees and young specialists. The social package includes extra leave over that stipulated by law, labour safety payments, monetary incentives, material assistance, medical care and recreation arrangements.
 In 2010, the company introduced a number of bonuses: quarterly bonuses to employees for meeting the production plan; bonuses to project group members for meeting the Urea-1,000 project schedule; bonuses for conservation and efficient use of energy, inventory and labour resources.
 building the talent poolKey objective of the Group’s personnel policy is to attract both the sector’s best experts and promising young specialists, providing them with every opportunity to discover their professional and creative potential and grow their careers. Each year the Group approves a programme for employee training, professional education and retraining for
 sustAinAbility
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 new opportunities. The Group’s long-term personnel policy is primarily designed for its sustainable growth and is therefore based on securing a promising talent pool.
 career guidance for StudentsThe career guidance programme run by Acron and Dorogobuzh encourages school students to obtain college degrees in fields that are in demand at the Group’s companies. The programme is designed to help young people choose their future professions and receive top quality education, gradually initiating them into the Group’s corporate culture and fostering an interest in working at the Group’s facilities. The specialised classes offered in the programme provide in-depth study of related disciplines, primarily chemistry, taught by university lecturers. The programme also includes academic contests, meetings between the Group’s experts and teachers, students and parents, excursions to the Group’s facilities and workshops for students.
 attracting Students and young SpecialistsThe next stage in the employee training programme is interaction with students at secondary and higher professional education institutions. Students at lyceums and polytechnic colleges study according to syllabi developed in cooperation with the Group’s top experts and complete part of their practical training at the Group’s worksites. School graduates who sign contracts with the Group’s companies receive their education at leading Russian technology universities that have cooperated with the Group for many years, including St. Petersburg State Technology Institute, Pskov State Polytechnic Institute, Kazan State Polytechnic University, Yekaterinburg State University and Ivanovo State Energy University. During the course of their studies, students undergo practical training on-site. After graduation they pass a mandatory one-year probation period before taking their qualification tests. The Group provides accommodation or rent reimbursement for young employees coming from other cities.
 perSonnel training and developmentAcron Group has an interest in the continual growth of its employees’ qualification and provides them with ample opportunities to improve their professional skills and knowledge, develop managerial qualities and foster career growth. Personnel working at high-tech or capital-intensive facilities, as well as individuals involved in explosion- and fire-hazardous operations, are subject to more stringent educational requirements.
 Acron’s employees are trained in the following areas as part of the Group’s training, retraining and higher qualification programme:
 Training at on-site corporate training centres �Higher qualification training at courses and �workshops for experts and managers
 Continuing professional education at leading �Russian universitiesExperience sharing between experts at the �Group’s Russian facilities and experts at Hongri Acron
 corporate trainingCorporate training programmes play an important role in the higher qualification system for the Group’s employees. The Group’s facilities have personnel training centres equipped with specialised technology and training methods. Training at these centres is provided by both in-house experts and lecturers invited from leading universities and specialised institutions. The centres use computer-aided learning systems and cutting-edge technologies to train the chemical production workforce.
 In 2010, the Group implemented over 100 professional training, retraining and higher qualification programmes for personnel. In view of the Urea-1,000 and Nepheline-10 projects, Acron (Veliky Novgorod) paid particular attention to engineering personnel training, arranging for additional higher qualification courses for its equipment and machine operators, as well as for operators of the ammonia production and nitric acid shop.
 cooperation with universitiesThe Group acknowledges the importance of continuing professional education for its employees and maintains relationships with leading universities in Moscow, St. Petersburg, Smolensk and Veliky Novgorod, where the Group’s experts and managers receive continuing education opportunities. There is a special focus on the higher qualification of experts involved in the Group’s strategic projects, as well as the heads of organisational units and top managers.
 personnel Qualification SystemThe Group’s facilities use a variety of methods to assess personnel qualification and continually improve these methods. For example, at Acron (Veliky Novgorod) the performance of managers, experts and officers is regularly reviewed by eleven commissions specialising in the Group’s key business segments. The aim of these reviews is to assess employees’ performance and determine their career opportunities and professional development areas. In 2010, Acron reviewed 326 employees and upgraded the qualification categories for 51 of them.

Page 46
                        

48
 Social SupportIn seeking to ensure sustainable growth for its business, Acron Group focuses on both economic and social aspects, in particular the social security of its personnel.
 The family support programme provides cash compensation to employees when a child is born, as well as additional leave and subsidies for those caring for children under the age of three. The Group also helps its employees improve their housing conditions. For many years Acron (Veliky Novgorod) has operated a special stress-free department to ensure that pregnant employees work in the best possible conditions while retaining their primary job salaries.
 The social support for retirees programme is targeted at providing support to unemployed retirees from the Group’s companies. Retirees are provided with financial assistance and discounts on resort health treatment. The Group also finances social events for former employees.
 The social package programme is aimed at creating favourable living conditions for the facilities’ employees. In accordance with the collective agreement, personnel are provided with additional incentives and guarantees. The programme also offers cultural benefits: corporate recreation centres hold celebrations, cultural and educational events, concerts and festivals; there are also creative clubs for children and adults. Over 40,000 people attend events held by Acron’s Cultural Centre in Veliky Novgorod each year.
 The health care programme covers treatment and recovery for employees and provides regular fitness opportunities. The Group’s facilities have on-site health care clinics equipped with modern therapeutic and diagnostic equipment; emergency medical care is available 24 hours a day. The facilities’ employees and their families enjoy resort treatment and take advantage of corporate recreation and fitness centres. There are summer sports and recreation camps for employees’ children, providing excellent opportunities the physical and psychological recuperation after an intense academic year; the camps also contribute to comprehensive individual development and foster a healthy lifestyle.
 workplace Safety and health care for employeesA corporate culture dedicated to safety is vital for the Group’s sustainable development. Chemical production facilities are always associated with elevated production risks. The risk reduction system is a most important aspect of successful and safe operations at the Group’s facilities.
 The workplace safety programme is focused on ensuring a safe working environment, maintaining the workplace in compliance with relevant safety standards, and promoting the health and mental wellbeing of its employees. The programme is primarily targeted at ensuring uninterrupted safe operations and minimising occupational injuries.
 Russian law requires workplace certification. Acron has designed and maintains standards for assessing workplace safety (Organisation Standard 39-2009 “Quality Management System. Management System for Industrial Safety, Labour Safety and Environmental Safety”).
 Each year the Group’s companies sign a health and safety agreement with their employees to define measures for improving labour conditions. Employees must learn safe work methods and the Group’s operations culture and undergo labour safety testing. New employee training includes studying Russian Rostechnadzor regulations and fire-safety measures. Facility employees are provided with certified protective clothing, safe shoes, individual protection gear and healthy meals.
 environmental policyCorporate environmental responsibility is at the heart of Acron Group’s development strategy. The Group is committed to protecting the environment and contributing to safe living conditions near its facilities. The sustainable growth of the Group is conditioned on its long-term programme for environmental protection and safe operations.
 The general principles underlying the Group’s environmental policy are:
 Reducing pollution �Improving the environmental safety of production �facilitiesConserving resources �Providing transparent data on the Group’s �environmental impact and protection activities.
 The Group’s environmental policy includes the following aspects:
 Ensuring compliance with Russian environmental �laws and those of other countries where the Group has a presenceMonitoring wastewater quality and quantity, air �emissions and the operation and condition of waste storage facilitiesElaborating and enforcing limits on emissions, �discharge and waste generation and storageMonitoring environmental conditions within the �sanitary protection zone surrounding facilities and neighbouring populated areasMonitoring the condition of water bodies �Introducing measures to reduce discharge, �polluting emissions and waste and to ensure the environmentally safe waste storage and disposalMitigating the impact of industrial waste on the �environment
 ACRON ANNUAL REPORT
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 on-Site environmental protectionThe Group’s companies implement environmental policy in three major areas – water protection, air protection, and mitigating the environmental impact of industrial waste. All environmental initiatives are based on compliance with Russian environmental law. The Group’s facilities make considerable efforts to decrease the total amount of emissions, wastewater discharge and solid waste disposal.
 In 2010, Acron (Veliky Novgorod) decreased its discharge of pollutants into water by completing repairs to its biological treatment plants, purchasing a water treatment pulp dehydration plant for the water demineralisation shop, and purchasing a Truxor amphibious machine to clean and service the sewage treatment canal. In order to reduce air emissions, the Company replaced units from the formalin warehouse that blow exhaust gas to the catalytic afterburning reactor, and rebuilt the waste gas heat booster in the nitric acid shop. The innovative technologies developed and introduced by Acron (Veliky Novgorod) for biological treatment of industrial and residential composite wastewater received the Russian Government award in the area of science and technology.
 In 2010, the Dorogobuzh production facility implemented a number of air and water protection measures, including changing the filters in the dust and gas collectors for mineral fertiliser production, repairing the tank for biologically treated discharge at the industrial and sewage water neutraliser, restoring a storm water draining system during road repairs, and upgrading the facility’s fleet of vehicles.
 In 2010, the Group’s Russian facilities saw slightly increased sewage and waste generation and lower air emissions. Total industrial and consumption waste did not surpass permitted limits. As a rule, emissions and solid waste levels are affected by both environmental measures and by overall production levels.
 Under Russian law, the Group’s Russian facilities are subject to pay-to-pollute charges, which include air emissions, wastewater discharge and solid waste disposal. In 2010, Acron (Veliky Novgorod) paid RUB 3.8 million in environmental impact charges (less than the RUB 7.9 million estimated) and Dorogobuzh paid RUB 7.7 million to offset its environmental impact.
 In the reporting year, Hongri Acron carried out a technical overhaul of three major heat- and electricity-generating units at the ammonia synthesis shop with the goal of conserving energy resources and reducing discharges. The facility’s water circulation pumps were also modernised to conserve energy.
 environmental policy at oleniy ruchey mineThe Oleniy Ruchey mine construction project is bound by strict compliance with environmental regulations. The Subsoil Resources Management Agency in Murmansk region approved an environmental monitoring programme for 2009-2026 in the licence area of the deposit, within the plot allocated for the mine facilities, and in the affected area. As part of the programme, the Group monitors surface and subsoil water in the area of NWPC’s operations in order to assess water quality, forecast the degree of geological alterations and make recommendations on preventing or mitigating adverse effects caused by mining activity.
 All the mine facilities include measures to prevent emissions beyond the permitted schedule. The Company is establishing local treatment plants and local collectors and exercises internal control over their construction and conditions in the water protection zone in order to decrease soil and water contamination in the construction area.
 In 2011, the Group plans to contract with expert institutions to monitor atmospheric air, surface and subsoil water and set limits for air pollution and water contamination.
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 contribution to social developmentAcron Group recognises its responsibility to its community and remains committed to a socially oriented policy with regard to labour and employment issues and the development of science, culture and sports, as well as charitable giving.
 Social programmeS in the group’S regionS oF operationSThe most efficient way for the Group to interact with the government and the community is to implement comprehensive social programmes in the regions where its facilities have a presence. To further regional social and economic development and ensure their own sustainable growth, the Group’s companies establish and provide ongoing support for mutually beneficial cooperation with local authorities and communities. Social programmes are implemented with maximum transparency and based on the cost efficiency principle targeted at social development.
 Acron (Veliky Novgorod) is a socially oriented company and major philanthropist in the Novgorod region. In close cooperation with regional authorities, local government and NGOs, Acron contributes to the social development of the region. Under an agreement between the Veliky Novgorod administration and Acron on social and economic cooperation in 2010–2011, in 2010 the company contributed RUB 19.4 million to an earmarked fund for celebrating the 1,150th birthday of Veliky Novgorod. The scope of the agreement included repair and improvement of municipal facilities, educational institutions and parks, as well as holding memorial events to celebrate the 65th anniversary of victory in the Great Patriotic War.
 Dorogobuzh contributes to significant social projects in the town of Dorogobuzh, Smolensk region. In 2010, the Company financed the purchase of equipment for municipal facilities and the restoration and improvement of cultural and recreation facilities, in addition to sponsoring municipal festival events.
 In accordance with social and economic partnership and cooperation agreements with the Murmansk regional government and Kirovsk administration, NWPC participates in the development of Apatity, Kirovsk and Koashva settlement, all located close to the Oleniy Ruchey deposit. In 2010, the company invested RUB 59 million in the improvement and repair of key infrastructure in Kirovsk, restoration and new equipment for educational, healthcare and cultural institutions in Koashva, in addition to contributing to the maintenance of residential housing and the restoration of a former nursery school which the Company purchased to house the mine administration and community facilities for the benefit of local residents. The agreement for 2011 calls for NWPC to invest another RUB 31 million in social and economic development in Kirovsk and Koashva settlement.
 charityCharitable giving is another component of Acron Group’s corporate strategy to encourage effective cooperation between the Group and its community. Each year the Group provides assistance to the most vulnerable members of society and supports charitable events, programmes and campaigns.
 Key areas of charitable giving in 2010:NGOs, social and charitable organisations and �foundationsChildcare and educational institutions �Healthcare facilities �Religious organisations �Cultural institutions �Sports facilities �Municipal institutions �Associations and non-profit organisations �Targeted assistance for vulnerable members of �society
 The principal recipients of sponsorship in Acron (Veliky Novgorod) in 2010 were the Veliky Novgorod 1,150th Birthday Foundation, the Novgorod office of the All-Russian NGO Russian Red Cross Society, the Dostoyevsky Academic Drama Theatre in Veliky Novgorod, several religious organisations, and a number of childcare and educational institutions. The company donated a total of RUB 48 million.
 Dorogobuzh sponsors NGOs, cultural institutions and agricultural enterprises in Smolensk region. In 2010, the Company’s charitable giving totalled RUB 12 million.
 NWPC is an active sponsor in Apatity. In 2010, the company sponsored sports competitions, tournaments, musical and dance contests, events to celebrate the 65th anniversary of victory in the Great Patriotic War and Apatity's birthday. The Company purchased office equipment for state-financed organisations and provided gifts to veterans, students, and institutes of the Kola Science Centre of the Russian Academy of Sciences on the anniversary of its founding. NWPC sponsored the Murmansk International Economic Forum and the publication of a book entitled “Murmansk – the Strategic Capital of Arctic.”
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 coRpoRAte GoVeRnAnce stAtements
 in this section, “acron” and “the company” mean the veliky novgorod-based production facility.
 basic principles of corporate GovernanceAcron is committed to enhancing its corporate governance system, strictly observing all rules and standards set forth in its bylaws, and promoting transparency of its information policy and corporate procedures. Acron’s Corporate Governance Code, adopted in 2008, describes the activities of the Company’s managing bodies and elaborates the principles by which the Company protects shareholders’ rights and cooperates with all concerned parties.
 acron provides its shareholders with every opportunity to exercise their rights connected with their participation in the company and protects their legitimate interests.
 Acron’s shareholders include Russian and foreign companies, funds and individuals. The Company provides all its shareholders holding the same number of shares with equal access to the information required for objective and timely assessment of the Company’s activities. Acron’s Charter and the Regulation on the General Shareholder Meeting elaborate shareholders’ rights and opportunities to influence the Company’s activities.
 No conflicts with Acron shareholders have been recorded in recent years, which is a further indication of the Company’s strict observance of shareholder rights. In 2010 Acron carried out a complex transaction to buy back 2% of its shares. All shareholders, including holders of global depositary receipts, were invited to participate in the share buyback. The number of submitted applications exceeded the fixed limit by a factor of four.
 acron’s board of directors and management report to shareholders and effectively oversee the company’s financial and business operations.
 Each year, Acron’s shareholders elect the Board of Directors and the Internal Audit Team at the general meeting. Members of the Board of Directors are charged with performing strategic management and overseeing the Company’s activity in its shareholders’ best interests. In line with the best international practices, two
 independent members of the Board of Directors protect minority shareholders’ interests. The Internal Audit Team inspects the Company’s financial and business operations acting on resolution of the general meeting, the Board of Directors or by request of any shareholder holding a total of not less than 10% of the Company’s shares. The Managing Board and the Chief Executive Officer, which perform general management of the Company’s day-to-day business, report to the Board of Directors and the general meeting.
 The activities of the managing bodies are governed by the following bylaws:
 Charter �Regulation on the General Shareholder Meeting �Regulation on the Board of Directors �Regulations on the Audit Committee of the �Board of DirectorsRegulations on the Strategic Planning and �Corporate Governance Committee of the Board of DirectorsRegulations on the Nomination and �Compensation Committee of the Board of DirectorsRegulation on the Managing Board �Regulation on the Internal Audit Team �Regulation on Internal Control �Regulation on Inside Information �Regulation on Dividend Policy �
 acron discloses complete and accurate information about the company in a timely fashion, providing its shareholders and investors with the opportunity to make informed decisions.
 Acron discloses its information in accordance with the Federal Laws On Joint Stock Companies and On the Securities Market, the Regulation on Information Disclosure by Equity Issuers, and the requirements of the UK Financial Services Authority (Listing Rules and Disclosure and Transparency Rules), as well as voluntarily assumed obligations to disclose additional information for its shareholders, investors and all concerned parties.
 Acron uses various channels for information disclosure and communication with concerned parties.
 Website www.acron.ru/en – a key channel for �distributing information about the Company’s activity. The Russian and English versions of the website contain details about the Group’s companies, financial and production results, reports, press releases, corporate documents, mandatory disclosures and additional details for
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 analysts and investors. In 2010, Acron launched a fully updated website, which has received positive feedback from analysts and partners. Acron’s 2009 annual report was recognised as the best in the industrial sector by the 13th annual federal competition of annual reports and websites organised by Securities Market magazine and the Russian Ministry of Finance, as well as by the 13th annual report competition initiated by the RTS Stock Exchange.Acron promptly distributes press releases and �mandatory disclosures to journalists, analysts and other concerned parties both directly and through the authorised information agencies Interfax and Thomson Reuters.The Company has divisions for day-to-day �interaction with shareholders (Securities Circulation Division) and investors and analysts (Investor Relations). A list of investment companies and analysts regularly publishing reviews of Acron Group’s activities is presented on the corporate website at www.acron.ru/en/investor/analyst/. The page www.acron.ru/en/investor/analyst_inf/ displays regularly updated additional materials for analysts and investors, including presentations, financial information, output and sale details. In early 2010, analysts at the largest investments companies were polled and expressed a very positive opinion of the work done by Acron’s IR division and the quality of information disclosure on the corporate website.The Company’s management regularly �participates in investment forums, conferences and bilateral meetings with investors. In 2010, Acron’s representatives took part in major European and Russian events: the Deutsche Bank’s Russia One-on-One Conference and Troika Dialog’s Russia Forum 2010 investment forums, the Renaissance Capital 14th Annual Investor Conference, the HSBC 10th CEEMA Investor Forum, the UBS 16th Annual Conference, VTB Capital Investment Russia Calling Forum, the 13th EMEA CEO/CFO Forum, and Agriculture, Protein & Fertiliser Conference hosted by BMO Capital Markets.
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 To manage Acron’s day-to-day operations, the BD elects the Managing Board and appoints CEO. Both report to the BD and the GM.
 The Managing Board's powers include considering and making recommendations on key matters of day-to-day business, coordinating the implementation of resolutions passed by GM and BD, approving forward-looking plans for operations, drawing up the production programme and setting production volumes, considering and drawing up recommendations on the establishment of new production units, overhauls and technical upgrades, coordinating the work of the divisions, implementing the Company's social development programme, recruitment.
 corporate Governance structure
 external auditorfor RAS and IFRS financial statements is approved by the general meeting on the BD’s recommendation.
 audit committeeThe Audit Committee’s powers include risk management, internal monitoring and audit, including recommendations on selection of a candidate for external auditor and preliminary evaluation of the auditor’s opinion following the audit of the Company’s activity, evaluation of financial statements and the systems of internal monitoring and tax planning policy, and consideration of accounting issues. The committee is chaired by an independent director.
 internal audit departmentWithin the scope of its authorities, the Internal Audit Department works to improve the systems of risk management, monitoring and corporate governance to ensure the safety and effectiveness of the internal control system, completeness and reliability of financial and management information, efficiency of risk management processes and observance of Russia accounting and tax law.
 appointment, aSSignmentS
 election
 reporting
 reporting, recommendationS For paSSing reSolutionS on
 major iSSueS
 managing boardcollegial executive body
 chieF executive oFFicer (ceo)sole executive body
 executive bodieS
 board oF directorS (bd)BD performs general strategic management, monitors the Company’s activity, protects shareholders’ interests and ensures observance of their rights.
 Acron’s BD consists of seven members who have the required knowledge and professional skills to adopt resolutions vital for the Company: approving strategies and monitoring their implementation, ensuring the effective activity of executive bodies, creating and evaluating the system of internal control and risk management, etc. There are two independent members on Acron’s BD to ensure the protection of minority shareholders’ rights.
 In 2008, the BD established three BD committees: the Audit Committee, the Strategic Planning and Corporate Governance Committee and the Nomination and Remuneration Committee. These committees were established to improve the effectiveness and quality of the BD’s activities by performing preliminary investigation into key matters within the scope of the BD’s authority and preparing motions on such matters.
 general meeting (gm) –company’s highest governing bodyPursuant to Russian law, Acron must inform its shareholders at least once a year of its activities, achievements and plans and involve them in discussion and resolution of the Company’s most pressing issues.
 Acron’s shareholders adopt resolutions on key issues of the Company’s activity: reorganisation of the Company, approval of major transactions and related party transactions, adoption of annual financial statements, distribution of profit and loss, including approval of dividends, election of the BD and the Internal Audit Team etc.
 Acron promptly informs shareholders of upcoming meetings and provides them with equal access in advance to all information required for passing justified and balanced resolutions on agenda items at the annual GM.
 election
 aSSignmentS
 aSSignmentSaSSig
 nmentS
 reporting
 reporting, recommendationS
 aSSignmentS
 reporting, recommendationS
 reporting,
 recomm
 endationS
 reporting,
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 endationS
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 internal audit teamconducts audits of Acron’s financial and business operations at the end of each year. The Internal Audit Team may also conduct additional audits at its discretion or as requested by GM, BD or shareholders holding in aggregate at least 10% of the Company’s voting shares.
 Strategic planning and corporate governance committeeconsiders and prepares recommendations to the BD on defining the priorities, strategic targets and risks, investment, credit and integration policies, corporate system of management of treasury securities and property, developing corporate relations and elaborating unified standards. The Strategic Planning and Corporate Governance Committee also considers the implementation of such measures on a preliminary basis. The Committee’s powers include making recommendations on increasing and decreasing authorised capital, placement of bonds, preliminary approval of bylaws and the annual report, profit distribution, and convening GMs.
 managing boardcollegial executive body
 Report on Acron corporate Governance bodies in 2010
 general meetingAcron’s annual general meeting was held on May 27, 2010. It was attended by shareholders holding a total of 83.2% of the Company’s shares.
 The annual general meeting considered and passed resolutions on the following matters:
 Approval of the annual report for 2009 � Approval of the annual financial statements and �distribution of profit and loss for 2009 Payment of dividends for 2009 in the amount �proposed by the Board of Directors – RUB 25 per one common share Election of the Board of Directors � Approval of the external auditors proposed by �the Board of Directors –Baker Tilly Russaudit (RAS) and PricewaterhouseCoopers Audit (IFRS) Re-election of the same members to the Internal �Audit Team Approval of potential future related-party �transactions with a specific list of companies within the scope of ordinary business activity, to remain in force until the next annual general meeting.
 No extraordinary general meetings were held in 2010.
 election
 aSSignmentS
 aSSignmentS
 reporting
 reporting, recommendationS
 reporting,
 recomm
 endationS
 nomination and remuneration committeeThe Committee’s powers include preparing recommendations on defining human resources priorities, incentives and salary and compensation policy, as well as defining the criteria for selecting and performing preliminary assessment of candidates to the BD, the Internal Audit Team, the collegial executive body and the sole executive body of the Company. The Committee evaluates the performance of the CEO, members of the collegial executive body and the Internal Audit Team and prepares proposals for the BD regarding their possible re-election. The Committee is chaired by an independent director.
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 board oF directorS
 alexander popovChairman of the Board of DirectorsSenior Vice PresidentDeputy Chairman of the Managing BoardMember of the Strategic Planning and Corporate Governance Committee of the Board of Directors
 In 2008, Alexander Popov was elected chairman of the Board
 of Directors and was named senior vice president in 2007.
 Popov joined the company in 1996. He worked as head of the internal audit division under the Board of Directors, head of the audit and legal department, vice president for corporate construction and financial control.
 In 2004, he was appointed director of the non-profit National Institute for Corporate Reform Foundation.
 Popov was born in 1969. He graduated in 1993 with a degree in economics specialising in finance and credit from the Finance Academy under the Government of the Russian Federation.
 vladimir gavrikovDeputy Chairman of the Board of DirectorsExecutive DirectorMember of the Strategic Planning and Corporate Governance Committee and Nomination and Remuneration Committee of the Board of Directors
 In 2006, Vladimir Gavrikov was elected to the Board of Directors
 and was appointed executive director in 2005.
 Gavrikov joined the company in 1983. He worked as head of the office for social and cultural programmes, deputy head of the social development office, head of the social development office, social programmes supervisor, and deputy CEO for HR and social programmes.
 Gavrikov was born in 1960. He graduated in 1983 from the Novomoskovsk branch of Moscow Mendeleyev University of Chemical Technology with a degree in chemical engineering process automation and system mechanisation.
 Gavrikov is a member of the Novgorod Regional Duma. He holds the title of Honoured Chemist of the Russian Federation and was awarded the Order of Merit, second degree, the Anniversary Medal in commemoration of Veliky Novgorod’s 1,150th Birthday, and a certificate of honour from the Russian Ministry of Industry and Science.
 nikolai arutyunovIndependent DirectorChairman of the Audit Committee of the Board of Directors
 Nikolai Arutyunov was elected to Acron’s Board of Directors in 2008.
 Arutyunov has headed the research division at the Moscow office of NCH Advisors, Inc. since 2006. He has also
 been a member of the Board of Directors and the strategic development committee and chairman of the nomination and remuneration committee of CenterTelecom since 2006. In 2004–2005, Nikolai Arutyunov was IR director of EurasHolding.
 Arutyunov was born in 1964. He has a degree in economics and mathematics from Moscow State University.
 igor belikovIndependent Director Chairman of the Nomination and Remuneration Committee of the Board of Directors
 In 2008, Igor Belikov was elected to Acron’s Board of Directors.
 He has been a member of the Board of Directors of the Institute of Internal Auditors since 2007. Belikov was elected
 to the boards of several Russian companies, including Lukoil, Sibirtelecom, North-West Telecom, Southern Telecommunications Company and Astrakhanenergo.
 In 2005, Belikov became a member of the Corporate Governance Task Force of the Russian Federal Financial Markets Service, deputy chairman of the Board of Corporate Directors Professional Community, and a member of the International Corporate Governance Network. Also in 2005, he became a member of the Russian Managers Association and chairman of its investment and corporate governance committee.
 In 2003–2006, Belikov was an expert member of the Intergovernmental Working Group of Experts on International Standards of Accounting and Reporting and United Nations Conference on Trade and Development (UNCTAD, Geneva).
 In 2003–2004, he served as the executive secretary of the National Council on Corporate Governance.
 In 2002–2004, he was a member of the Expert Board of the Russian Federal Securities Committee.
 He has led the Russian Institute of Directors since 2001.
 Belikov is a co-author of the Russian Code of Corporate Governance and the first National Report on Corporate Governance (2004).
 Belikov was born in 1956. He graduated from Voronezh State University and the Institute of Advanced Professional Training and Retraining at the Finance Academy of the Russian Government.
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 alexander dynkinMember of the Board of DirectorsCEO Adviser Chairman of the Strategic Planning and Corporate Governance Committee of the Board of Directors
 Since 2009, Alexander Dynkin has been advisor to Acron’s CEO and was elected to the Board of Directors in 2008.
 Since 2009, he has been a member of the Board of Trustees of the Institute of Contemporary Development Foundation. In 2008, Dynkin became a member of the Russian Presidential Council on Science, Technology and Education.
 Since 2006, he has led the Institute of World Economy and International Relations at the Russian Academy of Sciences (IMEMO).
 Since 2001, he has chaired the economics department at the International University in Moscow.
 Dynkin was born in 1948. He graduated from the Moscow Aviation Institute and the IMEMO postgraduate course. He is a member of the Russian Academy of Sciences and has a Ph.D. in economics.
 He holds the Order of Friendship, the Order of Honour and a medal in commemoration of Moscow’s 850th Birthday.
 oleg kornyshevMember of the Board of DirectorsHead of Corporate and LegalDivisionMember of the AuditCommittee and Nominationand Remuneration Committeeof the Board of Directors
 In 2008, Oleg Kornyshev was elected to the Board of Directors and was appointed
 head of corporate and legal division of Acron in 2005.
 Kornyshev has been with Acron since 2004. He was deputy head of the legal division under the Board of Directors, and head of the corporate and legal division of the audit and legal department.
 Kornyshev was born in 1962. He received his law degree in 1989 from the All-Union Extramural Law Institute.
 viktor kochubeyMember of the Board of DirectorsSenior Deputy Executive Director – Chief Technology OfficerMember of the Audit Committee of the Board of Directors
 Viktor Kochubey was elected to the Board of Directors in 2007 and was appointed Acron’s senior deputy executive
 director and chief technology officer in 2009.
 He has been with the company since 1978. He has served in various capacities including NPK operations head, acting senior vice president for operations, senior deputy CEO for operations and development, Acron’s chief technology officer, senior deputy executive director.
 Kochubey was born in 1952. He graduated in 1978 from the Omsk Polytechnic Institute with a degree in low temperature physics.
 Kochubey is a member of the Novgorod Duma. He was awarded the Russian Order of Merit of the second degree and Anniversary Medal in commemoration of Veliky Novgorod’s 1,150th Birthday. He also holds the title of Honoured Chemist of the Russian Federation.
 The 2010 annual general meeting re-elected the same members to the Board of Directors. Both of the independent directors – Nikolai Arutyunov and Igor Belikov – meet all the requirements established for independent directors in Clause 2.3 of Acron’s Corporate Governance Code.
 In 2010, the Board of Directors held 25 joint presence and absentee meetings and considered various matters of the Company’s business within the scope of its powers:
 Convening the annual general meeting, �preliminary approval of the annual report and annual financial statements, making recommendations regarding the amount of the dividends for 2009 and candidates for auditors Electing the new Managing Board � Passing resolutions on Acron’s share buyout: �May 18, 2010 (Minutes No. 383) – 953,752 shares, and November 3, 2010 (Minutes No. 391) – 1,907,504 shares Approving related-party transactions � Passing a resolution to transfer 85% of shares �in AS BCT and 50% of shares in AS DBT held by Acron to the authorised capital of Balttrans in exchange for 65% of the authorised capital of Balttrans.
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 board oF directorS committeeSaudit committeeCommittee members: Nikolai Arutyunov (Chair)*, Oleg Kornyshev, Viktor Kochubey
 2010, the Committee met four times and attended to the following matters:
 Representatives of PricewaterhouseCoopers �Audit presented the Committee’s members with a report on major strategies and directions regarding the audit of Acron’s IFRS-based consolidated financial statements for 2009, including the audit plan and revealed risks.Following a competitive selection, the �Committee recommended that the Board of Directors propose that the annual general meeting approve Baker Tilly Russaudit and PricewaterhouseCoopers Audit as the Company’s auditors.The Committee evaluated the auditor’s report on �the financial statements and the Internal Audit Team’s report on the audit of Acron’s 2009 financial and economic activity.Representatives of PricewaterhouseCoopers �Audit gave a presentation to the Committee regarding the audit of 2009 IFRS accounts, disclosed problems and discrepancies identified in the course of the audit and made recommendations on how to resolve them.
 Strategic planning and corporate governance committee
 Committee Members: Alexander Dynkin (Chair), Vladimir Gavrikov, Alexander Popov
 In 2010, the Committee held five meetings and discussed the following matters:
 Calling Acron’s annual general meeting �Distributing Acron’s profit and loss, paying �dividends and approving the Company’s 2009 annual reportThe Committee recommended that the Board �of Directors approve Acron’s share buyback and establish the price and the purchase procedure
 * As of April 1, 2011, Igor Belikov has been acting Chair of the Audit Committee.
 attendance by board oF directorS memberS at meetingS oF the board oF directorS and committeeS in 2010 (number oF meetingS attended/total number oF meetingS)
 Full name board oF directorS audit committee
 Strategic planning and corporate governance committee
 nomination and remuneration committee
 Alexander Popov 25/25 5/5
 vladimir Gavrikov 25/25 5/5 2/2
 Nikolai Arutyunov 22/25 4/4
 Igor Belikov 25/25 2/2
 Alexander Dynkin 22/25 5/5
 Oleg Kornyshev 18/25 4/4 2/2
 viktor Kochubey 24/25 4/4
 nomination and remuneration committee
 Committee Members: Igor Belikov (Chair), Vladimir Gavrikov, Oleg Kornyshev
 In 2010, the Committee met twice to discuss the following matters:
 The Committee recommended that the Board of �Directors determine the amount of remuneration of its independent members and the amount of reimbursement for their expenses.The Committee assessed the performance of �the chief executive officer and the members of the collegial executive body and provided the Board of Directors with its recommendations on appointing a chief executive officer and on the establishment of Acron’s Managing Board and Internal Audit Team.
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Page 58
                        

61 CORPORATE GOVERNANCE STATEMENTS
 managing board
 ivan antonovChairman of the Managing BoardChief Executive Officer
 Ivan Antonov was appointed Acron’s CEO in 2005.
 Antonov has been with the company since 1973. Between 2003 and 2005, he chaired Acron’s Board of Directors and was in charge of international markets.
 Antonov was born in 1950. He graduated in 1973 from the Leningrad Lensoviet Technology Institute with a degree in industrial engineering.
 The Russian Ministry of Economics awarded Antonov its certificate of honour. He also holds Order of Honour, the title of Honoured Chemist of the Russian Federation, the title of Miner of Russia Golden Badge and recently received the Anniversary Medal in commemoration of Veliky Novgorod’s 1,150th Birthday.
 oscar valtersDeputy Chairman of the Managing BoardVice President for Finance
 Oscar Valters was appointed vice president for finance in 2005.
 Valters came to the company in 1995 and has held a number of key positions, including head of the financial management
 division of the Board of Directors, chairman of the Board of Directors, Board of Directors deputy chairman for finance and head of the finance department.
 Valters was born in 1963. He graduated in 1985 from the Moscow Automotive Institute with a degree in machinery and foundry operations technology. In 1992, he received a degree in foreign exchange transactions, international credit and clearing from the State Finance Academy.
 vladimir kunitskyDeputy Chairman of the Managing BoardSenior Vice President
 In 2006, Vladimir Kunitsky was appointed Acron’s senior vice president.
 Kunitsky has been with the company since 1983. His previous offices include deputy head of AN operations, head
 of NPK operations, director general of Dorogobuzh Minudobreniya Production Association.
 He began his career in the chemical industry at the Krasnouralsk Copper Smelting Plant, where he worked from 1971 to 1983.
 Kunitsky was born in 1948. In 1971, he graduated from the Gorky Urals State University with a degree in chemistry.
 Kunitsky was named Honoured Chemist of the Russian Federation and received the Merit in Labour Medal.
 alexander popovDeputy Chairman of the Managing BoardSenior Vice PresidentChairman of the Board of Directors
 In 2008, Alexander Popov was elected chairman of the Board of Directors and was named senior vice president in 2007.
 Popov joined the company in 1996. He worked as head of the internal audit department under the Board of Directors, head of the audit and legal department and vice president for corporate construction and financial control.
 In 2004, he was appointed director of the non-profit National Institute for Corporate Reform Foundation.
 Popov was born in 1969. He graduated in 1993 with a degree in economics specialising in finance and credit from the Finance Academy under the Government of the Russian Federation.
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 dmitry golubkovMember of the Managing BoardVice President Overseas
 In 2006, Dmitry Golubkov was appointed vice president overseas.
 Golubkov joined the company in 1996. He worked as an expert in the consulting centre and head of the foreign trade division.
 Golubkov was born in 1972. He graduated in 1995 from the Moscow Aviation Institute with a degree in aircraft testing. In 2002, he received a degree in organisation management from the State University of Management.
 alexei milenkovMember of the Managing BoardFinance Director
 In 2008, Alexei Milenkov was appointed Acron’s finance director.
 He has been with the company since 2002, working as head of the information and research division.
 Milenkov was born in 1973. In 1995, he graduated from Togliatti State University with a degree in automotive engineering. He is a fellow member of the Association of Chartered Certified Accountants (ACCA).
 remuneration oF all typeS paid by acron to board oF directorS and managing board memberS (including chieF executive oFFicer) For 2010
 remuneration amount, rub
 Salary 151,946,806
 Bonuses 40,606,318
 Other 8,794,475
 TOTAL 201,347,599
 In 2009, the number of Managing Board members increased from five to six. On May 27, 2010, the Board of Directors re-elected the Managing Board. Alexei Milenkov, finance director, was elected to the Managing Board to replace Svetlana Nemova, vice president for legal affairs.
 Acron’s Managing Board focused on the following areas in 2010:
 Adopting and modifying Acron’s development �plans for 2010 and 2011Implementing the investment programme at �the production site of Acron – approval of the capital construction and production performance programme, approval and adjustment of timetables for the purchase of equipment and construction of additional urea and ammonia facilitiesApproving and monitoring compliance with �the Oleniy Ruchey mine construction schedule, ensuring financing for equipment purchases and constructionMonitoring preparation required to develop �technical design for the Talitsky mine
 remuneration oF acron’S board oF directorS and managing board
 Under the Corporate Governance Code, the general meeting may resolve to remunerate the members of the Board of Directors during their term of office and/or reimburse expenses incurred during the discharge of their duties as members of Acron’s Board of Directors. Remuneration and reimbursement are determined by the general meeting. Remuneration paid to Board of Directors members is consistent with their contribution to the Company’s performance and is determined through an assessment of the work performed by each Board of Directors member.
 Remuneration paid to the Chief Executive Officer and Managing Board members depends on the bona fide fulfilment of their office duties, as well as the Company’s operating and financial results.
 ACRON ANNUAL REPORT
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 internal audit teamIn 2010, Acron’s general meeting re-elected the same members to the Internal Audit Team:
 irina klassen (Chair) – Head of the Protocol Unit, Secretary of the Board of Directors and the Managing Board
 valentina alexandrova – Chief Labour Economist of the HR Department
 tatyana Strigalyova – Head of the Planning and Economy Department
 nadezhda preobrazhenskaya – Chief Expert of the Internal Audit Department
 tatyana khrapova – Senior Deputy Chief Accountant
 In 2010, the Internal Audit Team conducted a scheduled audit of Acron’s financial and business activity. Particular attention was paid to observance of regulations applicable to standardised expenditures (entertainment expenses and personnel training costs), accurate calculation and timely payment of income tax, meeting salary payment deadlines, accurate calculation of welfare benefits for Acron’s employees in accordance with labour legislation and local regulations, and observance of legislation governing the completeness and adequacy of the Company’s disclosures.
 The Internal Audit Team did not reveal any violations of Russian law and confirmed the accuracy of the financial statements.
 internal audit departmentIn 2010, the Internal Audit Department carried out the following initiatives:
 Internal audit of accounts and inspection of �accounts receivable and accounts payableParticipation with other divisions of the Company �in the conclusion of agreementsRevealing shortcomings in the cooperation of �Acron’s economic divisions and elaborating proposals to enhance document control and information exchange between the divisionsRepresenting the Company and its subsidiaries �in courts of arbitration and before public tax and other authorities during the adjudication of tax disputes involving the Company Providing advice to management on accounting �and taxation issuesOrganising audits and inspections, reconciling �payments with the Company’s counteragents, subsidiaries and affiliates
 remuneration oF all typeS paid by acron to internal audit team memberS For 2010remuneration amount, rub
 Salary 1,905,291
 Bonuses 2,762,056
 Other 38,365
 TOTAL 4,705,712
 ShareS in acron and SubSidiary companieS held by memberS oF the board oF directorS and the managing board
 memberS oF the board oF directorS and the managing board
 number oF common ShareS in acron aS oF december 31, 2010*
 intereSt in acron’S authoriSed capital, %
 Alexander Popov 13,021 0.027Nikolai Arutyunov – –Igor Belikov – –vladimir Gavrikov – –Alexander Dynkin – –Oleg Kornyshev – –viktor Kochubey – –Ivan Antonov 25,000 0.05Oscar valters 4,163 0.009Dmitry Golubkov 10,927 0.023vladimir Kunitsky** 10,927 0.023Alexei Milenkov*** 790 0.002
 * In 2010, there were no changes in shareholdings by members of the Board of Directors and the Managing Board** Vladimir Kunitsky holds 95,910 preferred shares (0.01%) and 10,420 common shares (0.001%) in Dorogobuzh*** Alexei Milenkov holds 8,000 preferred shares (0.009%) in Dorogobuzh
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 external auditorAcron retains external auditors for its RAS and IFRS financial statements.
 The procedure for appointing an external auditor for the upcoming financial year includes a competitive selection and preliminary discussion of candidates by the Board of Directors Audit Committee, recommendation by the Board of Directors, and approval of an auditor by the annual general meeting.
 When making recommendations, the Audit Committee follows these principles:– Auditing firm’s qualifications– Quality of services rendered– Observance of requirements for auditor
 independence– Cost of auditing services
 By resolution of the Company’s annual general meeting on May 27, 2010, the following auditors were approved to be Acron’s auditors in 2010:
 RAS financial statements: Baker Tilly Russaudit �(Acron’s independent auditor since 1993)IFRS financial statements: �PricewaterhouseCoopers (Acron’s independent auditor since 1997)
 The cost of auditing services is defined by the Board of Directors based on auditing firm rates and agreements signed with the firms. The cost is calculated on the basis of the hourly rate of a single expert and depends on the number of hours worked.
 Pursuant to the audit services agreement for 2009, in 2010 the Company paid RUB 4.22 million to Baker Tilly Russaudit and RUB 9.21 million to PricewaterhouseCoopers.
 shareholders’ equity and securities
 general inFormation on Shareholder'S eQuity
 Authorised capital, RUB ‘000 238,438
 Shares issued 47,687,600
 Par value per share, RUB 5
 Stock exchange ticker AKRN
 acron’S eQuity Structure (major ShareholderS holding more than 5% oF authoriSed capital aS oF december 31, 2009 and december 31, 2010)
 number oF ShareS/percentage in authoriSed capital
 Full name aS oF december 31, 2009 aS oF december 31, 2010
 Acronagroservice 9,430,800/19.78 9,430,800/19.78Questar Holdings Limited 9,036,400/18.95 9,036,400/18.95Refco Holdings Limited 9,285,800/19.47 9,285,800/19.47Granadilla Holdings Limited 6,322,000/13.26 6,322,000/13.26Dorogobuzh 4,147,246/8.7 3,540,060/7.42Depository Clearing Company (nominee holder) 2,220,874/4.66 2,419,707/5.07Deutsche Bank (nominee holder) – Global Depository Receipt Facility 2,729,708/5.72 2,270,830/4.76
 19.78ACRONAGROSERvICE
 18.95QUESTARHOLDINGSLIMITED
 19.47REFCO HOLDINGS LIMITED
 13.26GRANADILLA
 HOLDINGSLIMITED
 7.42DOROGOBUZH
 1.69TREASURY SHARES
 14.67FREE FLOAT (IN RUSSIA)
 GLOBAL DEPOSITORY RECEIPT FACILITY 4.76
 Structure oF acron’S authoriSed capital aS oF december 31, 2010, %
 Acronagroservice, Questar Holdings Limited, Refco Holdings Limited and Granadilla Holdings Limited are controlled by Subero Associates Inc. As of December 31, 2010, the ultimate beneficial owner of Subero Associates Inc. is Viatcheslav Kantor.
 The GDR facility programme is arranged by Deutsche Bank Trust Company Americas.
 Acron's shares are traded at Russian stock exchanges: RTS and MICEX (B list). Since July 2008, its shares have been included in the RTS index. Acron's global depository receipts (GDR) were listed on the London Stock Exchange in 2008, with ten GDRs representing one share.
 Acron management does not know of any other shareholders with more than 5% of authorised capital.
 ACRON ANNUAL REPORT
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 From July 22 through October 11, 2010, Acron implemented a programme to buy back a maximum total of 953,752 shares (2% of authorised capital). The purchase price was RUB 910.39 per share, which corresponded to the weighted average price of a share in transactions completed within the past 12 months through MICEX. The total number of shares submitted for buyout by Acron amounted to 3,556,264 shares, for a purchase ratio of 0.2681893133.
 Due to the fact that not all shareholders who submitted share buyback applications entered into purchase agreements, Acron bought out 803,606 shares (1.69% of authorised capital) for a total amount of RUB 731,594,866. All bought out shares were transferred to Acron’s balance.
 2010 Share price trendThe upswing in Acron’s share price in early 2010 gave way to a downward trend in Q2, which can be partially explained by a seasonal decrease in fertiliser prices. The share price remained flat for several months before surging nitrogen fertiliser prices in mid-summer sent Acron’s shares back up on a trend that lasted through the end of the year. The higher share price was supported by improvement in fundamental market indicators and higher agricultural and mineral fertiliser prices starting in Q4 2010.
 In 2010, the maximum share price was more than 1.7 times higher than the minimum. At 2010 year-end, Acron’s share price on the MICEX outperformed the market (up 26%, against the MICEX Index’s 17%). In early 2011, Acron’s share price continued to rise, reaching a new high of RUB 1,433.77 on January 27, 2011.
 tradeS in acron common ShareS (akrn)micex 2009 2010
 Minimum, RUB 283 (23.01) 712 (25.05)Maximum, RUB 1,025.3 (26.10) 1,182.58 (30.12)Weighted average price at year-end, RUB 852.76 (31.12) 1,143.7 (30.12)Number of transactions for the year 192,297 158,042Annual volume of trades, RUB mn 5,980.4 8,408.9rtS 2009 2010
 Minimum, USD 9.5 (19.01) 24.35 (21.05)Maximum, USD 33 (23.10) 39.7 (09.04)Weighted average price at year-end, USD 28 (30.12) 37.42 (31.12)Number of transactions for the year 438 213Annual volume of trades, USD mn 15.3 12.2
 tradeS in acron gdrS (akrn)lSe 2009 2010
 Minimum, USD 0.825 (22.01) 2.39 (01.06)Maximum, USD 3.3 (11.11) 4 (16.03)Price at year-end, USD 2.9 (31.12) 3.6 (30.12)Annual volume of trades, USD mn 15.1 31.1
 acron’S market capitaliSation againSt micex index, %
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 bondSIn 2009, Acron Group successfully placed two rouble bond issues of RUB 3.5 billion each. The bonds are traded on the MICEX and the OTC market and are on the MICEX A1 quotation list.
 Fitch Ratings assigned Acron’s domestic bond programme a senior unsecured rating of B+ and a Recovery Rating of RR4.
 key detailS on traded bondSSerieS 02 SerieS 03
 State registration number 4-03–00207–А 4–04–00207–А
 Total par value RUB 3.5 billion RUB 3.5 billion
 Original placement date September 24, 2009 November 25, 2009
 Maturity date September 19, 2013 November 20, 2013Number of coupon periods 8
 Two payment dates in 2011: March 24 and September 22
 8Two payment dates in 2011: May 25 and November 23
 Interest rate 14.05% per annum for coupons 1–4The issuer shall set the interest rate for coupons 5–8 as specified in the issue documents.
 13.85% per annum for coupons 1–5The issuer shall set the interest rate for coupons 6–8 as specified in the issue documents.
 credit ratingSIn 2009, Fitch Ratings assigned its first credit rating to Acron and changed its forecast on Acron from “negative” to “stable” in 2010. This change reflects improvement in the Company’s financial indicators, its liquidity position and its ability to make payment under its credit commitments.
 Fitch ratingSdate oF aSSignment/update credit rating/ForecaSt
 October 18, 2010 Foreign Currency Long-term Issuer Default Rating В+/Stable
 October 18, 2010 Local Currency Long-term Issuer Default Rating В+/StableOctober 18, 2010 National Long-term Rating А (rus)/Stable
 October 18, 2010 Foreign Currency Short-term Issuer Default Rating В
 moody’S inveStor Servicedate oF aSSignment/update credit rating/ForecaSt
 july 21, 2010 Corporate Rating В1/Stable
 july 21, 2010 Default Probability Rating В1/Stable
 August 18, 2010 National Scale Rating A1.ru/Stable
 In 2010, Moody’s Investor Service assigned Acron the following ratings:
 ACRON ANNUAL REPORT
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 dividendsIn late 2007, Acron adopted its Regulation on Dividend Policy in accordance with Russian law, Acron’s Charter and other bylaws. Acron’s Dividend Policy communicates to its shareholders the transparent and clear mechanism used for dividend calculation and payment.
 The Dividend Policy is yet another tool for shareholders to secure their rights to participate in the Company’s profit. It balances the interests of the Company and its shareholders when determining dividend payments and seeks to improve Acron’s attractiveness for investors and boost its capitalisation. The key principle of the Dividend Policy is respect for and strict observance of shareholders’ rights.
 According to the approved dividend policy, the Company distributes at least 30% of its RAS net profit (before revaluation of long-term financial investments) to its shareholders as dividends.
 The amount of distributed dividends for each particular period is approved by shareholders on the Board of Directors' recommendation and depends on the Company’s financial position, its operating results, investment and facility upgrade needs, general economic conditions and other factors.
 dividendS by yearNo interim dividends were paid in 2010. The Board of Directors’ recommended that the annual general meeting declare dividends for 2010 of RUB 40 per one common share.
 year
 dividend per Share (incluSive oF interim
 dividend), rubtotal dividendS
 (paid), rub mnpercentage oF raS
 net proFit*percentage oF iFrS
 net proFit
 2010 (project) 40 1,875 74 30
 2009 25 1,178 30 16
 2008 80 3,808 42 38
 2007 65 3,098 74 55
 2006 24 1,144 47 46
 2005**102,000
 11 1,362 48 40* Before revaluation of financial investments
 **Note: On November 24, 2005, Acron made a share split with a factor of 5,800. As a result, 8,222 common shares with a par value of RUB 29,000 were converted into 47,687,600 shares with a par value of RUB 5.
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 mAnAGement discussion And AnAlysis
 This financial performance analysis is based on and should be reviewed jointly with acron group’s iFrS audited consolidated financial statements. it is based on a comparison of the results of the financial year that ended december 31, 2010 and the financial year that ended december 31, 2009.
 performance overviewAcron Group is one of Russia’s major producers of straight nitrogen and complex mineral fertilisers and ranks second in the world as a producer of NPK complex fertilisers. In 2010, the Group sold 5.6 million tonnes of its products (including organic and non-organic compounds) to 60 countries. In monetary terms, complex fertilisers with a high added value account for 56% of the Group’s total sales.
 Acron Group is committed to enhancing its vertical integration by making significant investments in diversifying its product portfolio, developing raw material independence and expanding the Group’s logistics and distribution infrastructure in order to further advance its operations and strengthen its position in key sales markets.
 2010 milestonesAcron Group consolidated its sea port logistics �assets into the Balttrans sub-holding by transferring 100% of AS DBT, 85% of AS BCT and 100% of Andrex shares.
 Acron bought back 803,606 own shares from the �market (1.69% of authorised capital).
 Acron entered into a USD 300 million loan �facility agreement with ZAO Raiffeisenbank and Raiffeisen Zentralbank Österreich AG (in 2011, this loan was increased to USD 425 million).
 In July 2010, Moody's Investors Service assigned �Acron a B1 Corporate Family Rating and a B1 Probability of Default Rating. Outlook “stable.”
 In October 2010, Fitch Ratings affirmed Acron’s �Long-term Foreign Currency Issuer Default Rating (IDR) at B+ and revised its outlook from “negative” to “stable.”
 The Group performance AnalysisThe Group’s functional currency is Russian rouble. However, fluctuations in the U.S. dollar, Euro and Chinese yuan to rouble exchange rates have a significant effect on the Group’s financial performance. As the rouble gained ground against the U.S. dollar and several other currencies in 2010, this resulted in a revaluation of currency assets and liabilities, which in turn influenced indicators in the income statement.
 oFFicial exchange rateS*
 2009 2010 change, %
 USD/RUB exchange rate as of December 31 30.24 30.48 1Annual average USD/RUB exchange rate** 31.77 30.38 (4)EUR/RUB exchange rate as of December 31 43.39 40.33 (7)Annual average EUR/RUB exchange rate** 44.20 40.22 (9)CNY/RUB exchange rate as of December 31 4.43 4.62 4Annual average CNY/RUB exchange rate** 4.65 4.49 (3)
 * Source: Central Bank of the Russian Federation**Estimated mean value of nominal exchange rates for the corresponding year
 ACRON ANNUAL REPORT
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 key highlightS oF conSolidated income Statement, rub mn (% oF total revenue)iFrS Financial perFormance 2009 2010 change, %
 revenue 37,541.7 (100) 46,737.7 (100) 24Cost of sales (23,938.9) (-64) (27,879.9) (-60) 16gross profit 13,602.8 (36) 18,857.7 (40) 39Transportation expenses (4,106.8) (-11) (5,543.3) (-12) 35Selling, general and administrative costs (3,421.7) (-9) (4,363.9) (-9) 28Loss on disposal of property, plant and equipment, net (145.7) (–) (160.7) (–) 10Other operating expenses, net (554.2) (-1) (49.3) (–) (91)operating profit 5,374.5 (14) 8,740.5 (19) 63Financial income 192.2 (1) 220.6 (–) 15Interest expense (364.1) (-1) (694.2) (-1) 91Loss on changes in fair value of derivatives, net – (82.9) (–) –Share of results of associates (214.9) (-1) – –Gain on disposal of associate 3,816.4 (10) – –profit before taxation 8,804.0 (23) 8,183.9 (18) (7)Income tax expenses (1,547.9) (-4) (1,904.4) (-4) 23net profit for the year 7,256.1 (19) 6,279.5 (13) (13)
 priceSIn the reporting year, global commodity markets posted a dynamic recovery after the recession of 2008–2009. The mineral fertiliser market experienced a significant increase in prices and sales volume. In 2010, average global prices for nitrogen fertilisers were up 14–48% year-on-year and complex fertiliser prices increased 5%.
 In 2008, the Russian Association of Fertiliser Producers (RAFP) and Agricultural and Industrial Union entered into a cooperation agreement in order to meet Russian farmers’ demand for fertilisers in 2008–2012. Pursuant to this agreement, Russian fertiliser producers have to declare price caps for domestic consumers twice a year since the fourth quarter of 2008.
 Acron (Veliky Novgorod) and Dorogobuzh, as members of RAFP, have declared fertiliser price caps for domestic consumers.
 The price caps were revised upwards to reflect increasing production costs caused by higher prices for natural gas, electricity and other inputs and resources required for fertiliser production.
 SaleS volume In 2010, the Group’s sales volume increased 4% year-on-year in an environment of higher demand for complex fertilisers. The Group reacted by boosting production and sales of complex fertilisers, with capacity utilised to the maximum. Nitrogen fertiliser sales dropped 4% year-on-year due to a scheduled overhaul of the Dorogobuzh ammonia unit, which took 40 days. In 2009, the Group did not conduct such time–intensive overhauls.
 average world indicative FertiliSer priceS (uSd/t, Fob black or baltic Sea portS)2009 2010 change, %
 Ammonia 242 358 48Urea (prilled) 246 280 14AN 169 231 37UAN 155 206 33NPK 16-16-16 316 331 5
 Source: Fertecon, FMB
 price capS For ruSSian FarmerS (rub/t, leSS vat, Fca, bulk)2009 2010 change, %
 Urea 7,700 8,470 10AN 5,000 5,570 11NPK 16-16-16 10,200 10,200 –
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 Output was up at the Group’s other production facilities. Acron (Veliky Novgorod) increased sales 5% and Hongri Acron’s output was up 30% year-on-year.
 Organic and non-organic compounds also displayed a positive dynamic (up 5% and 3% year-on-year, respectively).
 revenueMost of the Group’s revenue is generated by sales of nitrogen and complex fertilisers. In 2010, China, Russia, the U.S., Brazil, Thailand and Finland were the Group’s key markets by volume.
 Revenue from the sale of fertilisers and other products is recognised on the date that the risks and profits conferred by title to the goods are transferred. The revenue is indicated less VAT, customs duties, discounts and revenue from the Group’s internal sales.
 In 2010, revenue was up 24% to RUB 46,737.7 million against RUB 37,541.7 million in 2009. This increase was primarily caused by an increase in the Group’s product prices and production volume. However, the upswing in U.S.-dollar-denominated global prices for the Group’s finished products was partially offset by a stronger rouble.
 coSt oF SaleSIn 2010, the total cost of the Group’s sales amounted to RUB 27,879.9 million, up 16% year-on-year (against RUB 23,938.9 million in 2009) due to higher prices for natural gas, raw materials
 and energy, repair and maintenance costs and personnel costs.
 change in inventory oF FiniShed productS and work in progreSS In 2010, inventory of finished products and work in progress decreased to RUB 123.1 million compared to RUB 239.4 million in 2009. This decline was caused by a decrease in the finished product inventory of Agronova International Inc. over 2010, which, however, was partially offset by a higher inventory of finished products and work in progress at the Group’s production facilities and at Agronova Europe AG.
 StaFF coStSStaff costs only include the cost of manufacturing personnel. The cost of administrative staff is included in selling, general, and administrative expenses.
 Staff costs included in the cost of sales were up 6.6% in 2010 to RUB 2,948.9 million, against RUB 2,766.4 million in 2009. The aggregate of staff costs included in both cost of sales and in selling, general, and administrative expenses reached RUB 4,667.7 million in 2010, up 12.0% year-on-year (2009: RUB 4,166.1 million). Higher personnel costs primarily reflect an increase in the workforce and salary adjustments.
 In 2010, the Group’s average workforce was up 3.2% to 13,850 employees, 431 more than in 2009 (13,419 people). Higher personnel costs were mainly the result of new acquisitions and business expansion.
 operating reSultSSaleS, ‘000 t
 2009 2010* change, %
 Ammonia 260 275 6Nitrogen fertilisers 1,967 1,892 (4)Complex fertilisers 2,215 2,457 11Organic compounds 176 184 5Non-organic compounds 728 748 3total sales volume 5,346 5,556 4
 * Consolidated sales volume including production facilities shipments and trading segment sales
 coSt oF SaleS, rub mn2009 2010 change, %
 Change in inventory of finished products and work in progress 239.4 123.1 (49)Staff costs 2,766.4 2,948.9 7Materials and components used 9,523.1 10,240.4 8Fuel and energy 2,746.2 3,385.9 23Natural gas 5,338.1 6,426.7 20Depreciation and amortisation 1,379.7 1,491.2 8Impairment loss (55.4) 109.9 –Production overheads 155.3 300.2 93Repairs and maintenance 1,592.5 2,554.9 60Social expenditures 253.4 299.0 18total 23,938.9 27,879.9 16
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 materialS and componentS uSed Materials and components for production account for the majority of costs. This item includes the cost of apatite concentrate and potash consumed by the Russian production facilities, as well as the potash, phosphates, coal and sulphur consumed by Hongri Acron.
 The cost of materials and components was up 7.5% year-on-year, from RUB 9,523.1 million in 2009 to RUB 10,240.4 million in 2010. The increase was mostly due to higher prices for raw materials (apatite concentrate) in Russia and expanded production of complex fertilisers, which required higher input consumption.
 The expenses for the Group on apatite concentrate increased 10% in 2010 to RUB 2,195.1 million, with the average price up 5.7% (to RUB 3,050/t) and consumption up 4% (to 720,000 tonnes) due to expanded NPK production at Acron (Veliky Novgorod). Additional expenses on transportation of apatite concentrate totalled RUB 572 million against RUB 521.3 million in 2009.
 In the reporting year, the Group’s expenses on potash were RUB 1,976.9 million, up 16% year-on-year. The average potash price was up 8.7% (to RUB 4,300/t), and consumption increased 6% (to 460,000 tonnes) due to expanded NPK production at Acron (Veliky Novgorod). Additional expenses for potash transportation totalled RUB 439.9 million, against RUB 339.2 million in 2009.
 Fuel and energyThe cost of fuel and energy, which includes electricity and thermal power for the Group’s Russian production facilities, reached RUB 3,385.9 million in 2010, up 23.3% year-on-year (2009: RUB 2,746.2 million). This increase was mainly the result of higher tariffs for thermal power and electricity and increased consumption due to expanded production.
 The average electricity price paid by the Group’s Russian production facilities increased 19.7% to RUB 2,079/’000 kWh. Electricity consumption at the Group’s production facilities in Russia totalled 1,042 million kWh, which is equal to the consumption level of 2009. Hongri Acron fuel and energy costs were up 46% to RUB 482.2 million due to a significant increase in production.
 natural gaSNatural gas is a core input for nitrogen fertiliser production. In 2010, the cost of natural gas was RUB 6,426.7 million, up 20.4% year-on-year (2009: RUB 5,338.1 million) due to an increase in Russian domestic gas prices. In 2010, the Group’s total gas consumption was 2.22 billion cubic meters, down 1.1% year-on-year (2009: 2.25 billion cubic meters). The average gas price in 2010 was RUB 2,891/thousand cubic meters, up 21.7% from average 2009 price of RUB 2,375/thousand cubic meters.
 repairS and maintenance In 2010, the cost of repairs and maintenance was RUB 2,554.9 million, up 60.4% from RUB 1,592.5 million in 2009. Higher costs were driven by an
 extensive programme of scheduled overhauls at the main production units at Dorogobuzh that boosted equipment performance and reduced input consumption. Gas consumption at the Dorogobuzh ammonia unit was 1,142 cubic meters per tonne in 2010, down 2% year-on-year.
 groSS proFitThe factors discussed above influenced gross profit for 2010, which was RUB 18,857.7 million, up 39% year-on-year (2009: RUB 13,602.8 million). The gross profit margin was 40% (profit to revenue), against 36% in 2009.
 tranSportation expenSeSThis item includes the cost of transporting finished goods by rail and sea, as well as product transshipment at sea ports and other related expenses. In 2010, transportation costs totalled RUB 5,543.3 million, up 35% year-on-year (2009: RUB 4,106.8 million).
 This increase was driven by expanded operations at the Group’s trading companies. In 2010, Agronova International Inc. significantly boosted its sales on CFR/CIF terms, which include an adjustment for freight cost. Agronova International Inc. transportation costs reflected in this item more than doubled in the reporting year to RUB 2,954.1 million (2009: RUB 1,463.9 million). The Group’s new trading subsidiary, Agronova Europe AG, also commenced CFR/CIF sales operations in the reporting year, and its transportation expenses were RUB 696.2 million.
 Furthermore, a significant portion of the item includes the cost of transporting finished goods by rail from the Group’s sites to export terminals, national borders and end consumers. This cost is affected by higher transportation tariffs charged by Russian Railways and higher railcar rent rates. However, these factors did not have a significant influence on transportation costs since the Group uses its own railway fleet and increased the volume of product transported short distances (to customers located close to the Group’s production facilities).
 Selling, general and adminiStrative expenSeSSelling, general and administrative expenses were up 28% in 2010 to RUB 4,363.9 million (2009: RUB 3,421.7 million). For the most part, this increase is due to higher personnel costs and audit, legal and consulting costs. Commission fees were down slightly.
 Higher consulting and legal costs were primarily driven by higher rates charged by auditors and lawyers, and by greater use of internal consultants and legal counsel.
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 loSS on diSpoSal oF property, plant and eQuipment, netIn the reporting period, the Group’s loss on disposal of property, plant, and equipment was RUB 160.7 million, against RUB 145.7 million in 2009. This loss was incurred due to the disposal of non-current and non-core assets at the Group’s production facilities.
 other operating income/(expenSeS), netThis item reflects exchange rate profit/loss, profit/loss on disposal of investments, charitable contributions and other operating expenses. In 2010, the total loss under this item was RUB 49.3 million, down from RUB 554.2 million in 2009.
 In the reporting period, the net foreign exchange loss incurred due to revaluation of the Group’s assets and liabilities denominated in foreign currency, under other operating expenses, was RUB 94.2 million, against RUB 399.2 million in 2009. This decrease was driven by less volatile exchange rates in 2010 against 2009. Moreover, the Group posted a profit of RUB 163.2 million from the sale of subsoil permits for exploration in Saskatchewan, Canada.
 operating proFitIn 2010, operating profit was RUB 8,740.5 million, up 62.6% year-on-year (2009: RUB 5,374.5 million). The Group posted a 2010 operating profit margin of 19%, against 14% in 2009. This higher margin indicates that revenue grew faster than expenses and that business efficiency improved.
 Finance income/(expenSeS) Finance income includes interest on loans, borrowings and term deposits, dividend income, and exchange rate differences arising as a result of the Group’s foreign debt revaluation.
 In 2010, this item was RUB 220.6 million, up 15% from RUB 192.2 million in 2009. The increase was caused by a doubling in interest income from loans provided and term deposits. Over the reporting period, the Group’s members have extensively invested free funds in term deposits. This income was partially offset by an accrued loss on buyout of Acron debt securities on the secondary market at a premium.
 The Group posted a net loss on exchange rate differences of RUB 105.2 million, against RUB 14.8 million in 2009. This increase in the loss on exchange rate differences is related to revaluation of the Group’s credit commitments denominated in foreign currency. As of the end of the reporting period, Acron (Veliky Novgorod), Dorogobuzh, AS BCT, Hongri Acron and other members of the Group had loans and other
 Selling, general and adminiStrative expenSeS, rub mn2009 2010 change, %
 Staff costs 1,399.6 1,718.8 23Provision for bad debts 10.0 (30.2) –Business trips expenses 89.2 232.9 261Research and development costs 16.0 53.5 334Taxes other than profit tax 335.9 377.3 12Marketing services 71.2 124.1 74Audit, legal and consulting services 342.9 419.9 22Bank services 272.2 327.9 20Insurance 44.5 64.0 44Buildings maintenance and rent 150.8 210.2 39Security 163.5 237.1 45Telecommunication costs 45.9 60.4 32Representation expenses 67.6 65.9 (3)Commission fees 155.4 33.5 (78)Idle capacity cost – 106.6 –Other expenses 257.0 361.9 41total 3,421.7 4,363.9 28
 other operating income/(expenSeS), net, rub mn2009 2010 change, %
 Gain/(loss) on disposal of investments 23.5 (8.2) (135)Gain on sale of licence – 163.2 –Charity expenses (98.9) (120.7) 22Other expenses (79.7) 10.6 (113)Foreign exchange gain 2,342.6 1,203.6 (49)Foreign exchange loss (2,741.8) (1,297.8) (53)total (554.2) (49.3) (91)
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 Selling, general and adminiStrative expenSeS, rub mn2009 2010 change, %
 Staff costs 1,399.6 1,718.8 23Provision for bad debts 10.0 (30.2) –Business trips expenses 89.2 232.9 261Research and development costs 16.0 53.5 334Taxes other than profit tax 335.9 377.3 12Marketing services 71.2 124.1 74Audit, legal and consulting services 342.9 419.9 22Bank services 272.2 327.9 20Insurance 44.5 64.0 44Buildings maintenance and rent 150.8 210.2 39Security 163.5 237.1 45Telecommunication costs 45.9 60.4 32Representation expenses 67.6 65.9 (3)Commission fees 155.4 33.5 (78)Idle capacity cost – 106.6 –Other expenses 257.0 361.9 41total 3,421.7 4,363.9 28
 liabilities denominated in foreign currency. The reporting period was characterised by increased volatility in the exchange rates of the U.S. dollar and other currencies to the rouble. This caused significant turnover in the said items, although the net value was not large.
 intereSt expenSeInterest expense on loans and borrowings was up 90.7% year-on-year to RUB 694.2 million, compared to RUB 364.1 million in 2009.
 This item reflects interest payable on loans and borrowings less capitalised interest.
 In the reporting period, interest accrued in the amount of RUB 1,790.7 million on the loan issued in 2008 by the parent company to Verkhnekamsk Potash Company for acquisition of subsoil licences to explore a potassium-magnesium salts deposit was excluded from this item and capitalised under the line Subsoil Rights (2009: RUB 1,886.8 million was capitalised).
 Share oF reSult oF aSSociateS This amount is a portion of the profit or loss of the Group’s associate company, Sibneftegaz, in which the Group held a 21% stake. In August 2009, Acron Group sold this share to a third party. In 2009, this item included the share of Sibneftegaz’ loss before taxes prior to the sale of the stake.
 Sibneftegaz’ loss in 2009 caused the Group to post a negative value for share in results of associate and led to a loss of RUB 214.9 million. In 2010, the Group had no associates.
 gain on diSpoSal oF aSSociateThis item includes the results of the sale of the Group’s investments in Sibneftegaz in 2009. Pre-tax profit on this transaction was RUB 3,816.4 million.
 income tax expenSeSIn the reporting period, an income tax rate of 20% was applied to the Group’s Russian operations; Chinese income tax was 25%.
 In 2010, the Group’s income tax expenses totalled RUB 1,904.4 million, up 23% year-on-year (2009: RUB 1,547.9 million). This increase was caused by the fact that Hongri Acron posted a loss in
 2009, which can be carried forward, decreasing the income tax for 2009 to RUB 400.9 million. Current income tax expenses did not change significantly and in 2010 totalled RUB 1,924.9 million, against RUB 1,948.8 million in 2009.
 net proFit For the yearAcron Group’s net profit for 2010 totalled RUB 6,279.5 million, down 13.5% year on year (RUB 7,256.1 million) due to the factors described above. Net profit in 2009 was influenced by sale of Sibneftegaz shares, which added RUB 3,058.6 million. Excluding this item the net profit was RUB 4,197.5 million in 2009, up 49.6% in 2010, and the net profit margin was up from 11% to 13%. These figures indicate improved efficiency in the Group’s main business.
 non-controlling intereStMinority interest in the Group’s net profit quadrupled in 2010 to RUB 695.4 million, against RUB 174.7 million in 2009. This increase was due to higher profits at Dorogobuzh, since 27.7% of its authorised capital belongs to minority shareholders, and at Hongri Acron, which is 49.5% minority-owned.
 other comprehenSive income/(loSS)The profit and loss statement reflects total comprehensive income, which represents the gain from mark-to-market revaluation of financial investments. In 2010, comprehensive income after recorded profit tax and exchange rate differences totalled RUB 3,238.1 million, against RUB 11,136.5 million in 2009. These changes were caused by stock market growth and by an increase in the value of the Group’s investments in Silvinit, Apatit, Sberbank and other companies in the reporting year. Comprehensive income was down year-on-year, since the stock market was growing faster in 2009 due to the global economic recovery after the 2008 downturn.
 Finance income/(expenSeS), rub mn2009 2010 change, %
 Interest income from loans provided and term deposits 165.8 360.8 118Dividend income 41.2 44.6 8(Loss) from buyout own debt securities – (79.6) –Foreign exchange gain 4,764.9 1,930.6 (59)Foreign exchange loss (4,779.7) (2,035.8) (57)total 192.2 220.6 15
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 segment informationBusiness segments represent components of the Group’s business that engage in economic activity that may yield a return or result in losses. Segment financial information includes revenues and EBITDA. Detailed information on business segments is represented in Note No. 7 to Acron’s IFRS Financial Statement.
 buSineSS SegmentSIn 2009 and 2010, the Group had the following business segments:
 Acron (Veliky Novgorod) – manufacture and sale �of chemical fertilisersDorogobuzh – manufacture and sale of chemical �fertilisersHongri Acron – manufacture and sale of chemical �fertilisers (Shandong Hongri Acron Chemical Joint Stock Company Ltd.)Logistics –transportation and logistics services �rendered by the Group’s Estonian sea ports and Russian transportation companies, as well as an association of several business segments (reflects AS BCT, AS DBT and Acron-Trans performance results)Trading – the Group’s fertiliser trading companies �in Russia and overseas (reflects the highlights of Agronova International Inc., Agronova Europe AG, Beijing Yong Sheng Feng AMPC Ltd., and those of Agronova’s subsidiaries)
 Other – specific logistics operations (separate �from those included in the logistics segment), services, agricultural and managerial operations. Mineral mining licences held by the Group’s subsidiaries also belong to this segment.
 Most of the Group’s revenues are generated by its manufacturing (Acron, Dorogobuzh and Hongri Acron) and trading companies. The exempt intra-segment turnover line represents the volume of the Group’s products sold by its trading companies and distribution network in Russia and abroad. In 2010, sales via these channels accounted for 70% of the Group’s consolidated revenues from its production facilities (2009: 63%). The increase was due to higher turnover at the trading companies coupled with higher sales and prices.
 ebitdaAll segments recorded higher EBITDA in the reporting period. The largest contribution to the Group’s EBITDA was made by Acron and Dorogobuzh. The EBITDA margin of the Russian production facilities was 22-27%, against 24-25% the previous year. Hongri Acron’s EBITDA margin was 12%, against a loss in the previous year. The logistics and sales segments maintained their EBITDA margin at 28% and 3%, respectively.
 EBITDA is calculated as operating profit adjusted to reflect depreciation of fixed and intangible assets, forex gains or losses, and other non-monetary and non-core items.
 inFormation For reportable SegmentS For the year ending december 31, 2009, rub mn
 acron dorogobuzhhongri acron logiSticS trading eliminationS other total
 Revenue 18,913.5 9,978.6 5,523.3 1,224.1 21,622.9 (20,622.6) 901.9 37,541.7EBITDA 4,783.4 2,435.0 (587.1) 342.7 612.5 – (311.1) 7,275.5EBITDA margin,% 25 24 (11) 28 3 – (34) 19
 inFormation For reportable SegmentS For the year ending december 31, 2010, rub mn
 acron dorogobuzhhongri acron logiSticS trading eliminationS other total
 Revenue 22,751.6 11,037.7 7,024.3 2,005.9 28,687.7 (26,382.5) 1,612.8 46,737.7EBITDA 6,141.2 2,414.0 862.0 560.9 762.9 – (405.1) 10,336.0EBITDA margin,% 27 22 12 28 3 – (25) 22
 ebitda aS oF december 31, rub mn2009 2010
 Operating profit, plus: 5,374.5 8,740.5Depreciation and amortisation 1,379.7 1,495.6Foreign currency gains 399.2 94.2(Gain)/loss on sales of investments (23.5) 8.2Gain on disposal of licences, land and leasehold – (163.2)Gains on disposal of property, plant and equipment 145.7 160.7
 ebitda 7,275.5 10,336.0
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 geographical SegmentS
 SaleS by region, ‘000 tregion 2009 2010 change, %
 Russia 1,312 1,136 (13)EU states 881 748 (15)CIS states 415 338 (19)North and South America 877 1,263 44China* 1,409 1,413 –Other states 452 658 46total 5,346 5,556 4
 * Inclusive Hongri Acron products
 In 2010, the Group’s revenue from sales in Russia was RUB 7,358.4 million, down 8% year-on-year (RUB 7,991.5 million in 2009). The decline was due to reduced shipments of fertilisers and organic compounds to the Russian market. Actual sales were down 13%. Another factor holding back revenues in this segment was the growing share of straight nitrogen fertilisers (AN) supplied to the Russian market instead of more expensive complex fertilisers (NPK), as domestic customers shifted to cheaper nitrogen products in the post-recession period and reduced their fertiliser consumption in reaction to abnormal climatic conditions in central European part of Russia in the summer of 2010. Russian sales accounted for 16% of the Group’s sales, down from 21% in 2009.
 In 2009, the Group’s revenue from sales in China was up 12% to RUB 13,438.8 million, against RUB 12,028.5 million the previous year. This geographical segment includes all revenue generated in China (sales of Hongri Acron products and imports from the Group’s Russian facilities). The main reason for this growth was higher product sales by Hongri Acron. The Chinese facility’s revenue was equivalent to RUB 7,024.3 million, up from RUB 5,523.3 million in 2009 because of a 30% increase in the sales volume of Hongri Acron products to 829,000 tonnes. The Chinese pricing environment was stable during the reporting period.
 The export to China of fertilisers produced by Acron Group’s Russian facilities was down 32% in the reporting year to 473,000 tonnes, against 694,000 tonnes in 2009. This decline was due to the Group’s redirection of its exports to other states in the region, including India and Thailand.
 As a result, China’s share in the Group’s revenue was down to 29% in 2010, from 32% in 2009.
 group’S SaleS revenueS by region, rub mn (% oF total revenueS)region 2009 2010 change, %
 Russia 7,991.5 (21) 7,358.4 (16) (8)EU states 6,121.2 (16) 7,529.9 (16) 23CIS states 2,893.1 (8) 2,589.7 (5) (10)North and South America 5,390.8 (14) 8,785.2 (19) 63China* 12,028.5 (32) 13,438.8 (29) 12Other states 3,116.7 (8) 7,035.7 (15) 126total 37,541.7 (100) 46,737.7 (100) 24
 * Inclusive Hongri Acron products
 Revenue from North and South America was up 63% and revenue from the “Others” segment was up 126%. The key driver was larger shipments to the U.S., Canada, Argentina, Mexico, Thailand and India.
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 changes in Key balance indicatorsproperty, plant and eQuipmentIn 2010, the Group’s PP&E was up 17.7% to RUB 24,091.1 million, against RUB 20,474.6 million in 2009, due to investments in acquisition and construction of new fixed assets. Accrued amortisation limited the growth of this item. While PP&E was up in absolute terms, it remained almost unchanged as a share of the total book value of the Group’s assets, at 24.7% (2009: 24.1%).
 exploration and evaluation expenditureThis item reflects the Group’s investments in raw material assets as part of its corporate vertical integration strategy. During the reporting period, Exploration and Evaluation Expenditure item increased RUB 1,919.8 million (to RUB 23,609.9 million).
 The main adjustment to this item was made due to capitalisation of interest on a loan issued by the Group’s parent company to VPC to acquire an exploration license for the Talitsky area of the Verkhnekamsk potassium-magnesium salts deposit, Perm Krai. In 2010, the capitalised interest totalled RUB 1,790.7 million, against RUB 1,886.8 million in 2009. This decrease occurred because the interest in the reporting period was capitalised at a rate of 8.8% (which reflects the weighted average cost of the borrowing), whereas the rate in 2009 was 11.25%. The Group also capitalised expenses related to the licence agreement in the amount of RUB 293 million under the “Apatite-nepheline deposit” item, increasing the item to RUB 530.8 million.
 During 2010, the Group sold two of 28 potash permits in the province of Saskatchewan, Canada (held by the subsidiary 101109718 Saskatchewan Ltd.) for RUB 327.2 million (CAD 10.8 million). This transaction brought in RUB 163.2 million in pre-tax income. The “Permits for exploration” item changed accordingly.
 available-For-Sale inveStmentSThe Group’s major available-for-sale investments are common shares of Apatit (642,430 shares held by Nordic Rus Holding), common shares of Silvinit (634,000 shares) and common shares of Sberbank of Russia (2,475,000 shares). These stakes are carried at fair value based on closing quotes on the MICEX (for Silvinit and Sberbank shares) or the RTS (for Apatit shares) on December 31 of the reporting year. Revaluation results less deferred tax liability are recorded under “Revaluation Reserve,” a part of the Group’s equity, and as “Other Comprehensive Income” on the Profit and Loss Statement.
 During 2010, the value of the above shares grew considerably due to the general growth of the stock market. As a result, the Group recognised a revaluation gain of RUB 3,982.8 million under “Other Comprehensive Income.” The revaluation reserve (less deferred tax liability and minority interest) increased by RUB 2,652.7 million to RUB 16,364.8 million as of December 31, 2010.
 trading inveStmentSIn 2010, the Group directed a portion of its free cash into speculative trading in the stock market. As of the end of 2010, this allotment was RUB 726.8 million.
 non-controlling intereStThe Group’s equity held by minority shareholders in its subsidiaries is recorded in the “Non-Controlling Interest” line under Equity. In the reporting period, this item increased 26.4% to RUB 4,887.4 million, against RUB 3,867.9 million in 2009. This change is due to the considerable profits posted by Dorogobuzh and Hongri Acron, which both have minority interests, as well as from a revaluation of investments in Apatit owned by Nordic Rus Holding (the Group owns 51% of Nordic Rus Holding).
 exploration and evaluation expenditure december 31, 2009 december 31, 2010
 inveStmentS, rub mn (% oF total book value oF aSSetS)
 inveStmentS, rub mn (% oF total book value oF aSSetS)
 Apatite-nepheline deposit 237.8 (0.3) 530.8 (0.5)Potash deposit 19,966.5 (23.5) 21,757.2 (22.2)
 Including capitalised loan interest and other expenses 3,137.8 (3.7) 4,928.4 (5.0)Permits for exploration 1,485.7 (1.7) 1,321.8 (1.3)total 21,690.1 (25.5) 23,609.9 (24.1)
 Fair value oF the group’S available-For-Sale inveStmentS, rub mn (% oF total book value oF aSSetS)company buSineSS Segment december 31, 2009 december 31, 2010
 Silvinit Potash mining 14,835.6 (17.3) 17,435.0 (17,8)Apatit Apatite concentrate production 5,226.7 (6.1) 6,559.1 (6,7)Sberbank of Russia Banking 206.9 (0.2) 257.9 (0,3)Others 325.7 (0.4) 146.3 (0,1)total 20,594.9 (24.0) 24,398.3 (24.9)
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 cash flowsoperationSNet cash flow from operations was RUB 2,856.1 million in 2009 and RUB 3,282.4 million in 2010. The increase was due to higher profit from the Group’s core business; however, this profit was partially offset by higher interest payments and an increase in working capital.
 In 2010, the Group’s working capital was up RUB 2,397.8 million, mainly as a result of higher general trade receivables and higher raw materials inventory. Other accounts receivable also increased, largely due to a delayed export VAT refund to the Group’s Russian facilities.
 The Group’s production facilities increased their inventory of raw materials and finished products. Finished products were accumulated for further marketing in the spring season, and raw materials inventory was increased in anticipation of higher prices in January 2011.
 inveStment activitieS Net cash used in the Group’s investment activities in 2010 totalled RUB 5,150.6 million, against RUB 450.8 million in 2009.
 In 2010, cash used in investment activities was primarily affected by the following events:
 PP&E acquisition worth RUB 5,448.9 million. �These expenses covered overhauls of production facilities and new construction by the Group’s companies. Main expenditures in the reporting period:
 RUB 1,815.6 million was spent on technical �development and expansion of production facilities at Acron, Dorogobuzh and Hongri Acron (2009: RUB 1,420.4 million)RUB 2,927.2 million was spent on the NWPC �project (2009: RUB 1,087.5 million)
 The 2009 sale of investments in an associate �(a 21% stake in Sibneftegaz) generated a cash inflow of RUB 3,414.8 million (less taxes), which partially mitigated CAPEX in the Group’s projects and production capacity expansion. In 2010, investments were financed by cash flows from operations and credit financing.
 Financing activitieSNet cash flows generated in 2010 from financing activities totalled RUB 1,738.2 million (2009: RUB 1,283.3 million).
 The main component of cash flow from financing activities was the net proceeds from borrowings earmarked to refinance the Group’s loan portfolio and to finance its operations and investments.
 In the reporting period, this item was also affected by the RUB 1,036.2 million dividend payment to shareholders, as well as the RUB 498.7 million share buyback.
 change in conSolidated itemS oF acron group’S caSh Flow Statement, rub mn2009 2010
 profit before taxation 8,804.0 8,183.9Adjustment for:
 Depreciation and amortisation 1,379.7 1,495.6Gain on disposal of associate (3,816.4) –Other non-cash flows and adjustments for profit 406.0 438.4Changes in working capital (666.6) (2,397.8)Income taxes paid (1,090.3) (1,749.7)Interest paid (2,160.3) (2,688.0)
 net cash generated from operating activities 2,856.1 3,282.4net cash used in investment activities (450.8) (5,150.6)net cash provided from financing activities 1,283.3 1,738.2Effect of exchange rate changes on cash and cash equivalents 8.7 20.7net increase/(decrease) in cash and cash equivalents 3,697.4 (109.2)cash and cash equivalents:
 at the beginning of the year 4,008.8 7,706.1at the end of the year 7,706.1 7,596.9
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 Debt StructureAs of December 31, 2010, the Group had aggregate credit and loan payables of RUB 35,853.5 million, a year-on-year increase of RUB 3,492.9 million driven by the Group’s vigorous investments. The Net Debt index was up 14.5% to RUB 28,314.5 million at the end of 2010 (2009: RUB 24,725.6 million).
 The Group’s short-term debt was up RUB 585.8 million to RUB 13,134.4 million, and its long-term debt was up RUB 2,907.1 million to RUB 22,719.1 million. As of December 31, 2010, the ST debt/LT debt ratio shifted in favour of the latter to 37%/63% from 39%/61% at the end of 2009. This considerable shift to long-term debt ensures the Group’s financial stability and liquidity.
 The major borrowers among the Group’s companies are its production facilities (Acron, Dorogobuzh and Hongri Acron), AS BCT and YSF.
 Principal creditor banks included Sberbank of Russia, Sviaz-Bank, UniCredit Bank, Raiffeisenbank, Bank VTB North-West, Nordea Bank Finland Plc. Estonia Branch, China Construction Bank and other Russian and international banks.
 During 2010, the Group aggressively obtained U.S. dollar-denominated loans, which changed the currency structure of its loan portfolio. As of December 31, 2010, the share of dollar-denominated loans increased to 67.7%, up from 57.1% in 2009; the share of rouble loans and borrowings decreased to 22.1%, down from 31.9% in 2009. Euro- and CNY-denominated debt did not undergo any considerable changes.
 Loans were raised at market rates. The Group seeks to balance its loan portfolio and minimise its coverage. In the reporting year, loans were obtained at both fixed (5.75%-8.25% per annum in U.S. dollars) and floating (1m LIBOR plus 4.0%-4.15%) interest rates. Loans denominated in Russian roubles were raised at fixed rates from 8.75% to 10% per annum.
 Acron (Veliky Novgorod) placed two issues of domestic bonds (series 02 and 03) on September 24, 2009 and November 25, 2009 worth a total of RUB 7,000 million. The registered coupon rate was 14.05% (1–4 coupons, series 02) and 13.85% (1–5 coupons, series 03) before the offer. Both issues have a four-year maturity with semi-annual coupon payment. As of December 31, 2010, Dorogobuzh (Acron’s subsidiary) hold Acron’s bonds worth RUB 1,219.7 million at par value.
 In 2010, Acron Group obtained a USD 300 million club loan facility at 1m LIBOR +4.15%. The facility was arranged by Raiffeisenbank and Raiffeisen Bank International AG (RBI).
 In 2010, the Group took steps to minimise its interest risk by entering into two interest rate swap agreements with an aggregate value of USD 400 million. Under the agreements, each month the Group pays 0.9025% flat interest (VTB Capital) and 0.9050% flat interest (Barclays Bank) and receives floating interest based on 1m LIBOR. Thus, the floating interest rate on the Group’s U.S. dollar-denominated swap loans is actually changed to a fixed rate from 4.9025% to 5.055% per annum.
 Net Debt as of December 31, rUb mN2009 2010
 Net debt, including:Short-term borrowings 12,548.6 13,134.4Long-term borrowings 19,812.0 22,719.1Finance lease 71.1 57.9
 Less:Cash and cash equivalents (7,706.1) (7,596.9)
 Net debt 24,725.6 28,314.5
 borrowiNgs, mN (% of total loaNs aND borrowiNgs)December 31, 2009 December 31, 2010
 Loans and borrowings denominated in:
 RUB 10,327.1 (31.9) 7,920.1 (22.1)EUR 1,927.0 (5.9) 1,635.1 (4.5)USD 18,467.6 (57.1) 24,259.6 (67.7)CNY 1,638.8 (5.1) 2,038.6 (5.7)
 total 32,360.6 (100) 35,853.5 (100)
 fiNaNcial leverage iNDices, rUb mN2009 2010
 EBITDA 7,275.5 10,336.0Net debt 24,725.6 28,314.5Net debt/EBITDA ratio 3.40 2.74
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 In 2010, the net debt/EBITDA ratio was down to 2.74, against 3.4 in 2009. Financial leverage grew due to a 42% increase in EBITDA (RUB 10,336.0 million); against RUB 7,275.5 million in 2009.
 The Group made the following notable financial achievements in 2010:
 Refinancing a short-term loan �Reducing short-term debt and expanding long- �term debt financingReducing debt service costs by obtaining lower �interest ratesMaintaining mainly unsecured debt financing �Obtaining a second credit rating and an outlook �upgrade on the first rating.
 These achievements contributed to a material improvement in the Group’s solvency and liquidity.
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 Responsibility stAtement
 We confirm that to the best of our knowledge:The Group’s IFRS consolidated financial statements present an accurate and impartial picture of its assets, �liabilities, financial position, profit and loss accounts, and of the consolidated companies as a wholeThis annual report provides an impartial description of the business and position of the Group and of the �consolidated companies as a whole, along with a description of the key risks and uncertainties to which they are subject
 On behalf of the Board of Directors
 alexander popovChair of the Board of Directors
 The annual report is preliminarily approved by Acron’s Board of Directors(Minutes No. 405 dated April 25, 2011)
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 schedule 1ifRs finAnciAl stAtements
 independent Auditor’s Reportto the Shareholders and the board of directors of joint Stock company “acron”:1. We have audited the accompanying consolidated financial statements of Joint Stock Company “Acron”
 and its subsidiaries (the “Group”) which comprise the consolidated statement of financial position as at 31 December 2010 and the consolidated statement of comprehensive income, consolidated statement of cash flows and consolidated statement of changes in equity for the year then ended and a summary of significant accounting policies and other explanatory notes.
 management’S reSponSibility For the conSolidated Financial StatementS2. Management is responsible for the preparation and fair presentation of these consolidated financial
 statements in accordance with International Financial Reporting Standards and for such internal control as management determines is necessary to enable the preparation of financial statements that are free from material misstatement, whether due to fraud or error.
 auditor’S reSponSibility3. Our responsibility is to express an opinion on these consolidated financial statements based on our audit.
 We conducted our audit in accordance with International Standards on Auditing. Those Standards require that we comply with ethical requirements and plan and perform the audit to obtain reasonable assurance whether the financial statements are free from material misstatement.
 4. An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial statements. The procedures selected depend on the auditor’s judgment, including the assessment of the risks of material misstatement of the financial statements, whether due to fraud or error. In making those risk assessments, the auditor considers internal control relevant to the entity’s preparation and fair presentation of the financial statements in order to design audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s internal control. An audit also includes evaluating the appropriateness of accounting policies used and the reasonableness of accounting estimates made by management, as well as evaluating the overall presentation of the financial statements.
 5. We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion.
 opinion6. In our opinion, the accompanying consolidated financial statements present fairly, in all material respects,
 the financial position of the Group at 31 December 2010, and its financial performance and its cash flows for the year then ended in accordance with International Financial Reporting Standards.
 26 April 2011Moscow, Russian Federation
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 financial statementsStatement oF Financial poSition at 31 december 2010 (in thouSandS oF ruSSian roubleS)
 note 2010 2009
 aSSetS
 non-current assetsProperty, plant and equipment 14 24,091,097 20,474,634Exploration rights 15 23,609,870 21,690,111Leasehold land 13 507,160 516,427Goodwill 16 1,266,651 1,266,651Other non-current assets 832,853 893,667Available-for-sale investments 17 24,398,329 20,594,908Long-term loans receivable 11 41,970 61,279Deferred tax assets 30 685,063 582,125total non-current assets 75,432,993 66,079,802current assetsInventories 12 7,164,899 5,858,448Short-term loans receivable 11 955,885 831,442Accounts receivable 10 5,924,806 4,310,534Trading investments 19 726,753 –Cash and cash equivalents 9 7,596,926 7,706,149Other current assets 275,677 145,405total current assets 22,644,946 18,851,978total aSSetS 98,077,939 84,931,780
 eQuity
 Share capital 24 3,125,018 3,125,018Treasury shares 24 (52,444) (46,326)Retained earnings 26,200,044 21,687,510Revaluation reserve 16,364,776 13,712,148Other reserves 24 (741,077) (248,466)Cumulative currency translation difference 337,844 294,961Share capital and reserves attributable to the company’s owners 45,234,161 38,524,845Non-controlling interest 4,887,351 3,867,909total eQuity 50,121,512 42,392,754
 liabilitieS
 non-current liabilitiesLong-term borrowings 22 22,719,147 19,812,018Finance lease liability 23 38,265 49,499Other long-term liabilities 507,884, 259,636Deferred tax liability 30 5,488,370 4,609,349total non-current liabilities 28,753,666 24,730,502current liabilitiesAccounts payable 20 1,672,734 1,317,554Notes payable 658,069 807,733Current income tax payable 266,357 23,591Other taxes payable 21 312,232 239,058Short-term borrowings 22 13,134,375 12,548,564Advances received 2,673,391 2,499,178Finance lease liability 23 19,681 21,553Other current liabilities 465,922 351,293total current liabilities 19,202,761 17,808,524total liabilitieS 47,956,427 42,539,026total liabilitieS and eQuity 98,077,939 84,931,780
 Approved for issue and signed on behalf of the Board of Directors on 26 April 2011.
 i.n. antonovPresident
 a.v. milenkovFinance Director
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 conSolidated Statement oF comprehenSive income For the year ended 31 december 2010 (in thouSandS oF ruSSian roubleS, except For per Share amountS)
 note 2010 2009
 Revenue 7 46,737,682 37,541,673Cost of sales 25 (27,879,936) (23,938,872)gross profit 18,857,746 13,602,801Transportation expenses (5,543,344) (4,106,792)Selling, general and administrative expenses 26 (4,363,887) (3,421,673)Loss on disposal of property, plant and equipment, net (160,693) (145,651)Other operating expenses, net 28 (49,317) (554,215)operating profit 8,740,505 5,374,470Finance income 27 220,552 192,169Interest expense (694,235) (364,135)Loss on changes in fair value of derivatives, net 18 (82,928) –Share of result of associates 31 – (214,851)Gain on disposal of associate 31 – 3,816,368profit before taxation 8,183,894 8,804,021Income tax expense 30 (1,904,443) (1,547,928)net profit for the year 6,279,451 7,256,093other comprehensive income/(loss):Available-for-sale investments:- Gains less losses arising during the year 3,982,803 13,742,424- Income tax recorded directly in other comprehensive income (796,561) (2,748,481)Currency translation differences 51,832 142,590other comprehensive income/(loss) for the year 3,238,074 11,136,533total comprehensive income for the year 9,517,525 18,392,626net profit is attributable to:Shareholders of the Company 5,584,068 7,081,442Non-controlling interest 695,383 174,651net profit for the year 6,279,451 7,256,093total comprehensive income is attributable to:Shareholders of the Company 8,279,579 16,945,033Non-controlling interest 1,237,946 1,447,593total comprehensive income for the year 9,517,525 18,392,626earnings per share, basic and diluted (expressed in rub per share) 29 128.79 162.64
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 conSolidated Statement oF caSh FlowS For the year ended 31 december 2010 (in thouSandS oF ruSSian roubleS)
 note 2010 2009
 cash flows from operating activitiesProfit before taxation 8,183,894 8,804,021Adjustments for:Depreciation and amortization 13, 14 1,495,603 1,379,663(Reversal)/impairment of property, plant and equipment, net 25 109,862 (55,385)Provision for impairment of accounts receivable (30,196) 10,030Provision for inventory obsolescence (33,634) –Loss on buyback of own debt securities 79,591 –Share of results of associate 31 – 214,851Gain on disposal of associate 31 – (3,816,368)Gain on disposal of license 15 (163,248) –Loss on disposal of land leasehold 47,985 –Loss on disposal of property, plant and equipment 160,693 145,651Interest expense 694,235 364,135Interest income (360,779) (165,788)Dividend income (44,567) (41,162)Foreign exchange effect on non-operating balances (21,413) (66,352)operating cash flows before working capital changes 10,118,026 6,773,296(Increase)/decrease in gross trade receivables (1,464,000) 746,775Decrease/(increase) in advances to suppliers 806,418 (428,709)Increase in other receivables (667,868) (810,207)Increase in inventories (1,272,817) (320,047)Increase in other current assets (130,270) (1,999)Increase/(decrease) in trade payables 174,234 (351,942)Increase/(decrease) in other payables 493,909 (200,994)Increase in advances from customers 174,213 275,499Increase in trading investments (629,240) –Increase in other current liabilities 114,628 246,646Net change in other non-current assets and liabilities 2,956 178,357cash generated from operations 7,720,189 6,106,675Income taxes paid (1,749,739) (1,090,334)Interest paid (2,688,013) (2,160,273)net cash generated from operating activities 3,282,437 2,856,068cash flows from investing activitiesPurchase of property, plant and equipment (5,448,935) (3,734,328)Exploration and evaluation expenditure – (152,000)Purchase of land leasehold (50,644) (51,052)Proceeds from sale of license 15 327,155 46,499Loans provided (520,639) (472,761)Proceeds from loans repaid 414,180 559,000Interest received 93,538 88,231Dividends received 39,151 40,218Proceeds from sale of investment in associate 31 – 4,172,527Income tax on sale of investment in associate 31 – (757,771)Proceeds from sale of available-for-sale investments – 19,315Purchase of available-for-sale investments (4,422) (208,644)net cash used in investing activities (5,150,616) (450,766)cash flows from financing activitiesAcquisition of non-controlling interest (171,065) (1,085,620)Dividends paid to shareholders (1,012,344) (433,479)Dividends paid to non-controlling shareholders (23,884) (89,638)Acquisition of treasury shares 24 (498,729) –Proceeds from borrowings 33,323,457 57,932,821Repayment of borrowings (29,879,209) (55,040,746)net cash provided from financing activities 1,738,226 1,283,338Effect of exchange rate changes on cash and cash equivalents 20,730 8,741net increase/(decrease) in cash and cash equivalents (109,223) 3,697,381cash and cash equivalents at the beginning of the year 7,706,149 4,008,768cash and cash equivalents at the end of the year 7,596,926 7,706,149
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 conSolidated Statement oF changeS in eQuity For the year ended 31 december 2010 (in thouSandS oF ruSSian roubleS)
 capital and reServeS attributable to the company’S ownerS
 Share capital
 (note 23)
 treaSury ShareS
 (note 23)retained earningS
 revaluation reServe
 other reServeS(note 23)
 cumulative currency
 tranSlation diFFerence
 non-controlling
 intereSttotal
 eQuity
 balance at 1 january 2009 3,125,018 (46,326) 15,391,110 3,953,534 (248,466) 189,984 2,810,532 25,175,386comprehensive incomeProfit for the year – – 7,081,442 – – – 174,651 7,256,093Other comprehensive incomeFair value gains on available-for-sale investments (Note 17) – – – 12,198,263 – – 1,544,161 13,742,424Currency translation differences – – – – – 104,977 37,613 142,590Income tax recorded in other comprehensive income (Note 30) – – – (2,439,649) – – (308,832) (2,748,481)Total other comprehensive income – – – 9,758,614 – 104,977 1,272,942 11,136,533Total comprehensive income – – 7,081,442 9,758,614 – 104,977 1,447,593 18,392,626Dividends declared (Note 24) – – – – – – (89,638) (89,638)Acquisition of non-controlling interest (Note 24) – – (785,042) – – – (300,578) (1,085,620)balance at 31 december 2009 3,125,018 (46,326) 21,687,510 13,712,148 (248,466) 294,961 3,867,909 42,392,754balance at 1 january 2010 3,125,018 (46,326) 21,687,510 13,712,148 (248,466) 294,961 3,867,909 42,392,754comprehensive incomeProfit for the year – – 5,584,068 – – – 695,383 6,279,451Other comprehensive incomeFair value gains on available for sale securities (Note 17) – – – 3,315,785 – – 667,018 3,982,803Currency translation differences – – – – – 42,883 8,949 51,832Income tax recorded in other comprehensive income (Note 30) – – – (663,157) – – (133,404) (796,561)Total other comprehensive income – – – 2,652,628 – 42,883 542,563 3,238,074Total comprehensive income – – 5,584,068 2,652,628 – 42,883 1,237,946 9,517,525Dividends declared (Note 24) – – (1,110,429) – – – (8,545) (1,118,974)Acquisition of treasury shares (Note 24) – (6,118) – – (492,611) – – (498,729)Acquisition of non-controlling interest (Note 24) – – 38,895 – – (209,959) (171,064)balance at 31 december 2010 3,125,018 (52,444) 26,200,044 16,364,776 (741,077) 337,844 4,887,351 50,121,512
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 notes to the consolidated financial statements – 31 december 2010(in thousands of Russian Roubles)
 acron group and itS operationS1. These consolidated financial statements have been prepared in accordance with International Financial Reporting Standards for the year ended 31 December 2010 for Joint Stock Company “Acron” (the “Company” or “Acron”) and its subsidiaries (together referred to as the “Group” or “Acron Group”).
 The Group’s principal activities include the manufacture, distribution and sales of chemical fertilisers and related by-products. The Group’s manufacturing facilities are primarily based in the Novgorodskaya and Smolenskaya oblasts of Russia and also in China. Acron was incorporated as a joint stock company on 19 November 1992. On that date the majority of assets and liabilities previously managed by the state conglomerate “Azot” were transferred to the Company. The transfer of assets and liabilities was made in accordance with Decree No. 721 on the privatisation of state companies approved on 1 July 1992.
 The Group’s ultimate parent is Subero Associates Inc (British Virgin Islands) (2009: Subero Associates Inc). As at 31 December 2010 and 2009 the Group was ultimately controlled by Mr. Viatcheslav Kantor.
 The Company’s registered office is at Novgorod-the-Great, 173012, Russian Federation.
 baSiS oF preparation oF the Financial StatementS2. basis of preparation. These consolidated financial statements have been prepared in accordance with, and comply with, International Financial Reporting Standards (“IFRS”) under the historical cost convention except as modified by the fair value revaluation of derivatives, available-for-sale and trading investments. The principal accounting policies applied in the preparation of these consolidated financial statements are set out below. These policies have been consistently applied to all the periods presented, unless otherwise stated (refer to Note 5, Adoption of New or Revised Standards and Interpretations).
 presentation currency. All amounts in these consolidated financial statements are presented in thousands of Russian Roubles (“RUB thousands”), unless otherwise stated. The consolidated financial statements are based on the statutory records, with adjustments and reclassifications recorded for the purpose of fair presentation in accordance with IFRS.
 Accounting for the effect of inflation. Prior to 1 January 2003 the adjustments and reclassifications made to the statutory records in Russia for the purpose of IFRS presentation included the restatement of balances and transactions for the changes in the general purchasing power of the RUB in accordance with IAS 29, Financial Reporting in Hyperinflationary Economies. IAS 29 requires that the financial statements prepared in the currency of a hyperinflationary economy be stated in terms of the measuring unit current at the reporting date. As the characteristics of the economic environment of the Russian Federation indicate that hyperinflationary has ceased, effective from 1 January 2003 the Group no longer applies the provisions of IAS 29. Accordingly, the amounts expressed in the measuring unit current at 31 December 2002 are treated as the basis for the carrying amounts in these consolidated financial statements.
 Summary oF SigniFicant accounting policieS3.
 group accounting3.1. consolidated financial statements. Subsidiaries are those companies and other entities (including special purpose entities) in which the Group, directly or indirectly, has an interest of more than one half of the voting rights or otherwise has power to govern the financial and operating policies so as to obtain benefits. The existence and effect of potential voting rights that are presently exercisable or presently convertible are considered when assessing whether the Group controls another entity. Subsidiaries are consolidated from the date on which control is transferred to the Group (acquisition date) and are de-consolidated from the date that control ceases.
 The purchase method of accounting is used to account for the acquisition of subsidiaries except for those acquired as the result of the business combinations under common control.
 Up to 1 January 2009 the cost of an acquisition was measured at the fair value of the assets given up, equity instruments issued and liabilities incurred or assumed at the date of exchange, plus costs directly attributable to the acquisition. The date of exchange is the acquisition date where a business combination is achieved in a single transaction, and is the date of each share purchase where a business combination is achieved in stages by successive share purchases.
 The excess of the cost of acquisition over the acquirer’s share of the fair value of the net assets of the acquiree at each exchange transaction represented goodwill. The excess of the acquirer’s interest in the net fair value of the identifiable assets, liabilities and contingent liabilities acquired over cost (“negative goodwill”) was recognised immediately in profit or loss. Identifiable assets acquired and liabilities and contingent liabilities assumed in a
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 business combination were measured at their fair values at the acquisition date, irrespective of the extent of any non-controlling interest.
 From 1 January 2009 the consideration transferred in a business combination is measured at fair value, which is calculated as the sum of the acquisition-date fair values of the assets transferred by the acquirer, the liabilities incurred by the acquirer to former owners of the acquiree and the equity interests issued by the acquirer. The acquisition date is the date on which the acquirer obtains control of the acquiree. In a business combination achieved in stages, the acquirer shall remeasure its previously held equity interest in the acquiree at its acquisition-date fair value and recognise the resulting gain or loss, if any, in profit or loss.
 As of the acquisition date, the acquirer recognises the identifiable assets acquired, the liabilities assumed and any non-controlling interest in the acquiree. The acquirer recognises goodwill as of the acquisition date measured as the excess of (a) over (b) below:
 (a) the aggregate of the consideration transferred measured in accordance with IFRS 3; the amount of any non-controlling interest in the acquiree measured in accordance with IFRS 3; and in a business combination achieved in stages, the acquisition-date fair value of the acquirer’s previously held equity interest in the acquiree.
 (b) the net of the acquisition-date amounts of the identifiable assets acquired and the liabilities assumed measured in accordance with IFRS 3.
 Should the acquirer make a bargain purchase, which is a business combination in which the amount of share in net assets acquired exceeds the aggregate of the amount of consideration transferred, the acquirer shall recognise the resulting gain in profit or loss on the acquisition date. The gain shall be attributed to the acquirer.
 Intercompany transactions, balances and unrealised gains on transactions between group companies are eliminated; unrealised losses are also eliminated unless the cost cannot be recovered. The Company and all of its subsidiaries use uniform accounting policies consistent with the Group’s policies.
 Non-controlling interest is that part of the net results and of the net assets of a subsidiary, which is attributable to interests which are not owned, directly or indirectly, by the Company. Non-controlling interest forms a separate component of the Group’s equity.
 purchases of non-controlling interests. The Group applies economic entity model to account for transactions with non-controlling shareholders pursuant to early adoption of IAS 27 (Revised) (Note 5). Any difference between the purchase consideration and the carrying amount of non-controlling interest acquired is recorded as capital transaction directly in equity. Prior to 1 January 2009 the difference, if any, between the carrying amount of a minority interest and the amount paid to acquire it was recorded as goodwill.
 purchases of subsidiaries from parties under common control. Purchases of subsidiaries as the result of business combinations under common control are accounted for using the predecessor values method. Under this method the financial statements of the combined entity are presented as if the businesses had been combined from the beginning of the earliest period presented or, if later, the date when the combining entities were first brought under common control. The assets and liabilities of the subsidiary transferred under common control are at the predecessor entity’s carrying amounts. The predecessor entity is considered to be the highest reporting entity in which the subsidiary’s IFRS financial information was consolidated. Related goodwill inherent in the predecessor entity’s original acquisitions is also recorded in these financial statements. Any difference between the carrying amount of net assets, including the predecessor entity’s goodwill, and the consideration paid is accounted for in these consolidated financial statements as an adjustment to equity.
 investments in associates. Associates are entities over which the Group has significant influence (directly or indirectly), but not control, generally accompanying a shareholding of between 20 and 50 percent of the voting rights. Investments in associates are accounted for by the equity method of accounting and are initially recognised at cost. The carrying amount of associates includes goodwill identified on acquisition less accumulated impairment losses, if any. The Group’s share of the post-acquisition profits or losses of associates is recorded in profit or loss for the year as share of result of associates.
 When the Group’s share of losses in an associate equals or exceeds its interest in the associate, including any other unsecured receivables, the Group does not recognise further losses, unless it has incurred obligations or made payments on behalf of the associate.
 Unrealised gains on transactions between the Group and its associates are eliminated to the extent of the Group’s interest in the associates; unrealised losses are also eliminated unless the transaction provides evidence of an impairment of the asset transferred.
 caSh and caSh eQuivalentS3.2. Cash and cash equivalents include cash in hand, deposits held at call with banks, and other short-term highly liquid investments with original maturities of three months or less. Cash and cash equivalents are carried at amortised cost using the effective interest method. Bank overdrafts are shown within borrowings in the current liabilities statement of financial position. Restricted balances are excluded from cash and cash equivalents for the purposes of the cash flow statement. Balances restricted from being exchanged or used to settle a liability for at least twelve months after the reporting date are included in other non-current assets.

Page 87
                        

92
 trade and other receivableS3.3. Trade and other receivables are carried at amortised cost using the effective interest method. A provision for impairment of receivables is established when there is objective evidence that the Group will not be able to collect all amounts due according to the original terms of receivables. The amount of the provision is the difference between the carrying amount and the recoverable amount, being the present value of estimated future cash flows, discounted at the original effective rate of interest. The amount of the provision is recognised in the statement of comprehensive income. The primary factors that the Group considers whether a receivable is impaired is its overdue status. The following other principal criteria are also used to determine whether there is objective evidence that an impairment loss has occurred:
 any portion of the receivable is overdue and the late payment cannot be attributed to a delay caused by the �settlement systems;the counterparty experiences a significant financial difficulty as evidenced by its financial information that �the Group obtains;the counterparty considers bankruptcy or a financial reorganisation; �there is adverse change in the payment status of the counterparty as a result of changes in the national or �local economic conditions that impact the counterparty.
 value added tax3.4. Output value added tax related to sales is payable to tax authorities on the earlier of (a) collection of the receivables from customers or (b) delivery of goods or services to customers. Input VAT is generally recoverable against output VAT upon receipt of the VAT invoice. The tax authorities permit the settlement of VAT on a net basis. VAT related to sales and purchases is recognised in the statement of financial position on a gross basis and disclosed separately as an asset and liability. Where provision has been made for impairment of receivables, impairment loss is recorded for the gross amount of the debtor, including VAT.
 inventorieS3.5. Inventories comprise raw materials, finished goods, work in progress, catalytic agents, spare parts and other materials and supplies. Catalytic agents consumed for the period of more than 12 months are presented within other non-current assets in the amount of RUB 524,463 (2009: RUB 694,239). Inventories are recorded at the lower of cost and net realisable value. Cost of inventory is determined on the weighted average basis. The cost of finished goods and work in progress comprises raw material, direct labour, other direct costs and related production overheads (based on normal operating capacity) but excludes borrowing costs. Net realisable value is the estimated selling price in the ordinary course of business, less the cost of completion and selling expenses.
 property, plant and eQuipment3.6. Property, plant and equipment are recorded at cost, restated where applicable to the equivalent purchasing power of the Russian Rouble at 31 December 2002 for assets acquired prior to 1 January 2003, less accumulated depreciation and provision for impairment, where required.
 At each reporting date management assess whether there is any indication of impairment of property, plant and equipment. If any such indication exists, the management estimates the recoverable amount, which is determined as the higher of an asset’s fair value less cost to sell and its value in use. The carrying amount is reduced to the recoverable amount and the difference is recognised as an expense (impairment loss) in the statement of comprehensive income. An impairment loss recognised for an asset in prior years is reversed if there has been a change in the estimates used to determine the assets recoverable amount. Gains and losses on disposals determined by comparing proceeds with carrying amount are recognised in the profit or loss.
 Land is not depreciated. Depreciation on other items of property, plant and equipment is calculated to allocate cost of property, plant and equipment to their residual values on a straight-line basis. The depreciation periods, which approximate the estimated useful economic lives of the respective assets, are as follows:
 number oF yearS
 Buildings 40 to 50Plant and machinery 10 to 20Other equipment and motor vehicles 5 to 20
 The residual value of an asset is the estimated amount that the Group would currently obtain from disposal of the asset less the estimated costs of disposal, if the asset were already of the age and in the condition expected at the end of its useful life. The assets’ residual values and useful lives are reviewed, and adjusted if appropriate, at each reporting date.
 Repair and maintenance expenditure is expensed as incurred. Major renewals and improvements are capitalised and the assets replaced are retired. Gains and losses arising from the retirement or disposal of property, plant and equipment are included in profit or loss.
 Borrowing costs on specific or general funds borrowed to finance the construction of qualifying asset are capitalised, during the period of time that is required to complete and prepare the asset for its intended use. All other borrowing costs are expensed.
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 leaSehold land3.7. Leases of land are classified as operating leases. The pre-paid lease payments are amortised over the lease period of 30 years on a straight-line basis.
 intangible aSSetS3.8. Goodwill. Goodwill on acquisitions of subsidiaries is presented separately in the consolidated statement of financial position. Goodwill is carried at cost less accumulated impairment losses, if any.
 The Group tests goodwill for impairment at least annually and whenever there are indications that goodwill may be impaired. Goodwill is allocated to the cash-generating units, or groups of cash-generating units, that are expected to benefit from the synergies of the business combination. Such units or group of units represent the lowest level at which the Group monitors goodwill and are not larger than an operating segment. Gains or losses on disposal of an operation within a cash generating unit to which goodwill has been allocated include the carrying amount of goodwill associated with the operation disposed of, generally measured on the basis of the relative values of the operation disposed of and the portion of the cash-generating unit which is retained.
 other intangible assets. The entire Group’s other intangible assets have definite useful lives and primarily include capitalised computer software, patents, acquired trademarks and licences. They are capitalised on the basis of the costs incurred to acquire and bring them to use. Intangible assets are amortised using the straight-line method over their useful lives, but not exceeding 20 years.
 borrowingS3.9. borrowings are stated at amortised cost using the effective interest method; any difference between fair value of the proceeds (net of transaction costs) and the redemption amount is recognised as interest expense over the period of the borrowings.
 capitalisation of borrowing costs. Borrowing costs directly attributable to the acquisition, construction or production of assets that necessarily take a substantial time to get ready for intended use or sale (qualifying assets) are capitalised as part of the costs of those assets. Capitalisation of borrowing costs continues up to the date when the assets are substantially ready for their use or sale.
 The Group capitalises borrowing costs that could have been avoided if it had not made capital expenditure on qualifying assets. Borrowing costs capitalised are calculated at the group’s average funding cost (the weighted average interest cost is applied to the expenditures on the qualifying assets), except to the extent that funds are borrowed specifically for the purpose of obtaining a qualifying asset. Where this occurs, actual borrowing costs incurred less any investment income on the temporary investment of those borrowings are capitalised.
 income tax 3.10. Income taxes have been provided for in the consolidated financial statements in accordance with the legislation of the countries, where most significant subsidiaries of the Group are located, enacted or substantively enacted by the end of the reporting period. The income tax charge comprises current tax and deferred tax and is recognised in the profit or loss except if it is recognised in other comprehensive income or directly in equity because it relates to transactions that are also recognised, in the same or a different period, in other comprehensive income or directly in equity. Corporate profit tax rate is 20% (2009: 20%) for Russia, where the most significant Group subsidiaries are registered. With effect from 1 January 2009, the rate of profit tax payable by companies in the Russian Federation can range from 15.5% to 20%, depending on applicable rates set by regional authorities.
 Current income tax is the amount expected to be paid to or recovered from the taxation authorities in respect of taxable profits or losses for the current and prior periods. Taxes, other than on income, are recorded within operating expenses.
 Deferred income tax is provided using the balance sheet liability method for tax loss carry forwards and temporary differences arising between the tax bases of assets and liabilities and their carrying amounts for financial reporting purposes. In accordance with the initial recognition exemption, deferred taxes are not recorded for temporary differences on initial recognition of an asset or a liability in a transaction other than a business combination if the transaction, when initially recorded, affects neither accounting nor taxable profit. Deferred tax liabilities are not recorded for temporary differences on initial recognition of goodwill and subsequently for goodwill which is not deductible for tax purposes. Deferred tax balances are measured at tax rates enacted or substantively enacted at the reporting date, which are expected to apply to the period when the temporary differences will reverse or the tax loss carry forwards will be utilised. Deferred tax assets and liabilities are netted only within the individual companies of the Group. Deferred tax assets for deductible temporary differences and tax loss carry forwards are recorded only to the extent that it is probable that future taxable profit will be available against which the deductions can be utilised.
 Deferred income tax is provided on post acquisition retained earnings of subsidiaries, except where the Group controls the subsidiary’s dividend policy and it is probable that the difference will not reverse through dividends or otherwise in the foreseeable future.
 The Group’s uncertain tax positions are reassessed by management at the end of each reporting period. Liabilities are recorded for income tax positions that are determined by management as more likely than not to result
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 in additional taxes being levied if the positions were to be challenged by the tax authorities. The assessment is based on the interpretation of tax laws that have been enacted or substantively enacted by the end of the reporting period and any known court or other rulings on such issues. Liabilities for penalties, interest and taxes other than on income are recognised based on management’s best estimate of the expenditure required to settle the obligations at the end of the reporting period.
 Foreign currency tranSactionS3.11. foreign currency translation. Functional currency of each of the Group’s consolidated entities is the currency of the primary economic environment in which the entity operates. The Company’s functional currency and the Group’s presentation currency is the national currency of the Russian Federation, Russian Rouble (“RUB”). The functional currency of the Company’s subsidiary Shandong Hongri Acron Chemical Joint Stock Company Limited (China) is Renminbi (CNY).
 For the Company and its subsidiaries monetary assets and liabilities are translated into each entity’s functional currency at the official exchange rate of the Central Bank at the respective ends of the reporting periods. Foreign exchange gains and losses resulting from the settlement of the transactions and from the translation of monetary assets and liabilities into each entity’s functional currency at year-end official exchange rates of the Central Bank are recognised in profit or loss. Translation at year-end rates does not apply to non-monetary items. Effects of exchange rate changes on the fair value of equity securities are recorded as part of the fair value gain or loss.
 Foreign exchange gains and losses on operating items are presented within other operating expenses, foreign exchange gain and losses on finance items are presented within net finance income.
 translation from functional to presentation currency. The results and financial position of each group entity (functional currency of none of which is a currency of a hyperinflationary economy) are translated into the presentation currency as follows:
 (i) assets and liabilities for each statement of financial position presented are translated at the closing rate at the date of that statement of financial position;
 (ii) income and expenses for each statement of comprehensive income are translated at average exchange rates (unless this average is not a reasonable approximation of the cumulative effect of the rates prevailing on the transaction dates, in which case income and expenses are translated at the dates of the transactions); and
 (iii) components of equity are translated at the historic rate; and
 (iv) all resulting exchange differences are recognised in other comprehensive income.
 Goodwill and fair value adjustments arising on the acquisition of a foreign entity are treated as assets and liabilities of the foreign entity and translated at the closing rate. When a subsidiary is disposed of through sale, liquidation, repayment of share capital or abandonment of all, or part of, that entity, the exchange differences deferred in equity are reclassified from other comprehensive income to profit or loss.
 At 31 December 2010 the principal rate of exchange used for translating foreign currency balances was USD 1 = RUB 30.4769, USD 1 = CNY 6.6227 (2009: USD 1 = RUB 30.2442, USD 1 = CNY 6.8282). Exchange restrictions and controls exist relating to converting Russian Roubles into other currencies.
 proviSionS For liabilitieS and chargeS3.12. Provisions are recognised when the Group has a present legal or constructive obligation as a result of past events, and it is probable that an outflow of resources will be required to settle the obligation, and a reliable estimate of the amount can be made. Where the Group expects a provision to be reimbursed, for example under an insurance contract, the reimbursement is recognised as a separate asset but only when the reimbursement is virtually certain.
 Provisions are evaluated and re-estimated annually, and are included in the financial statements at their expected net present values using discount rates appropriate to the Company or its subsidiaries in applicable economic environment at each end of the reporting period.
 uncertain tax positions. The Group’s uncertain tax positions are reassessed by management at every reporting date. Liabilities are recorded for income tax positions that are determined by management as less likely than not to be sustained if challenged by tax authorities, based on the interpretation of tax laws that have been enacted or substantively enacted by the end of the reporting period. Liabilities for penalties, interest and taxes other than on income are recognised based on management’s best estimate of the expenditure required to settle the obligations at the end of the reporting period.
 ShareholderS’ eQuity3.13. share capital. Ordinary shares are classified as equity. Incremental costs directly attributable to the issue of new shares are shown in equity as a deduction, net of tax, from the proceeds. Any excess of the fair value of consideration received over the par value of shares issued is presented in the notes as a share premium.
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 treasury shares. Where any Group company purchases the Company’s equity share capital, the consideration paid, including any directly attributable incremental costs (net of income taxes) is deducted from equity attributable to the Company’s owners until the shares are cancelled, reissued or disposed of. Where such shares are subsequently sold or reissued, any consideration received, net of any directly attributable incremental transaction costs and the related income tax effects, is included in equity attributable to the Company’s owners.
 dividends. Dividends are recognised as a liability and deducted from equity at the reporting date only if they are declared and approved before or on the reporting date. Dividends are disclosed when they are proposed before the reporting date or proposed or declared after the balance sheet date but before the financial statements are authorised for issue.
 revenue recognition 3.14. Revenues from sales of chemical fertilisers and related by-products are recognised at the point of transfer of risks and rewards of ownership of the goods, normally when the goods are shipped. If the Group agrees to transport goods to a specified location, revenue is recognised when the goods are passed to the customer at the destination point.
 Sales of services are recognised in the accounting period in which the services are rendered, by reference to stage of completion of the specific transaction assessed on the basis of the actual service provided as a proportion of the total services to be provided. Sales are shown net of VAT, custom duties and discounts, and after eliminating sales within the Group. Revenues are measured at the fair value of the consideration received or receivable. When the fair value of consideration received cannot be measured reliably, the revenue is measured at the fair value of the goods or service given up.
 Interest income is recognised on a time-proportion basis using the effective interest method.
 mutual cancellationS3.15. A portion of sales and purchases are settled by mutual settlements or non-cash settlements. These transactions are generally in the form of direct settlements through cancellation of mutual trade receivables and payables balances within the operational contracts. Non-cash settlements include promissory notes or bills of exchange, which are negotiable debt obligations. Sales and purchases that are expected to be settled by mutual settlements or other non-cash settlements are recognised based on the estimate of the fair value to be received or given up in non-cash settlements. The fair value is determined with reference to various market information. Non-cash transactions have been excluded from the cash flow statement, so investing activities, financing activities and the total of operating activities represent actual cash transactions.
 The Group also accepts bills of exchange from its customers (both issued by customers and third parties) as a settlement of receivables. A provision for impairment of bills of exchange is established when there is objective evidence that the Group will not be able to collect all amounts due according to the original terms. The amount of the provision is the difference between the asset’s carrying amount and the present value of estimated future cash flows, discounted at the original effective interest rate.
 employee beneFitS3.16. Wages, salaries, contributions to the Russian Federation state pension and social insurance funds, paid annual leave and sick leave, bonuses, and non-monetary benefits (such as health services and kindergarten services) are accrued in the year in which the associated services are rendered by the employees of the Group and are included within labour costs in operating expenses.
 social costs. The Group incurs significant costs on social activities. These costs include the provision of health services, kindergartens, and the subsidy of worker holidays. These amounts represent an implicit cost of employing principally production workers and other staff and, accordingly, have been charged to operating expenses.
 pension costs. In the normal course of business the Group contributes to state pension schemes on behalf of its employees. Mandatory contributions to the governmental pension scheme are accrued in the year in which the associated services are rendered by the employees of the Group. The Group recognised contributions of RUB 334,423 as part of labour costs in 2010 (2009: RUB 432,289).
 Financial aSSetS and liabilitieS3.17. classification of financial assets. Financial assets have the following categories: (a) loans and receivables; (b) available-for-sale financial assets; (c) financial assets at fair value through profit or loss. Financial assets at fair value through profit or loss have two subcategories: (i) assets designated as such upon initial recognition, and (ii) those classified as held for trading.
 Trading investments are financial assets which are either acquired for generating a profit from short-term fluctuations in price or trader’s margin, or are securities included in a portfolio in which a pattern of short-term trading exists. The Group classifies securities into trading investments if it has an intention to sell them within a short period after purchase, i.e. within 12 months.

Page 91
                        

96
 Loans and receivables are unquoted non-derivative financial assets with fixed or determinable payments other than those that the Group intends to sell in the near term. All other financial assets are included in the available-for-sale category, which includes investment securities which the Group intends to hold for an indefinite period of time and which may be sold in response to needs for liquidity or changes in interest rates, exchange rates or equity prices.
 initial recognition of financial instruments. Financial assets and liabilities are initially recorded at fair value plus transaction costs. Fair value at initial recognition is best evidenced by the transaction price. A gain or loss on initial recognition is only recorded if there is a difference between fair value and transaction price which can be evidenced by other observable current market transactions in the same instrument or by a valuation technique whose inputs include only data from observable markets.
 All purchases and sales of financial assets that require delivery within the time frame established by regulation or market convention (“regular way” purchases and sales) are recorded at trade date, which is the date that the Group commits to deliver a financial asset. All other purchases are recognised when the entity becomes a party to the contractual provisions of the instrument.
 derecognition of financial assets. The Group derecognises financial assets when (a) the assets are redeemed or the rights to cash flows from the assets otherwise expired or (b) the Group has transferred the rights to the cash flows from the financial assets or entered into a qualifying pass-through arrangement while (i) also transferring substantially all the risks and rewards of ownership of the assets or (ii) neither transferring nor retaining substantially all risks and rewards of ownership but not retaining control. Control is retained if the counterparty does not have the practical ability to sell the asset in its entirety to an unrelated third party without needing to impose additional restrictions on the sale.
 Available-for-sale investments. Available-for-sale investments are carried at fair value. Interest income on available for sale debt securities is calculated using the effective interest method and recognised in profit or loss. Dividends on available-for-sale equity instruments are recognised in profit or loss when the Group’s right to receive payment is established and it is probable that the dividends will be collected. All other elements of changes in the fair value are recognised in other comprehensive income until the investment is derecognised or impaired at which time the cumulative gain or loss is removed from other comprehensive income to profit or loss.
 Impairment losses are recognised in profit or loss when incurred as a result of one or more events (“loss events”) that occurred after the initial recognition of available-for-sale investments. A significant or prolonged decline in the fair value of an equity security below its cost is an indicator that it is impaired. The cumulative impairment loss – measured as the difference between the acquisition cost and the current fair value, less any impairment loss on that asset previously recognised in profit or loss – is removed from other comprehensive income and recognised in profit or loss. Impairment losses on equity instruments are not reversed through profit or loss. If, in a subsequent period, the fair value of a debt instrument classified as available for sale increases and the increase can be objectively related to an event occurring after the impairment loss was recognised in profit or loss, the impairment loss is reversed through current period’s profit or loss.
 derivative financial instruments. As part of its financing activities the Group is also party to derivative financial instruments including foreign currency and interest rate swap contracts. The Group’s policy is to measure these instruments at fair value with resultant gains or losses being reported within the profit and loss. The fair value of derivatives financial instruments is determined using actual market data information and valuation techniques based on prevailing market interest rate for similar instruments as appropriate. All derivative instruments are carried as assets when fair value is positive and as liabilities when fair value is negative. The Group has no derivatives accounted for as hedges.
 Finance leaSe liabilitieS3.18. Where the Group is a lessee in a lease which transferred substantially all the risks and rewards incidental to ownership to the Group, the assets leased are capitalised in property, plant and equipment at the commencement of the lease at the lower of the fair value of the leased asset and the present value of the minimum lease payments. Each lease payment is allocated between the liability and finance charges so as to achieve a constant rate on the finance balance outstanding. The interest cost is charged to profit or loss over the lease period using the effective interest method. The assets acquired under finance leases are depreciated over their useful life or the shorter lease term if the Group is not reasonably certain that it will obtain ownership by the end of the lease term.
 earningS per Share3.19. Earnings per share is determined by dividing the profit or loss attributable to owners of the Company by the weighted average number of participating shares outstanding during the reporting year.
 Segment reporting3.20. Operating segments are reported in a manner consistent with the internal reporting provided to the Group’s chief operating decision maker. Segments with a majority of revenue earned from sales to external customers and whose revenue, result or assets are 10% or more of all the segments are reported separately unless they meet all qualitative and quantitative aggregation criteria, in which case they are aggregated in a single reporting segment.
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 exploration and evaluation expenditure3.21. Expenditures incurred in exploration and evaluation activities (acquisition of rights to explore, including cost related to compliance with license terms; topographical, geological, geochemical and geophysical studies; exploratory drilling; trenching and sampling; and activities in relation to evaluating the technical feasibility and commercial viability of extracting a mineral resource) are capitalised. In accordance with IFRS 6, Exploration for and Evaluation of Mineral Resources, exploration assets are measured applying the cost model described in IAS 16, Property, Plant and Equipment, after initial recognition. Exploration assets are not depreciated until the production phase. The Group tests exploration assets for impairment when there are facts and circumstances that suggest that the carrying value of the asset may not be recoverable.
 development expenditure3.22. Development expenditure incurred by or on behalf of the group is accumulated separately for each area of interest in which economically recoverable resources have been identified. Such expenditure comprises cost directly attributable to the construction of a mine and the related infrastructure. Once a development decision has been taken, the expenditure in respect of the area of interest is classified in assets under construction category and separately disclosed in Note 14. Costs incurred are tested for impairment upon commencement of development phase.
 Development expenditure is reclassified as a “mining property’’ at the end of the commissioning phase, when the mine is capable of operating in the manner intended by management. No depreciation is recognised in respect of development expenditure until they are reclassified as “mining properties’’.
 critical accounting eStimateS, and judgementS in applying 4. accounting policieS
 The Group makes estimates and assumptions that affect the reported amounts of assets and liabilities within the next financial year. Estimates and judgements are continually evaluated and are based on management’s experience and other factors, including expectations of future events that are believed to be reasonable under the circumstances. Management also makes certain judgements, apart from those involving estimations, in the process of applying the accounting policies. Judgements that have the most significant effect on the amounts recognised in the financial statements and estimates that can cause a significant adjustment to the carrying amount of assets and liabilities within the next financial year include:
 estimated impairment of goodwill. The Group tests goodwill for impairment at least annually. The recoverable amounts of cash-generating units have been determined based on the higher of the fair value less cost to sale or value-in-use calculations. These calculations require the use of estimates. At 31 December 2010 no impairment of goodwill was required, and none would be required even if the budgeted sales growth rate used in the value-in-use calculations for any CGU had been 5,5% (2009: 5%) lower than management estimates at 31 December 2010. If the estimated pre-tax discount rate applied to the discounted cash flows for any CGU had been 6% (2009: 3%) higher than management estimates, the goodwill would still have not been impaired.
 impairment of property, plant and equipment and exploration rights. At 31 December 2010 the Group performed an impairment test of property, plant and equipment and exploration rights. The recoverable amount of each cash-generating unit (CGU) was determined based on value-in-use calculations. These calculations use cash flow projections based on financial budgets approved by management covering a 5 year period and the expected market prices for key fertilisers for the same period according to the leading industry publications, which are broadly in line with 2010 average prices. The growth rates do not exceed the long-term average growth rate for the business sector of the economy in which the CGU operates. The discount rate used is pre-tax and reflects specific risks relating to the relevant CGUs as further disclosed in Note 14. Recoverable amounts of Limited Liability Company Verkhnekamsk Potash Company (“LLC VPC”) and Shandong Hongri Acron Joint Stock Company Limited (“Hongri Acron”) is are sensitive to changes in discount rates. For LLC VPC any increase in discount rate by over 0.5% (2009: 1,5%) would lead to impairment charge of approximately RUB 2,100,000 (2009: RUB 1,640,000). For Hongri Acron increase in discount rate by 6.4% (2009: 6.6%) would lead to impairment of RUB 163,636 (2009: RUB 35,440). Reasonably possible change in other key assumptions does not lead to material impairment charge.
 consolidation of subsidiaries. Although the Company has only 50% interest in JSC Acron-Trans, it has the power to cast the majority of votes at meetings of the board of directors as per charter. Accordingly, the Company has consolidated this entity in these financial statements.
 deferred income tax asset recognition. The recognised deferred tax asset represents income taxes recoverable through future deductions from taxable profits and is recorded in the statement of financial position. Deferred income tax assets are recorded to the extent that realisation of the related tax benefit is probable. The future taxable profits and the amount of tax benefits that are probable in the future are based on medium term business plan prepared by management and extrapolated results thereafter. The business plan is based on management expectations that are believed to be reasonable under the circumstances.
 capitalisation of borrowing costs for exploration rights. Exploration rights represent part of investment projects for development of mineral deposits that necessarily take a substantial time to get ready for intended use. Accordingly, management considers exploration rights as qualifying assets for capitalization of borrowing costs. Refer to Note 15.
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 adoption oF new or reviSed StandardS and interpretationS5. The following new standards and interpretations became effective for the Group from 1 January 2010:
 ifRs 1 � , First-time Adoption of International Financial Reporting Standards (following an amendment in December 2008, effective for the first IFRS financial statements for periods beginning on or after 1 July 2009). The revised IFRS 1 retains the substance of its previous version but within a changed structure in order to make it easier for the reader to understand and to better accommodate future changes. The Group concluded that the revised standard does not have any effect on its consolidated financial statements;
 The Group also early adopted IAS 27 (revised) and IFRS 3 (revised) from 1 January 2009.
 ifRs 3, business combinations � (revised January 2008; effective for business combinations for which the acquisition date is on or after the beginning of the first annual reporting period beginning on or after 1 July 2009). The revised IFRS 3 allows entities to choose to measure non-controlling interests using the existing IFRS 3 method (proportionate share of the acquiree’s identifiable net assets) or at fair value. The revised IFRS 3 is more detailed in providing guidance on the application of the purchase method to business combinations. The requirement to measure at fair value every asset and liability at each step in a step acquisition for the pur-poses of calculating a portion of goodwill has been removed. Instead, in a business combination achieved in stages, the acquirer will have to remeasure its previously held equity interest in the acquiree at its acquisition-date fair value and recognise the resulting gain or loss, if any, in profit or loss. Acquisition-related costs will be accounted for separately from the business combination and therefore recognised as expenses rather than included in goodwill. An acquirer will have to recognise at the acquisition date a liability for any contingent pur-chase consideration. Changes in the value of that liability after the acquisition date will be recognised in accor-dance with other applicable IFRSs, as appropriate, rather than by adjusting goodwill. The revised IFRS 3 brings into its scope business combinations involving only mutual entities and business combinations achieved by contract alone. The adoption did not have significant effect on these financial statements but will have impact on the future business combinations
 iAs 27, consolidated and separate financial statements � (revised January 2008; effective for annual periods beginning on or after 1 July 2009). The revised IAS 27 requires an entity to attribute total comprehensive in-come to the owners of the parent and to the non-controlling interests (previously “minority interests”) even if this results in the non-controlling interests having a deficit balance (the current standard requires the excess losses to be allocated to the owners of the parent in most cases). The revised standard specifies that changes in a parent’s ownership interest in a subsidiary that do not result in the loss of control must be accounted for as equity transac-tions. It also specifies how an entity should measure any gain or loss arising on the loss of control of a subsidiary. At the date when control is lost, any investment retained in the former subsidiary will have to be measured at its fair value. The Group early adopted IAS 27 and changed its accounting policies for purchases of non-controlling interests that do not result in the loss of control. As a result of adoption the difference between the purchase con-sideration for remaining 50% of AS DBT and the carrying amount of non-controlling interest acquired was recorded as capital transaction directly in equity in the amount of RUB 785,042 in the 2009 financial statements.
 iFric 17 � , distribution of non-cash Assets to owners (effective for annual periods beginning on or after 1 July 2009). The amendment clarifies when and how distribution of non-cash assets as dividends to the owners should be recognized. An entity should measure a liability to distribute non-cash assets as a dividend to its owners at the fair value of the assets to be distributed. A gain or loss on disposal of the distributed non-cash assets is recognized in profit or loss when the entity settles the dividend payable. IFRIC 17 is currently not relevant to the Group's operations because it does not distribute non-cash assets to owners;
 eligible hedged items – amendment to iaS 39, Financial instruments: recognition and measurement �(effective with retrospective application for annual periods beginning on or after 1 July 2009). The amendment clarifies how the principles that determine whether a hedged risk or portion of cash flows is eligible for designation should be applied in particular situations. The amendment currently does not have any impact on the Group’s consolidated financial statements as the Group does not apply hedge accounting;
 iFric 18, transfers of assets from customers � (effective for annual periods beginning on or after 1 July 2009).The interpretation clarifies the accounting for transfers of assets from customers, namely, the circum-stances in which the definition of an asset is met; the recognition of the asset and the measurement of its cost on initial recognition; the identification of the separately identifiable services (one or more services in exchange for the transferred asset); the recognition of revenue, and the accounting for transfers of cash from customers. IFRIC 18 does not impact the Group’s consolidated financial statements;
 improvements to international Financial reporting Standards � (issued in April 2009; amendments to IFRS 2, IAS 38, IFRIC 9 and IFRIC 16 are effective for annual periods beginning on or after 1 July 2009; amendments to IFRS 5, IAS 1, IAS 7, IFRS 8, IAS 17, IAS 36 and IAS 39 are effective for annual periods beginning on or after 1 January 2010). The improvements consist of a mixture of substantive changes and clarifications in the following standards and interpretations: clarification that contributions of businesses in common control transactions and formation of joint ventures are not within the scope of IFRS 2; clarification of disclosure requirements set by IFRS 5 and other standards for non-current assets (or disposal groups) classified as held for sale or discontinued operations; requiring to report a measure of total assets and liabilities for each reportable segment under IFRS 8 only if such amounts are regularly provided to the chief operating decision maker; amending IAS 1 to allow classification of certain liabilities settled by entity's own equity instruments as non-current; changing IAS 7 such
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 that only expenditures that result in a recognised asset are eligible for classification as investing activities; allowing classification of certain long-term land leases as finance leases under IAS 17 even without transfer of ownership of the land at the end of the lease; providing additional guidance in IAS 18 for determining whether an entity acts as a principal or an agent; clarification in IAS 36 that a cash generating unit shall not be larger than an operating segment before aggregation; supplementing IAS 38 regarding measurement of fair value of intangible assets acquired in a business combination; amending IAS 39 (i) to include in its scope option contracts that could result in business combinations, (ii) to clarify the period of reclassifying gains or losses on cash flow hedging instruments from equity to profit or loss and (iii) to state that a prepayment option is closely related to the host contract if upon exercise the borrower reimburses economic loss of the lender; amending IFRIC 9 to state that embedded derivatives in contracts acquired in common control transactions and formation of joint ventures are not within its scope; and removing the restriction in IFRIC 16 that hedging instruments may not be held by the foreign operation that itself is being hedged. In addition, the amendments clarifying classification as held for sale under IFRS 5 in case of a loss of control over a subsidiary published as part of the Annual Improvements to International Financial Reporting Standards, which were issued in May 2008, are effective for annual periods beginning on or after 1 July 2009. The improvements do not have a material effect on the Group's consolidated financial statements;
 Group cash-settled share-based payment transactions – Amendments to ifRs 2, share-based payment � (effective for annual periods beginning on or after 1 January 2010). In addition to incorporating IFRIC 8 and IFRIC 11, the amendments expand on the guidance in IFRIC 11 to address the classifications of group arrangements that were not covered by that interpretation. These amendments are not relevant to the Group;
 Additional exemptions for first-time Adopters – Amendments to ifRs 1, first-time Adoption of ifRs � (effective for annual periods beginning on or after 1 January 2010). The amendments do not have any impact on the Group's consolidated financial statements;
 The international financial Reporting standard for small and medium-sized entities � (issued in July 2009). The Group does not intend to adopt the IFRS for SMEs.
 new accounting pronouncementS6. A number of new standards, amendments to standards and interpretations are not yet effective as at 31 December 2010, and have not been early adopted:
 Amendment to IAS 24, Related Party Disclosures (issued in November 2009 and effective for annual periods �beginning on or after 1 January 2011); IFRS 9, Financial Instruments Part 1: Classification and Measurement (issued in November 2009, effective for �annual periods beginning on or after 1 January 2013, with earlier application permitted). The Group is currently assessing the impact of the amended standard on its consolidated financial statements;Improvements to International Financial Reporting Standards (issued in May 2010 and effective for the �Group from 1 January 2011). The Group is currently assessing the impact of the amended standards on its consolidated financial statements; Prepayments of a Minimum Funding Requirement – Amendment to IFRIC 14 (effective for annual periods �beginning on or after 1 January 2011);Classification of Rights Issues – Amendment to IAS 32, Financial Instruments: Presentation (issued in October �2009 and effective for annual periods beginning on or after 1 February 2010);IFRIC 19, Extinguishing Financial Liabilities with Equity Instruments (effective for annual periods beginning on �or after 1 July 2010);Limited exemption from comparative IFRS 7 disclosures for first-time adopters - Amendment to IFRS 1 �(effective for annual periods beginning on or after 1 July 2010);Recovery of Underlying Assets – Amendments to IAS 12 (issued in December 2010 and effective for annual �periods beginning on or after 1 January 2012);Severe Hyperinflation and Removal of Fixed Dates for First-time Adopters – Amendments to IFRS 1 (issued �in December 2010 and effective for annual periods beginning on or after 1 July 2011);Disclosures – Transfers of Financial Assets – Amendments to IFRS 7 (issued in October 2010 and effective �for annual periods beginning on or after 1 July 2011).
 Unless otherwise described above, the new standards, amendments to standards and interpretations are not expected to significantly affect the Group’s consolidated financial statements.
 Segment inFormation7. The Group prepares its segment analysis in accordance with IFRS 8, Operating Segments, Operating segments are components that engage in business activities that may earn revenues or incur expenses, whose operating results are regularly reviewed by the chief operating decision maker (s) (“CODM”) and for which discrete financial information is available. The CODM is the person or group of persons who allocates resources and assesses the performance for the entity. The functions of CODM are performed by the Management Board of the Group.
 During 2010 the Group changed its reporting segments based on the changes in composition of the operating segments, specifically domestic and international distribution, which were combined into a single operating segment – trading. Comparatives were restated to conform to the presentation of current period amounts.
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 The development and approval of strategies, market situation analysis, the risk assessment, investment focus, technological process changes, goals and priorities are set and assessed in line with the current segment structure of the Group:
 Acron – representing manufacturing and distribution of chemical fertilisers by JSC Acron; �Dorogobuzh – representing manufacturing and distribution of chemical fertilisers by JSC Dorogobuzh; �Hongri Acron – representing manufacturing and distribution of chemical fertilisers by Shandong Hongri Acron �Chemical Joint Stock Company Ltd.;Logistics – representing transportation an logistic services rendered by Estonian ports of the Group and some �minor transportation companies in Russia. Constitutes an aggregation of a number of operating segments;Trading – representing overseas & domestic distribution companies of the Group; �Mining – representing primarily mining licences held by subsidiaries of the Group. Constitutes an aggregation �of a number of operating segments;Other – representing certain logistic (other than included in logistic segment), service, agriculture and �management operations.
 The Group’s segments are strategic business units that focus on different customers. They are managed separately because each business unit has significant business and risk profile.
 Segment financial information reviewed by the CODM includes revenues from sales and EBITDA.
 In 2009 the segment information was prepared based on Russian accounting standards, US GAAP and Chinese GAAP adjusted to meet the requirements of internal reporting. Adjustments are focused on consistent classification of line items for the reporting purposes. Such financial information was different in certain aspects from International Financial Reporting Standards In 2010 the Group has changed the format of the segment information presented to CODM to IFRS. Accordingly the Group restated prior period comparative information.
 The CODM evaluates performance of each segment based on measure of operating profit adjusted by depreciation and amortization, foreign exchange gain or loss, other non-cash and extraordinary items (EBITDA). Since this term is not a standard IFRS measure Acron Group’s definition of EBITDA may differ from that of other companies
 Information for the reportable segments for the year ended 31 December 2010 is set out below acron dorogobuzh hongri acron logiSticS trading eliminationS other total
 Revenue 22,751,614 11,037,724 7,024,332 2,005,928 28,687,723 (26,382,460) 1,612,821 46,737,682EBITDA 6,141,247 2,414,033 862,024 560,944 762,869 – (405,117) 10,336,000
 Information for the reportable segments for the year ended 31 December 2009 is set out below acron dorogobuzh hongri acron logiSticS trading eliminationS other total
 Revenue 18,913,467 9,978,587 5,523,301 1,224,116 21,622,867 (20,622,597) 901,932 37,541,673EBITDA 4,783,447 2,435,018 (587,073) 342,658 612,514 – (311,088) 7,275,476
 Reconciliation of EBITDA to Profit Before Tax:2010 2009
 Profit Before Tax 8,183,894 8,804,021Less: Gain sale on associate – (3,601,517)Add: Changed in fair value of derivatives; net 82,928 –Add: Interest expense 694,235 364,135Less: Finance income (220,552) (192,169)operating profit 8,740,505 5,374,470Depreciation and amortisation 1,495,603 1,379,663Foreign currency gains 94,227 399,221Add: (Gain)/Loss on sale of investments 8,220 (23,529)Add: Gain on disposal of licenses, land and leasehold (163,248) –Add: Loss on disposal of property, plant and equipment 160,693 145,651total consolidated ebitda 10,336,000 7,275,476
 entity wide disclosures2010 2009
 revenue
 Russia 7,358,391 7,991,517European Union 7,529,894 6,121,151Commonwealth of Independent States 2,589,706 2,893,065Americas 8,785,225 5,390,781China 13,438,750 12,028,488Other regions 7,035,716 3,116,671total 46,737,682 37,541,673
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 2010 2009
 non-current assets
 Russia 42,181,904 36,649,839China 3,119,792 2,960,628Canada 1,376,298 1,485,728Estonia 3,582,957 3,740,263Europe 36,636 –USA 10,044 5,032total 50,307,631 44,841,490
 The analysis of revenue is based on domicile of the customer. The analysis of assets is based on location of the assets.
 Revenue from sales of chemical fertilisers account for 88% of total revenues (2009: 86%).
 Non-current assets represent non-current assets other than financial instruments and deferred tax asset.
 There are not revenues from customers which represent 10% of more of the total revenues.
 balanceS and tranSactionS with related partieS8. Related parties are defined in IAS 24, Related Party Disclosures. Parties are generally considered to be related if one party has the ability to control the other party, is under common control, or can exercise significant influence or joint control over the other party in making financial and operational decisions. In considering each possible related party relationship, attention is directed to the substance of the relationship, not merely the legal form. The Company’s ultimate controlling party is disclosed in Note 1.
 The nature of the related party relationships for those related parties with whom the Group entered into significant transactions or had significant balances outstanding at 31 December 2010 and 2009 are detailed below.
 The following turnovers and balances arise from transactions with related parties:
 balances with related partiesi Statement oF Financial poSition caption note relationShip 2010 2009
 Trade receivables, gross 10 Companies under common control 19,022 101,393Provision for impairment of trade receivables 10 Companies under common control – –Prepayments 10 Companies under common control 785 7,574Loans issued 11 Companies under common control 830,339 718,733Other receivables 10 Companies under common control – 1,913Trade payables 20 Companies under common control (16,820) (21,594)
 transactions with related partiesii Statement oF comprehenSive income caption note relationShip 2010 2009
 Sales of chemical fertilisers 7 Companies under common control 41,138 108,329Purchases of raw materials 25 Companies under common control (216,246) (230,340)Charity 28 Companies under common control (71,700) (47,606)
 In December 2009 the Group acquired the remaining 50% of the share capital of AS DBT from a party under common control for a cash consideration of RUB 1,085,620 (Note 24).
 cross shareholdingiii In December 2010 Acron purchased 803,606 ordinary treasury shares, including 255,786 from JSC Dorogobuzh. At 31 December 2010 JSC Dorogobuzh, a 73.90% subsidiary of the Group (31 December 2009: 72.33%), owned 3,540,060 ordinary shares or 7.42% of the ordinary share capital of the Company (31 December 2009: 4,147,246 ordinary shares or 8.70%). Shares owned by JSC Dorogobuzh are accounted for as treasury shares, but retain their voting rights and dividends.
 loans issuediv At 31 December 2010 short-term loans to parties under common control totalled RUB 798,075 (2009: RUB 713,718) at interest rates in the range of 8.8% to 10.5%. The loans were unsecured.
 At 31 December 2010 long-term loans to parties under common control totalled RUB 32,264 (2009: RUB 5,015). The loans are unsecured.
 In 2010 the Group accrued interest income of RUB 84,870 (2009: RUB 83,894).
 At 31 December 2010 loans issued to key management personnel totalled of RUB 0 (2009: RUB 6,982).
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 key management personnel compensationv Compensation of key management personnel consists of remunerations paid to the members of the Management Boards of the Group’s main subsidiaries and to members of Boards of Directors of the Company and its main subsidiaries. Compensation is made up of an annual remuneration and a performance bonus depending on operating results.
 Total key management personnel compensation in the amount of RUB 201,348 (2009: RUB 262,928) was recorded in general and administrative expenses. Related state social and pension costs amounted to RUB 2,158 (2009: RUB 6,811).
 caSh and caSh eQuivalentS9. 2010 2009
 Cash on hand and bank balances denominated in RUB 2,193,839 3,917,032Bank balances denominated in USD 3,848,133 2,477,868Bank balances denominated in EUR 731,743 411,363Bank balances denominated in CAD 253,245 4,029Bank balances denominated in EEK 1,527 72,101Bank balances denominated in CHF 4,729 –Bank balances denominated in CNY 563,710 823,756total cash and cash equivalents 7,596,926 7,706,149
 Cash and cash equivalents include term deposits of RUB 3,154,324 (2009: RUB 5,655,937).
 Cash on hand and bank balances include restricted cash balance of RUB 402,534 as a guarantee related to credit agreement between HSBC Bank (China) and one of the subsidiaries of the Group in China.
 The fair value of cash and cash equivalents are equal to their carrying amount. All bank balances and term deposits are neither past due nor impaired. Analysis of the credit quality of bank balances and term deposits is as follows:
 2010 2009
 A to AAA* rated 686,055 74,939BB- to BBB+* rated 5,885,495 6,795,680Chinese banks with top internal credit ratings 574,207 831,317Unrated 451,169 4,213total 7,596,926 7,706,149
 * Based on the credit ratings of Fitch Ratings, an independent rating agency.
 accountS receivable10. 2010 2009
 Trade accounts receivable 1,850,598 386,598Notes receivable 172,157 75,383Other accounts receivable 236,360 202,783Less: impairment provision (193,867) (226,699)total financial assets 2,065,248 438,065Advances to suppliers 1,261,483 2,067,901value-added tax recoverable 2,466,458 1,656,970Income tax prepayments 25,377 89,142Other taxes receivable 113,155 62,735Less: impairment provision (6,915) (4,279)total accounts receivable 5,924,806 4,310,534
 Included in notes receivable are notes receivable from Sberbank for RUB 127,440 (2009: RUB 68,424) and notes receivable from banks in China for RUB 44,717 (2009: RUB 6,959).
 The fair value of accounts receivable does not differ significantly from their carrying amounts.
 As of 31 December 2010, trade and other accounts receivable of RUB 193,867 (2009: RUB 226,699) were individually impaired and an impairment provision was recognised. The individually impaired receivables mainly relate to customers that are in unexpectedly difficult economic situations.
 The ageing of these receivables is as follows:2010 2009
 Less than 3 months – –From 3 to 9 months 1,025 2,948From 9 to 12 months 4,285 4,804Over 12 months 188,557 218,947total gross amount of impaired accounts receivable 193,867 226,699
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 The movements in the provision for impairment of trade and other accounts receivable are as follows: 2010 2009
 trade and other receivableS
 trade and other receivableS
 provision for impairment at 1 january (226,699) (210,153)Provision for impairment (144,106) (30,813)Provision used 121,136 3,031Provision reversed 55,802 11,236provision for impairment at 31 december (193,867) (226,699)
 The Group does not hold any collateral as security.
 The other classes within accounts receivable do not contain impaired assets.
 As of 31 December 2010, trade receivables of RUB 10,154 (2009: RUB 44,754) were past due but not impaired. The ageing analysis of these trade receivables from past due date is as follows:
 2010 2009
 Less than 3 months 303 2,100From 3 to 9 months 3,499 172From 9 to 12 months 3,349 16,509Over 12 months 3,003 25,973trade accounts receivable past due not impaired 10,154 44,754
 Analysis by credit quality of trade and other receivables is as follows:2010 2009
 trade receivableS noteS receivable
 trade receivableS
 noteS receivable
 current and not impaired – exposure to:- Notes receivable from top Russian and foreign banks – 172,157 – 75,383- Foreign traders and customers 1,760,621 – 232,500 –- Small individual Russian companies and farms 79,698 – 33,632 –- Chinese customers 42,618 51,796 –total current and not impaired 1,882,937 172,157 317,928 75,383
 loanS receivable11. 2010 2009
 Short-term loans receivableLoans issued to related parties (refer to Note 8) 798,075 713,718Loans issued to third parties 157,810 117,724
 955,885 831,442long-term loans receivableLoans issued to related parties (refer to Note 8) 32,264 5,015Loans issued to third parties 9,706 56,264
 41,970 61,279
 Loans receivable contain neither impaired nor overdue assets as of 31 December 2010 and 31 December 2009. No provision for impairment was recognised for loans receivable as of the respective dates.
 At 31 December 2010 and 2009 short-term loans totalled RUB 955,885 and RUB 831,442, respectively, at interest rates in the range of 8.25% to 8.8% (2009: 10.5% to 14.2%). The loans were unsecured.
 At 31 December 2010 and 2009 long-term loans totalled RUB 41,970 and RUB 61,279, respectively, at interest rates of 8.8% (2009: 8.0% to 14.2%). The loans were unsecured.
 In 2010 the Group accrued interest income on loans receivable of RUB 88,028 (2009: RUB 92,773).
 At 31 December 2010 and at 31 December 2009 the Group had two counterparties with aggregated loans receivable balances in excess of 80% and 75% of the Group’s loans receivable balances, respectively. The loans were issued to parties, with whom the Group had standing business relationship as lending business is not Group’s primary activity.
 inventorieS12. 2010 2009
 Raw materials and spare parts 4,246,033 3,062,590Work in progress 343,971 202,921Finished products 2,574,895 2,592,937 7,164,899 5,858,448
 Raw materials are shown net of write-down of RUB 198,652 (2009: RUB 229,787). Finished products are shown net of write-down of RUB 0 (2009: RUB 2,499). No inventory was pledged as security at 31 December 2010 and 2009.
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 leaSehold land13. 2010 2009
 cost
 Balance at 1 january 552,164 490,230Additions 50,644 51,052Disposals (47,991) (5,817)Translation difference (6,077) 16,699balance at 31 december 548,740 552,164
 accumulated amortization
 Balance at 1 january 35,737 31,239Amortization for the year 4,451 3,549Disposals – –Translation difference 1,392 949balance at 31 december 41,580 35,737
 net book value
 balance at 1 january 516,427 458,991balance at 31 december 507,160 516,427
 At 31 December 2010, the Group’s leasehold land with net book value of RUB 294,652 (2009: RUB 239,142) was held and represent prepayments for land use rights with terms of 27 to 30 years expiring from March 2023 to November 2028. The leasehold land related to location of buildings and production facilities of Shandong Hongri Acron Chemical Joint Stock Company Ltd., the Group’s subsidiary in the People’s Republic of China.
 At 31 December 2010, land use right with a net book value of RUB 206,834 (2009: RUB 196,167) had been pledged as security for long-term loans (Note 22).
 property, plant and eQuipment14. buildingS and
 conStructionSplant and
 eQuipment tranSport other landaSSetS under
 conStruction total
 cost
 balance at 1 january 2010 19,881,398 21,856,799 3,079,576 1,086,430 684,531 4,558,301 51,147,035Additions – – – – – 5,448,935 5,448,935Transfers 150,045 891,921 668,025 666,701 16,743 (2,393,435) –Disposals (326,475) (605,148) (48,735) (60,794) – – (1,041,152)Translation difference (50,945) 54,777 (12,925) 2,022 – (42,648) (49,719)balance at 31 december 2010 19,654,023 22,198,349 3,685,941 1,694,359 701,274 7,571,153 55,505,099
 accumulated depreciation
 balance at 1 january 2010 12,076,447 16,734,333 819,487 507,970 – – 30,138,237
 Depreciation charge 426,556 790,184 224,503 49,909 – – 1,491,152Disposals (321,281) (474,732) (41,730) (42,716) – – (880,459)Translation difference (18,007) 16,075 1,571 63 – – (298)balance at 31 december 2010 12,163,715 17,065,860 1,003,831 515,226 – – 30,748,632
 accumulated impairment loss
 balance at 1 january 2010 227,999 298,111 – 2,586 – 5,468 534,164Reclassification – – – – – – –Impairment Charge – 138,057 – – – – 138,057Reversal – (27,584) – (611) – – (28,195)Translation difference 8,883 11,615 438 408 21,344balance at 31 december 2010 236,882 420,199 – 2,413 – 5,876 665,370
 net book value
 balance at 1 january 2010 7,576,952 4,824,355 2,260,089 575,874 684,531 4,552,833 20,474,634balance at 31 december 2010 7,253,426 4,712,290 2,682,110 1,176,720 701,274 7,565,277 24,091,097
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 Included in the 2010 additions to assets under constructions is approximately RUB 289,174 of capitalized borrowing costs in accordance with IAS 23(R) (2009: RUB 140,264) at the average borrowing rate of 9.33% (2009: 11.25%)
 non-current assets impairment test. Cash-generating units (CGUs) represent the lowest level within the Group at which the goodwill is monitored by management and which are not larger than a segment.
 The recoverable amount of each CGU was determined based on value-in-use calculations. These calculations use cash flow projections, prepared in nominal terms, based on financial budgets approved by management covering a five year period. The growth rates do not exceed the long-term average growth rate for the business sector of the economy in which the CGU operates.
 Based on the results of these calculations the Group concluded that no impairment charge was required for major CGUs in 2010.
 In 2010 the impairment charge in the amount of RUB 109,862 arose in a Methanol CGU in Shandong Hongri Acron Chemical Joint Stock Company Limited (included in China operating segment) primarily due to worsening market conditions, decrease in demand and profitability of methanol production which caused management to temporary suspended methanol production. There was no impairment in 2009.
 The key assumptions used for value-in-use calculations at 31 December 2010 are as follows:aS dbt, llc andrex,
 jSc dorogobuzh, jSc acronShandong hongri acron
 chemical jSc limited
 EBITDA margin range over the forecast period 17–33% 9–15%Growth rate beyond five years 3% 2.5%Discount rate 9.9–13.1% 9.6%
 The key assumptions used for value-in-use calculations at 31 December 2009 are as follows:
 aS dbt, llc andrex, jSc dorogobuzh, jSc acron
 Shandong hongri acron chemical jSc limited
 EBITDA margin range over the forecast period 13–27% 4–18%Growth rate beyond five years 3% 2.5%Discount rate 12.6–15.5% 9.6%
 Management determined budgeted EBITDA margin based on past performance and its most realistic expectations of market development. The weighted average growth rates used are consistent with the forecasts included in industry reports. The discount rates used are pre-tax, reflect specific risks relating to the relevant segments and were estimated on the weighted average cost of capital basis.
 buildingS and conStructionS
 plant and eQuipment tranSport other land
 aSSetS under conStruction total
 cost
 balance at 1 january 2009 17,884,332 20,968,060 2,309,636 1,035,892 – 4,956,324 47,154,244Additions – – – – 684,531 3,049,797 3,734,328Transfers 1,821,217 726,598 812,114 92,179 – (3,452,108) –Disposals (208,763) (457,503) (45,088) (59,182) – – (770,536)Translation difference 384,612 619,644 2,914 17,541 – 4,288 1,028,999balance at 31 december 2009 19,881,398 21,856,799 3,079,576 1,086,430 684,531 4,558,301 51,147,035
 accumulated depreciation
 balance at 1 january 2009 11,580,276 15,798,421 706,908 443,485 – – 28,529,090Depreciation charge 393,641 755,112 150,422 76,939 – – 1,376,114Disposals (201,125) (357,069) (38,815) (27,876) – – (624,885)Translation difference 303,655 537,869 972 15,422 – – 857,918balance at 31 december 2009 12,076,447 16,734,333 819,487 507,970 – – 30,138,237
 accumulated impairment loss
 balance at 1 january 2009 95,993 462,971 – 6,970 – 5,307 571,241Reclassification 129,185 (125,194) – (3,991) – – –Reversal (1,055) (53,724) – (606) – – (55,385)Translation difference 3,876 14,058 – 213 – 161 18,308balance at 31 december 2009 227,999 298,111 – 2,586 – 5,468 534,164
 net book value
 balance at 1 january 2009 6,208,063 4,706,668 1,602,728 585,437 – 4,951,017 18,053,913balance at 31 december 2009 7,576,952 4,824,355 2,260,089 575,874 684,531 4,552,833 20,474,634
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 The assets transferred to the Group upon privatisation did not include the land on which the Group’s factories and buildings, comprising the Group’s principal manufacturing facilities, are situated. As a result of changes in legislation in 2001, all companies located in the Russian Federation have been granted the option to purchase this land upon application to the state registration body or to continue occupying this land under a rental agreement. The purchase price of the land is calculated by reference to the cadastral value applied for property taxes and certain coefficients which are determined by local state authorities. This purchase price may significantly differ from its market value. In accordance with Russian legislation the expiry date for this option is 1 January 2012. At 31 December 2009 major subsidiaries of the Group exercised the option and purchased the land under production plants.
 At 31 December 2010, buildings, machinery and equipment with a net book value of RUB 586,933 (2009: RUB 774,956) had been pledged as security for long-term loans (Note 22).
 The Group incurs expenses directly related to the development of deposits. These expenses were capitalised in accordance with the Group accounting policy and included within assets under construction.
 Development expenditure comprises of:2010 2009
 balance at 1 january 921,860 465,789Additions 2,879,801 484,293Disposals/Transfers (38,914) (28,222)balance at 31 december 3,762,747 921,860
 leased assetsThe following amounts were included in the financial statements in respect of property, plant and equipment where the Group is a lessee under a finance lease:
 2010 2009
 Cost of transport 146,000 146,000Accumulated depreciation (65,861) (45,004)carrying amount of transport 80,139 100,996
 exploration and evaluation licenceS and expenditure15. In May 2008 the Group’s subsidiary, LLC Verkhnekamsk Potash Company, following an auction process, acquired a license for the exploration and development of the Talitsky section of the Verkhnekamsk potash deposit, located in Perm region, Russian Federation. The license expires in April 2028.
 In accordance with the conditions of the license, the Group has the following commitments:to finalise the geological exploration by 15 April 2012; �to commence construction of an exploration complex by 15 June 2014; �to commence the extraction of potash salt by 15 June 2016. �
 The Group accounted for the license at cost of RUB 16,828,767 and additionally capitalised borrowing costs of RUB 1,790,666 at 8.8% (2009: RUB 1,886,805 at 11.25%). In 2010 the Group also capitalised exploration and evaluation expenses including costs related to compliance with mining terms in the amount of RUB 293,000 (2009: RUB 152,000). No exploration and evaluation expenses were recognised in profit or loss.
 During 2008 the Group’s subsidiary (101109718 Saskatchewan Ltd.) acquired 26 permits to explore for potash deposits in the Canadian province of Saskatchewan for RUB 1,456,863. Duration of the permits is 5 years. Following exploration results the Group will have preferential right for purchase of exploitation licenses. During 2010 the Group sold two licenses with net book value of RUB 163,907 for RUB 327,155.
 2010 2009
 cost
 balance at 1 january 21,690,111 19,624,441Additions 2,083,666 2,065,670Disposals (163,907) –balance at 31 december 23,609,870 21,690,111
 accumulated amortization
 balance at 1 january – –Additions – –Disposals – –balance at 31 december – –
 net book value
 balance at 1 january 21,690,111 19,624,441balance at 31 december 23,609,870 21,690,111
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 Exploration and evaluation expenditure comprise of:2010 2009
 Apatite-nepheline deposits 530,843 237,843Potash deposits 21,757,206 19,966,540Permits for exploration 1,321,821 1,485,728
 23,609,870 21,690,111
 exploration and evaluation expenditure impairment test 2010The recoverable amount of each CGU was determined based on value-in-use calculations. These calculations use cash flow projections, prepared in nominal terms, based on financial budgets approved by management covering a five year period, beginning from projected start of operating activities. The growth rates do not exceed the long-term average growth rate for the business sector of the economy in which the CGU operates.
 Based on the results of these calculations the Group concluded that no impairment charge was required for major CGUs. The key assumptions used for value-in-use calculations at 31 December 2010 are as follows:
 101109718 SaSkatchewan ltd.
 jSc north-weStern phoSphorouS company
 llc verkhnekamSk potaSh company
 EBITDA margin range over the forecast period 43–47% 19–51% 53–66%Growth rate beyond forecast period 1% – 1%Discount rate 12.9% 10.7% 13.1%
 During 2010 management renegotiated the terms and condition of mining license to postpone several milestone commitments which are stated above. As the result, management re-evaluated its projections for EBITDA margin, growth rate and discount rate for JSC North-Western Phosphorous Company and LLC Verkhnekamsk Potash Company.
 Management determined budgeted EBITDA margin based on peers performance and its most realistic expectations of market development. The weighted average growth rates used are consistent with the forecasts included in industry reports. The discount rates used are pre-tax, reflect specific risks relating to the relevant segments and were estimated on the weighted average cost of capital basis.
 exploration and evaluation expenditure impairment test 2009The recoverable amount of each CGU was determined based on value-in-use calculations. These calculations use cash flow projections, prepared in nominal terms, based on financial budgets approved by management covering a five year period, beginning from projected start of operating activities. The growth rates do not exceed the long-term average growth rate for the business sector of the economy in which the CGU operates.
 Based on the results of these calculations the Group concluded that no impairment charge was required for major CGUs. The key assumptions used for value-in-use calculations at 31 December 2009 are as follows:
 101109718 SaSkatchewan ltd.
 jSc north-weStern phoSphorouS company
 llc verkhnekamSk potaSh company
 EBITDA margin range over the forecast period 43–47% 47–68% 65–74%Growth rate beyond forecast period 1% 1% 1%Discount rate 12.9% 16.7% 17.0%
 Management determined budgeted EBITDA margin based on peers performance and its most realistic expectations of market development. The weighted average growth rates used are consistent with the forecasts included in industry reports. The discount rates used are pre-tax, reflect specific risks relating to the relevant segments and were estimated on the weighted average cost of capital basis.
 goodwill16. note 2010 2009
 carrying amount at 1 january 1,266,651 1,271,673Adjustment identified in the course of finalisation of the purchase price allocation 31 (5,022)carrying amount at 31 december 1,266,651 1,266,651Gross book value at 31 December 1,266,651 1,266,651carrying amount at 31 december 1,266,651 1,266,651
 Goodwill is allocated to cash-generating units (CGUs) which represent the lowest level within the Group at which the goodwill is monitored by management and which are not larger than a segment as follows:
 2010 2009
 LLC Andrex 52,068 52,068jSC Dorogobuzh 971,533 971,533AS DBT 243,050 243,050total carrying amount of goodwill 1,266,651 1,266,651
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 available-For-Sale inveStmentS17. 2010 2009
 balance at 1 january 20,594,908 6,659,501Additions 4,421 208,644Fair value gain recognised directly in other comprehensive income 3,982,803 13,742,424Disposals (183,803) (15,661)balance at 31 december 24,398,329 20,594,908
 The Group has investments in the following companies:name activity country oF regiStration 2010 2009
 jSC Silvinit Potash mining Russia 17,435,000 14,835,600jSC Apatit Apatite concentrate mining Russia 6,559,121 5,226,653Sberbank Banking Russia 257,870 206,935Other 146,338 325,720
 24,398,329 20,594,908
 Fair value of all investments was determined by reference to the current market value at the close of business on 31 December 2010. At 31 December 2010 the share price quoted by RTS and MICEX for JSC Apatit and JSC Silvinit amounted to USD 335 and USD 902 for 1 share, respectively. At 31 December 2009 the share price quoted by RTS and MICEX for JSC Apatit and JSC Silvinit amounted to USD 269 and USD 773 for 1 share, respectively.
 derivativeS Financial aSSetS and liabilitieS18. In July 2010, the Group entered into two interest rate swap contracts with a combined non deliverable nominal amount of USD 400 million as the result of these the Group pays monthly USD fixed 0.9025% and 0.905% and receives variable interest which is determined based on the monthly USD LIBOR. The contractual settlement date of contracts is 12 July 2013. At 31 December 2010 the fair value of both contracts was RUB 57,568. The total impact the revaluing these contracts included in the statement of operations for 2010 was RUB 93,167 loss.
 In September 2010 the Group transacted a USD/RUB cross currency swap agreement whereby the Group pays USD fixed 5.10% based on the nominal amount of USD 9,691 thousand and receives Russian Roubles fixed 8.75% interest based on the nominal amount of RUB 300,000. The swap will mature on 22 September 2011. At 31 December 2010 the fair value of the contract was RUB 7,542. The total impact the revaluing these contracts included in profit or loss for 2010 was RUB 10,198 gain.
 trading inveStmentS19. 2010 2009
 Eurobonds 420,285 –Corporate bonds 101,239 –Promissory notes 149,451 –Total debt securities 670,975 –Corporate shares 55,748 –total trading investments 726,723 –
 Trading investments are carried at fair value which also reflects any credit risk related write-downs. As trading investments are carried at their fair values based on observable market data using bid prices from MICEX/RTS stock exchange, the Group does not analyse or monitor impairment indicators.
 Analysis by credit quality of debt trading securities outstanding at 31 December 2010 is as follows:
 eurobondScorporate
 bondSpro-miSSory
 noteS total
 - b1 rated 15,087 15,087- b2 rated 130,969 130,969- b3 rated 73,659 73,659- ba1 rated 13,105 13,105- b rated 122,048 122,048- caa2 rated 23,203 23,203- unrated 42,214 101,239 149,451 292,904- Balances renegotiated in 2010 – – – –total debt securities 420,285 101,239 149,451 670,975
 None of the debt securities are past due or impaired as of 31 December 2010.
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 accountS payable20. 2010 2009Trade accounts payable (refer to Note 8) 876,345 702,111Dividends payable 25,587 12,117total financial payables 901,932 714,228Payables to employees 446,612 290,696Accrued liabilities and other creditors 324,190 312,630total accounts payable and accrued expenses 1,672,734 1,317,554
 other taxeS payable21. 2010 2009
 value-added tax payable 103,679 81,440Payroll taxes 70,666 45,516Property and other taxes payable 137,888 112,102
 312,233 239,058
 Short-term and long-term borrowingS22. Borrowings consist of the following:
 2010 2009
 Bonds issued 5,780,275 6,047,494Credit lines 8,884,919 20,673,272Term loans 21,188,328 5,639,816
 35,853,522 32,360,582
 The Group’s borrowings mature as follows:2010 2009
 Borrowings due:- within 1 year 13,134,375 12,548,564- between 1 and 5 years 19,005,764 19,812,018- after 5 years 3,713,383 –
 35,853,522 32,360,582
 The Group’s borrowings are denominated in currencies as follows:2010 2009
 Borrowings denominated in:- RUB 7,920,138 10,327,094- EUR 1,635,137 1,927,033- USD 24,259,612 18,467,611- CNY 2,038,635 1,638,844
 35,853,522 32,360,582
 Bank loans denominated in CNY were collateralised by buildings, machinery and equipment with a net book value of RUB 586,933 (2009: RUB 774,956) (Note 14) and land use right with a net book value of RUB 206,834 (2009: RUB 196,167) (Note 13). The loans obtained from banks in China are secured by guarantees issued by third parties totalled RUB 1,196,490 (2009: RUB 730,836).
 With the exception of interest rate and cross currency swap agreements (Note 18), the Group does not apply hedge accounting and has not entered into any hedging arrangements in respect of its foreign currency obligations or interest rate exposures.
 At 31 December 2010 the fair value of borrowings was RUB 392,714 lower than the their carrying amount (RUB 689,382 lower than their carrying amounts at 31 December 2009)
 At 31 December 2010 unused credit lines available under the long-term loan facilities were RUB 8,557,944 (31 December 2009: 0). The terms and conditions of unused credit lines are consistent with other borrowings disclosed in Note 22.
 The details of the significant short-term loan balances are summarised below:2010 2009
 Short-term borrowingsrub Loans with fixed interest rates of 8.75% to 10% per annum 310,000 8,000Bond issue with fixed interest rate of 13.85% to 14.05% per annum 2,743,049 –eur Loans with floating interest rates of EURIBOR + 1.3% per annum – 282,479
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 2010 2009
 uSd Loans with fixed interest rate of 3.6% to 8% per annum 4,182,284 2,528,917Loans with floating interest rates of LIBOR + 5.1% to LIBOR + 5.6% per annum 3,860,407 8,090,324 cnyLoans with fixed interest rates of 4.62% to 8.5% per annum 2,038,635 1,395,232Add: current portion of long-term debt – 243,612total short-term borrowings 13,134,375 12,548,564
 The details of the significant long-term loan balances are summarised below:
 2010 2009
 long-term borrowingsrub Loans with fixed interest rates of 8.85% to 9% per annum 1,829,863 4,271,600Bonds with coupon payments of 13.85% to 14.05% per annum 3,037,226 6,047,494eur Loans with floating interest rates of EURIBOR + 1.3% to +1.35% 1,635,137 1,644,554uSd Loans with fixed interest rates of 7.75% to 8.25% per annum 9,227,552 5,292,735Loans with floating interest rates of LIBOR + 4% to LIBOR + 5.6% per annum 6,989,369 1,345,867Loans with floating interest rates of LIBOR + 8% – 1,209,768 cnyLoans with fixed interest rates of 6.2% to 7.4% per annum – 243,612Less: current portion of long-term debt – (243,612)total long-term borrowings 22,719,147 19,812,018
 The loan agreements for a total of RUB 17,368,926 (2009: RUB 11,794,156) contain certain covenants including those which require the Group and Group entities to maintain a minimum level of net assets, and impose restrictions on total debt, EBITDA/net interest expense ratio and debt/EBITDA ratio. The loan agreements provide for the borrower’s obligation to maintain the required level of foreign currency inflows through the accounts opened with the lending banks and stipulate acceleration clauses in case of the borrower’s failure to fulfil or appropriately fulfil its obligations to the bank.
 The loan agreements for a total of around RUB 3,657,228 (2009: RUB 4,964,053) contain a covenant, that requires the borrower to maintain a required level of cash flows through the accounts opened with the lending bank. The loan agreement also contains a number of covenants and acceleration clause in case of the borrower’s failure to fulfil its obligations under the loan agreements which include restrictions on material transactions with assets. Also, these covenants permit the respective banks to directly debit the accounts opened by the debtors with the banks to ensure repayment of the borrowings.
 In September 2009 the Group placed through an offering to the public under an open subscription RUB denominated 14.05% non-convertible bonds with a face value of RUB 3,500,000 to be redeemed in September 2013. The holders of this bonds issue were granted an option to redeem the bonds in September 2011.
 In November 2009 the Group placed through an offering to the public under an open subscription RUB denominated 13.85% non-convertible bonds with a face value of RUB 3,500,000 to be redeemed in November 2013. The holders of this bonds issue were granted an option to redeem the bonds in May 2012. At the time of offering, bonds for RUB 960,000 were purchased by the Company’s subsidiary, JSC Dorogobuzh.
 These bonds have been admitted to the quotation list B and are traded on MICEX. The fair value of the outstanding bonds balance at 31 December 2010 was RUB 6,190,480 with reference to MICEX Stock Exchange quotations as of this date (2009: RUB 6,134,781)
 Finance leaSe liabilitieS23. The finance lease liabilities carry the effective rate of interest of 15.95% and are effectively collateralised by the leased assets, as the assets revert to the lessor in the event of default.
 Finance lease liabilities minimum lease payments: 2010 2009
 Not later than 1 year 20,551 22,776Later than 1 year and not later than 5 years 47,022 67,573More than 5 years – –Future finance charges on finance lease (9,627) (19,297)present value of finance lease liabilities 57,946 71,052
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 The present value of finance lease liabilities matures as follows: 2010 2009
 Not later than 1 year 19,681 21,553Later than 1 year and not later than 5 years 38,265 49,499More than 5 years – – 57,946 71,052
 Share capital 24. The total authorised number of ordinary shares is 47,687,600 shares (2009: 47,687,600) with a par value of RUB 5 per share. All authorised shares have been issued and fully paid.
 Total number of outstanding shares comprises (par value is expressed in roubles per one share):no. oF
 outStanding ordinary ShareS
 no. oF treaSury ShareS
 total Share
 capitaltreaSury Share
 capital
 outStandingShare
 capital
 at 31 december 2009 47,687,600 (4,147,256) 3,125,018 (46,326) 3,078,692Acquisition of treasury shares (547,820) (6,118) (6,118)at 31 december 2010 47,687,600 (4,695,076) 3,125,018 (52,444) 3,072,574
 In 2010 the Group acquired 547,820 shares of the Company for RUB 498,729 paid in cash. The transaction was recorded in other reserves in the statement of changes of equity.
 A dividend was declared in 2010 in respect of 2009 to holders of ordinary shares of RUB 25 per ordinary share (2009: RUB 0).
 During 2010, the Group increased its shareholding in JSC Dorogobuzh to 73.90% (2009: 72.33%). The total purchase consideration comprised RUB 171,066 paid in cash. During 2009 JSC Dorogobuzh increased its shareholding in the Company through acquisition of 105,646 shares from the Company. This did not have impact on total amount of treasury shares held by the Group. Shares owned by JSC Dorogobuzh are accounted for as treasury shares, but retain their voting rights and dividends. As the result of this transaction the non controlling interest decreased by RUB 209,959.
 In 2009 one of the subsidiaries of the Group distributed dividend in the amount of RUB 182,935, which included RUB 93,927 attributable to the Group and RUB 89,638 attributable to the non-controlling interest.
 In December 2009 the Group completed acquisition of AS DBT from a party under common control for a cash consideration of RUB 1,085,620 This acquisition was accounted for under IAS 27 (Revised), which the Group early adopted from 1 January 2009. The Group applied economic entity model to account for this transactions with non-controlling shareholder. The difference between the purchase consideration and the carrying amount of non-controlling interest acquired was recorded as capital transaction directly in equity.
 coSt oF SaleS25. 2010 2009
 Change in inventories of finished goods and work in progress 123,098 239,405Staff costs 2,948,859 2,766,430Materials and components used 10,240,377 9,523,124Fuel and energy 3,385,905 2,746,195Natural gas 6,426,651 5,338,145Depreciation and amortization 1,491,152 1,379,663Impairment loss 109,862 (55,385)Production overheads 300,179 155,343Repairs and maintenance 2,554,902 1,592,540Social expenditure 298,951 253,412
 27,879,936 23,938,872
 Selling, general and adminiStrative expenSeS26. 2010 2009
 Staff costs 1,718,818 1,399,630Provision for bad debts (30,196) 10,030Business trips expenses 232,901 89,208Research and development costs 53,540 15,952Taxes other than income tax 377,298 335,908Marketing services 124,060 71,181Audit, legal and consulting services 419,893 342,876Bank services 327,897 272,246Insurance 64,027 44,527Buildings maintenance and rent 210,238 150,801
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 2010 2009
 Security 237,142 163,486Telecommunication costs 60,377 45,872Representation expenses 65,903 67,555Commission fees 33,497 155,364Idle capacity costs 106,591 –Other expenses 361,901 257,037
 4,363,887 3,421,673
 Finance income/(expenSeS), net27. 2010 2009
 Interest income from loans provided and term deposits 360,779 165,788Dividend income 44,567 41,162(Loss) from buyout of own debt securities (79,591) –Foreign exchange gain 1,930,614 4,764,883Foreign exchange loss (2,035,817) (4,779,664) 220,552 192,169
 other operating income/(expenSeS), net28. 2010 2009
 Gain (loss) on disposal of investments (8,220) 23,529Gain on sale of license 163,248 –Charity expenses (120,699) (98,852)Other expenses 10,581 (79,671)Foreign exchange gain 1,203,568 2,342,589Foreign exchange loss (1,297,795) (2,741,810) (49,317) (554,215)
 earningS per Share29. Basic earnings/(loss) per share are calculated by dividing the profit or loss attributable to equity holders of the Company by the weighted average number of ordinary shares in issue during the year, excluding treasury shares (Note 24). The Company has no dilutive potential ordinary shares, therefore, the diluted earnings per share equal the basic earnings per share.
 2010 2009
 Weighted average number of shares outstanding 47,687,600 47,687,600Adjusted for weighted average number of treasury shares (4,329,863) (4,147,256)Weighted average number of shares outstanding 43,357,737 43,540,344profit attributable to the equity holders of the company 5,584,068 7,081,442basic and diluted earnings per share (in russian roubles) attributable to the equity holders of the company 128.79 162.64
 income tax 30. 2010 2009
 Income tax expense – current 1,924,921 1,948,826Deferred tax credit – origination and reversal of temporary differences (20,478) (400,898)income tax charge 1,904,443 1,547,928
 Profit before taxation for financial reporting purposes is reconciled to tax charge as follows: 2010 2009
 profit before taxation 8,183,894 8,804,021Theoretical tax charge at statutory rate of 20% thereon (2009: 20%) 1,636,779 1,760,804Effects of different tax rates – (150,750)Unrecognised tax loss carry forwards for the previous years utilised – (133,439)Tax effect of items which are not deductible or assessable for taxation purposes 146,848 71,313Unrecognised tax loss carry forwards for the year 120,816 –income tax charge 1,904,443 1,547,928
 In the context of the Group’s current structure, tax losses and current tax assets of different group companies may not be offset against current tax liabilities and taxable profits of other group companies and, accordingly, taxes may accrue even where there is a consolidated tax loss. Therefore, deferred tax assets and liabilities are offset only when they relate to the same taxable entity. Differences between IFRS and Russian and other countries statutory taxation regulations give rise to temporary differences between the carrying amount of assets and liabilities for financial reporting purposes and their tax bases. The tax effect of the movements in these temporary differences is detailed below and is recorded for major Russian subsidiaries at the rate of 20% (2009: 20%).
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 1 january 2009
 charged/ (credited) to
 proFit or loSS
 charged/ (credited)
 to oci
 31 december
 2009
 charged/ (credited)
 to proFit or loSS
 charged/ (credited)
 to oci
 31 december
 2010
 tax effects of taxable temporary differences :Property, plant and equipment 615,989 (75,769) – 540,220 30,232 – 570,452Investments 1,365,569 (44,921) 2,748,481 4,069,129 14,256 796,561 4,879,946Exploration rights 321,015 548,488 – 869,503 529,257 – 1,398,760tax effects of deductible temporary differences and tax loss carry forwards:Other temporary differences (7,947) 50,646 – 42,699 (21,000) – 21,699Tax loss carry forwards (290,092) (1,031,843) – (1,321,935) (621,124) – (1,943,059)Inventories (91,647) 94,518 – 2,871 35,100 – 37,971Accounts receivable (81,613) (6,982) – (88,595) 25,942 – (62,653)Accounts payable (121,901) 64,965 – (56,936) 2,073 – (54,863)Staff costs payable (29,732) – – (29,732) (15,214) – (44,946)recognised net deferred tax liability 1,679,641 (400,898) 2,748,481 4,027,224 (20,478) 796,561 4,803,307
 The Group has not recognised a deferred tax liability in respect of temporary differences associated with investments in subsidiaries in the amount of RUB 8,123,663 (2009: RUB 8,294,712). The Group controls timing of the reversal of those temporary differences.
 Substantially all deferred tax liabilities presented in the statement of financial position are expected to be realised within a period exceeding 12 months from the reporting date.
 Substantially all deferred tax assets presented in the statement of financial position are expected to be realised within a period exceeding 12 months from the reporting date.
 inveStment in aSSociate31. In September 2009, the Group sold its investment in JSC Sibneftegaz (21% of interest held) for a total consideration of RUB 4,172,527 to a third party. A pre-tax gain on this transaction of RUB 3,816,368 was recognisedand included in the “Gain on disposal of associate” line in the consolidated statement of comprehensive income. The revenues and net loss of JSC Sibneftegaz for the period from 1 January 2009 to the date of disposal amounted to RUB 1,279,877 and RUB 1,023,101, respectively.
 contingencieS, commitmentS and operating riSkS32.
 contractual commitments and guaranteesi As at 31 December 2010 the Group had outstanding capital commitments in relation to property, plant and equipment for amount of RUB 61,354 thousand (2009: RUB 621,874).
 In accordance with the conditions of the exploration licenses the Group has to commence the extraction of certain mineral resources by certain dates as stipulated by license agreements (Note 15).
 The Group has already allocated the necessary resources in respect of these commitments. The Group believes that future net income and funding will be sufficient to cover this and any similar such commitments.
 Guarantees are irrevocable assurances that the Group will make payments in the event that another party cannot meet its obligations. As at 31 December 2010 and 2009, the Group has issued financial guarantees to third parties in respect of borrowings from non-group companies in the amount of RUB 2,066,345 and RUB 1,075,879, respectively. No amount has been accrued in the consolidated financial statements for the Group’s obligation under these guarantees as the projected outflows from such guarantees are not expected.
 legal proceedingsii From time to time and in the normal course of business, claims against the Group are received. On the basis of its own estimates and both internal and external professional advice the Management is of the opinion that no material losses will be incurred in respect of claims.
 operating environment of the groupiii The Russian Federation displays certain characteristics of an emerging market, including relatively high inflation and interest rates, as well as periodic volatility in the RUB exchange rate.
 In 2010, the Russian economy experienced a moderate recovery of economic growth. The recovery was accompanied by a gradual increase in household incomes, lower refinancing rates, stabilization of the exchange rate of the Russian Rouble against major foreign currencies, and increased liquidity levels in the banking sector.
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 Management is unable to predict all developments in the economic environment which could have an impact on the Group’s activities which can expose it to a variety of financial risks: market risk (including foreign currency exchange risk, interest rate risk and price risk), credit risk and liquidity risk. The overall risk management programme seeks to minimize potential adverse effects on the financial performance of the Group.
 people’s Republic of chinaThe Group’s major subsidiary, Shandong Hongri Acron Chemical Joint Stock Company Ltd., is located in the People’s Republic of China. The People’s Republic of China (the “PRC”) economic and legal system is not fully developed and has inherent uncertainties. The economy of PRC differs from the economies of most developed countries in many respects, including its structure, level of government involvement, level of development, growth rate, control of capital investment, control of foreign exchange, and allocation of resources.
 Since 1978, the PRC Government has promulgated various reforms of its economic system and government structure. These reforms have resulted in significant economic growth and social progress for PRC in the last two decades. Many of the reforms are unprecedented or experimental and are expected to be modified from time to time.
 The business and operations of the Group in PRC are governed by the PRC legal system. The PRC legal system is based on written statutes. Prior court decisions may be cited for reference but have limited precedential value. Since the late 1970s, the PRC Government has promulgated laws and regulations dealing with such economic matters as foreign investment, corporate organization and governance, commerce, taxation and trade. However, as many of these laws and regulations are relatively new and continue to evolve, interpretation and enforcement of these laws and regulations involve significant uncertainties and different degrees of inconsistencies. Some of the laws and regulations are still at a developing stage and are therefore subject to policy changes. Furthermore, due to the limited volume of published cases and the non-binding nature of prior court decisions, the outcome of a dispute resolution may not be as consistent or predictable as in other more developed jurisdictions, which may limit legal protections available to the Group. In addition, any litigation in PRC may be protracted and result in substantial costs and diversion of resources and management attention.
 taxationiv Russian federationRussian tax and customs legislation is subject to varying interpretations, and changes, which can occur frequently. Management’s interpretation of such legislation as applied to the transactions and activity of the Group may be challenged by the relevant authorities.
 The Russian tax authorities may be taking a more assertive position in their interpretation of the legislation and assessments, and it is possible that transactions and activities that have not been challenged in the past may be challenged. In October 2006, the Supreme Arbitration Court issued guidance to lower courts on reviewing tax cases providing a systemic roadmap for anti-avoidance claims, and it is possible that this will significantly increase the level and frequency of tax authorities scrutiny.
 As a result, significant additional taxes, penalties and interest may be assessed. Fiscal periods remain open to review by the authorities in respect of taxes for three calendar years preceding the year of review. Under certain circumstances reviews may cover longer periods.
 Russian transfer pricing legislation introduced 1 January 1999 provides the possibility for tax authorities to make transfer pricing adjustments and impose additional tax liabilities in respect of all controllable transactions, provided that the transaction price differs from the market price by more than 20%.
 Controllable transactions include transactions with interdependent parties, as determined under the Russian Tax Code, all cross-border transactions (irrespective whether performed between related or unrelated parties), transactions where the price applied by a taxpayer differs by more than 20% from the price applied in similar transactions by the same taxpayer within a short period of time, and barter transactions. There is no formal guidance as to how these rules should be applied in practice. In the past, the arbitration court practice with this respect has been contradictory.
 Tax liabilities arising from intercompany transactions are determined using actual transaction prices. It is possible with the evolution of the interpretation of the transfer pricing rules in the Russian Federation and the changes in the approach of the Russian tax authorities, that such transfer prices could potentially be challenged in the future.
 Given the brief nature of the current Russian transfer pricing rules, the impact of any such challenge cannot be reliably estimated; however, it may be significant to the financial condition and/or the overall operations of the entity.
 Management estimates that the Group has no possible obligations from exposure to other than remote tax risks (2009: no obligations).
 The Group’s management believes that its interpretation of the relevant legislation is appropriate and the Group’s tax, currency legislation and customs positions will be sustained. Accordingly, at 31 December 2010 no provision for potential tax liabilities had been recorded (2009: no provision).
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 environmental mattersv The environmental regulation in the Russian Federation is at evolving stage. The Group periodically evaluates its obligations under environmental regulations. As obligations are determined, they are recognised immediately. Potential liabilities, which might arise as a result of changes in existing regulations, civil litigation or legislation, cannot be estimated but could be material. In the current climate under existing legislation, management believes that there are no significant liabilities for environmental damage.
 SigniFicant non-caSh tranSactionS33. Included in sales are non-cash transactions for RUB 61,985 (2009: RUB 383,031), which were settled via non-cash transactions during the years ended 31 December 2010 and 2009, respectively. These transactions primarily represent cancellation of mutual balances with customers within the operating cycle.
 Included in the cost of the licences (refer to Note 15) approximately RUB 293,000 (2009: 0) of capitalized costs related to compliance with mining terms.
 Financial and capital riSk management34. 34.1. Financial riSk managementpresentation of Financial instruments by measurement categoryFor the purposes of measurement, IAS 39, Financial Instruments: Recognition and Measurement, classifies financial assets into the following categories: (a) loans and receivables; (b) available-for-sale financial assets; (c) financial assets held to maturity and (d) financial assets at fair value through profit or loss (“FVTPL”). Financial assets at fair value through profit or loss have two subcategories: (i) assets designated as such upon initial recognition, and (ii) those classified as held for trading. The following table provides a reconciliation of financial assets with these measurement categories as of 31 December 2010:
 2010
 loanS and receivableS available-For-Sale aSSetS trading aSSetS total
 aSSetScash and cash equivalents (note 9)- Cash on hand and bank balances 7,596,926 – – 7,596,926trade and other receivables (note 10)- Trade receivables 1,850,598 – – 1,850,598- Notes receivable 172,157 – – 172,157- Other financial receivables 236,360 – – 236,360loans receivable (note 11)- Short term loans receivable 955,885 – – 955,885- Long term loans receivable 41,970 – – 41,970trading investment (note 19) – – 726,723 726,723available-for-sale investments (note 17)- Corporate shares – 24,398,329 – 24,398,329total Financial aSSetS 10,853,896 24,398,329 726,723 35,978,948
 All of the Group’s financial liabilities except for derivatives are carried at amortized cost. Derivatives belong to the fair value through profit or loss measurement category as designated.
 The following table provides a reconciliation of financial assets with the measurement categories as of 31 December 2009:
 2009
 loanS and receivableS available-For-Sale aSSetS trading aSSetS total
 aSSetScash and cash equivalents (note 9)- Cash on hand and bank balances 7,706,149 – – 7,706,149trade and other receivables (note 10)- Trade receivables 386,598 – – 386,598- Notes receivable 75,383 – – 75,383- Other financial receivables 202,783 – – 202,783loans receivable (note 11)- Short term loans receivable 831,442 – – 831,442- Long term loans receivable 61,279 – – 61,279available-for-sale investments (note 17)- Corporate shares – 20,594,908 – 20,594,908total Financial aSSetS 9,263,638 20,594,908 – 29,858,542

Page 111
                        

116
 The Group’s activities expose it to a variety of financial risks: market risk (including foreign currency exchange risk, interest rate risk and price risk), credit risk and liquidity risk. The overall risk management programme seeks to minimise potential adverse effects on the financial performance of the Group.
 (a) market risk
 (i) foreign currency risk
 Foreign currency risk is the risk of losses resulting from adverse movements in different currency exchange rates against the Group functional currency. Foreign currency risk arises from the international operations of the Group, future commercial transactions in foreign currencies, including repayment of foreign currency denominated borrowings and recognition of assets and liabilities denominated in a currency which is not a functional currency of the Group.
 The objective of the Group’s foreign exchange risk management activities is to minimise the volatility of the Group’s financial results by matching the same foreign currency denominated assets and liabilities.
 Group’s policies for attracting foreign exchange denominated borrowings depend on current and forward rates of foreign currencies to Russian Rouble. Credit lines denominated in various currencies allow the Group to be flexible in reaction to foreign currency rate shocks and minimise foreign currency exposure.
 The tables below summarise the Group’s exposure to foreign currency exchange rate risk at the reporting date:at 31 december 2010 uSd eur cny
 monetary financial assets:Cash and cash equivalents 3,848,133 731,743 563,710Accounts receivable 604,268 10,969 42,618Loans receivable 1,020 – –
 4,453,421 742,712 606,328monetary financial liabilities:Accounts payable and other liabilities (31,610) (801) (561,462)Borrowings and notes payable (24,259,612) (1,635,137) (2,038,635)
 (24,291,222) (1,635,938) (2,600,097)net position (19,837,801) (893,226) (1,993,769)
 at 31 december 2009 uSd eur cny
 monetary financial assets:Cash and cash equivalents 2,477,868 411,363 823,756Accounts receivable 242,084 23,516 51,796Loans receivable 188,270 – –
 2,908,222 434,879 875,552monetary financial liabilities:Accounts payable and other liabilities (17,878) – (479,920)Borrowings and notes payable (18,467,611) (1,927,033) (1,638,844)
 (18,485,489) (1,927,033) (2,118,764)net position (15,577,267) (1,492,154) (1,243,212)
 In September 2010 the Group transacted a USD/RUB cross currency swap agreement whereby the Group pays USD fixed 5.10% based on the nominal amount of USD 9,691 thousand and receives Russian Roubles fixed 8.75% interest based on the nominal amount of RUB 300 million to partially offset volatility of its cash flows from potential appreciation of RUB against USD in 2010–2013 (Note 18).
 The foreign exchange rate sensitivity is calculated by aggregation of the net foreign exchange risk exposure and primarily arises from USD denominated trade receivables, cash and cash equivalents, borrowings and accounts payable.
 2010 2009
 Impact on post-tax profit and on equity of:USD strengthening by 25% (4,959,450) (3,894,317)USD weakening by 25% 4,959,450 3,894,317EUR strengthening by 25% (223,307) (373,039)EUR weakening by 25% 223,307 373,039CNY strengthening by 25% (498,442) (310,803)CNY weakening by 25% 498,442 310,803
 The Group relies on export sales to generate foreign currency earnings. As the Group sales outside the Russian Federation a significant portion of its production, it is exposed to foreign currency risk arising primarily on volatility of USD rate, in which major export sales are denominated.
 Since the Group does not hold any foreign currency denominated equity securities and other financial instruments revalued through equity, the effect of a change in the exchange rate on equity would be the same as that on the post-tax profit.
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 (ii) interest rate risk Interest rate risk arises from movements in interest rates which could affect the Group’s financial results or the value of the Group’s equity. A change in interest rates may cause variations in interest income and expense. The primary objective of the Group’s interest rate management is to protect the net interest result. Interest risk management is carried out by the corporate finance and corporate treasury functions of the Group.
 All entities of the Group obtain any required financing through the corporate treasury function of the Group in the form of loans. Generally, the same concept is adopted for deposits of cash generated by the units.
 Monitoring of current market interest rates and analysis of the Group’s interest-bearing position is performed by the corporate treasury and corporate finance functions as a part of interest rate risk management procedures. Monitoring is performed taking into consideration refinancing, renewal of existing positions and alternative financing.
 The Group’s income and operating cash flows are substantially independent of changes in market interest rates. The Group interest rate risk arises from various debt facilities. Borrowings at variable rates expose the Group’s cash flow to an interest rate risk. At 31 December 2010 and 2009 borrowings at variable rates amounted to RUB 12,484,913 and RUB 12,572,992 respectively (Note 22).
 During 2009 the Group did not hedge this exposure using financial instruments. In July 2010, the Group entered into two interest rate swap contracts with a combined non deliverable nominal amount of USD 400 million to partially offset volatility of its cash flows from potential fluctuations in interest rates 2010–2013 (Note 18).
 At 31 December 2010, if interest rates at that date had been 5% higher with all other variables held constant, profit for the year would have been RUB 691,302 (2009: RUB 385,903) lower, mainly as a result of higher interest expense on variable interest liabilities.
 The effect of a change for the year in the interest rate on equity would be the same as that on post-tax profit.
 (iii) price risk The Group is exposed to an equity securities price risk, since it has an investment in equity stakes of JSC Silvinit and JSC Apatit, which are classified on the consolidated statement of financial position as available-for-sale as of 31 December 2010 and 31 December 2009, respectively (Note 17). Monitoring of the fair value of the stakes is performed on a regular basis to assess risk of impairment of the stakes. No impairment of these investments were recognised as of 31 December 2010 and 31 December 2009.
 From time to time the Group makes investments in entities with high upside market potential. Investments are assessed by corporate treasury department and accepted provided that internal rate of return for investment exceeds current weighted average cost of capital.
 The Group does not enter into any transactions with financial instruments whose value is exposed to the value of any commodities traded on a public market.
 (b) credit riskCredit risk arises from the possibility that counterparties to transactions may default on their obligations, causing financial losses for the Group. Financial assets, which potentially subject Group entities to credit risk, consist principally of trade receivables, cash and bank deposits and loans receivable. The objective of managing credit risk is to prevent losses of liquid funds deposited with or invested in financial institutions or the loss in value of receivables.
 The maximum exposure to credit risk of RUB 13,591,216 (2009: RUB 10,339,513) resulting from financial assets is equal to the carrying amount of the Group’s financial assets, including loans receivable, cash and cash equivalents and originated financial guarantees. The amount does not include equity investments. The Group has no significant concentrations of credit risk.
 cash and cash equivalents. Cash and short-term deposits are placed in major multinational, Russian banks with independent credit ratings and Chinese banks with top internal credit ratings. All bank balances and term deposits are neither past due nor impaired. See analysis by credit quality of bank balances and term deposits in Note 9.
 trade receivables and loans receivable. Trade receivables and loans receivable are subject to a policy of active credit risk management which focuses on an assessment of ongoing credit evaluation and account monitoring procedures. The objective of the management of receivables is to sustain the growth and profitability of the Group by optimising asset utilisation whilst maintaining risk at an acceptable level.
 The monitoring and controlling of credit risk is performed by the corporate treasury function of the Group. The credit policy requires the performance of credit evaluations and ratings of customers or borrowers. The credit quality of each new customer is analysed before the Group provides it with the standard terms of goods supply and payments. The credit quality of new borrowers is analysed before the Group provides it with the loan. The credit quality of customers and borrowers is assessed taking into account their financial position, past experience and other factors. Customers which do not meet the credit quality requirements are supplied on a prepayment basis only.
 Management monitors and discloses concentrations of credit risk by obtaining reports listing exposures to counterparties with aggregated balances in excess of 10% of the Group’s gross accounts receivable balances.
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 At 31 December 2010 and 31 December 2009 the Group had no counterparties with aggregated receivables balances of in excess of 10% of the Group’s gross accounts receivable balances.
 Although the collection of receivables could be influenced by economic factors, management believes that there is no significant risk of loss to the Group beyond the provision already recorded (Note 10).
 (c) liquidity riskLiquidity risk results from the Group’s potential inability to meet its financial liabilities, such as settlements of financial debt and payments to suppliers. The Group’s approach to liquidity risk management is to maintain sufficient readily available reserves in order to meet its liquidity requirements at any point in time.
 The Group seeks to maintain a stable funding base primarily consisting of borrowing, trade and other payables and debt securities. The Group invests the funds in diversified portfolios of liquid assets, in order to be able to respond quickly and smoothly to unforeseen liquidity requirements. The Group’s liquidity portfolio comprises cash and cash equivalents (Note 9), trading investments (Note 19) and available-for-sale investments (Note 17). Management estimates that the liquidity portfolio cash, bank deposits, trading, and available-for-sale investments can be realised in cash within a day in order to meet unforeseen liquidity requirements
 Weekly liquidity planning is performed by the corporate treasury function and reported to the management of the Group. Beyond cash management, the Group mitigates liquidity risk by keeping committed credit lines available.
 The table below analyses the Group’s financial liabilities into the relevant maturity groupings based on the time remaining from the reporting date to the contractual maturity date.
 demand and leSS than 3 monthS
 From 3 to 12 monthS
 From 12 monthS to 2 yearS
 From 2 yearS to 5 yearS over 5 yearS total
 as of 31 december 2010Bonds issued* (Note 22) 192,699 3,356,404 3,247,554 – – 6,796,656Credit lines* (Note 22) 151,440 4,425,714 3,379,634 1,662,682 – 9,619,470Term loans* (Note 22) 1,535,081 5,852,376 9,568,679 6,149,652 24,340 23,130,128Interest payable (included in other liabilities) 211,900 – – – – 211,900Derivatives (Note 18) – – (50,025) – – (50,025)Trade payables (Note 18) 855,318 21,027 – – – 876,345Dividends and other distributions to shareholders (Note 18) – 25,587 – – – 25,587Finance lease minimum lease payments (Note 23) 5,324 15,226 18,700 28,323 – 67,573Financial guarantees 354,115 1,436,117 – 276,113 – 2,066,345total future payments, including future principal and interest payments 3,305,877 15,132,451 16,164,541 8,116,770 24,340 42,743,979
 demand and leSS than 3 monthS
 From 3 to 12 monthS
 From 12 monthS to 2 yearS
 From 2 yearS to 5 yearS over 5 yearS total
 as of 31 december 2009Bonds issued* (Note 22) 210,885 632,655 5,064,143 2,891,790 – 8,799,473Credit lines* (Note 22) 1,866,657 6,651,408 5,935,583 7,960,151 1,154,485 23,568,284Term loans* (Note 22) 3,066,368 4,018,928 630,652 – – 7,715,948Interest payable (included in other liabilities) 263,488 – – – – 263,488Trade payables (Note 20) 616,235 85,854 22 – – 702,111Dividends and other distributions to shareholders (Note 20) – 12,117 – – – 12,117Finance lease minimum lease payments (Note 23) 5,900 16,876 20,551 47,022 – 90,349Financial guarantees – 1,075,879 – – – 1,075,879total future payments, including future principal and interest payments 6,029,533 12,493,717 11,650,951 10,898,963 1,154,485 42,227,649
 * The table above shows undiscounted cash outflows for financial liabilities (including interest together with the borrowings) based on conditions existing as of 31 December 2010 and 31 December 2009, respectively.
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 The Group controls the minimum required level of cash balances available for short-term payments in accordance with the financial policy of the Group. Such cash balances are represented by current cash balances on bank accounts and bank deposits. Group’s policy for financing its working capital is aimed at maximum reliance on own operating cash flows, availability of short-term bank and other external financing to maintain sufficient liquidity.
 As of 31 December unused credit lines available under long-term loan facilities were RUB 8,557,944 (2009: 0).
 34.2. capital riSk managementThe Group’s objectives when managing capital are to safeguard its ability to continue as a going concern, to provide returns for shareholders and benefits for other stakeholders, to have available the necessary financial resources for investing activities and to maintain an optimal capital structure in order to reduce the cost of capital.
 The Group monitors capital on the basis of the gearing ratio. This ratio is calculated as total debt divided by total capital under management. The Group considers total capital under management to be equity as shown in the IFRS consolidated statement of financial position. This is considered more appropriate than alternative methods available, such as the value of equity shown in the Company’s statutory financial (accounting) reports. In 2010, the Group’s strategy, which was unchanged from 2009, was to maintain the gearing ratio at the level not exceeding 150%.
 The gearing ratio as of 31 December 2010 and 31 December 2009 is shown in the table below:
 2010 2009
 Long-term borrowings 22,719,147 19,812,018Short-term borrowings 13,134,375 12,548,564total debt 35,853,522 32,360,582Shareholders’ equity 50,121,511 42,392,754gearing ratio, % 72% 76%
 The Group also maintains an optimal capital structure by tracing certain capital requirements based on the minimum level of EBITDA/net interest expense ratio.
 In 2009 the Group changed its capital management policy with regard to calculation of EBITDA to adjust for operating foreign exchange gain or loss, result on disposal of property, plant and equipment and investments.
 In 2010, the Group’s strategy, which was unchanged from 2009, was to maintain EBITDA/net interest expense ratio at the level not be lower than 4:1. For this purpose EBITDA is defined as earnings before tax, interest, depreciation and amortization adjusted for operating foreign exchange gain or loss, result on disposal of property, plant and equipment and investments and extraordinary items. Net interest expense is defined as interest expense less interest income. This ratio is included as a covenant in the loan agreements (see Note 22).
 The ratio of EBITDA/net interest expense as of 31 December 2010 and 31 December 2009 is shown in the table below:
 2010 2009
 Operating profit 8,740,505 5,374,470Add: depreciation and amortization (Note 13, 14) 1,495,603 1,379,663Add: foreign exchange gain (Note 28) 94,227 399,221Add: (gain)/loss on disposal of investments 8,220 (23,529)Add: gain on sale of mining licenses (163,248) –Add: loss on disposal of property, plant and equipment 160,693 145,651ebitda 10,336,000 7,275,476Interest income (Note 27) (360,779) (165,788)Interest expense 694,235 364,135net interest expense 333,456 198,347ebitda/net interest expense 31:1 37:1
 The Group’s capital management includes compliance with the externally imposed minimum capital requirements arising from the Group’s borrowings (Note 22) and imposed by the statutory legislation of the Russian Federation, the People’s Republic of China and Estonia. Since EBITDA is not standard IFRS measure Acron Group’s definition of EBITDA may differ from that of other companies.
 Fair value oF Financial inStrumentS35. Fair value is the amount at which a financial instrument could be exchanged in a current transaction between willing parties, other than in a forced sale or liquidation, and is best evidenced by an active quoted market price.
 The estimated fair values of financial instruments have been determined by the Group using available market information, where it exists, and appropriate valuation methodologies. However, judgement is necessarily
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 required to interpret market data to determine the estimated fair value. The Russian Federation continues to display some characteristics of an emerging market and economic conditions continue to limit the volume of activity in the financial markets. Market quotations may be outdated or reflect distress sale transactions and therefore not represent fair values of financial instruments. Management has used all available market information in estimating the fair value of financial instruments.
 financial instruments carried at fair value. Trading, available-for-sale investments and derivatives are carried in the consolidated statement of financial position at their fair value.
 Effective from 1 January 2009, the Group adopted the amendment to IFRS 7 for financial instruments that are measured in the consolidated statement of financial position at fair value. This requires disclosure of fair value measurements by three levels, depending on fair value measurements. The level in the fair value hierarchy into which the fair values are categorised as one of the three categories:Level 1: quoted price in an active market;Level 2: valuation technique with inputs observable in markets;Level 3: valuation technique with significant non-observable inputs
 All available-for-sales and trading financial instruments of the Group were included in level 1 category in the amount of RUB 25,125,052 (2009: RUB 20,594,908).
 Fair values of derivatives financial assets and liabilities were determined based on valuation technique with inputs observable in markets and were included in level 2.
 There are no other financial instruments which fair value was determined based on inputs other than level 1 or level 2 category.
 Cash and cash equivalents are carried at amortized cost which approximates current fair value.
 financial assets carried at amortised cost. The fair value of floating rate instruments is normally their carrying amount. The estimated fair value of fixed interest rate instruments is based on estimated future cash flows expected to be received discounted at current interest rates for new instruments with similar credit risk and remaining maturity. Discount rates used depend on credit risk of the counterparty. Carrying amounts of trade receivables and loans receivable approximate fair values.
 liabilities carried at amortised cost. The fair value of floating rate liabilities is normally their carrying amount. The fair value is based on quoted market prices, if available. The estimated fair value of fixed interest rate instruments with stated maturity, for which a quoted market price is not available, was estimated based on expected cash flows discounted at current interest rates for new instruments with similar credit risk and remaining maturity. At 31 December 2010 the fair value of borrowings was RUB 392,714 lower than their carrying amounts. At 31 December 2009 the fair value of borrowings was RUB 689,382 lower than their carrying amounts.
 SubSeQuent eventS36. Subsequent to 31 December 2010 the Group received new bank loans in the amount RUB 4,030,619 as well as paid off RUB 8,821,661 on existing credit facilities.
 In February 2011 the Board of Directors of the Company approved the issuance of non convertible interest-bearing 10 year bonds with a face value of RUB 7,500,000 (1,000 roubles each) and the option for bond holders for early redemption.
 In April 2011 Board of Directors of the Company recommended shareholders dividend distribution for 2010 in the amount of 40 roubles per ordinary share (4 roubles per 1 GDR).
 In April 2011 Board of Directors of JSC Dorogobuzh recommended shareholders dividend distribution for 2010 in the amount of 1 roubles per preferred share and no dividend for ordinary shares.
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 schedule 2compliAnce with the pRoVisions of the coRpoRAte GoVeRnAnce code Recommended by the fedeRAl finAnciAl mARKets seRVice
 no. corporate governance code proviSioncompliance
 (yeS/no) commentS
 general meeting1 Shareholders shall be given at least a 30-day notice
 of a general meeting, irrespective of the matters included in its agenda, unless the law provides for a longer notice period.
 YES Clause 10.9 of the Charter
 Clause 5.1 of the Regulation on the General Shareholder Meeting
 This provision is only followed for annual general meetings.
 2 Shareholders may review the list of persons entitled to attend general meetings, starting from the date of the meeting notice up through the closing of the meeting session or, in the event of absentee voting, up through the closing of ballot submission.
 YES Clause 2.3 of the Regulation on the General Shareholder Meeting
 Clause 2.7 of the Corporate Governance Code
 3 Shareholders may review information (documents) to be submitted for preparation for the general meeting in electronic format, including via the Internet.
 YES Clause 2.8 of the Corporate Governance Code
 4 Each shareholder may propose an item for the agenda of the general meeting or request that a general meeting be convened without submitting an excerpt from the share register, provided its title to shares is recorded in the share register system; if such title is recorded in the deposit account, a balance statement of such deposit account shall be sufficient for the shareholder to exercise the above rights.
 YES Clauses 10.12 and 10.13 of the Charter
 Clauses 3.1, 3.3, 7.1, and 7.4 of the Regulation on the General Shareholder Meeting
 Clause 2.6 of the Corporate Governance Code
 5 The company’s charter or regulations require the company’s chief executive officer, members of the managing board, board of directors, internal audit team and the company’s auditor to attend general meetings.
 NO Acron is working to comply with this provision in practice.
 Clause 6.7 of the Regulation on the General Shareholder Meeting
 Clause 2.13 of the Corporate Governance Code
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 no. corporate governance code proviSioncompliance
 (yeS/no) commentS
 6 When the general meeting elects members to the board of directors, the chief executive officer, members to the managing board and internal audit team, or approves the company’s auditor, the candidates to the above offices shall be present at such meeting.
 NO Acron is taking steps to ensure that the candidates to the board of directors or internal audit team attend the respective sessions of the general meeting.
 Clause 2.13 of the Corporate Governance Code
 The Board of Directors is responsible for appointing executive bodies of the company and terminating their offices.
 Clause 11.3.9 of the Charter
 7 The company’s bylaws establish the procedure for registering participants to attend general shareholders meetings.
 YES Section 9 of the Regulation on the General Shareholder Meeting
 board oF directorS8 The company’s charter authorises the board of
 directors to approve the company’s financial and business plan each year.
 NO Acron’s Charter does not give its Board of Directors this authority.
 9 The board of directors has approved the company’s risk management guidelines.
 NO Acron has not approved a risk management procedure. The Board of Directors plans to consider this procedure.
 10 The company’s charter authorises the board of directors to suspend the authorities of the chief executive officer appointed by the general meeting.
 NO Not applicable, as the chief executive officer is elected/appointed (and his/her office is terminated) by Acron’s Board of Directors as per Clauses 13.2, 13.3 and 13.9 of the Charter.
 11 The company’s charter authorises the board of directors to set the qualification requirements and remuneration of the chief executive officer, members of the managing board and heads of the company’s key business units.
 NO The Company considers it more appropriate to take an individual approach to addressing these matters when appointing the respective officers.
 12 The company’s charter authorises the board of directors to approve the contracts of the chief executive officer and members of the board.
 YES Clause 11.3.9 of the Charter
 13 The company’s charter or bylaws do not allow a member of the board of directors who is also the chief executive officer (managing company or manager) or member of the managing board to vote on issues concerning the contracts of the chief executive officer (managing company or manager) or members of the managing board.
 NO This procedure is to be considered in the future.
 14 The company’s board of directors includes at least three independent directors who meet the eligibility criteria of the Corporate Governance Code.
 NO The Company’s Board of Directors includes two independent directors – Nikolai Arutyunov and Igor Belikov
 15 None of the company’s directors has been convicted of any economic violation or violation against the government, government operations or the operations of local authorities; or who has been subjected to administrative penalty for any violation committed in the capacity of an entrepreneur or a member of the financial industry or securities market, or for tax violations.
 YES Acron is in full compliance with this provision.
 16 None of the company’s directors is a member, chief executive officer (manager), member of governing bodies or employee of the company’s competitors.
 YES Acron is in full compliance with this provision.
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 no. corporate governance code proviSioncompliance
 (yeS/no) commentS
 17 The company’s charter provides for cumulative voting for elections to the board of directors.
 YES Clause 11.7 of the Charter
 18 The company’s bylaws require members of the board of directors to refrain from actions that lead to a conflict of interests or have the potential to do so; if there is a conflict of interests, the member involved shall notify the board of directors of the same.
 YES Clause 3.9 of the Corporate Governance Code
 19 The company’s bylaws require the members of the board of directors to provide written notice to the board of their intent to perform any transactions with the company’s securities or securities of its subsidiaries/affiliates, and to disclose the details of such transactions.
 YES Clause 4.6 of the Regulation on the Board of Directors and Clause 3.10 of the Corporate Governance Code require notifying the Board of Directors solely of completed transactions.
 20 The company’s bylaws require the board of directors to meet at least once every six weeks.
 NO Acron’s Board of Directors meets as necessary.
 Clause 7.1 of the Regulation on the Board of Directors
 21 The company’s board of directors shall meet at least once every six weeks in the year covered by the annual report.
 YES Acron is in full compliance with this provision.
 22 The company’s bylaws set the procedure for holding board of directors meetings.
 YES Section 7 of the Regulation on the Board of Directors
 23 The company’s bylaws require approval by the board of directors for any company transactions with a value equal to or exceeding 10 per cent of the company’s assets, excluding transactions concluded in the course of the company’s ordinary business.
 NO The Company acts in conformity with criteria for transactions requiring approval, established by the Russian legislation.
 24 The company’s bylaws entitle members of the board of directors to receive the information they need to perform their job duties from the company’s executive bodies and heads of its business units; the bylaws impose liability for failure of such bodies or heads of business units to provide such information.
 YES Clause 6.2 of the Regulation on the Board of Directors
 Clause 7.1.2 of the Regulation on the Board of Directors Audit Committee
 Clause 7.1.2 of the Regulation on the Board of Directors Strategic Planning and Corporate Governance Committee
 Clause 7.1.2 of the Regulation on the Board of Directors Nomination and Remuneration Committee
 25 The company’s board of directors has a strategic planning committee, or the functions of a strategic planning committee are vested in another committee (other than the audit committee or nomination and remuneration committee).
 YES Clause 8.9.1 of the Regulation on the Board of Directors
 Members of the Strategic Planning and Corporate Governance Committee – Alexander Dynkin, Vladimir Gavrikov and Alexander Popov
 26 The board of directors has an audit committee to provide recommendations to the board of directors regarding nominees to the company’s auditor; the audit committee is a contact point for the company’s external auditor and internal audit team.
 YES Clause 8.8.1 of the Regulation on the Board of Directors
 Members of the Audit Committee – Nikolai Arutyunov, Oleg Kornyshev and Viktor Kochubey
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 no. corporate governance code proviSioncompliance
 (yeS/no) commentS
 27 Only independent members and members who are not executive directors may be on the audit committee.
 YES Clause 8.8.3 of the Regulation on the Board of Directors
 Clause 8.1 of the Regulation on the Board of Directors Audit Committee
 Members of the Audit Committee – Nikolai Arutyunov (independent director), Oleg Kornyshev (non-executive director) and Viktor Kochubey (non-executive director)
 28 The audit committee is chaired by an independent director.
 YES Clause 8.8.4 of the Regulation on the Board of Directors
 Clause 9.1 of the Regulation on the Board of Directors Audit Committee
 The chair of Acron’s Audit Committee is Nikolai Arutyunov (independent director).
 29 The company’s bylaws set rules allowing all audit committee members to access any corporate documents and information, subject to their confidentiality obligations.
 YES Clause 4.7 of the Regulation on the Board of Directors
 Clauses 7.1.2, 14.1 and 14.2 of the Regulation on the Board of Directors Audit Committee
 30 The board of directors has a special committee (nomination and remuneration committee) to set eligibility criteria for candidates to the board of directors and to define the company’s remuneration policy.
 YES Clause 8.10.1 of the Regulation on the Board of Directors
 Members of Acron’s Nomination and Remuneration Committee – Igor Belikov, Vladimir Gavrikov and Oleg Kornyshev
 31 The nomination and remuneration committee is chaired by an independent director.
 YES Clause 8.10.4 of the Regulation on the Board of Directors
 Clause 9.1 of the Regulation on the Board of Directors Nomination and Remuneration Committee
 Acron's Nomination and Remuneration Committee is chaired by Igor Belikov (independent director).
 32 Company’s officers may not be on its nomination and remuneration committee.
 NO The chair of Acron’s Nomination and Remuneration Committee is an independent director.
 33 The board of directors has a risk management committee, or the functions of a risk management committee are vested in another committee (other than the audit committee or nomination and remuneration committee).
 YES The functions of the Risk Management Committee are performed by Acron’s Strategic Planning and Corporate Governance Committee.
 Clauses 6.30 through 6.33 of the Regulation on the Board of Directors Strategic Planning and Corporate Governance Committee
 34 The board of directors has a corporate conflict committee, or the functions of a corporate conflict committee are vested in another committee (other than the audit committee or nomination and remuneration committee).
 YES The functions of a corporate conflict committee are performed by Acron’s Strategic Planning and Corporate Governance Committee.
 Clause 6.29 of the Regulation on the Board of Directors Strategic Planning and Corporate Governance Committee
 ACRON ANNUAL REPORT
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 no. corporate governance code proviSioncompliance
 (yeS/no) commentS
 35 No members of the corporate conflict committee are company officers.
 NO Not applicable, as the functions of a corporate conflict committee are performed by Acron’s Strategic Planning and Corporate Governance Committee.
 36 The corporate conflict committee is chaired by an independent director.
 NO Not applicable, as the functions of a corporate conflict committee are performed by Acron’s Strategic Planning and Corporate Governance Committee.
 37 The company’s board of directors has approved bylaws setting the procedure for forming its committees and regulating their proceedings.
 YES Regulation on the Board of Directors Strategic Planning and Corporate Governance Committee
 Regulation on the Board of Directors Audit Committee
 Regulation on the Board of Directors Nomination and Remuneration Committee
 38 The company’s charter defines the procedure for determining quorum at board of directors meetings and requires mandatory attendance by the independent directors.
 NO Acron complies with this provision in practice.
 Clauses 11.10, 11.11 and 11.12 of the Charter
 executive bodieS39 The company has a collegial executive body
 (managing board).YES Clause 12.1 of the Charter
 Members of Acron’s Managing Board – Ivan Antonov, Oscar Valters, Dmitry Golubkov, Vladimir Kunitsky, Alexei Milenkov, Alexander Popov
 40 The company’s charter or bylaws require real estate transactions or proposed loans to be approved by the managing board, unless such transactions are major transactions or outside the Company’s ordinary business.
 NO Acron is taking steps to have the Managing Board discuss such transactions preliminarily.
 41 The company’s bylaws set the procedure for approving any transactions that are beyond the limits of the company’s financial and business plan.
 NO Acron is taking steps to fully comply with this provision.
 42 None of the members of the company’s executive bodies, chief executive officers (managers), members of governing bodies or employees of any of the company’s competitors.
 YES Acron is in full compliance with this provision.
 43 None of the members of the company’s executive bodies has been convicted of any economic violation or violation against the government, government operations or the operations of local authorities; or subjected to administrative liability for any violation committed in the capacity of an entrepreneur or a member of the financial industry or securities market, or for tax violations. If the sole executive officer of the company is a managing company or a manager, the chief executive officer and members of the managing board of such managing company or manager must comply with the requirement to CEO and managing board.
 YES Acron is in full compliance with this provision.
 44 The company’s charter or bylaws prohibit the managing company/manager from holding a similar office with any of the company’s competitors or from having any other interest in the company, other than that of a managing company/manager.
 NO Not applicable, as Acron has not contracted any managing company/manager to act as its sole executive officer.
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 no. corporate governance code proviSioncompliance
 (yeS/no) commentS
 45 The company’s bylaws do not allow its executive bodies to take any actions which will result or may result in a conflict of interests; if such conflict of interests has occurred, the company’s executive bodies shall duly notify the board of directors.
 YES Clause 4.5 of the Corporate Governance Code
 46 The company’s charter or bylaws establish the eligibility criteria for managing companies/managers.
 NO Not applicable, as Acron has not contracted any managing company/manager to act as its sole executive officer.
 47 The company’s executive bodies report to the board of directors on a monthly basis.
 NO The Company's executive bodies report to the Board of Directors in accordance with the Board of Director’s action plan.
 48 The company’s contracts with its chief executive officer (managing company/manager) or members of the managing board provide for liability for failure to comply with regulations on insider and sensitive information.
 YES Clause 7.10 of the Corporate Governance Code
 Clauses 5.1 and 7.1 of the Regulation on Acron’s Inside Information
 corporate Secretary49 The company has appointed an officer (corporate
 secretary) to oversee compliance by the company’s bodies and officers with the rules of procedure aimed at protecting the rights and legal interests of the company’s shareholders.
 YES Clause 5.1 of the Corporate Governance Code
 The secretary of Acron’s Board of Directors acts in the capacity of a corporate secretary.
 50 The company’s charter or bylaws establish a procedure for appointing/electing the corporate secretary and outline his/her job duties.
 NO The functions of corporate secretary are vested in the secretary of Acron’s Board of Directors.
 51 The company’s charter establishes eligibility criteria for the corporate secretary.
 NO The functions of corporate secretary are vested in the secretary of Acron’s Board of Directors.
 material corporate actionS52 The company’s charter or bylaws require corporate
 approval of any major transactions before they are approved.
 YES Clause 6.3 of the Corporate Governance Code
 53 The company must engage an independent appraiser to evaluate the market value of any assets that are subject to a major transaction.
 NO Acron’s activities are governed by the law of the Russian Federation.
 54 In the event of a purchase of a major stake in the company (merger), the company’s charter prohibits any actions to protect the interests of the company’s executive bodies (members thereof) or members of the board of directors, as well as any actions that may worsen the position of shareholders compared with the current position (including, but not limited to, a resolution by the board of directors to issue additional shares before the proposed deal is closed; or to issue any securities that may be converted to company shares or entitle the holder to purchase company shares, notwithstanding any provisions of the charter to the contrary).
 NO Acron’s activities are governed by the law of the Russian Federation.
 55 The company’s charter requires an independent appraiser to be engaged to evaluate the current market value of shares and the possible change in such value as a result of a merger.
 NO Acron’s shares are traded at Russian major exchanges – MICEX and RTS – and at the London Stock Exchange in the form of global depositary receipts.
 ACRON ANNUAL REPORT

Page 122
                        

127 SCHEDULES
 no. corporate governance code proviSioncompliance
 (yeS/no) commentS
 56 The company’s charter does not relieve a purchaser from his/her obligation to offer the remaining shareholders an opportunity to sell their common shares (or other securities convertible into shares) in the event of a merger.
 YES Charter
 57 The company’s charter or bylaws require an independent appraiser to be engaged to determine the share conversion ratio in the event of reorganisation.
 YES Clause 6.5 of the Corporate Governance Code
 diScloSure58 The company’s board of directors has approved
 a regulation describing the company’s disclosure rules and procedures (Regulation on Information Disclosure).
 NO Acron’s activities are governed by the law of the Russian Federation.
 59 The company’s bylaws require the company to disclose information on the purpose of a share issue, the prospective buyers of shares, including buyers of major stakes, and regarding the intention of the company’s officers to purchase any shares in the issue.
 NO Acron’s activities are governed by the law of the Russian Federation.
 60 The company’s bylaws contain a list of information, documents and materials to be submitted to shareholders for transacting the matters on the agenda of a general meeting.
 YES Clauses 5.3 through 5.6 of the Regulation on the General Shareholders Meeting
 61 The company has a website that is regularly updated.
 YES Clause 3.4 of the Charter
 Clause 7.5 of the Corporate Governance Code
 http://www.acron.ru/en
 62 The company’s bylaws require the company to disclose any transactions with its officers as defined in the company’s charter, or any transactions with any entity when the company’s officers hold, directly or indirectly, 20 per cent or more interest in such entity, or may otherwise exercise material control over such entity.
 NO Acron’s activities are governed by the law of the Russian Federation.
 63 The company’s bylaws require the company to disclose any transactions that may affect the market value of the company’s shares.
 YES Acron’s activities are governed by the law of the Russian Federation.
 64 The company’s board of directors has approved a regulation on sensitive information regarding the company’s business, shares and other securities and transactions therewith that is not in the public domain and, if disclosed, may have material impact on the price of the company’s shares or other securities.
 YES Regulation on Acron’s Inside Information
 Financial and buSineSS controlS65 The company’s board of directors has adopted
 internal financial and business controls.YES Section 4 of the Regulation on
 Internal Control
 66 The company has a department supervising compliance with internal control procedures (internal control or audit department).
 YES Clause 8.5 of the Corporate Governance Code
 Clause 5.4 of the Regulation on Internal Control
 Regulation on the Internal Audit Department
 67 The company’s bylaws require the board of directors to outline the structure of and appoint members to the company’s internal audit department.
 YES Regulation on the Internal Audit Department
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 no. corporate governance code proviSioncompliance
 (yeS/no) commentS
 68 None of the company’s internal auditors has been convicted of any economic violation or violation against the government, government operations or the operations of local authorities; or subjected to administrative penalty for any offense committed in the capacity of an entrepreneur, as a member of the financial industry or securities market, or for tax violations.
 YES Acron is in compliance with this provision to the extent applicable to its Internal Audit Department.
 69 None of the company’s internal auditors is its executive, member, chief executive officer (manager), member of governing bodies or employee of the company’s competitors.
 YES Acron is in compliance with this provision to the extent applicable to its Internal Audit Department.
 70 The company’s bylaws set the deadline for submission to the company’s internal audit department of documents or materials necessary to evaluate a financial or business transaction, and determine officers’ and employees’ liability for failure to comply with the deadline.
 YES Such deadlines are set by individual regulations and orders.
 71 The company’s bylaws set the internal audit department’s obligation to report any revealed deficiencies to the company’s audit committee or, if no such committee exists, to the board of directors.
 YES Clause 5.4.5 of the Regulation on Internal Control
 72 The company’s charter requires the internal audit department to issue their preliminary opinion as to the necessity of any transactions beyond the company’s financial or business plan (irregular transactions).
 NO Acron is taking steps to fully comply with this provision.
 73 The company’s bylaws establish a procedure for the board of directors to approve any irregular transactions.
 NO Acron is taking steps to fully comply with this provision.
 74 The company’s board of directors has approved a procedure for auditing the company’s financial and business transactions by the company’s internal audit department.
 YES Regulation on Acron’s Internal Audit Team was approved by the company’s General Meeting.
 75 The audit committee issues its opinion on audit reports before they are presented to the general shareholders meeting.
 YES Clause 6.3.6 of the Regulation on the Board of Directors Audit Committee
 dividendS76 The company’s board of directors has issued
 guidelines for determining recommendations on dividends (dividend policy provisions).
 YES Regulation on Divided Policy
 77 Dividend policy provisions establishes the procedure for determining the minimum percentage of the company’s net profit to be distributed as dividends, as well as the conditions under which the preferred share dividends stipulated in the company’s charter are not paid or are not paid in full.
 YES Clause 3.2 of the Regulation on Divided Policy
 Not applicable to dividends on preferred shares, since Acron has not issued preferred shares.
 78 The company discloses its dividend policy and any amendments to the policy in the periodical publication listed in the company’s charter for publishing information regarding general meetings, as well as on its website.
 YES Clause 6.1 of the Regulation on Divided Policy
 Clause 9.1 of the Corporate Governance Code
 Acron only discloses such information on its website.
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 schedule 3 mAjoR tRAnsActions And RelAted-pARty tRAnsActions
 In 2010, Acron did not perform any major transactions.
 related-party tranSactionS approved by acron’S annual general meetingcontractS actual tranSaction value, rub ‘000
 dorogobuzh
 Purchase of raw materials 348,048Purchase of fixed assets and other property 2,976Purchase of securities 232,865Sale of raw materials 14,187Sale of goods and materials 4,460Sale of key products 29,255Lease agreements 82,893Loan agreements (granted) 2,870,000Tender and paid service contracts 19,955total transaction value 3,604,639
 nordic rus holding
 Lease agreements 180total transaction value 180
 acron-trans
 Shipping and forwarding contracts 1,962,397Lease agreements 35total transaction value 1,962,432
 nikulinskoye
 Sale, supply, exchange contracts 83Lease agreements 98total transaction value 181
 mSz-acron
 Sale, supply, exchange contracts 226,295Lease agreements 7,353Tender and paid service contracts 31total transaction value 233,679
 north-western phosphorous company
 Loan agreements 480,000total transaction value 480,000
 randek
 Loan agreements 128,580total transaction value 128,580
 acronit
 Lease agreements 36total transaction value 36
 aS bct
 Loan agreements 339,060total transaction value 339,060
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 Audit Report to Acron shareholdersWe have audited the attached financial statements of Acron, including Balance Sheet as of December 31, 2010, Profit and Loss Statement, Statement of Shareholders' Equity and Cash Flow Statement for the year 2010, other Supplements to Balance Sheet and Profit and Loss Statement, and Explanatory Notes.
 reSponSibility oF the audited company For the Financial StatementSThe audited company’s management is responsible for the preparation and reliability of these financial statements in compliance with Russian law, and for the internal control system required for preparing financial statements free of material misstatements resulting from fraud or errors.
 auditor reSponSibilityOur responsibility is to express an opinion, based on our audit, whether these financial statements are true and fair. We conducted our audit in accordance with Russian federal auditing standards. These standards require conformity to applicable ethical norms, and scheduling and conducting the audit in the manner to have reasonable assurance that there are no material misstatements in the financial statements.
 The audit includes auditing procedures designed to obtain audit evidences supporting the numbers and disclosures in the financial statements. The choice of auditing procedures is our discretion based on assessment of risk of material misstatements resulting from fraud or errors. In assessing this risk we considered the internal control system which ensures preparation and reliability of the financial statements, with the aim to choose adequate auditing procedures rather than express our opinion about the internal control system efficiency.
 The audit also includes assessing propriety of applicable accounting principles and consideration of significant estimates made by management of the audited company, as well as evaluating the overall representation of the financial statements.
 schedule 4 RAs finAnciAl stAtements
 We believe that the audit evidence obtained as the result of our audit provides a reasonable basis for our opinion on these financial statements.
 opinionIn our opinion, Acron’s financial statements present fairly, in all material respects, Acron’s financial position as of December 31, 2010, as well as financial results of its operations and cash flows in 2010 in compliance with the Russian law applicable to accounting and reporting.
 march 30, 2011
 Head of General Audit Baker Tilly Russaudit e.i. tikhonovAuditor’s Qualification Certificate No. K014700 dated April 8, 2004 ORN 29802000497
 Power of attorney No. 39-10/11-8 dated January 11, 2011
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 Acron financial statements for the year 2010*
 balance Sheet aS oF december 31, 2010, ‘000 rubaSSetS code opening balance cloSing balance
 i. non-current aSSetS
 intangible assets**, incl.: 110 3,401 3,137 Patents, licence, trade marks (service marks) and similar rights and assets 111 3,401 3,137 Administrative expenses 112 – –Goodwill 113 – –
 Fixed assets**, incl.: 120 4,398,969 4,204,703 Land and natural assets 121 8,511 8,513 Buildings, machinery and equipment 122 2,416,405 2,325,082
 construction in progress** 130 1,967,395 2,719,799 income-bearing investment in tangible assets**, incl.: 135 – –
 Property available for lease 136 – –Property available for rent 137 – –
 long-term financial investment**, incl.: 140 46,282,970 49,576,458 Investment in subsidiaries 141 12,631,004 13,622,166 Investment in affiliates 142 525 525 Other investment 143 14,970,998 17,503,401 Other long-term financial investment 144 18,680,443 18,452,366
 deferred tax assets** 145 – –other non-current assets** 150 71,969 70,787total under Section i 190 52,724,704 56,576,884
 ii. current aSSetS
 inventory**, incl.: 210 2,492,464 3,156,622 Feedstock, raw materials and similar assets 211 2,024,296 2,472,627 Rearers and feeders 212 40,881 59,558Works in progress (distribution costs) 213 17,784 22,882 Finished goods and goods for resale 214 155,634 211,706 Shipped goods 215 94,148 127,260 Prepaid expenses 216 159,721 262,589 Other inventories and costs 217 – –
 input value added tax** 220 286,188 473,023 accounts receivable (due in more than 12 months after the reporting date)**, incl.: 230 82,976 53,043
 Trade receivables 231 15,675 9,366 Advances issued 234 – –Other 235 67,301 43,677
 accounts receivable (due within 12 months after the reporting date)**, incl.: 240 3,265,184 6,692,904 Trade receivables 241 1,478,985 2,658,616 Bills receivable 242 – –Contributions to the charter capital payable by members/founders 244 – –Advances issued 245 690,398 881,706 Other 246 1,095,801 3,152,582
 Short-term financial investment**, incl.: 250 7,019,616 3,837,663 Loans with maturity less than 12 months 251 2,270,987 1,680,370 Other short-term financial investment 253 4,748,629 2,157,293
 cash**, incl.: 260 625,440 1,345,036 Cash on hand 261 104 166 Bank accounts in RUB 262 312,992 542,081 Bank accounts in foreign currency 263 176,259 790,980 Other 264 136,085 11,809
 other current assets** 270 199,489 108,362total under Section ii 290 13,971,357 15,666,653grand total 300 66,696,061 72,243,537
 * These Acron financial statements contain no blank lines Complete version of the financial statements are available at www.acron.ru/en
 **Please refer to Notes

Page 127
                        

132
 liabilitieS code opening balance cloSing balance
 iii. eQuity
 charter capital* 410 238,438 238,438 treasury stock* 411 – (731,595) capital surplus* 420 1,048,852 1,035,272capital reserve*, incl.: 430 35,766 35,766
 Statutory reserves 431 11,922 11,922 Reserves formed under constituent documents 432 23,844 23,844
 retained profit (loss)* 470 33,060,150 37,004,271 total under Section iii 490 34,383,206 37,582,152
 iv. non-current liabilitieS
 loans and borrowings*, incl.: 510 17,910,219 19,769,095 Bank loans with maturity over 12 months after the reporting date 511 10,910,202 12,769,078 Borrowings with maturity over 12 months after the reporting date 512 7,000,017 7,000,017
 deferred tax liabilities* 515 4,383,343 5,253,866 other non-current liabilities* 520 – –total under Section iv 590 22,293,562 25,022,961
 v. current liabilitieS
 loans and borrowings*, incl.: 610 9,458,126 8,467,207 Bank loans with maturity within 12 months after the reporting date 611 9,141,776 8,205,181Borrowings with maturity within 12 months after the reporting date 612 316,350 262,026
 accounts payable*, incl.: 620 536,236 1,153,330 Trade accounts payable 621 231,425 384,240 Payroll payable 622 52,598 113,357 Payables to state extra-budget funds 623 12,695 25,304 Taxes payable 624 38,440 93,783 Other 625 201,078 536,646
 dividends payable to members/founders* 630 4,180 17,379 deferred revenues* 640 – –provision for future expenses* 650 – –other current liabilities* 660 20,751 508 total under Section v 690 10,019,293 9,638,424 grand total 700 66,696,061 72,243,537
 * Please refer to Notes
 Statement oF oFF-balance Sheet aSSetS, ‘000 rubdeScription code opening balance cloSing balance
 Rented fixed assets* 910 823,029 806,952Incl. under lease arrangements 911 – –
 Tangibles in custody 920 12,689 126,905Goods accepted for commission 930 – –Bad debt write-offs 940 24,116 23,799Securities for obligations and payments received* 950 7,321,040 240,137Securities for liabilities and payments paid* 960 4,411,428 9,472Depreciation of housing stock 970 1,392 1,926Depreciation of outdoor infrastructure and similar assets 980 246 –Intangibles received for use 990 – –
 * Please refer to Notes
 ACRON ANNUAL REPORT
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 proFit and loSS Statement, ‘000 rubdeScription code reporting period year-on-year
 operating revenues and expenses
 (Net) proceeds from the sale of goods, products, work and services (less value added tax, excise duties and similar charges) 010 22,751,614 18,987,999Cost of sold goods, products, works and services 020 (12,756,293) (10,655,680)Gross profit 029 9,995,321 8,332,319Sales expenses 030 (2,061,669) (2,009,697)Administrative expenses 040 (1,488,554) (1,267,712)Sales profit (loss) 050 6,445,098 4,964,910
 other revenues and expenses
 Interest receivable 060 2,177,432 2,257,653Interest payable 070 (2,297,626) (2,233,278)Revenues from shareholdings 080 39,285 129,341Other revenues 090 33,443,580 52,946,292Other expenses 100 (32,627,272) (37,315,402)profit (loss) before tax 140 7,180,497 20,749,516Deferred tax assets 141 – –Deferred tax liabilities 142 870,523 2,780,972Current profit tax 150 (1,187,234) (1,467,939)net profit (loss) for the accounting period 190 5,122,740 16,500,605
 For reference only
 Permanent tax liabilities (assets) 200 621,533 497,923Basic earnings (loss) per share 201 – –Diluted earnings (loss) per share 202 – –
 breakdown oF certain proFit and loSS itemS, ‘000 rub
 deScription code
 reporting period year-on-year
 gain loSS gain loSS
 Fines, penalties and damages recognised or awarded by arbitration decision 210 1,132 2,912 10,109 3,154Profit (loss) for previous years 220 – 283 201 1,049Reimbursement for losses caused by non-fulfillment or improper fulfillment of obligations 230 24,090 – 35,460 –Exchange rate differences on foreign currency translations 240 2,329,896 2,503,246 6,277,802 6,594,126
 Allocations to allowance accounts 250 Х – Х –
 Write-off of accounts receivable and payable unrecoverable due to expired limitation period 260 1,376 1,061 2,448 6,230
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 Statement oF ShareholderS' eQuity, ‘000 rub
 i. changes in Shareholders' equity
 deScription codeauthoriSed
 capitalcapital
 SurpluScapital
 reServeSretained proFit
 (loSS) total
 Balance as of December 31, 2008 010 238,438 1,052,094 35,766 16,590,862 17,917,160
 2009 (previous year)
 Effect of changes in accounting policy Х Х Х 261,307 261,307Balance as of january 1 of the previous year 020 238,438 1,052,094 35,766 16,852,169 18,178,467Net profit 025 Х Х Х 16,500,605 16,500,605Effect of the fixed assets revaluation 044 Х (3,242) Х 3,211 31Balance as of December 31 of the previous year 060 238,438 1,048,852 35,766 33,355,985 34,679,041
 2010 (reporting year)
 Effect of changes in accounting policy 061 Х Х Х (295,835) (295,835)Balance as of january 1 of the reporting year 100 238,438 1,048,852 35,766 33,060,150 34,383,206Net profit 105 Х Х Х 5,122,740 5,122,740Dividends 106 Х Х Х (1,192,190) (1,192,190)Effect of fixed assets revaluation 124 Х (13,580) Х 13,571 (9)Balance as of December 31 of the reporting year 140 238,438 1,035,272 35,766 37,004,271 38,313,747
 ii. reserves
 deScription codeopening balance allocated diStributed
 cloSing balance
 Statutory reserves
 Capital reserve (reserve description)for the previous year 151 11,922 – (–) 11,922for the reporting year 152 11,922 – (–) 11,922
 reserves formed under constituent documents
 Capital reserve (reserve description)for the previous year 161 23,844 – (–) 23,844for the reporting year 162 23,844 – (–) 23,844
 reference informationdeScription code opening balance cloSing balance
 Net assets 34,383,206 37,582,152
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 caSh Flow Statement, ‘000 rubdeScription code reporting period year-on-year
 Opening cash balance 10 625,412 503,954
 cash flow from operating activities
 Trade receipts 20 22,358,569 19,011,916Other revenues 50 121,159,959 111,040,347Cash paid as:
 Payments for goods, work, services, raw materials and other current assets 150 (17,475,727) (15,390,715)Payroll 160 (1,270,424) (1,173,238)Dividends and interest 170 (3,495,614) (2,430,112)Taxes and similar charges 180 (1,843,281) (2,053,400)Other expenses 190 (120,736,261) (115,286,468)
 Net cash flow from operating activities 200 (1,302,779) (6,281,670)
 cash flow from investing activities
 Disposal of fixed assets or other non-current assets 210 58,230 13,015Disposal of securities or other financial instruments 220 368,204 4,348,263Dividends received 230 38,477 256,268Interest received 240 2,299,822 2,128,196Repayment of loans issued to other companies 250 2,708,883 681,084Acquisitions 280 (889,570) (729,983)Purchased fixed assets, income-bearing investment and intangible assets 290 (1,075,846) (836,889)Purchased securities and other financial instruments 300 (450,000) (–)Loans issued 310 (1,834,712) (2,731,397)Net cash flow from investing activities 340 1,223,488 3,128,557
 cash flow from financing activities
 Loans or borrowings obtained 360 26,770,854 32,061,814Repayment of loans or borrowings (less interest) 390 (25,966,968) (28,802,693)Net cash flow from financing activities 410 803,886 3,259,121Net increase (decrease) in cash and cash equivalents 420 724,595 106,008Closing cash balance 430 1,344,959 625,412Effect of Russian rouble exchange rate movement 440 (5,048) 15,450
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 balance sheet supplement for the year 2010intangible aSSetS, ‘000 rub
 deScription codeopening balance recorded diSpoSed oF
 cloSing balance
 Intellectual property rights (exclusive rights to intellectual property), incl.: 010 3,528 235 (–) 3,763Patent holder rights to an invention, industrial design, useful model 011 82 – (–) 82Rights to software or databases 012 2,510 – (–) 2,510Rights to a trademark, service mark, geographical indication rights 014 936 235 (–) 1,171
 Other (Know-how) 040 2,354 – (–) 2,354
 deScription code opening balance cloSing balance
 Total intangible assets depreciation, incl.: 050 2,481 2,980Know-how 051 1,412 1,529Trademark 052 419 549Patents 053 35 39Software 054 615 866
 Fixed aSSetS, ‘000 rub
 deScription codeopening balance recorded diSpoSed oF
 cloSing balance
 Buildings 070 1,536,081 – (1,630) 1,534,451Structures and transmission equipment 075 1,841,586 17,234 (10,051) 1,848,769Plant and equipment 080 4,460,968 237,822 (106,019) 4,592,771vehicles 085 1,444,420 37,009 (9,291) 1,472,138Fixtures and fittings 090 52,882 2,672 (2,318) 53,236Working livestock 095 60,978 3,407 (3,971) 60,414Perennial plants 105 638 – (2) 636Other fixed assets 110 765 – (–) 765Land plots and natural resources 115 8,511 2 (–) 8,513TOTAL 130 9,406,829 298,146 (133,282) 9,571,693
 deScription code opening balance cloSing balance
 Total depreciation of fixed assets, incl.: 140 4,935,891 5,296,203Buildings and installations 141 1,459,893 1,543,870Plant, equipment and vehicles 142 3,436,886 3,701,321Other 143 39,112 51,012
 Total leased out fixed assets, incl.: 150 479,135 465,368Buildings 151 96,424 97,515Structures 152 2,335 2,335vehicles 153 250,894 308,561Plant and equipment 154 126,621 55,768Production tools 155 2,848 1,176Other 156 13 13
 Suspended fixed assets 157 166,307 306,970Leased fixed assets – total, incl.: 160 823,029 806,952
 Buildings and installations 161 498,367 497,626Plant and equipment 162 324,596 309,272Other 163 66 54
 For reFerence code opening balanceopening balance oF the
 prior period
 Changes in fixed assets' value resulting from additional construction, modernisation, revamping, partial demolition 180 11,859 56,823
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 Financial inveStmentS, ‘000 rub
 deScription code
 long-term Short-term
 opening balance
 cloSing balance
 opening balance
 cloSing balance
 Total interest in authorised (share) capital of other entities 510 27,602,527 31,126,092 – –Including subsidiaries and affilates 511 12,631,529 13,622,691 – –
 Loans issued 525 18,680,443 18,339,960 2,270,987 1,680,370Deposits 530 – – 4,680,425 2,022,234Other 535 – 112,406 68,204 135,059TOTAL 540 46,282,970 49,578,458 7,019,616 3,837,663
 of the total amount, quoted financial instruments
 Total interest in authorised (share) capital of other entities 550 22,798,189 26,218,561 – –Including subsidiaries and affilates 551 7,829,981 8,717,951 – –
 Other 565 – 10,823 – –TOTAL 570 22,798,189 26,229,384 – –For reFerence
 Effect of mark-to-market revaluation for quoted financial instruments 580 21,590,707 24,817,157 – –
 accountS receivable and payable, ‘000 rubdeScription code opening balance cloSing balance
 accounts receivable
 Total short-term receivables, incl.: 610 3,265,184 6,692,904Trade receivables 611 1,478,985 2,658,616Advances paid 612 690,398 881,706Other 613 1,095,801 3,152,598
 Total long-term receivables, incl.: 620 82,976 53,043Trade receivables 621 15,675 9,366Other 623 67,301 43,677
 TOTAL 630 3,348,160 6,745,947
 accounts payable
 Total short-term receivables, incl.: 640 9,994,362 9,620,537Trade payables 641 231,425 384,240Advances received 642 174,739 497,966Taxes payable 643 38,440 93,783Loans 644 9,141,776 8,205,181Borrowings 645 316,350 262,026Other 646 91,632 177,341
 Total long-term receivables, incl.: 650 17,910,219 19,769,095Loans 651 10,910,202 12,769,078Borrowings 652 7,000,017 7,000,017
 TOTAL 660 27,904,581 29,389,632
 operating expenSeS breakdown, ‘000 rubdeScription code reporting period year-on-year
 Material cost 710 13,856,223 11,453,553Payroll 720 1,418,468 1,282,404Social charges 730 301,970 246,898Depreciation 740 441,504 419,955Other expenses 750 622,389 486,527Total for expense items 760 16,640,554 13,889,337movements (increase [+], decrease [-]) of:
 Production in progress 765 5,098 –8,965Deferred expenses 766 102,868 13,096
 warrantieS, ‘000 rubdeScription code opening balance cloSing balance
 Total warranties received 810 7,321,040 240,137Total warranties issued 830 4,411,428 9,472
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 notes to Acron’s 2010 Annual financial statementsAcron’s financial statements for 2010 were prepared in accordance with Russian law.
 Acron’s financial statements include the balance sheet statement, income statement, statement of shareholders’ equity, cash flow statement, balance sheet supplement and explanatory notes drafted in accordance with Russian law.
 Acron's annual financial statements are stated in thousands of roubles and cover all of the Company's businesses, regardless of whether they have separate balance sheets.
 The format of Acron's financial statements complies with Russian law on information disclosure by joint stock companies.
 Acron records revenues from the sale of its goods, products, work and services using the accrual method.
 The figures in lines 090 and 100 of Acron's income statement include foreign currency transactions (conversion).
 The items “Other Income” and “Other Expenses” include the purchase and sale of foreign currency, sale of other property, exchange rate differences, written-off accounts payable and accounts receivable, revaluation of financial investments, fees and penalties, social payments under the collective agreement, losses from maintaining social and cultural facilities, charitable and financial assistance, and other income and expenses not specified above.
 Acron records its expenses in the reporting period in which such expenses are accrued, regardless of their actual payment.
 Acron records its fixed assets at their depreciated cost, which equals historical (replacement) cost less depreciation.
 For fixed assets commissioned before January 1, 2002, depreciation accrues for accounting purposes on a monthly basis at depreciation rates set by the USSR Council of Ministers in its regulation No. 1072 dd. October 22, 1990 On Unified Depreciation Rates for Fixed Assets Reconstruction in the USSR Economy.
 For fixed assets commissioned on or after January 1, 2002, depreciation accrues for accounting and taxation purposes in accordance with the Fixed Assets Classification by Depreciation Groups as approved by the Russian Government in its Regulation No. 1 dd. January 1, 2001.
 Assets which meet the eligibility criteria to be recorded as fixed assets but have a cost of less than or equal to RUB 20,000, as well as books, brochures and similar products, are recorded as inventory and classified as production costs (selling costs) as they are released for production
 or operation; inventory is recorded off the balance. Inventory is written off such off-balance accounts as its service life expires.
 Acron applies the linear method of depreciation to all types of fixed assets for accounting and taxation purposes.
 Intangible assets are recorded at historical cost less depreciation. Depreciation of intangible assets is defined by the linear method. Intangible assets include exclusive rights to a trademark, software, patents for inventions, etc. acquired by the Company.
 Construction in progress is recorded at actual cost.
 Acron's inventory is recorded at actual cost. For accounting and taxation purposes, Acron uses the FIFO method to write off such inventory.
 Cash and liabilities in foreign currency are translated into Russian roubles at the official exchange rate as of December 31, 2010.
 Acron’s authorised capital as of December 31, 2010 was RUB 238,438,000.
 Basic earnings per share totalled RUB 107 in 2010, compared with RUB 346 in 2009.
 Acron's surplus capital includes revaluation gains on non-operating assets.
 Acron established a reserve fund in the amount of 15% of its authorised capital. As of December 31, 2010, the reserve fund held RUB 35,766,000.
 Loans and borrowings payable by Acron are shown on its balance sheet, including interest payable, as of the end of the reporting period.
 Trade receivables are recorded based on contractual prices between Acron and its buyers/customers, including VAT.
 Line 150 of the balance sheet statement shows Acron's fixed assets (housing stock).
 In line Russian Accounting Standard 18/02 Profit Tax Recording, Acron recorded in its financial statements for 2010 deferred tax liabilities of RUB 870,523,000. The increase was primarily due to a gain resulting from the mark-to-market revaluation of Acron's financial investments.
 As of December 31, 2010, financial investments with a quoted market value are recorded on Acron's balance sheet after a mark-to-market revaluation. The RUB 4,377,351,000 difference between the current value of such investments as of the reporting date and the value at the previous reporting date is recorded as the financial result and included in “Other Expenses.”
 Net profit was RUB 5,122,740,000 in 2010 against RUB 16,500,605,000 in 2009.
 Acron's revenue from shareholdings in other companies is reflected in its income statement. In 2010, such gain totalled RUB 39,285,000, against RUB 129,341,000 in 2009.
 Due to the expiration on January 1, 2010 of the Novgorod Region Law No. 631-03 dd. January
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 6, 2009 “On Amending the Article of the Region Law On Tax Rates in the Novgorod Region,” the beginning balance as of January 1, 2010 in Account 77 “Deferred Tax Liabilities” was adjusted by RUB 295,835,000. The beginning balance in Line 515 “Deferred Tax Liabilities” increased, and the beginning balance in Line 470 “Retained Profit” decreased by RUB 295,835,000. As of the beginning of 2011, net worth was reduced by RUB 295,835,000 in the statement of shareholders’ equity.
 The note to the statement of shareholders’ equity shows the Group’s net worth at the beginning of 2010 (RUB 34,383,206,000) and at the end of 2010 (RUB 37,582,152,000).
 Acron's cash flow statement shows cash inflow and outflow in the reporting period, including opening and closing cash balances broken down into operating activities, investment activities and financial activities.
 Line 50 “Other Income” and Line 190 “Other Expenses” under Cash Flow from Operating Activities show, among others, cash flow in deposit accounts: Line 50 – RUB 92,876,372,000, and Line 190 – RUB 90,199,524,000.
 The supplement to the balance sheet statement provides greater detail on the figures in the balance sheet statement.
 In the course of its business, the Group entered into various transactions with its affiliates, the most common types of such transactions being:
 Purchase and sale of goods and products, �provision of work and servicesLease-in and lease-out of property �
 The goods, products, work and services were sold in arm’s length transactions.
 internal Audit Report on the findings of Acron’s financial and business Audit for 2010The Internal Audit Team conducted scheduled audits of Acron’s (Veliky Novgorod) financial and business operations throughout 2010 in accordance with Article 85 of the Russian Federal Law On Joint Stock Companies, Article 12 of Acron’s Charter, and the provisions of Acron’s Regulation on the Internal Audit Team.
 The audits were conducted to obtain sufficient evidence that the data contained in Acron’s reports and other financial documents are correct and to reveal any failures on Acron’s part to comply with the accounting and reporting procedures as set forth by Russian law or to comply with any provision of Russian law in its financial and business operations.
 During the audits, the Internal Audit Team mainly focused on the following matters:
 Compliance with legal regulations on regulated �expenses (personnel training, representation)Correct calculation and timely payment of income �taxTimely payment of salaries �Correct calculation of social payments to �personnel under labour law and local regulationsFull and correct statutory disclosures �
 The audits did not reveal any failures to comply with applicable law in the audited matters; all documents requested by the Internal Audit Team were produced in full and in a timely fashion.
 internal audit team opinion on the annual Financial StatementSThe Company’s 2010 financial statements presented to shareholders were audited by the Company’s external auditor, Baker Tilly Rusaudit. The Internal Audit Team supports the external auditor’s opinion that the data contained in the Company’s 2010 financial statements, including its profit and loss statement (income statement), are accurate and correct.
 The Internal Audit Team further confirms that the Company’s 2010 financial statements are free from any material misstatements, and that the Company conducted its financial and business operations in accordance with applicable law.
 internal audit team opinion onthe inFormation contained in the company’S annual reportThe Internal Audit Team confirms that the information contained in the Company’s 2010 Annual Report to the annual general meeting is accurate and correct.
 irina klassen Chair, Internal Audit Team
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 contAct infoRmAtion
 acronVeliky Novgorod 173012, Russiaphone: +7 8162 99 61 09fax: +7 8162 99 66 63email: [email protected] World Trade Centre, 12 Krasnopresnenskaya Naberezhnaya Moscow 123610, Russiaphone: +7 495 411 55 94fax: +7 499 246 23 59email: [email protected]
 Shareholder informationNadezhda BashkirtsevaSecurities Departmentphone: +7 8162 99 61 09fax: +7 8162 99 66 63
 investor informationIlya PopovInvestor Relationsphone: +7 499 246 51 23fax: +7 499 246 23 59
 gdr depositary bankDeutsche Bank Ltd.82, bld. 2 Sadovnicheskaya StreetMoscow 115035, Russiaphone: +7 495 797 51 02
 acron’s raS auditorBaker Tilly Russaudit Ltd.15, bld.1 Zubarev PereulokMoscow 129164, Russiaphone: +7 495 788 55 67
 acron’s iFrS auditorPricewaterhouseCoopers10 Butyrsky ValMoscow 125047, Russiaphone: +7 495 967 60 00
 registrarPetersburg Central Registration Company2A, bld. 2 Krasnogvargeiskaya SquareSt. Petersburg 195027, RussiaLicence: 10-000-1-00262 dated December 03, 2002(for unlimited term)
 webpageAcron and its subsidiaries’ details are available at www.acron.ru/en
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