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Abstract

The thesis applies financial analysis and assesses the financial performance of six Russian
forest product companies, i.e. evaluate how well the companies perform. The goal is achieved
through implementation of different financial analysing tools and techniques, mainly financial
ratio analysis. Different financial measures are evaluated. Furthermore, comparisons are made
between companies, their past and expected future development is analysed and compared
with the economy in general. Ratio analysis showed as well that all studied companies had
problems with the absolute liquidity. However, other types of financial liquidity were at
acceptable levels. Profitability of studied companies was poor for majority of businesses. It
was connected with low returns on assets and inadequate profit margins. Activity ratios that
define the companies’ market strategies had more or less good figures. According to ratio
analysis of financial leverage, the studied companies were divided in two groups - financially
independent businesses and others that rely on external funding.

Keywords: Russian forest product companies, financial analysis, ratio analysis, Russian
financial accounting statements, Russian accounting standards



Sammanfattning

Uppsatsen tilldmpar finansiella analyser och vérderar den finansiella prestationen hos sex
ryska skogsproduktsforetag, med andra ord hur vil foretagen presterar. Malet nds genom
implementering av olika finansiella analysverktyg och tekniker, huvudsakligen finansiell
ratioanalys. Olika finansiella mitningar utvdrderas. Vidare gors jaimforelser mellan foretag,
deras historiska och forvdntade framtida utveckling &r analyserad och jaimford med ekonomin
i allminhet. Ratioanalyser visade ocksi att alla de studerade foretagen hade problem med den
absoluta likviditeten. Hursomhelst, andra typer av finansiell likviditet 1ag pd acceptabla nivaer.
Lonsamheten hos de studerade foretagen var svag for en majoritet av foretagen. Det horde
samman med 1ag avkastning pa pa tillgdngar och ldga vinstmarginaler. Aktivitetsratios som
definierar foretagens marknadsstrategier hade mer eller mindre bra siffror. Enligt ratioanalyser
av finansiell hdvstangsverkan kan de studerade foretagen delas in i tvd grupper — finansiellt
oberoende foretag och andra som dr beroende av externa medel.
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1. Introduction

Business activities of a company always attract certain attention from various market
participants such as associates, investors, competitors or authorities, who are expressly or by
implication interested in its financial results. The third parties are able to estimate financial
performance by analyzing accounting statements available for public use. Financial analysis
serves as a primary tool for this purpose. The main idea of financial analysis is to obtain
enough of key values (the most informative ones), that represent objective and exact financial
situation within a company: its profits and losses, structural changes in assets and liabilities,
level of competitiveness, relations with debtors and creditors. This analysis can be used both
for estimation of current financial condition and for its prediction in the nearest or more
remote future.

1.1. Purpose: financial analysis for the Russian forestry

Russian forestry is characterized by substantial international relations with Europe. From year
to year, sufficient interests in investments from other regions increase as well.
Internationalization of business leads to a stronger competition on the global timber market. In
order to gain a competitive advantage on this market, the use of different informational
sources is usually required. The most suitable sources for gathering business information are
financial accounting statements available for public use. However, in Russia there are some
difficulties with availability of these reports. While the Russians have several ways of
obtaining financial data of a forest product company, non-residents do not have such
possibility and it is complemented with such difficulties as a language barrier, compatibility of
national accounting principles with international standards etc. Nevertheless, accounting
statements do not provide too much insight by themselves and they should be always
processed according to methods of financial analysis.

The main goal of the thesis is to analyze accounting statements of Russian forest product
companies. The goal is divided into two main directions: theoretical and practical.
Theoretical part of the main goal consists of the following objectives:

e To define whether financial analysis can be made for Russian businesses. (Will it be
required to use special methodology for the analysis?);

e To understand basics of the Russian accounting system. To compare Russian financial
statements with international ones. (Will it be possible to compare results of financial
analysis made for Russian companies with results of European analogues?);

e To study an important question of availability of Russian financial statements for the
analysis. (How easy (or hard) to get a Russian accounting statement?);

e To evaluate credibility of Russian financial statements. (In other words can we trust to
public reports while using them for analysis?);

e To choose a representative group of Russian forest product companies. (How many
Russian forest product companies should be studied in the thesis? What branches of
forestry should they represent? i.e. to define selection criteria)

The practical part includes the following objectives:

e To study changes and structure of articles in Russian financial statements;
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e To estimate financial liquidity of companies by studying only balance sheets;

e To use more complex methods of financial analysis such as ratio analysis for defining
relationships between articles in financial statements;

e To define “weak spots” in companies’ business performance;

e To apply specific methods of a bankruptcy prediction for Russian forest product
companies;

e To compare results of ratio analysis with industry averages and between analyzed
businesses;

e To make an evaluation of Russian forest product industry according to results of
financial analysis.

1.2. Approach

Main sources of information for the thesis are the accounting reports available for public:
balance sheets and income statements. Nowadays in Russian financial accounting practices,
big or middle-sized forest product companies use both national (for the State Taxation
Service) and international (IFRS or US GAAP) principles of financial accounting. Application
of international principles is not compulsory and is only used for convenience of foreign
contractors. However, there are certain differences in approaches to financial accounting in
Russia, which will be discussed in the thesis. In addition, the method of financial analysis and
therefore its results may vary in different countries. Hence, in order to make the results
comparable, it is essential to interpret sources of information first.

Methodology of financial analysis includes variety of specific instruments like ratios,
indicators and coefficients suitable for their own purposes. The analysis also implies
researching of changes over time. It is true that financial analysis means thorough explanation
of each received result. All financial ratios in the thesis were calculated using Microsoft®
Excel® environment based on formulas presented in theory chapter. All results were gathered
in summary tables. There are many advantages of this approach such as convenience, stability
and popularity of the software and relative accessibility (or easiness of use). Additionally,
special analysis templates have been created especially for the thesis. With the help of these
templates, the calculation routine has been reduced literally in six times. Nevertheless,
regardless of the amount of calculations, all results have been grouped in the most compact
resulting tables as possible.

Russian forest industry consists of about 20 thousand businesses (forestry and related spheres)
with predominance of small companies. To choose appropriate businesses for the analysis, the
scope of the thesis has been narrowed to the European part of Russia (North-West). The scope
of the thesis also includes forest product companies with the following activities: paper and
pulp, production of market cellulose, wood processing (planks and plywood production,
sawmilling, producing of furniture etc.) and tree felling.

1.3. Selection criteria for studied companies

According to the open Internet database of the Russian forest industry - “www.wood.ru”, the
North-West administrative region has 834 forest product companies listed in the database,
including enterprises producing paper and pulp, cellulose plants, wood processing and timber
harvesting mills. The main approach for selecting companies was to choose 2-3 firms
producing different forest products and belonging to different parts of the North-West
administrative region of Russia. Additionally, the selected companies should not be
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competitors to each other neither by a product, nor by geographical position on the market.
However, this approach has appeared too optimistic. At the very first stage of writing this
project, fifteen Russian forest product companies have been selected to form up representative
group for the industry. Fifteen e-mails were sent to head offices of these companies.
Unfortunately, no one replied. The communication issue had been threatening the whole
project in its early stage, however a solution was found. There are only six Russian forest
product companies participating in the thesis. They are the Arkhangelsk Paper and Pulp Mill
(APPM), Mondi Business Paper Syktyvkar (MBP SY), Pitkédranta Cellulose Plant (PCP),
Segezha Pulp and Paper Mill (SPPM), Syktyvkar Wood Processing Mill (SWPM) and the
Koigorodok Timber Company (KTC).

In initial group of fifteen companies, only three businesses had official web-portals with
financial data available for any interested party. These companies were the APPM, the PCP
and the SPPM. Auditors signed all accounting statements that were taken from the corporate
pages. Either the rest of the companies in initial group had no online pages, or their financial
statements were inaccessible for public use. Private contacts have been used to get financial
data from remaining companies (yet the sampling criteria were taken into consideration). Two
more enterprises - the MBP SY and the SWPM were found on registrars' web pages — firms
that collect joint-stock companies’ data. The KTC's financial reports were obtained from a
friend of author who is currently one of the company's employees.

1.4. Literature review

There are many theoretical sources covering financial analysis available both in English and in
Russian. The first part of bibliographical sources of the thesis consists of hard-copy materials
and the most deserved attention books are reviewed below. The “Financial analysis: tools and
techniques. A guide for managers” by Erich A. Helfert (10" ed. - McGraw Hill, 2001, 510p.)
describes a system approach to financial analysis, helps to interpret financial statements and
shows every technique and measure. Another book — “Financial management and analysis” by
F.J. Fabozzi and P.P. Peterson (2™ ed. - Wiley Finance, 2003, 992p.) deals with principles and
tools of financial analysis around the globe. Its authors also contribute to understanding of
financial statement analysis, which includes analysis of financial ratios, evaluation of earnings
and cash flow analysis. A very good approach to accounting and statement analysis could be
found in “Financial statement analysis: a practitioner's guide” by M. Fridson and F. Alvarez
(3" ed. - Wiley Finance, 2002, 396p.). On the real life examples, the authors illustrate the
financial statement analysis. A great self-study book “Financial analysis with Microsoft
Excel” by T. Mayes and T. Shark (Harcourt, 1996, 296p.) integrates financial performance
with spreadsheet analysis using Excel. It helps to create a template for making financial
analysis faster and convenient. Another part of the used bibliography includes the Internet
sources such as web pages and online articles. Foundations of accounting practices of Russia
are based on the state financial policy, which is governed by the Ministry of Finance of
Russia. For this reason, the law and subordinate regulatory acts determine them. Because of
their rapid change, the Internet is the only provider of actual legislative data for the thesis.

1.5. Limitations and key assumptions
For the purpose of the thesis, only big and average-sized forest product companies were
assumed for the analysis. The main reason for this was accessibility of accounting statements.

The bigger is company, the easier to get financial statements. However, there is only one small
Russian forest product company included in the project - its financial statements were
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obtained through personal contacts (the KTC). In total, there are six Russian forest product
companies studied in the thesis. Their types of activities shown above were selected for
possible comparison with businesses in Sweden, Finland and (or) other countries. All financial
statements in the thesis include the same time interval - last three accounting years (2004,
2005 and 2006).

1.6. Thesis outline

The thesis consists of seven chapters including bibliography: introduction, theoretical
framework, background for the empirical study, the empirical study, discussion of the results
and conclusion. All chapters are shown in Fig.1. Each chapter of the thesis includes a preface
defining its contents.

Introduction
A
Theoretical
A 4
Background for the
empirical study
\ 4
The empirical study
A 4
Discussion and
conclusions
A
Bibliography
A 4
Appendixes

Figure 1. Thesis outline.
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2. Theoretical framework

This chapter includes explanation of informational role of financial analysis in business
environment. There are two different approaches to financial analysis and, therefore, each of
them has different goals. Full description of the method of financial analysis, main sources of
information and classification including its Russian and international differences are
explained in this part of the thesis.

2.1 The role of financial analysis in informational support

Financial analysis helps various parties, interested in a company’s activities, to obtain
financial information required to them. The main purpose of financial analysis is to estimate
current financial conditions and define actions necessary to conduct work on improvement or
preserving of these conditions. Financial analysis also summarizes a firm’s business activities
in the past, at present and in the near future. Its main function is to identify financial
performance of a company, reveal weaknesses, potential sources of problem occurrence in its
further plans and to find out strengths on which the firm can rely. Financial performance of a
company, being one of the major business characteristics, defines competitiveness, potential
of the business, economic interests of the company's management and reliability of present or
future contractors. Therefore, the secondary goal of analysis is to reveal financial condition of
the company to external users.

211 Two main types of financial analysis

Financial analysis can be both internal and external. This basic classification of types of
financial analysis is shown in Fig.2.

External It—f Financial Analysis l—> Internal I

Assessment of financial
performance

Improving of financial
performance

Main goal

Data Sources

Open for public
accounting statements

Any company’s data
required

Standard

Any, required for the task l

On defining dependencies

Emphasis

On comparison with
similar companies

Main object
) The whole company, its

departments, strategies,
products etc.

Company as a whole

Figure 2. Classification of financial analysis. (Maksimov, et al., 2006)
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Internal financial analysis (also known as managerial financial analysis) is necessary for
meeting the own requirements of a company. It is aimed on determination of liquidity or
results estimation of a last fiscal period. Usual “output” of internal analysis is a set of
administrative decisions - combination of various measures intended for optimization of
certain “issue” within the business. The internal analysis is typically performed inside a
company by its financial department and constantly revised because of changes in macro- and
microeconomic environment. Due to the nature of data sources using for the internal analysis
(internal accounting books and reports), its results are always precise.

An external analyst does not have access to internal financial data and, hence, has to carry out
so-called external financial analysis, when initiative does not belong to a company’s
management, but to a third party. The main goal and objectives of external analysis may differ
from its managerial analogue. The defining a creditworthiness and investment possibilities by
an investor, may serve purposes of an external financial analysis. In similar way, financial
liquidity or solvency can be of interest for a bank. To make a better decision, potential
business partners wish to know maximum available information about a firm and amount of
risk involved in respect of investments profitability and possible gains and losses. External
financial analysis is based on published accounting statements and aimed on prediction of a
possible bankruptcy, assessment of business performance and financial sustainability of a
company.

Irrespective of type of the analysis, its methods are very similar. They are determination and
interpretation of various financial ratios, studying of changes over time and structural changes
of articles. Correct application of financial analysis allows answering many questions
concerning “financial health” of a business. (Zemitan, 2005) The thesis is focused on
conducting external analysis and further mentioning of “financial analysis” in the manuscript
will mean only “external financial analysis”.

2.1.2 Themethod and main objectives of financial analysis

Financial analysis has its specific set of tools along with particular way of their application
that defines methodology of the analysis. Main objectives of financial analysis specify spheres
of finances where its methods suit best. (IKF "ALT", 2006) The main objectives of financial
analysis are:

Making “snapshot” of financial efficiency of a company at a moment of research;
Revealing tendencies and patterns in a company’s development for a period;

Defining weaknesses that negatively influence financial performance;

Revealing reserves which a company can use for improvement of its financial situation;
Make conclusions and suggestions for improving difficult financial situation.

To successfully fulfil these objectives and therefore to reach main goals of the thesis, a
specific set of methods should be used. The basic methods of financial analysis are:
horizontal, vertical, trend-based analysis, ratio analysis, factorial and express analysis. Most of
these methods utilize financial statements available for public use as a data source.

The vertical analysis calculates specific “weights” or proportions of individual articles in total

value of an accounting report. As an example, for a balance sheet vertical analysis will include
structure of assets and liabilities at a certain moment of time. Horizontal analysis deals with
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changes of articles. The main principal scheme of horizontal and vertical analysis is shown in
Fig.3, where “0” means previous period, and “1” — the current.

VALUE Year ( Year 1 Absolute change (A) Relative change (*100)
A Ao A Al- Ay A1/ Ay
B Bo B, HE Bi- By B/ By
C Co I E Ci- Co Ci/ Co
2 (abe) Aot Bot Co | Ai+ Byt Clg P D abo)l = D (abe)0 2 (abe)1/ D (abe)o
D Dy D, . D;i- Do Dy/ Dy
E E E, Ei- Eo Ei/ E,
2 (de) Dot Eyp D,+E, 2 (de)1D (de)0 > (de)1/D (de)o

A simple balance sheet:
Assets (D (abe)) = Liabilities +

Shareholder’s Equity (3 (de))

Horizontal analysis:
Absolute and relative

VALUE Year (0 Year 1
A Ao/ (abe A (abe :
B Bs/%:((aic:z Bi /Ezasczll Vertical (structural) I
C Co/> (abe)o C1/3 abo)1 :

2 (abe) 1 1
D Do/? (dexo D1/3 @en
E Eo/ (de0 E1/2 (o)1

2 (de) 1 1

Figure 3. Vertical and horizontal methods of financial analysis. (Stanislav Sokolov)

Trend-based analysis compares articles in accounting reports for several periods (years, or
other adjacent accounting periods) and reveals tendencies dominating in the changes of
values. Factor analysis reveals causes of changes in absolute and relative values through
decomposition of them. The main objective of express analysis is so-called “quick”
assessment of financial situation of a company.

Ratio analysis studies levels and changes of relative measurements of financial performance.
This method is the most commonly used in the world practices of financial analysis because of
its relative simplicity and availability of data sources. It is also the main method for the thesis.
When using the ratio analysis one can tell how profitable a business is: to show if it has
enough capital to meet its obligations and even suggest whether its shareholders satisfied by
an increasing value of the company or not. Ratio analysis can also help to confirm whether a
company is doing better this year than it was last year; and it can tell how a firm is performing
comparing with similar firms in industry. This method is based on a correct interpretation of
calculated values. However, it has some limitations. The problem is to choose a proper ratio
that suits best to a goal of analysis. The proper application of a ratio depends on correct
economical and financial meaning of that ratio. To be useful, both the meaning and limitations
of a chosen ratio have to be understood. Meaningful ratio analysis must conform to the
following elements: 1) the viewpoint of the analysis taken; 2) the objectives of the analysis; 3)
the potential standards of comparison. These elements will be described later.
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2.2 Sources of information for the analysis

Financial analysis (hence, its results) depends largely on the quality of data it uses. The
presence of uniform system of data collection about company’s property status, financial
results and business activities is required as obligatory criteria for quality of the analysis. Such
system does exist and financial analysts use widely public accounting statements. One of
primary goals of financial accounting includes providing of complete and trustworthy
information about economic activity, necessary both for internal (executives, shareholders,
partners and proprietors of organization), and the external users (analysts, investors, creditors
and other users of financial statements). The accounting has been developed to accumulate,
maintain, and provide financial information regarding internal business transactions. (Jagels,
et al., 2003) Thus, accounting statements can be named a permanent asset in communication
between company and all involved parties because they provide credible channel of the
information about financial performance. That is why quality requirements for financial
statements are high. (Zemitan, 2005)

2.2.1 Bascsof financial statements

Financial reporting system of a country utilizes its specially determined accounting statements
and rules of their application. Regulation and use of financial reports is coordinated by
national or (and) international accounting standards. There are four main financial statements:

A balance sheet;

An income statement;

Cash flow statement;

Statement of shareholder’s equity.

Balance sheet shows what a company owns and what it owes at the certain moment of time. It
provides details about company’s assets, liabilities and shareholders’ equity. Assets are things
that a company owns that have value. Assets include physical property and things that non-
material but nevertheless exist and have value, such as trademarks and patents. In addition,
cash itself is an asset. In a balance sheet, assets are generally listed based on how quickly they
can be converted (current and noncurrent assets) into cash. Liabilities are amounts that a
company owes to others. This also includes obligations to provide goods or services to
customers in the future. Liabilities are generally listed based on their due dates (long-term and
short-term). Shareholders’ equity is the value that would be left if a company sold all of its
assets and paid off all of its liabilities. In other words, it is a net worth of a company. It
belongs to the shareholders, or to the owners of the company. Balance sheet is based on
accounting equation: ASSETS = LIABILITIES + SHAREHOLDERS' EQUITY (SEC, 2007)

Income statement is a report that shows how much revenue a company earned over specific
period. An income statement also shows the costs and expenses associated with earning that
revenue. The end line of the statement usually shows the company’s net earnings or losses.
Income statements also report earnings per share for joint-stock companies.

Cash flow statement reports a company’s inflows and outflows of cash. This statement shows
whether the company generated cash. Generally, cash flow statements are divided into three
main parts. Each part reviews the cash flow from one of three types of activities: 1) operating
activities; 2) investing activities; and 3) financing activities.
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The fourth financial statement — statement of shareholders’ equity (it may also have other
names according to national standards) — shows changes in the interests of the company’s
shareholders over time. (SEC, 2007) The main idea of financial statements is to provide
information about financial position (balance sheet), performance (income statement), and
changes in financial position (cash flow statement) of a company. (Van Greuning, 2006) In
addition, Erich Helfert in his “Financial Analysis: Tools and Techniques” brings up the
general picture of a company’s financial reporting system. There are three main “branches” of
a company’s activities: Investments, Main operations and Financing. As Fig.4 shows, all
three financial reports reflect the interconnection within a business organization, helping to
visualize their coverage and relationship as an integrated whole. The idea of the scheme is that
all three financial statements cover three informational dimensions of management by
overlapping and supporting each other.

¢ Management Decision Area —¢

Investment y - Financing
Operations
I L . o
Assets — Balance Sheet [ Liabilities
Income Statement I Current Liabilities I
Current Assets E'I]j
|:|']:| Revenues I Lone-term
. 0 Cost of Sales I E'I]j
Fixed Assets Statements of changes in
ED:, = Gross Margin I shareholder’s equity
: —> ’s eaui
Other Assets i > Operating exnenses I IShareholder s eauitv :
I = - I
[—] Onerating
Total Assets Total Liabilities
— Income taxes I and net worth
[— Net profit/loss I‘ B
Investments Cash Flow Statement I Financing
Investments Trade credit and new
(increases) in all Operatlops financing (increasing in
types of assets are Profitable operations are & liabilities and equity)
uses of cash; | Source of cash; losses drain are sources of cash;
disinvestments 7 cash from .the system. ' repayments of
(reductions) in all Accounting write-offs or write- liabilities, dividends,
typeS of assets are ups dO not affeCt CaSh; and retiirne nf canital
e Al their nrafit imnact mnct he

Figure 4. Generalized overview of a financial reporting system. (Helfert, 2001)
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Financial reporting system has certain attributes that make the information provided in
financial statements useful to users. They are called qualitative characteristics:

Relevance;
Reliability;
Comparability;
Accessibility.

Relevant information influences economic decisions created by users, helping them to
evaluate past, present, and future events or to confirm or correct their past evaluations. (Van
Greuning, 2006) Reliable information is free from material errors. Comparable information
is presented in a consistent manner over time and in a consistent manner between entities to
enable users to make significant comparisons. Accessibility attribute stands for ability of
information to be understandable by users who have a basic knowledge of business, economic
activities, and accounting. These characteristics are fundamental and despite real variations
among the nations, persist in all accounting standards and approaches around the globe.

2.2.2 International approachesto financial statements

Accounting and reporting practices, regardless of national differences, during their historical
development, have been highly consistent. The reason is that all these practices were intended
to accomplish the same goals. With the impact of industrial revolution and the growth of
various forms of businesses in the XIX century, many countries tried to bring order to the
variety of practices by “either introducing legislation that set out accounting rules for
businesses or providing a general framework for their conduct”. (Hussey, et al., 2005) An
essential part of this legislation was the disclosure of financial information by organizations to
various groups. However, the term “accounting standard” appeared only in 1970s. Nowadays,
the diversity of accounting systems has become less then significant, because the systems of
the more dominant economic leaders became the preferred sets of practices for companies
oriented in a business activity in those nations. (Epstein, et al., 2002)

In the age of globalization, a demand for uniformity of accounting standards has emerged
considerably. Comparability of financial information is the aim of implementing universal
accounting rules. The move to unification has started due to the increasing influence of the
International Accounting Standards Board (IASB). Currently, major developed economies, for
example, the European Union, China, Brazil and Australia have adopted the International
Financial Reporting Standards (IFRS) for their accounting systems (IAS PLUS, 2007). Other
countries have also declared their intentions to adapt their national standards (GAAP) with
international requirements, and some still have not decided on their aims. Several nations have
partially adopted IFRS for companies listed on domestic stock market and banks. In the
United States, there are still barriers on the way of harmonization of accounting standards with
IFRS. The United States Securities and Exchange Commission (SEC) currently requires all
overseas companies listed in the US to prepare their results either under the US national
standards (US GAAP) or according to their local requirements with a footnote integrating
their local standards to US GAAP. The process of unification of accounting standards is still
undergoing. The work for convergence of national accounting standards is conducted through
the following four directions:

e Procedural matters — to specify how accounting records are have to be kept and how
transactions are to be recognized in the records;
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e Recognition — to specify what will be accepted as an economic transaction for
financial accounting and reporting purposes;

e Measurements — to specify how revenues, expenses, gains, losses, assets, and liabilities
should be measured in the financial statements;

e Disclosure — to specify the content and presentation of information in financial
statements. (Hussey, et al., 2005)

Although, consolidation of national accounting standards is still important differences among
these standards are often significant. This happens mainly due to opinions difference of those
who develop standards, in regard of recognition and measurement norms. Other problems are
connected sometimes with technical difficulties and political issues. The negative
consequence consists in possibility to examine a set of financial statements of a company in
one country but be unable to compare it with a similar business in another country. “This is
because the financial statements had been drawn up according to different accounting and
reporting requirements”. (Hussey, et al., 2005) However, big players on international markets
— multinational corporations, have already overcome comparability problems of financial
information. It has become natural that all major players on the global market keep their
financial records both in national and international formats.

2.2.3 Relationship between financial analysis and auditing

Financial auditing represents an entrepreneurial activity of auditors in independent and
unbiased verification of accounting statements. As known from the history of economics, a
company’s owner has just recently ceased to be identified as its administration. Separation of
interests of management and investors caused development of the audit. Consequently,
independent auditors eliminate problem of discrepancy of interests of those who creates
financial statements and those who uses them, leading eventually to accessibility of financial
information. The audit also diminishes possibility of an incorrect decision-making, based on
unreliable information that can entail negative economic consequences for a company.

Likewise, auditor activities remove problem associated with necessity for an end-user to have
a special knowledge for estimation of reliability of financial statements. The degree of
reliability cannot be easily evaluated by the majority of end-users, because of their limited
access to accounting books and other internal information. That is why an auditor’s conclusion
can ensure the required level of confidence in a financial statement. It is true as well for
financial analysis. For an external analyst, use of financial reports signed by an auditor means
getting trustworthy results.

2.3 Specificity of financial accounting in Russia

From the beginning of 1990s, Russia has been reformed from the command economy into a
new system - the market economy. This transition was and continues to be difficult. Almost
all spheres of life were affected by it — the economy, political affairs, the culture and social
sphere, education and so on. Finances and accounting was not an exception. The government
decided to transform Soviet accounting rules into new standards. However, the reforms in
financial accounting are still in progress. International financial reporting standards are also
used together with Russian Accounting Standards (RAS) and the US GAAP. The IFRS and
US GAAP are the choice of those businesses that work on international markets (and only
banks in Russia are obliged to use IFRS). The IFRS and the RAS have many similarities
because Russian standards evolved from International accounting principles.
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2.3.1 Russian accounting standards

The Russian legal system is based on a civil law concept like in many other European
continental countries. In civil law countries, the main users of financial information are not the
shareholders, like in the common law countries (the US, the UK, Australia), but government
bodies and creditors. Unlike common law countries, where professional representatives
develop standards for a non-state sector, in civil law countries state authorities make all
accounting regulations. (McGee, et al., 2006) The regulative system of accounting in Russia
consists of four levels (from federal laws to local statutory acts), ranging by status of an act in
their subordination. The status is defined by administrative level of a legislative act and by its
compulsoriness. The whole system of regulation of the Russian accounting is shown below in
Table 1.

Table 1. Financial accounting regulation in the Russian Federation (McGee, et al., 2006)

Status
Level Name of the Document Type of the.document/ Compulsory to
Responsible body follow
Federal Law N2129 “On Accounting” FL / Parliament Yes
Federal Law N2208 “On JSC” FL/ Parliament Yes
1 Federal Law N286 “On the central bank” FL/ Parliament Yes
Federal Programme of accounting Programme / Ves
reformation in Russia Government of Russia
Russian Accounting Standards Ministry of Finance Yes
Accounting rules for banks Central Bank of Russia Yes
2 ) . ) Ministry of Finance and
Methodological Instruction on accounting Yes

Central bank of Russia

Card of accounts and Instruction on its . .
Ministry of Finance Recommended

3 implementation
Methodological Instruction on accounting

Other ministries Recommended
(industry depended)
Local normative acts adopted on a company’s
level Company No

As shown in Table 1, Russian accounting system is based on the administrative regulation and
standards that created by various government bodies. Therefore, first two levels (laws and
other statutory acts created by the government) are compulsory for all companies and failure
to meet these standards may end with negative consequences for a business. Other two levels
of the accounting regulation are not compulsory to follow and advisory in nature (instructions,
recommendations, application examples etc.). Russian financial accounting standards are
mainly focused on needs of the state tax service (as main user of financial statements in
Russia). On the contrary, international standards protect interests of a proprietor. It is major
and fundamental difference between them.

The main regulating act of the Russian accounting system is the Law Ne129. This document is

still requiring an adaptation to new economic situation in the country. According to article
written by E. Smirnov “Accounting and reporting” (Smirnov, 2007), many Russian
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professional accountants agree, that many problems of the Russian accounting legislation are
caused by the following weaknesses of the main law:

» Russian accounting methodology emerged from realities of planned economy and its
“state-oriented” approach. In a market economy, certain attention from the government
is still required for creation of such regulation system of the financial accounting, that
will guarantee protection of rights of all involved parties in obtaining required
financial information;

= Official regulation does not imply participation of professional community in
improving of accounting standards in Russia. At the same time, international
experience shows that self-regulation by professionals might be the better way in
reforming;

= Russian accounting legislation is adhered to civil procedure law and does not allow
realizing one of the basic principles of the IFRS — “priority of economic content over a
legal form” i.e. primacy of transaction over its legal form (a way of depiction in
financial reports and books);

= Judging by their qualitative characteristics, the overall quality of the International
accounting standards is higher than quality of the Russian standards. However,
regulation of financial accounting in Russia does not allow using of the IFRS
principles in the national standards. Many statements of the Law Nel129 contradict the
International accounting standards;

* Accounting methodology of Russia contains excessively detailed requirements to
accounting process, in particular, through description of obligatory forms and primary
registration documents. For Russian companies it limits possibilities to choose an
effective way of handling of accounting information and complicates automation of
the bookkeeping;

= According to the Law Nel29, only joint-stock companies have to publish their
financial statements. Majority of companies in Russia prefer not to disclosure their
reports and accounting policies for public. The Law Nel129 does not mention anything
about public access to statements created according to the IFRS.

Nowadays, there is growing number of companies in Russia that accept International financial
reporting standards for reporting their business activities. However, such transition has
voluntary nature (except for already mentioned banks) and it is difficult to tell for the present,
when the information shown in Russian accounting reports will be comparable with
statements from abroad. For those Russian companies that wish to use international standards
there are two alternatives: conducting of parallel accounting (good, but expensive) and
transformation (cheap, but not very effective) of Russian financial statements. However, for
an external analyst it is still impossible to tell whether a Russian accounting report has been
created using the RAS or the IFRS.

2.3.2 Transformation of Russian accounting statements for the analysis

Russian businesses, including forest product companies, usually experience certain difficulties
on international markets because they use national accounting system for disclosure of their
financial information. The system of accounting regulation cannot make national companies
operating at the global market more open for their foreign customers and partners. Only
initiative coming from a company’s management to use the IFRS standards simultaneously
with Russian reporting may help. If a company wishes to attract investments from abroad or
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receive bank financing, it is crucial for it to use financial language that is officially recognized
worldwide — international accounting statements.

In most cases, Russian companies overcome these issues by implementation of dual
accounting or by using outsourcing and consulting services for transformation of their
statements. For small and middle-sized companies these methods are expensive and, hence,
inconvenient. It is especially important for the Russian forestry, which performs traditionally
worse than, for example, oil and gas industry. Having financial accounting on a dual level is
only affordable for an industry leader because it requires substantial capital investments. Such
companies commonly use an enterprise resource planning systems (ERP systems) that allow
using two (or more) accounting schemes simultaneously and without difficulties for
employees.

For small and middle-sized firms, who are interested in using of the IFRS, there is perhaps the
only one solution. It is the manual transformation of financial statements according to
international standards. The need of doing such procedure can arise from an expansion of
activities at international markets. It is true for Russian forest product companies because the
industry is mostly export-oriented. The transformation of financial statements is less
expensive and allows adjusting to the IFRS in relatively short time. Process of transformation
affects internal accounting data and managerial accounting information. Unfortunately, it
cannot be performed by a third party and almost certainly, the company will keep its
transformed financial statements for internal and foreign partners use only, simply because
there are no requirements in the Russian legislation to make them available for public.

Financial statements created according to the RAS have a few significant differences in
comparison with the IFRS reports. For example, Russian balance sheet overstates “property,
plant and equipment” article because of differences in calculation of depreciation in Russia.
The depreciation is based on rates from the state tax office and these rates are usually low
(lower depreciation=>higher value of an equipment=>higher taxes). On the contrary, the IFRS
balance sheets represent real or market value. Another example is from financial leasing.
According to the RAS, it is possible to reflect this activity in a balance sheet in a way that it
will be placed neither in assets, nor in liabilities (with violation of disclosure principle).
Second, the form of Russian income statement is strictly defined and because of its orientation
on taxation, accountants have no possibility to accept neither the income, nor the costs before
they have a paper document (proof of transaction). For that reason, operations committed but
not accepted in the current fiscal period automatically move to the next one. The IFRS do not
require paper approval of a transaction - all operations committed in one period belong to the
same period in the accounting. There are many other contradictions between RAS and IFRS
principles that occur because of the different accounting methodology.

Because of the accounting differences, a conclusions made in the thesis will not be fully
comparable with European or American businesses. Any achieved results should be only
considered regarding the studied companies in specific period within one industry and national
economics. For this reason, all financial statements acquired for the analysis were kept
original (in Russian Roubles - RUR) because the transformation to the IFRS is virtually
impossible for external users. On the other hand, international standards do not even provide
support for conversion of statements in their original currency into other currencies for
convenience of end users, or for other similar purposes. For those readers who wish to
evaluate original RUR articles in the Swedish Kroner (SEK), historical exchange rates were
added (Appendix 7). For the need of the thesis and convenience of its readers, all Russian
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financial statements collected for the analysis have been translated into English. Line codes of
translated statements can be used for easy collation with statements of any Russian company.

2.4 Assessment of financial performance

Financial statements, by themselves, do not provide a lot of information about how well a
company performs year to year or in comparison to other businesses in its industry. One of the
reasons why is difficult to make comparisons is that companies rarely have exactly the same
revenue. Another reason is that companies have varying financing structures. Ratios and other
performance measures and techniques have been developed to make financial information
comparable from company to company. These tools form three broad categories: estimation of
operating performance, evaluation of financial performance and defining level of financial
risk. Operating performance deals with efficiency of management. In other words, it is
important to know if a company use its assets in an efficient and profitable manner. Financial
performance deals with issues related to a company’s financial structure and ability to meet its
financial obligations. Analysis of financial risk is important to banks, suppliers, and investors.
The general objective of financial analysis is to evaluate the effectiveness in each of these
areas.

24.1 Ratioanalysis

The information contained in the main financial statements has major significance to various
interested parties who regularly need to have relative measures of the company’s business
efficiency. Financial analysis conducted for the need of third parties is external by its nature
and often called “analysis of financial statements”. The analysis of financial statements is
based on the use of ratios also known as relative values. Ratio analysis involves methods of
calculating and interpreting financial ratios to analyze and monitor the firm’s performance.
The only data sources to ratio analysis are the firm’s financial statements. (Gitman, 2004)

There are as many different financial ratios as there are possible combinations of items
appearing on the balance sheet, income statement and cash flow statement, and their
application is defined from an analyst point of view. Financial management practitioners use
various approaches depending on the goal of analysis or business issue. Despite of the number
of ratios, they all cohere through their classification.

Frank Fabozzi and Pamela Peterson in their “Financial Management and Analysis” propose
following classification of financial ratios according to the way they are constructed. They
define four types of ratios:

e (Coverage ratios. A coverage ratio is a measure of a firm’s ability to “cover” certain
financial obligations. The denominator is an obligation and the numerator is the
amount of the funds available to satisfy that obligation;

e Return ratios. A return ratio indicates a net benefit gained from particular investment
of resources or any other similar activity. The numerator is the net result of an
operation and the denominator is the resources spent for that operation;

e Turnover ratios. A turnover ratio is a measure of how much a firm gets out of its
assets. It compares the gross benefit from an activity with the resources employed in it;

o Component percentage. A component percentage is the ratio of one amount in a
financial statement, such as sales, to the total of amounts in that financial statement.
(Fabozzi, et al., 2003)
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Nevertheless, ratio analysis is not just the calculation of a given ratio. Ratios, alone, are not
sufficient to understand a company’s past performance or to forecast future perspectives in
business. Most important is the interpretation of the ratio value. However it is not an easy
work to do and there is no single correct value for a ratio. Correct conclusion, that the value of
a particular ratio is too high, too low, or just right depends on perspective of the analyst and on
company's strategy. A financial ratio is meaningful only when it is compared with some
standard, a norm, such as an industry trend, ratio trend, or a planned management objective.
This is called benchmarking and it can be used as a measure. According to David Vance,
benchmarking “involves analyzing the financial statements of the best companies in an
industry and using their financial ratios as a basis for evaluation of a company’s
performance”. (Vance, 2003)

As a result, to make correct conclusions on ratio analysis, two types of ratio comparisons
should be made: cross-sectional approach and trend-analysing method. Cross-sectional
analysis involves comparison of different firms’ financial ratios over the same period in time.
It usually concerns two or more companies in similar lines of business. One of the most
popular forms of cross-sectional analysis compares a company's ratios to industry averages
published by statistical agencies. In trend analysis, ratios are compared over a periods,
typically years. Year-to-year comparisons can highlight trends and point up possible need for
action. Trend analysis works best with three to five years of ratios. Certainly, the most
informative approach to ratio analysis combines both cross-sectional and trend analyses. A
combined view makes it possible to assess the trend in the behaviour of the ratio in relation to
the trend for the industry.

Financial statement analysis of operating performance and financial condition goes along with
the four directions where financial ratios can be calculated:

Liquidity

Profitability
Efficiency or turnover
Financial leverage

There are several ratios revealing each of the four aspects of operating performance and
financial condition and more details about it will follow in the next section.

2.4.2  Liquidity measurements

The liquidity of a firm is measured by its ability to satisfy its short-term obligations as they
come due. (Gitman, 2004) Liquidity also stands for ability of a company to convert its assets
into cash quickly and with lower costs as possible. Such liquid assets are necessary to cover
any “financial emergencies” and play as a buffer in company’s operations.

Current Ratio. The current assets consist of cash and assets that can easily be turned into cash
and the current liabilities consist of payments that a company expects to make in the near
future. Thus, the ratio of the current assets to the current liabilities measures the margin of
liquidity. It is known as the current ratio:

Current assets )
Current Ratip = — +1)
Current liabilities
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The meaning of the current ratio is the following: it is usually better when it is higher —
between 1 and 2 (sometimes 1-3). Rapid decreases in the current ratio sometimes may indicate
problems.

Quick Ratio. Differences in structure of assets may require calculating the quick ratio. Some
assets are more liquid than others are. For example, inventories have relatively low liquidity
since selling of them may require lowering prices. On the other side, cash, short-term
securities, and bills that customers have not yet paid, are more liquid:

Cask + Securities + (Adcounts and notes receivable)
Current [fabllities

Usually, it is recommended to have the Quick Ratio higher than 1, but for Russian companies
an interval with 0.7-0.8 is acceptable.

Cash Ratio (Absolute liquidity ratio). The most liquid assets are the company’s of cash and
financial instruments. These assets have an absolute liquidity and allow redeeming all
obligations in no time. The recommended value of this ratio is 0.2-0.5.

Cash Ratl Cash = (Shoart — term securities) 3
@ atie = — £33
Current lHabilities

Another way to measure a company’s ability to cover short-term obligations is the Net
Working Capital-To-Sales Ratio, which compares net working capital (current assets minus
current liabilities) with sales:

) Current Aszets — Current Liabilitiss
Net Working Capliul tv Soles = sal i4i
Hegx

Operating Cash Flow Ratio is focused on the ability of a company’s operations to generate the
resources needed to repay its current liabilities:

Operating Cask Flow Ratio Cash Flaw from opsrations 3
"L ' o= £ 5
P g Current [labtlities

These measures of liquidity are just indicators of a problem financial situation and aimed to
attract attention of an involved party. They are no substitutes for a detailed financial plan
ensuring that a company can pay its bills. Liquidity ratios also have a negative characteristic.
Because of short-term assets and liabilities are easily changed, measures of liquidity can
rapidly become outdated.

24.3 Balance sheet and liquidity

Liquidity of a company can be estimated not only by calculation of liquidity ratios, but also
through learning of so-called “balance sheet liquidity”. This method is widely used in Russian
financial analysis practices, because balance sheet serves as a primary information source. The
analysis consists of comparison of assets grouped by the level of their liquidity and posted in
ascending order, with liabilities, grouped by terms of their due dates in the same order.
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Depending on liquidity level, i.e. speed of transformation into the money; assets are divided
into the four following groups:

Al - Most easily convertible (liquid) assets. All money resources of a company and short-term
financial investments (securities) are included in this group. These assets have absolute
liquidity. The A1 resources are most mobile and can be “injected” in financial cycle in any
moment of time whereas other types of assets can be only added with a certain time gap. Thus,
the more Al assets a company has the higher degree of probability that all urgent financial
obligations will be covered as soon as possible if critical event occurred. Insignificant amount
of money and securities does not always mean that company is insolvent. Sometimes cash
assets can be sent to accounts within a few days and some types of assets can be easily turned
into cash. The A1 group is calculated as follows: (line 250 + line 260) from Russian balance
sheet (as in Appendix 8);

A2 - Liquid assets. It is accounts receivable expecting within 12 months after accounting date.
(line 240);

A3 - Slow realizable assets. This part of the current assets includes stocks, the value-added tax
on acquired values and accounts receivable expecting later than 12 months after date of
transaction and other operating assets. (line 210 + line 220 + line 230 + line 270);

A4 — Slow realizable assets. These are the fixed assets (line 190).

Liabilities of the balance sheet are also grouped according to their due dates:

L1 — The most accrued liabilities. It is the accounts payable. (line 620);

L2 — Short-term liabilities. These are the short-term loan proceeds, other short-term liabilities,
and dividends payable. (line 610 + line 660);

L3 - Long-term liabilities. This group consists of the long-term credits, loan proceeds, and
deferred incomes and reserves of forthcoming costs and payments. (line 590 + line 630 + line
640 + line 650);

L4 — Shareholder’s equity. It includes the capital and reserves minus losses (line 490).
For definition of the balance sheet liquidity, it is necessary to compare values of the resulted

groups of assets and liabilities in pairs. A balance sheet is considered as “absolutely liquid” if
all four following events are fulfilled at the same time

Al1>=L1; A2>=L2; A3>=L3; A4<=L4

If first three inequalities in the system are accomplished, then the fourth inequality fulfills
automatically. In case when one or some inequalities are not fulfilled, liquidity of the balance
may differ to some extent from absolute liquidity. Typically, lack of liquidity in one group of
balance sheet accounts is compensated from another group of assets or liabilities that has
excesses of it.
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24.4  Profitability ratios

Profitability ratios help to measure how well a company is managing its expenses. These
measurements allow evaluating the company’s profits with respect to a given level of sales, a
certain level of assets, or the owner’s investment. It is related to the effectiveness with which
management has employed both the total assets and the net assets as recorded on the balance
sheet. These ratios are usually created by relating net profit, defined in a variety of ways, to
the resources utilized in generating that profit.

Gross Profit Margin. This ratio measures the percentage of sales money remaining after the
firm has paid for its goods. The higher is the gross profit margin, is better. The gross profit

margin ratio is calculated as follows:

Sales — Cost of goods seld _ Gross Profit

Gross Prefit Margin = 3

Sales Sales

In general, a company's gross profit margin should be stable. It should not fluctuate much
from one period to another, unless the industry it is in has been undergoing drastic changes,
which will affect the costs of goods sold or pricing policies.

Operating Profit Margin. It measures the percentage of each monetary unit from sales
remaining after all costs and expenses other than interest, taxes, and preferred stock dividends
are deducted (Gitman, 2004). If a company's margin is increasing, it is earning more per 1
monetary unit of sales. A high operating profit margin is preferred:

Operating profits
Operating Profit Margin= - Sn:if : -

Net Profit Margin. The net profit margin measures the percentage of each monetary unit from
sales remaining after all costs and expenses, including interest, taxes, and preferred stock
dividends, have been deducted. The net profit margin is calculated as follows:

] Earnings available for commeon stockhaldars
Net Profit Margin= $ 83

Saler

Earnings per Share (EPS). It represents the number of monetary units earned during the
period on behalf of each outstanding share of common stock (Gitman, 2004) and calculates as
follows:

Earnings available for common steckhelders

EBPS =
Number of shares of common stock outstanding

Igl

Return on Assets (ROA). A company is efficient if it can generate an adequate return while
using the minimum amount of assets. Efficiently working company does not require too much
cash for everyday operations and can shift its excesses to investments in new spheres.
Consequently, the ROA is considered a critical ratio for determining a company’s overall level
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of operating efficiency and it shows how much profit was earned on the total capital used to
make that profit.

Netprefits
Raturn en Assets = b
Tetal assets

Return on Assets before Interests and Taxes (ROABIT). This ratio is similar with the one from
above, but has a difference. It gives result that is more meaningful after eliminating both
interest and taxes from the net profits and use earnings before interest and taxes (EBIT). It is
useful in elimination any significant unusual or nonrecurring income and expense items. In
addition, it utilizes an “average assets” value in the denominator:

EBIT

Return on Assets before Interests and Taxes = +11>-
Average aszets

Return on Equity (ROE). 1t is another very important measure of a company's profitability that
reveals how much profit it generates with the money shareholders have invested.

Net income )
Return on Equity = - Q12
Sharehelders equity

Return on Capital Employed (ROCE). This ratio indicates the efficiency and profitability of a
company's capital investments.

EEBIT
Return on Capltal Emploved = - r13
7 e Total assets — Currant Habilities

245 Evaluation of efficiency

This is another set of ratios to estimate how efficiently a company uses its working capital.
Efficiency (or activity) ratios measure the speed with which various accounts are converted
into sales or cash — inflows or outflows. During the analysis of financial statements, it is
important to look beyond measures of liquidity and to evaluate the efficiency of specific
current accounts. Several ratios are available from the real analysis practices for measuring the
performance of the most important elements of working capital: inventory, accounts
receivable, and accounts payable.

Inventory Turnover generally measures the efficiency of inventory. The resulting turnover is
meaningful only when it is compared with similar companies in the same industry or to the
past data. It is calculated as follows:

Castof Goods Sold _
Inventory Turnover = t 14
: Average Inventory
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Average Collection Period. This ratio represents the approximate amount of time that it takes
a company to receive payments owed, in terms of receivables, from its customers and clients:

Avarage Accounts recalvable _
Average Collection Pariod = ¢ 15+
Average sales per day

The average collection period is meaningful only in relation to the company’s credit terms.

Total Assets Turnover. It measures a company's efficiency at using its assets in generating
sales or revenue - the higher the number the better. It also indicates pricing strategy:
companies with low profit margins tend to have high asset turnover, while those with high
profit margins have low asset turnover:

Salasz e
Total Azgets TUTMOVET B —— + 16
Total assats

Accounts Payable Turnover. The ratio that shows to potential investors how many times per
period a company pays its average payable amount.

Cost of Goods Sold
Accounts Payable Turnover = ¢ 173
Average Accounts pavable

Accounts Receivable Turnover. This is ratio represents the number of times the amount of
accounts receivable is collected throughout the year.

Soles
Accounte Racelvable Turnover = + 18+
Average Accounts recelvable

Net Working Capital Turnover. This ratio measures a company's net sales from the working
capital generated (19).

1 Sales -
Net Weorking Capltal Turnover = et Working Caniial + 19

In “Business Analysis and Valuation”, one can find a supplementary way to evaluate the
efficiency of a company’s working capital management There are three following ratios: Days
in Receivables, Days in Inventory, and Days in Payables. (Palepu, et al., 2006)

Avearage Accounts receivabla _
Bays in Recefvables = X 365 $ 20
Average Sales

Average Inventory T
BDavs in Inventery = ® 365 e 21y
. *  Average Costs of Salas

Average Accounts payvable _
Days in Payables = X 365 '
Average Costs of Saler

Pt
I_L*.!
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The Days in Receivables ratio provides an estimate of the number of days, on average, what it
takes for customers to pay their account (if for a company, how many days are needed to
collect their revenues). The Days in Payables shows a company's average payable period. It is
the indicator of how long a company is taking to pay its trade creditors. The Days in Inventory
gives an idea of how long it takesa company to turn their inventory into sales while
production process.

24.6 Leverageratios

“When a company borrows money, it agrees to make a series of fixed payments in the future.
Because their shareholders get only what is left after the debt holders have been paid, the debt
is said to create financial leverage. In extreme cases, if crisis times come, a company may be
unable to pay its debts”. (Brealey, et al., 2003) Financial leverage enables a company to have
an asset base larger than its equity. A company can finance its assets with equity or with debt.
Usual practice is expanding the equity through borrowings and the creation of other liabilities
like accounts payable, accrued liabilities, and deferred taxes. Financial leverage increases the
company’s ROE as long as the cost of the liabilities is less than the return from investing these
funds. “While a company’s shareholders can potentially benefit from financial leverage, it can
also increase their risk”. (Palepu, et al., 2006)

Contrasting with equity, liabilities have predefined payment terms, and the company may face
risk of financial distress if it fails to meet these obligations. There are some ratios to evaluate
the degree of risk coming from a financial leverage. (Palepu, et al., 2006) There are two types
of financial leverage ratios:

e Component percentages
e (Coverage ratios.

Component percentages compare a company’s debt with either its total capital (debt plus
equity) or its equity capital. Coverage ratios reflect an ability to satisfy fixed financial
obligations, such as interest, principal repayment, or lease payments. (Fabozzi, et al., 2003)

Total Debt to Assets Ratio. This component ratio is also-called “Debt Ratio” and measures the
proportion of total assets financed by company’s creditors. The ratio is calculated as follows:

Debt Ratt verage liabilities 5
& atio m - « 2F =
.r-ltr‘l!i"‘ﬂ'ﬂ‘ﬁ' Total assats

The higher Total Debt to Assets Ratio, the greater degree of indebtedness and the more
financial leverage a company has.

Debt to Equity Ratio. The another component ratio that is able to reveal how a company
finances its operations with debt relative to the book value of its shareholders equity:

Debt to Equity Rat Average liabtlities 24)
UL Re Rauy ke = Average Boeok value of shareholder’'s equlty
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Assets to Equity (Equity Multiplier). 1t is also the component measure of financial leverage. It
shows how a company uses debt to finance its assets:

Eautty Multindt Average Total azsets 257
uity Multiplier = - i25%
A 7 Average shareholder s equiiy

Gearing Ratio. 1t is a measure of financial leverage, representing the degree to which a
company's activities are funded by owner's funds in opposition to creditor's funds:

(Long — term liabilities)

¥ 100 v 2
Eguity + (Long — tarm labilitias)

Gagring Ralic =

Times Interest-Covered Ratio. The first coverage ratio, which provides the information about
how well a company can cover or meet the interest payments associated with its debt. The
ratio compares the funds available to pay interest (EBIT) with the interest expense:

EBIT
Times Interest — Covered Ratie = P 2T
Interast expence

The greater the interest coverage ratio, the better is ability to pay interest expense.

Long-term Debt to Total Assets. The ratio measures a share of company’s total assets, which is
financed by long-term sources. The higher this value is better. The formula is the following:

Average Long — term Liabilities
Long — Term Debt te Tetal Assets = L 28
Average Total Assets

Long-term Debt to Fixed Assets. This ratio shows which part of the fixed asset is created by
long-term financing.

Avergge Long — term Lighilitiss
Long — term Debt to Fixed Assets = i Cl - 1291
Average Flxed Aszets

Financial Leverage. This measure is opposite to the Equity Multiplier Ratio and shows
dependency of a company from external sources of financing.

Financial Leverage = Multiplier + 303

quity

The lower this ratio, the higher risk of insolvency a company has.

24.7 Limitationson using financial ratios

Financial ratios have certain limitations in their use and are not meant to be applied as
definitive answers. They are usually used to provide additional details in the determination of
the results of financial and managerial decisions. They can provide clues to the company’s
performance or financial situation. However, on their own, they cannot explain whether
performance is good or bad. As for the external financial analysis, ratios also play a role of
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basic indicators, showing just an overview of studying business entity. Ratios have to be
interpreted carefully. Lawrence J. Gitman in his “Principles of Managerial Finance” points out
some cautions about using ratios in financial analysis. He defines six of them:

e Ratios with large deviations from the norm only indicate symptoms of a problem. 1t is
essential always to carry out additional analysis based on internal data to isolate the
causes of the problem. Ratio analysis just directs attention to potential weak spots. It
does not provide conclusive evidence and only shows the existence of a problem;

o A single ratio does not provide enough information sufficient to judge the overall
performance of a firm. Only a group of ratios can practically play key role in it;

o The ratio comparison should be made using ratios calculated with financial statements
dated at the same point in time. Otherwise, the effects of seasonality may produce
incorrect conclusions. (For example, it is especially important while comparing
agricultural companies where seasonality is crucial);

o The use of audited financial statements for ratio analysis is preferable. Using an
audited financial statement guarantees a certain level of trust both for analyst and for
the end-user. If the statements have not been audited, the data contained in them may
not reflect true financial situation;

o The financial data being compared should have been developed in the same way. The
use of differing accounting practices is especially relative to inventory and
depreciation and can distort the results of ratio analysis. This limitation is very
important for the thesis. It narrows the possibility for comparison of results of Russian
forest product companies with European analogues since the analysis is performed on
the different data basis. It is true, that the differences of accounting policies may
distort intercompany comparisons;

e Results can be distorted by inflation, which can cause the book values of inventory and
depreciable assets to differ greatly from their true (replacement) values. Additionally,
inventory costs and depreciation write-offs can differ from their true values, thereby
distorting profits. Without adjustment, inflation tends to cause older firms (older
assets) to appear more efficient and profitable than newer firms (newer assets).
(Gitman, 2004)

Ratio analysis is a useful tool, but a person who deals with it has to be always aware of these
limitations and make adjustments as necessary and whenever possible. First, the ratio analysis
is not just a mechanical process, as it seems to be. It involves an accurate results
interpretation. For instance, a correct conclusion about financial ratio value is impossible
without analysis of economical situation both in the industry and in the country. Knowing of
environment where studied companies operate helps to make better conclusions for an analyst.
Analysis of financial ratios can provide useful insights about company’s operations, but
preferably, it should be used together with other methods such as potential bankruptcy
prediction, liquidity of a balance sheet, evaluation of profit changes and its composition and
studying of structure of assets and liabilities.

24.8 Statigtical evaluation of results of ratio analysis

The ratio analysis of six companies will produce large number of resulting values. To range
the studied companies one after another, some special statistical methods should be applied.
The idea is to “weigh” individual results of every single ratio for each studied forest product
company against average result of this ratio for all companies. As a result, each studied
company will be rated according by its average weight, which is in turn based on every single
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ratio weight among other companies’ ratios. More good valued ratios a company will have the
higher it will be rated.

The formula is:

Py —
i
1) Where Rii means average weighted rating of ratio j of the company i

2) Py is the average weighted value (rating) for ratio i, company j and calculated as follows:
e

Py =Y WinPys
k=1

Where: Fiik — Average weighted ratio j for company i during period k&

Wik _ Weight coefficient for a period & for the ratio j (100% -2006, 80% -2005, 60% -

2004)
Kj  _ Number of periods calculated for the ratio j

3) Hj is the arithmetical mean value of ratio j for the group of companies.

. Py
Hy = ——

Where: N is the number of studied forest product companies.
4) 9; is the standard deviation of the ratio j in the group.
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24.9 Analysisof possibility of a bankruptcy

Bankruptcy is defined as a risk that company will be unable to meet its debt obligations. This
legal risk affects not only the company and its shareholders (owners), but also customers,
service providers, their employees and their respective supply chains including subcontractors
and indirect customers. Studying possibility of a bankruptcy is the one of the most common
task in financial analysis practices. There are at least twenty known methods of a bankruptcy
prediction. In the thesis only two of them will be used: 1) The Altman’s model and 2) The
Fulmer’s model

2.4.9.1 The Altman’s model of insolvency prediction

The Altman’s Z-value is based on a multiplicative discriminant analysis allowing at a very
first approach to distinguish companies to normally operating and potential bankrupts. The
resultant Z-value is calculated based on five indicators and each of them has statistically
approved specific weight. The Z-value makes possible to predict possibility of a bankruptcy
during next two years. (Altman, 1968)
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The Altman's model has the following form:

7=12*A+1.4*B+33*C+ 0.6*D + 0.999*E

Where: A = Working Capital/Total Assets
B = Retained Earnings/Total Assets
C = Earnings before Interest and Taxes/Total Assets
D = Market Value of Equity/Book Value of Total Debt
E = Sales/Total Assets
The probability of a bankruptcy is evaluated on the following assumptions:
if (the Z-Value) < 1,8, than probability of a bankruptcy is very high;
if 1,8 < (the Z-Value) < 2,7, than the probability is moderate;

if 2,7 < (the Z-Value) < 3, than the probability is low;
if the Z-Value > 3, than the probability is negligibly low.

2492 The Fulmer’s model

The Fulmer’s model of a bankruptcy prediction takes into account more indicators than any
other methods and, hence, it is considered as more reliable. Besides that, the model also
factors into a company’s size. The Fulmer’s model is reported a 98% accuracy rate one year
before failure and an 81% accuracy rate more than one year before bankruptcy. (Fulmer,
1984)

The model has the following form:

H = 5,528*(V1) + 0,212%(V2) + 0,073*(V3) + 1,270*(V4) — 0,120%(V5) +
2,335%(V6) + 0,575%(V7) + 1,083*(V8) + 0,894*(V9) — 6,075

Where:

V1 = Retained Earnings/Total Assets V2 = Sales/Total Assets

V3 = EBIT/Equity V4 = Cash Flow/Total Debt

V5 = Debt/Total Assets V6 = Current Liabilities/Total Assets
V7= Log (Fixed Assets) V8 = Working Capital/Total Debt

V9 = Log (EBIT/Interest) If the H < 0, then company is insolvent
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3. Background for the empirical study

In this part of the thesis, an overview of the Russian forest industry will be presented. The
second half of this chapter includes information about each studied Russian forest product
company and accessibility of their financial statements.

3.1. Overview of the Russian forest industry

All forests, except of those under control of the Russian Ministry of Defence, urban forests,
and non-forest lands, form up so-called “forest fund of the Russian Federation”. Total area of
the forest fund equals to 1.1 billion ha. or to 69 % of the country’s territory. The forest fund is
owned by the state as an element of federal ownership. Almost 78 % of the Russian forests are
situated in Asian part while the rest of it lays in European part of the country. The total
productive forest area of Russia is 0.8 billion ha. where standing trees are amounted as 81.5
billion m®, including mature and over aged forests equal to 43.9 billion m® (where coniferous
species — 34.5 billion m®). The species composition consists primarily of coniferous (79 %),
hardwood (2 %) and softwood (19 %) trees. Nowadays, only 30 % of the total area of forest
fund is evaluated as economically viable and accessible timber. The largest part of it is
situated in the North-West, Central, Volgo-Vjatskij region, and the Ural economic region,
Komi Republic, Karelia, Southern Siberia, Far East, the South of Vologda and the North
Caucasus. (Nazarov, et al., 2005)

On its territory, Russia concentrates significant amount of all forest resources of the planet,
including more than a half of world's reserves of the most valuable coniferous species. Some
experts proved that country is able to harvest and process over 600 million m® of timber per
year. Unfortunately, this great resource potential is used inefficiently. From the total amount
of harvested timber in the country, no more than 20 % is being converted or processed into a
final product. The main output of Russian forestry is round wood (Table 2), which is major
export commodity. At the same time, absence of a necessary forest infrastructure in the
industry does not promote increase of timber production. As a result, the level of production in
the forest industry does not exceed 170-200 million m® of timber per annum. (Russian timber
industry review, 2002) Although, according to official statistics, there was a decrease of round
wood production for the last three years that shown in Table 2 (from 178 million m’ in 2004 to
93.5 million m’ in 2006).

Table 2. Production of main forest products in Russia in 2004-2007 (1st quarter). (The Ministry of Industry and
Energy of Russia, 2007)

Jan-
% to % to . % to Jan —
Product type 2004 2005 2004 2006 2005 April April 2006
2007
ﬁ‘;)““d Tl (million | 12¢ | 1011 | ses | 935 | 925 | 375 103.0
El ‘;‘)’cessed timber (million | 501 | 1048 | 213 | 967 | 74 112,0
) I (thousand | )0 | 2556 | 1138 | 2600 | 1017 | 903 101.6
) Fibreboard (million | 5,55 | 375 | 1096 | 373 | 994 | 135 1123
) Particle board  (thousand [ 5.5 | 393 | 1030 | 4600 | 1169 | 1657 115,7
Cellulose (thousand | 2411 | 2430 | 1008 | 2380 | 979 | 794 103.6
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tonnes)

e (thousand | 3003 | 4001 | 1025 | 4005 | 1001 | 1337 99.4
tonnes)

Cardboard (thousand | o5 | 3125 | 1068 | 3400 | 1103 | 1139 103.9
tonnes)

According to Table 2, other important products of the industry (apart from the round wood)
for the last three years were plywood, paper, cardboard, cellulose, fibre- and particleboards.
Currently, the structure of industry in money terms has the following proportion: timber
logging — 17 % in total turnover, wood processing - 38 %, pulp and paper - 44 %, wood

wood chemical timber logging

1% 17%
pulp and paper
aa% \

wood processing
38%

chemical - less than 1 percent as shown in Fig.5.

Figure 5. Structure of the Russian forest industry estimated by capital involvement (Nazarov, et al., 2005).

Due to ongoing economic reforms, forestry of Russia has to become one of the leading sectors
of the economy. The industry supplies with its production (construction materials, paper,
packaging etc.) just about all branches of the national economy: mechanical engineering,
mining, building, agriculture and trade. It consists of more than 20 thousand companies.
(Nazarov, et al., 2005)

The main problem of the Russian forest sector is poor competitiveness of its products on
international markets. When it comes to a business agreement, value of Russian forest
products is usually 30-40 % lower than value of foreign analogues. This happens because of
higher production costs, lack of forest certification and lower quality of products (because of
obsolete technology, high level of capital depreciation, which is now for instance exceeding
70 %). Annually, total amount of employees in the sector decreases by 10 %. This is
connected with an outflow of labour resources from the forest industry to other spheres of the
national economy where salary is higher. The total amount of sales in the industry reaches no
more than $4.5 billion USD per year that makes it negligibly small in total value of the Gross
Domestic Product (GDP) of Russia. Unfortunately, Russian forestry generates only 2.5 % of
the national GDP. (Russian timber industry review, 2002) The amount of unprofitable
businesses in the industry stays high.

Russian forest industry is the one of the most export-oriented branches of the national
economy. Estimated by volumes of export, it is ranked fourth in the foreign trade after

exporting of natural gas, crude oil, black and nonferrous metals. The export structure of main
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forests products, based on information from the Federal Customs Service (FCS), is shown in
Table 3. According to information from the Ministry of Industry and Energy of Russia, during
last 15 years, the country’s participation in the world trade of forest products fell from 18 to 2
percent.

Table 3. Export statistics of Russian forest products in 2004-2006. (FCS of Russia, 2007)

2004 2005 2006
thousand | million %to |thousand | million %to | thousand | million % to
Exporting item | tonnes or usb 2003 | tonnes or usD 2004 | tonnes or usD 2005

thousand (USD) | thousand (USD) | thousand (USD)

3 3 3
m m m

Round Wood |41381,60| 2333,50 | 136,4 |47937,90| 2856,30 | 122,4 | 51088,3 3259,1 1141
Processed Tim. | 7 642,60 | 1510,40 | 132,4 | 8998,80 | 1899,00 | 125,7 | 9741,5 2311,1 121,7

Plywood 1432,40 420,7 138,6 | 1524,10 526 125 1570 556,1 105,72
Cellulose 1 830,90 683,4 114,1 | 1920,90 746,3 109,2 | 1895,7 828,4 111
Newsprint 1259,80 494,7 80,58 | 1319,30 606,1 122,5 1258,5 636,6 105,03

As it can be seen from Table 3, round wood dominates in the structure of export of forest
products in both monetary and absolute values and has positive dynamics. However, the
Russian government aims to change this disproportion by introducing of higher export duties
(they will be increased three times before 2010 as planned) for non-processed wood and
decreasing at the same time all import tariffs on forest machines and equipment. In
perspective, this protective measure will make exporting of round wood unprofitable and,
hence, will stimulate domestic timber processing and helping to complete reforms in forestry.
Currently, average export earnings from one cubic meter of timber do not exceed $50. While,
for example, in Finland they equal to $224.5, $163 in Sweden and $120 — in Canada, as in
Fig.6. (Gluhov, 2007)
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Figure 6. Export earnings per 1 cubic meter of produced timber in 2007 (Gluhov, 2007).

First, the industry requires state support for creation of large vertically integrated holding
companies, which will be capable to run business in whole cycle from felling a tree to deep
and complex wood processing. Second, it is well-known issue with forest infrastructure. In
2005 in Russia, for one thousand hectares of forests was built only 1.2 km. of forest roads. In
the Northern Europe and North America, for example, this figure is 20-30 times higher. It is
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necessary creating at least 8 thousand km. of such roads during next 5-7 years. On the other
hand, it is extremely costly and risky project, because of weather and natural conditions in
some areas. In these places, constructing even an automobile road seems very difficult,
because of enormous production costs.

3.2. Information about studied companies
Six Russian forest product companies have been analyzed in the thesis. In this paragraph they
will by briefly introduced for the readers. The choice of companies is based on criteria shown

in introduction.

3.21. Arkhangelsk Paper and Pulp Mill

The JSC Arkhangelsk Paper and Pulp Mill
(APPM)' is one of the largest pulp-and-paper
enterprises not only in Russia, but also in Europe.
The APPM holds the second place on cellulose
production and the first place in Russia on
containerboard manufacturing. The Arkhangelsk
Paper and Pulp Mill is presented in all basic
segments of the pulp-and-paper market. On
domestic and international markets, it supplies
cellulose, paper, writing-books, cardboard,
fibreboard panels and many other products. The
annual sales of the company are about $300
million (the quarter of that is formed from export
sales). The largest shareholder of JSC
“Arkhangelsk PPM” is Pulp Mill Holding GmbH
(Austria) which possesses 65 % of shares. The
APPM currently is on the “Top 300 of the largest
industrial enterprises of Russia. Arkhangelsk
PPM is a vertically integrated industrial holding
including logging and wood processing firms, the
business entities for reprocessing of pulp-and-
paper production, sales and marketing organizations, service and maintaining firms. (WWF
Russia, 2007) The APPM is the enterprise forming a company town called Novodvinsk. The
company’s details are shown in Table 4.

' The image is taken from: http://www.rusnord.ru/2004/1/8961
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Table 4. The APPM in brief. (WWF Russia, 2007)

Production cycle: | Logging -> Processing -> Production-> Distribution

Main products: Cellulose, paper, cardboard, wood-based panels, writing-books

Production 2006: 834 478 tonnes of pulp; 280 548 tonnes of cardboard; 81 443 tonnes of paper

Main export | Commercial cellulose: the Netherlands, Austria, Germany, Poland, Italy, France
markets: Container board: the Netherlands, Germany, the Great Britain

Strategy: APPM is oriented on deep processing of raw materials, and the integrated utilization of

wood excluding exporting of round wood, consolidation of financial resources and
their allocation on realization of investment projects. The main strategic goal is to
produce high quality, ecologically clean products according to the world standards.
Environmental JSC APPM is the participant of Association of Ecologically responsible Producers of
policy: Russia. It is interested in certification of companies conducting harvesting of wood and
delivering it for the further processing to APPM.

Partners - Buyers: | Western and Eastern Europe; Domestic market

Web page: http://en.appm.ru/

Fin. Statements Appendix 1: statements for the period 2004-2006 inclusive

3.2.2.  Mondi Business Paper Syktyvkar

The JSC Mondi Business Paper Syktyvkar (MBP SY)? is one of the largest pulp and paper
producers in Russia. The company is a part of Mondi Group within Mondi Business Paper
division. It is situated in the Northeast of European Russia in the Komi Republic that is about
1100 km. from Moscow.

a
1

QE‘,'B. i ._
It employs over 8 thousand people and the total number of people dependent upon the MBP
SY on their livelihood is 100 thousand. Mondi Business Paper Syktyvkar is also vertically
integrated complex, controlling 10 logging companies in Komi, which supply the mill with
raw materials. The MBP SY production facilities include one board machine and three
papermaking machines. The company covers about 40 % of the total uncoated wood-free

paper market in Russia and the Commonwealth of Independent States (CIS), and produces
newsprint and linerboard for corrugated cardboard. (Mondi Group, 2007)

’ The image is taken from: http://www.mondigroup.com//desktopdefault.aspx/tabid-351/
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Table 5. The MBP SY in brief. (Mondi Group, 2007)

Production cycle:

Logging -> Processing -> Production-> Distribution

Main products:

Office paper, offset paper, newsprint, linerboard for corrugated cardboard (“white top-
liner” and “craft-liner”).

Production 2006: 580 000 tonnes of paper; 680 000 tonnes of pulp

Main markets: Russia and CIS (export ~35 %)

Strategy: The productive capacity of office paper is up to 200 thousand tonnes per year. It is a
very promising market that grows by 10-15 % a year. Newsprint is also a profitable
business for the MBP SY. The mill produces over 170 thousand tonnes of newsprint
annually, which accounts for 10 % of the market. The company will keep its newsprint
production at this level. The MBP SY produces over 190 thousand tonnes of board per
year. The company exports about 50 % of its board.

Environmental Full and efficient control over the entire production process is one of the most

policy: important goals pursued by the company. Logging subsidiaries are working towards

technical modernization. The company is preparing two “leskhozs” (forest
management units) covering an area of 1.2 million ha. for voluntary certification
according to the FSC standards.

Partners - Buyers:

CIS; Domestic market

Web page:

http://www.mondigroup.com/en

Fin. Statements

Appendix 2: statements for the period 2004-2006 inclusive

3.2.3. Pitkaranta Cdlulose Plant

The JSC Pitkiranta Cellulose Plant (PCP)? is located in Karelia on the north-eastern coast of

the lake Ladoga — the biggest lake in Europe. The history of the plant goes back to the 1921.

On the Pusun-Saari Island, a Norwegian entrepreneur has constructed a pulp mill with
productivity of four thousand tonnes a year of bleached pulp. After the Northern war of 1939-
40, the factory became Russian. In 1970s, Pitkdranta Cellulose Plant started to work at full
speed, producing of 150 tonnes of pulp a day. Now, it is modern and advanced company in the
Russian pulp industry. Main business activity for the enterprise is manufacturing of
unbleached sulphate cellulose. The number of employees was 1095 people back in 2006. The
Pitkdranta Plant also forms and supports a city with the same name giving job opportunities

and social benefits for its inhabitants.

*The image is taken from: http://pitadmin.onego.ru/index3.html
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Table 6. The PCP in brief. (Pitkiranta Cellulose Plant, 2007)

Production cycle: Purchasing of raw material -> Processing -> Distribution

Main products: Cellulose, tall oil, turpentine

Production 2006: 88,5 thousand tonnes of pulp

Main markets: Export — 85 %; Russia~14 %

Strategy: To improve the output of cellulose production by building new technological

lines, that allows producing it with less expenses and high quality.

Environmental policy: | In 1987, building of structures on sanitation of the drainage outlet has been
finished with the purpose of improvement of ecological situation in the basin of
Ladoga Lake. These constructions are one of the best in Russia. In 1997, the new
assembly of grading of cellulose has been installed that allowed reducing amount
of a waste material three times.

Collaterally with reconstruction, the Plant built a city, engineering infrastructure
and treatment facilities of drinking water supply.

Partners - Buyers: China, Finland, Germany and India
Web page: http://pitzavod.onego.ru (no English version available)
Fin. Statements Appendix 3: statements for the period 2004-2006 inclusive

3.24. Segezha Pulp and Paper Mill

The JSC Segezha Paper and Pulp Mill (SPPM)* is also located in the Republic Karelia 700
km. to the North from Saint Petersburg. It is one of the oldest paper and pulp factories in the
country. The SPPM is also the largest manufacturer of paper bags in Russia. The wrapping
paper, bag paper and paper bags manufactured at the mill, are distributed in Russia, in the CIS
countries and abroad. An automated control and management system of technological
processes provide stability and high quality of production of the company. Introduction of
modern technologies has increased competitiveness of production and, consequently,
expanded the market while reducing expenses of production. The number of employees was
4518 people in 2006.

* The image is taken from: http://www.allross.ru/karel/segega/index.htm
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Table 7. The SPPM in brief. (Segezha Paper and Pulp Mill, 2007)

Production cycle:

Logging -> Processing ->Production-> Distribution

Main products:

Kraft paper, Kraft liner, paper bags, cardboard, processed timber

Production 2006:

Cellulose — 293 645 tonnes, Paper and cardboard — 276 624 tonnes, Paper bags —
345 048 000

Main markets:

Russia, Asia, Europe

Strategy:

Growth of volumes of production, modernization of operative equipment, introduction
of new technologies, improvement of quality and assortment of production, revealing
and involving to operation of an additional source of raw materials on the basis of
sustainable forest use

Environmental
policy:

The environmental policy of the Segezha Pulp and Paper Mill on wood procurement is
directed to meet the environmental and silvicultural requirements of the Russian laws,
to make minimum environmental impact on the natural forest values, and to maintain
the secondary and traditional use of forest resources during harvesting all kinds of
wood used by the company.

Partners - Buyers:

Australia, Bangladesh, Belgium, the Great Britain, Hungary, Vietnam, Germany,
Greece, Denmark, Egypt, India, Indonesia, Cameroon, China, Kenya, Tunis, Turkey,
Philippines and others

Web page:

http://www.scbk.ru/

Fin. Statements

Appendix 4: statements for the period 2004-2006 inclusive

3.2.5.

Syktyvkar Wood Processing Mill

The JSC “Syktyvkar Wood Processing Mill” (SWPM) like the MBP SY is situated in the
Komi Republic. The company is one of the largest wood processing companies in the region.
It produces over 150 thousand m’ of timber per year. The SWPM currently employs 800
people and it is one of the largest business entities in the city. In the long-term perspective, the
company plans to increase output by means of reconstruction, installation and putting into
operation of the new modern equipment. The Syktyvkar Wood Processing Mill is trying to
create a vertically integrated holding of timber companies, which will allow constant supply of
production resources. The SWPM has already one subsidiary logging operator in the south of
Komi. The company and its subsidiary are preparing to participate in the FSC certification
process. The certificate of forest management and chain of custody will confirm its social,
ecological, both economically balanced and sustainable management of forest resources.
Table 8 shows the company’s main activities and policies.

Table 8. The SWPM in brief. (Syktyvkar Wood Processing Mill)

Production cycle: Buying raw material -> Processing -> Distribution

Main products: Industrial wood, pulp chips, saw timber, doors and windows, furniture

Production 2006: Sawn timber — 165 000 m’; pulp chips — 104 000 m’

Main markets: Russia, CIS, Europe (Export ~50 %)

Main raw materials: Spruce — 70 %; Pine — 30 %

Strategy: Expanding of raw material base; modernization of production with increasing the
output; increasing of labour productivity; establishing better control over the full
chain of timber supply.

Environmental The policy of the SWPM in the field of environmental protection and social security

policy: is directly connected with problems of sustainable development of the company.
Meeting with ecological, social and economic challenges is the pivotal problem in
its development strategy. Within the company, there is an ongoing cooperation with
other related sectors on utilizing of production residues (like cutting chips etc.). The
SWPM has waste-free production and technological process.

Contractors: Main logging companies of Komi within 300km. radius;

Web page: http://www.leskomi.ru/

Fin. Statements Appendix 5: statements for the period 2004-2006 inclusive
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3.2.6. TheKoigorodok Timber Company

The “Koigorodok Timber Company” LTD (KTC) is the only one “pure” timber logging
company in the thesis. It is situated in Komi Republic 150 km. south from Syktyvkar. Its main
office is located in Koidin village. The company is affiliated with the MBP SY as raw
materials contractor. The KTC operates as one of its suppliers of timber within vertically
organized holding. The Koigorodok Timber Company main activities are organization of
timber felling processes (logging, haulage and tree-length crosscutting); forest products sales;
leasing of movable and real estate belonging to the company on the right of property;
commercial services. The company’s raw material base is shared within two forest
management units of Komi — “leshozes” (Koigorodok leshoz and Kazhim leshoz). Productive
forest area operated by the company is 57.8 thousand ha. with amount of standing wood
equalled to 15.4 million m’. Mean volume of timber from one hectare of forestlands operated
by the company is 266 m’. The KTC has one strategic advantage over its competitors —
location in close vicinity to federal highway “Koigorodok-Syktyvkar”. This allows fast
transportation of timber out of the forest regardless of weather conditions. Appendix 6
contains all obtained financial reports of the company for the period 2004-2006 inclusive.

3.3.  Accesshility of financial reportsfor the analysis

As it was mentioned earlier, Russian forestry consists of many forest product companies
(about 20 thousand). It is a huge work and impossible to analyze them all. That is why the
scope of the thesis has been narrowed to only one Russian region, where results of analysis
might be of the highest interest for the readers. Six studied companies belong to three federal
regions of Russia: Karelia, Arkhangelsk oblast” and the Komi Republic. These regions are part
of the North-West administrative district - one of the most forested areas in the country. To
find geographical position of the companies, let us find first the biggest cities of Russia - its
two capitals. Let us look at Fig.7. Saint Petersburg is shown on the map as “Cankr-
[TeTepOypr” and Moscow is written as “Mocksa”. Just for information, the linear distance
from Moscow to the MBP SY is about 1100 kilometres. From Stockholm to the KTC is
approximately 1800 kilometres straight.
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The figure also represents all studied forest product companies with “pinpoints” on the map.
Starting from left to right in clockwise direction there are: the PCP, the SPPM, the APPM, the
MBP SY and the SWPM (both are in the same place) and the KTC. As it can be seen from it,
the geography of companies is vast.
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Figure 7. Geographical position of the studied companies (Google Map:s).

Nevertheless, long distances of Russia should not be considered as main obstacle in obtaining
accounting information for the analysis. This problem can be easily overcome with modern
technologies such as the Internet and e-mail. Accessibility of financial information became the
main difficulty of this project. From the chosen federal regions of Russia, fifteen forest
product companies were initially selected followed by the criteria:

o different size of the companies (big, small and average);

e various profiles of activity and, hence, different products (paper, pulp, cardboard,
wood processing, paper bags, furniture etc.);

e remote location from each other;

e selected businesses should not be competitors to each other (to make a “snapshot” of
the industry).

However, none of these fifteen forest product companies answered to the e-mails. The project
continuation has been seriously threatened. The situation with data collection seemed to be
incomprehensible. To find out an explanation, a decision has been made to contact an expert
on financial markets and informational disclosure. In a private conversation, Miss Oksana
Kolomiets commented: “...It is very common, that forest product companies of Russia are
usually small by size and prefer to keep legal form of a “company limited” (it gives some
advantages with taxes). According to the regulations on financial markets in Russia, only
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joint-stock companies must publish their financial reports and host them on web sites of
company registrars. At the current level of economical development of the Russian
Federation, all companies try to hide all financial information to avoid illicit mergers and
acquisitions, which of course are not voluntary. Here is such a corporate reality of modern
Russia...” This means that absence of official accounting reports on corporate web sites in
Russia does not always mean that literally “there is something to hide”, but points out,
perhaps, on a protective measures against illegal activities.

As it turned out, big companies however do keep their financial reports on corporate web
pages in the Internet (not the MBP SY though). Financial reports of the APPM, the PCP and
the SPPM were obtained from there. Table 9 sums up all the information regarding studied
forest product companies such as their forms of ownership, main production profiles and
sources of their financial reports.

Table 9. Overview of the studied companies

APPM MBP SY PCP SPPM SWPM KTC
Region Arkhangelsk Komi Karelia Karelia Komi Komi
Distance from the capital of | = 5001 | ~1010km. | 7748 ~908 km. | ~1010km. | ~945 km.
Russia km.
Ownership JSC JSC JSC JSC JSC Co LTD
Pul Office Kraft paper Processed
Main production profile P, paper, Cellulose papet, timber, Logging
cardboard . paper bags .
tissue furniture
Accounting reports taken from X X X
official site of the company or:
- from other sources X X
- from a private contact X
Accounting reports audited yes yes yes yes no data no data
Reports: - balance sheet X X X X X X
- income statement X X X X X X
Ne in Appendix 1 2 3 4 5 6
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4. The empirical study

This chapter deals with financial analysis of the studied companies. It starts with studying of
structure and changes that occurred in financial reports during the analyzed period. It
continues by analysis of liquidity of balance sheets, which is considered as preparation for
measurement of financial liquidity of a company. Ratio analysis and estimation of bankruptcy
risks are the following parts of this chapter.

4.1. Sequence of operations and logic of the chapter four

The chapter four, due to its complicacy, requires thorough explanation of all operations that
will be done according to methodology of the thesis. It is important that methodology of
financial analysis used here, has been specially adapted for needs of the thesis (in a way of
selection of methods that will “work™ with particular financial statements). Obviously, every
analyst uses his own set of tools and methods while performing financial analysis of a
company. The thesis approach includes use of four groups of methods devoted to their specific
needs and aims. The set of tools shown in Fig.8 corresponds to a sequence of operations (or
applied methods so to say) of the thesis. Whenever required, the readers can refer to this
scheme.

Methodology of >  Balance sheets
financial analysis
> Income
Structure and changes
in the financial reports
v > Liquidity
Liquidity of balance
sheets > Profitability
> Ratio analysis > Activity
» Leverage ratios
Statistical
> Possibility of a

A 4

The Altman’s model

Comparison with
industry averages

A 4

The Fulmer’s model

Figure 8. Logical scheme of chapter four.

The first logical step in the analysis sequence includes studying of structure and changes in
financial reports (paragraphs 4.2 and 4.3). This allows evaluating the structure of assets and
liabilities of a company according to its balance sheet. It gives the possibility not only to
estimate the capital owned or controlled by organization, but also to allocate current and fixed
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assets in its structure of capital. In addition, this method defines sources of formation of the
company’s capital. Studying of changes of profit allows answering questions as: 1) changes of
net profit for a period (both in absolute and in relative values); 2) sources of its formation; 3)
alterations in operational profit; 4) changes in tax burden. The complementary Fig.9 shows
data presentation of the paragraph “structure and changes in financial reports”.

Structure and changes in the financial
| Balance sheets [« | reports
» . 0 .
Aggregated balance sheet: Structure (%); Changes > Income

Analytical balance sheet for each

i company: Analytical income statement
— for each company:
Changes of Assets: % and (+,-) Structure (%); Changes (+,-)
Fixed Assets
e Land, buildings, equipment
e Intangible assets
e Long-term investments Changes of Net Profit: % and (+,-)
e Investments in progress Gross Profit
Current Assets e NetSales
e Cash and equivalents e Cost of Sales
e  Short-term investments Operating Profit
e Long- and short-term receivables e  Gross profit
(accounts, payments etc.) e General expenses
e Inventories e Other operating revenues
e  Prepaid expenses e Other operating expenses
Profit before tax
Changes of Liabilities: % and (+,-) > e  Operating profit
Long-term Liabilities e Income from investments
e Long-term loans e Interest expense
Current Liabilities e Other non-operating
e  Short-term loans revenues
e Payables (taxes, accounts, e  Other non-operating
advances, dividends etc.) expenses
e Deferred revenues Net Profit
e Reserves e  Profit before tax
Shareholder’s Equity e Tax expense
e  Share capital
e Funds

e  Revaluation reserves
e Retained earnings

Figure 9. Structure of data presentation in paragraphs 4.2 and 4.3.

Liquidity of balance sheet (paragraph 4.4) is a first step in measuring company’s liquidity.
According to this method, ability of assets to cover balance sheets obligations defines liquidity
of a company, which in terms of transformation into the money also corresponds to a degree
of maturity of the company’s obligations. Studying of changes and structure of balance sheets
and income statements is important, because it gives an idea about the company’s business
development. Yet, this method is very basic, as it does not go deep into details and answer
only to questions “what” and not to questions “why”. It is impossible to evaluate a company’s
financial performance by analysing of its balance sheet changes and assets structure only, as
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well as there is no way of doing it by just looking at a balance sheet. Only ratio analysis
(paragraph 4.5) is suitable for it. Ratios are capable to reveal many patterns of relationship in
financial reports. Four groups of ratios have been calculated and analyzed in the thesis for
each company: liquidity ratios, profitability ratios, activity ratios and debt ratios (or financial
leverage ratios) as it shown in Fig.10. Statistical evaluation allows defining best and worst

performing forest products company judging by its financial ratios.

¢ Financial Ratios ¢

Liquidity Ratios
[

Profitability
J

e Absolute liquidity ratio (AL)

e Quick ratio (Acid test ratio)

e Current ratio (CR)

e Net working capital (NWC)

e Net working capital to Sales (NWC/S), %

Activity Ratios
[

Gross profit margin (GPM), %
Operating profit margin (OPM), %

Net profit margin (NPM), %

Return on assets (ROA), %

Return on fixed assets (ROFA), %
Return on current assets (ROCA), %
Earnings before interest and taxes (EBIT)
Return on assets before interests and
taxes (ROABIT), %

Return on sales (ROS), %

Return on equity (ROE), %

Return on capital employed (ROCE), %

e Inventory turnover (IT), times

e Average collection period (ACP), days

e Total assets turnover (TAT), times

e Fixed assets turnover (FAT), times

e Accounts payable turnover (APT), times

e Accounts receivable turnover (ART),
times <«

e Days in receivables (DR), days

e Days ininventory (DI), days

e Days in payables (DP), days

e Net working capital turnover (NWCT),
times

Figure 10. Financial ratios used in the thesis.

A 4

Leverage Ratios

Financial leverage (FL)

Debt ratio (D/A)

Debt to equity ratio (D/E)

Long-term debt to total assets (LTD/TA)
Long-term debt to fixed assets (LTD/FA)
Equity multiplier (EM)

Gearing ratio (GR), %

Times interest-covered ratio (TICR)

Possibility of a bankruptcy (paragraph 4.6) deals with prediction of financial failure. This
approach uses two methods: the Altman's model and the Fulmer's model. Besides the matter of
probability, these methods are trustworthy enough to make a good prognosis of a bankruptcy.

The term "analyzed period" means an interval in three years (from 2004 until 2006) that

corresponds with obtained financial reports in Appendixes. The term “analyzed companies”
stands for the group of six Russian forest product companies selected for the thesis.
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4.2. Structure and changes in the financial reports

Table 10 presents aggregated balance sheet for the entire group of six Russian forest product
companies. It provides useful information about assets and liabilities of companies and their
structure.

Table 10. Balance sheets structures of analyzed companies (thousand RUR)

N VALUE APPM MBP SY PCP

2004 2005 2006 2004 2005 2006 2004 2005 2006
1 Total Assets 6967304 | 8221005 8687094 12639257 13867168 14499744 1110106 1147726 1076660
1.1 Fixed assets
a) total 4594788 | 5844286 6499881 8506543 9379556 9742769 842025 862070 822120
b) in % to balance 65,95 71,09 74,82 67,30 67,64 67,19 75,85 75,11 76,36
1.2 Current assets
a) total 2372516 | 2376719 2187213 4132714 4487612 4756975 268081 285656 254540
b) in % to balance 34,05 2891 25,18 32,70 32,36 32,81 24,15 24,89 23,64

2 Sh. Equity and Liabilities 6967304 | 8221005 8687094 | 12639257 | 13867168 | 14499744 | 1110106 | 1147726 | 1076660
2.1 Owned

a) total 4168269 | 4310296 5059016 9524970 9147191 9018132 (| 1026420 936032 916426
b) in % to balance 59,83 52,43 58,24 75,36 65,96 62,20 92,46 81,56 85,12
2.2 Borrowed
a) current liabilities 1559357 1647331 1258929 2909631 3849622 2494988 71925 194368 132393
b) in % to balance 22,38 20,04 14,49 23,02 27,76 17,21 6,48 16,94 12,30
c) long-term liabilities 1239678 | 2263378 2369149 204656 870355 2986624 11761 17326 27841
d) in % to balance 17,79 27,53 27,27 1,62 6,28 20,60 1,06 1,51 2,59
No VALUE SPPM SWPM KTC

2004 2005 2006 2004 2005 2006 2004 2005 2006
1 Total Assets 7853220 | 7062739 11821323 269895 400543 551572 124626 259419 192832
1.1 Fixed assets
a) total 3909193 | 4510123 9141893 126865 122809 243699 65001 189573 147059
b) in % to balance 49,78 63,86 77,33 47,01 30,66 44,18 52,16 73,08 76,26
1.2 Current assets
a) total 3944027 | 2552616 2679430 143030 277734 307873 59625 69846 45773
b) in % to balance 50,22 36,14 22,67 52,99 69,34 55,82 47,84 26,92 23,74

2 Sh. Equity and Liabilities 7853220 | 7062739 | 11821323 269895 400543 551572 124626 259419 192832
2.1 Owned

a) total 1928672 | 2036356 3086682 115341 118923 118426 12809 33121 44108
b) in % to balance 24,56 28,83 26,11 42,74 29,69 21,47 10,28 12,77 22,87
2.2 Borrowed

a) current liabilities 3747040 | 2681263 4609626 30704 183051 151062 85290 133847 133607
b) in % to balance 47,71 37,96 38,99 11,38 45,70 27,39 68,44 51,59 69,29
c) long-term liabilities 2177508 | 2345120 4125015 123850 98569 282084 26527 92451 15117
d) in % to balance 27,73 33,20 34,89 45,89 24,61 51,14 21,29 35,64 7,84

In addition, it is necessary to create additional analytical table showing changes of all figures
listed in the previous table. Table 11 helps to visualise changes occurred with balance sheet
values during the analyzed period. Based on approach presented in part 2.1.2, such table will
contain the following: 1) “A2005”, “A2006” — absolute changes for the periods; 2) “%2006 to
2005 — relative changes for last period; 3) VALUE — main balance sheet accounts.

The information gained from analytical tables 10 and 11 allows estimating capital structure of
the balance sheets horizontally and vertically. The largest company defined by the amount of
its total assets is Mondi Business Paper Syktyvkar - 14.5 billion RUR in 2006 (5 % increase)
and 13.9 billion RUR in 2005. Another two companies share the second place. They are the
Segezha Mill (11.8 billion RUR in 2006 (67 % increase) and 7.1 billion RUR in 2005) and the
Arkhangelsk Mill (8.7 billion RUR in 2006 (6 % increase) and 8.2 billion RUR in 2005).
Pitkédranta Plant is the fourth largest forest product company in the thesis with 1.1 billion RUR
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of total assets in 2006 (and similar amount in 2005 and 2004). Syktyvkar Wood processing
Mill had 0.6 billion RUR accounted as total assets on its balance sheet in 2006. The company
demonstrated growth of this figure in comparison with previous years. On the last place is the
Koigorodok Company with the lowest total assets value among studied forest product
companies — 192.8 million RUR in 2006; 259.4 million in 2005 and 124.6 million in 2004.

Table 11. Changes of main balance sheet accounts in 2005-2006 (thousand RUR)

APPM MBP SY PCP
" VALUE A2005 A2006 :ﬁ’iggg A2005 A2006 :/o"iggg A2005 | A2006 :ﬁ’iggg
1| Total Assets 1253701 466089 1,06 | 1227911 632576 1,05 | 37620 | -71066 0,04
1.1 Fixed assets 1249498 655595 LIl | 873013 363213 1,04 | 20045 | -39950 0,05
12 Current assets 4203 ~189506 002 | 354898 269363 106 | 17575 | 31116 0,89
7 || Sl Bguy 1253701 466089 1,06 | 1227911 632576 1,05 | 37620 | -71066 0,94
and Liabilities

2.1 Owned 142027 748720 L7 | 377779 | -129059 009 | 90388 | -19606 0,08
2.2 Borrowed

a) | current liabilities 87974 388402 0,76 | 939991 | -1354634 0,65 | 122443 | -61975 0,68
b) | long-term liabilities 1023700 105771 1,05 | 665699 | 2116269 3,43 5565 | 10515 161

SPPM SWPM KTC
e VALUE A2005 A2006 :ﬁ’iggg A2005 A2006 :{)"iggg A2005 | A2006 :ﬁ’iggg
1 | Total Assets 790481 4758584 1,67 | 130648 151029 138 | 134793 | -66587 0,74
1.1 Fixed assets 600930 4631770 2,03 4056 120890 198 | 124572 | -42514 0,78
12 Current assets 1391411 126314 1,05 | 134704 30139 i1 | 10221 | -24073 0,66
y || Sl Bguy 790481 4758584 1,67 130648 151029 138 | 134793 | -66587 0,74
and Liabilities

2.1 Owned 107684 1050326 1,52 3582 497 100 | 20312 | 10987 133
2.2 Borrowed

a) | current liabilities 1065777 1928363 172 | 152347 31989 083 | 48557 240 1,00
b) | long-term liabilities 167612 1779895 1,76 | 25281 183515 286 | 65924 | -77334 0,16

Distribution of total assets (to current assets and fixed assets) can also be studied from Table
10. A good proportion between fixed and current assets is required for successful business
operations. While it depends on type of activities of a company, percentage of current and
fixed assets should be equal approximately to 60-70 % of fixed assets and 30-40 % of current
assets in the total balance. These figures are considered as normal in Russian financial
analysis practices. Excesses of current assets may be result of wrong financial policy. There is
one forest product company in the thesis, which had ineffective assets structure during the
analyzed period. According to Table 10, it was the SWPM (47/53 in 2004, 31/69 in 2005 and
44/56 percent in 2006 of fixed/current assets respectively).

Formation of a company’s capital can be fulfilled both at expense of its own and at borrowed
funds. For definition of financial stability and degree of dependence on loan proceeds, it is
necessary to analyze structure of liabilities of the balance sheets. In general, the less a
company owes to others, the more stable financial position it has. Table 10 provides useful
insights on this matter.

There is no “universal” rule regarding proportion between owned and borrowed funds a
company operates as shown in its balance sheet. However, a company whose assets are
formed from its own capital is usually considered more financially stable than a firm relying
on external finances is. Table 10 shows that the Pitkéranta plant has the highest percentage of
own capital in its balance sheet (92.5 % in 2004; 85.1 % in 2006) and the Koigorodok timber
company has the lowest (10.3 % in 2004; 12.8 % in 2005). Ratio analysis of financial leverage
will provide more information about financial stability of these companies.

51



4.2.1. Structure of balance sheet of the APPM at the end of 2006

At the end of 2006, the APPM’s total assets increased by 466.1 million RUR (or by 6 %), that
indirectly may indicate to an expansion of operating turnover. In the structure of assets, fixed
assets constituted almost 75 % and current assets exceeded the level of 25 % (Table 10). The
change in the assets structure was affected by growth of fixed assets on 655.6 million RUR (or
by 11 %) and decrease of current assets by 189.5 million RUR (-8 %). Usually, reduction of
current assets makes capital of a company less mobile (by lowering its liquidity). Changes of
assets structure in 2006 were mainly connected with changes of sums of long-term assets. The
alteration in structure of fixed assets in the analyzed period was associated with changes in
the following components:

e Land, buildings and equipment in the analyzed period increased on 2.2 billion RUR
(+61.5 %) according to Table 12;
e Intangible assets decreased by 30 thousand RUR (-39.5 %);

e Long-term investments lessened by 7.6 million RUR (-1.5 %);

e Not completed investments decreased by 1.5 billion RUR (-91.6 %).

Table 12. Structure of balance sheet of the APPM at the end of 2006 (thousand RUR)

VALUE 2004 2005 A2005 %o 2006 A2006 %
CURRENT ASSETS 2372516 | 2376719 4203 | 100,18 | 2187213 -189506 92,03
CASH AND CASH EQUIVALENTS 52487 49417 -3070 94,15 78313 28896 | 158,47
SHORT-TERM INVESTMENTS
SHORT-TERM RECEIVABLES: 1538971 1297844 -241127 84,33 1087021 -210823 83,76
Accounts and notes receivables 879231 617416 | -261815 70,22 650373 32957 | 105,34
Intercompany receivables 1115 1115 0 100,00 1115 0 100,00
Other receivables 658625 679313 20688 | 103,14 435533 -243780 64,11
LONG-TERM RECEIVABLES 36189 344907 308718 | 953,07 367811 22904 | 106,64
INVENTORIES: 688881 665741 -23140 96,64 630716 -35025 94,74
Materials and components 547196 543727 -3469 99,37 459525 -84202 84,51
Work in progress 35151 32084 -3067 91,27 31098 -986 96,93
Finished goods 105826 88844 -16982 83,95 139712 50868 | 157,26
Other inventories 708 1086 378 | 153,39 381 -705 35,08
PREPAID EXPENSES 55988 18805 -37183 33,59 23352 4547 | 124,18
OTHER CURRENT ASSETS 5 5 -5 -
LONG-TERM ASSETS 4594788 | 5844286 | 1249498 | 127,19 | 6499881 655595 | 111,22
LAND, BUILDINGS AND EQUIPMENT 3244418 | 3561533 317115 | 109,77 | 5750730 2189197 | 161,47
INTANGIBLES 105 76 -29 72,38 46 -30 60,53
LONG-TERM INVESTMENTS 88468 499133 410665 | 564,20 491487 -7646 98,47
INVESTMENTS IN PROGRESS 1141869 | 1665267 523398 | 145,84 140336 | -1524931 8,43
OTHER LONG-TERM INVESTMENTS 119928 118277 -1651 98,62 117282 -995 99,16
TOTAL ASSETS 6967304 | 8221005 | 1253701 | 117,99 | 8687094 466089 | 105,67
CURRENT LIABILITIES 1559357 | 1647331 87974 | 105,64 | 1258929 -388402 76,42
SHORT-TERM LOANS 616062 574447 -41615 93,24 390409 -184038 67,96
PAYABLES: 929225 939828 10603 | 101,14 721987 -217841 76,82
Accounts and notes payable 566239 642795 76556 | 113,52 525251 -117544 81,71
Taxes payable 45576 -45576 - 0
Intercompany payables 19963 19963 20086 123 | 100,62
Advances from customers 31691 38519 6828 121,55 12015 -26504 31,19
Dividends payable 147 259 112 | 176,19 385 126 | 148,65
Other payables 285572 238292 -47280 83,44 164250 -74042 68,93
DEFERRED REVENUES 14070 16082 2012 | 114,30 16750 668 | 104,15
RESERVES FOR FUTURE EXPENSES 116974 116974 129783 12809 | 110,95
OTHER CURRENT LIABILITIES
LONG-TERM LIABILITIES 1239678 | 2263378 | 1023700 | 182,58 | 2369149 105771 | 104,67
LONG-TERM LOANS 1153496 | 2153011 999515 | 186,65 | 2234434 81423 | 103,78
OTHER LONG-TERM LIABILITIES 86182 110367 24185 128,06 134715 24348 122,06
SHAREHOLDERS' EQUITY 4168269 | 4310296 142027 | 103,41 | 5059016 748720 | 117,37
SHARE CAPITAL 780 780 0 | 100,00 780 0 ] 100,00
RESERVES AND FUNDS 117 117 0 | 100,00 117 0 | 100,00
REVALUATION RESERVES 2143642 | 2138102 -5540 99,74 | 2136264 -1838 99,91
RETAINED EARNINGS 2023783 | 2171297 147514 | 107,29 | 2922107 750810 | 134,58

52



OTHER SHAREHOLDER'S CAPITAL -53 53 - -252 -252
TOTAL LIABILITIESAND SHAREHOLDER'SEQUITY 6967304 | 8221005 | 1253701 | 117,99 | 8687094 466089 | 105,67

Reduction of intangible assets for the period, tells us about absence of innovative orientation
in activities of the company in 2006. Decrease of long-term investments is always considered
as an evidence of reducing investments in long-term assets. Such reduction is clearly observed
in Table 12. In the part of current assets in 2006, the following changes occurred:

Monetary resources increased for the period by 28.9 million RUR (+58.5 %);
Short-term receivables decreased by 210.8 million RUR (-16 %);

Inventories decreased by 35 million RUR (-5.3 %);

Prepaid expenses increased by 4.5 million RUR (+24.2 %);

Other current assets decreased by 5 thousand RUR.

Share of current assets in the structure of capital changed in 2006 with negative 3.7 % and
constituted 25.2 % (Table 10). Still, it is a good figure. Increased amounts of cash and cash
equivalents signify irrational financial policy. Increase of debt receivables should be
considered as negative trend for the structure of balance sheet. It is most likely, that the APPM
had problems with receiving of payments for products shipped to customers. For accounting
department of the company is necessary to analyze (by means of internal analysis) all debt
accounts of every client to reveal reasons and occurrence frequency of such debts.

Fig.11 presents changes of main balance sheet items for the analyzed period of the APPM.
The growth of total assets, long-term assets and shareholders equity is clearly observed. On
the diagram, current assets and current liabilities have downward tendency.
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Figure 11. Changes of main balance sheet accounts of the APPM for 2004-2006.

At the end of the analyzed period, share of own capital (as basic source of formation of
company’s capital), increased in the structure of liabilities and constituted 58 % at the end of
2006. In absolute expression, the own capital increased by 748.7 million RUR (+17.4 %). The
following components that affected this change were:
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e Additional capital (revaluation reserves), which decreased by 1.8 million RUR (-0.1
%);
e Retained earnings, which increased by 750.8 million RUR (+34.6 %);

In the structure of own capital at the end of the analyzed period the specific weight of:

e Additional capital was equal to 42 % ((2136264/5059016)*100) as in Table 12;
¢ and Retained earnings were equal to 58 %;

Sums of long-term liabilities at the end of the analyzed period increased by 4.7 % and rose to
the level of 2.4 billion RUR (Table 12). Current liabilities were equal to 1.3 billion RUR (-
23.6 % in comparison with 2005). Reduction of current liabilities was connected with the
change of following components:

Short-term loans constituted 390 million RUR (-32 %);
Payables formed 722 million RUR (-23.2 %);
Deferred incomes amounted to 16.7 million RUR (+4.2 %);

Reserves of forthcoming expenses and payments were equal to 129.8 million RUR
(+11 %).

Reduction of short-term sources of financing, reflected in the structure of liabilities, means
that during analyzed period was an improvement of the balance sheet structure that decreased
risk of losing financial stability. The composition of payables at the end of 2006 was the
following:

Accounts and bills payable equalled to 72.8 % ((525251/721987)*100);
Intercompany payables equalled to 2.8 %;

Received advances from customers — 1.7 %;

Dividends payable — 0.1 %;

Other creditor debts were 22.8 %.

At the beginning of the analyzed period, the company’s receivables exceeded all sums of
payables, i.e. the APPM had so-called active balance. At the end of the period, the company
had active debt balance, i.e. there were possibilities to grant a loan to debtors, exceeding
amounts received as delays of payments to creditors.

4.2.2. Structure of balance sheet of the MBP SY at the end of 2006

As shown in Table 13, total assets of the MBP SY in the analyzed period increased by 632.6
million RUR (+4.6 %) that indirectly indicate certain expansion of operating cycle of the
company. Changes in assets structure were affected by 3.9 % growth of long-term assets on
363 million RUR and 6 % growth of current assets on 269.4 million RUR. From financial
point of view, this denotes positive results because capital of the company became more
mobile.

The changes in assets structure were mainly affected by changes of current assets. In addition,
alterations of long-term assets during the analyzed period were connected with the following:

e Land, buildings and equipment increased by 145.5 million RUR (+2 %);
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e Intangible assets increased by 35.6 million RUR (+75 %);
e Long-term investments decreased by 1.2 million RUR (-43.8 %);
e Not completed investments increased by 96.3 million RUR (+5.5 %).

Increase in amounts of intangible assets in 2006 points out to innovative orientation of the
company’s activities. It is undoubtedly positive fact. Similar to the APPM, reduction of long-
term investments is considered as negative tendency that testified to absence of innovative
activities in the company’s development. Proportion of current assets in the structure of
balance at the end of 2006 changed with 0.5 % and was equal to 32.8 %. At the end of the
analyzed period, current assets of the company were under the following changes:

Cash and financial securities decreased by 57.5 million RUR (-54.3 %);
Short-term receivables increased by 372.8 million RUR (+17.1 %);
Inventories decreased by 59 million RUR (-3 %);

Prepaid expenses increased by 46 million RUR (+29 %);

Other current assets increased by 2 million RUR (+25.4 %).

Table 13. Structure of balance sheet of the MBP SY at the end of 2006 (thousand RUR)

VALUE 2004 2005 A2005 % 2006 A2006 %
CURRENT ASSETS 4132714 4487612 354898 108,59 4756975 269363 106,0
CASH AND CASH EQUIVALENTS 176009 105905 -70104 60,17 48429 -57476 45,73
SHORT-TERM INVESTMENTS 36711 36711 2
SHORT-TERM RECEIVABLES: 2142515 | 2182355 39840 101,86 | 2555114 372759 | 117,08
receivables Accounts and notes 1126616 | 1088945 | -37671 96,66 | 1562287 | 473342 | 14347
Intercompany receivables
Other receivables 1015899 1093410 77511 107,63 992827 -100583 90,80
LONG-TERM RECEIVABLES 198702 184541 -14161 92,87 149271 -35270 80,89
INVENTORIES: 1501117 1846667 345550 123,02 1787658 -59009 96,80
Materials and components 1126458 1399287 272829 124,22 1347151 -52136 96,27
Work in progress 176076 222771 46695 126,52 216583 -6188 97,22
Finished goods 195303 224571 29268 114,99 223924 -647 99,71
Other inventories 3280 38 -3242 1,16 -38 -
PREPAID EXPENSES 76168 160155 83987 210,27 206486 46331 128,93
OTHER CURRENT ASSETS 1492 7989 6497 535,46 10017 2028 | 125,38
LONG-TERM ASSETS 8506543 9379556 873013 110,26 9742769 363213 | 103,87
LAND, BUILDINGS AND EQUIPMENT 6915278 7434844 519566 107,51 7580373 145529 | 101,96
INTANGIBLES 109767 47502 -62265 43,28 83118 35616 174,98
LONG-TERM INVESTMENTS 60436 2738 -57698 4,53 1538 -1200 56,17
INVESTMENTS IN PROGRESS 1334625 1766105 431480 132,33 1862360 96255 105,45
OTHER LONG-TERM INVESTMENTS 86437 128367 41930 148,51 215380 87013 167,78
TOTAL ASSETS 12639257 | 13867168 | 1227911 109,72 | 14499744 632576 104,6
CURRENT LIABILITIES 2909631 3849622 939991 132,31 2494988 | -1354634 64,81
SHORT-TERM LOANS 1662473 2423360 760887 145,77 1200893 | -1222467 49,55
PAYABLES: 1237372 1286627 49255 103,98 1285430 -1197 99,91
Accounts and notes payable 368365 693222 324857 188,19 759432 66210 | 109,55
Taxes payable 225445 141209 -84236 62,64 160592 19383 113,73
Intercompany payables
Advances from customers
Dividends payable 3522 4437 915 125,98 5398 961 | 121,66
Other payables 640040 447759 -192281 69,96 360008 -87751 80,40
DEFERRED REVENUES 5188 138512 133324 | 2 669,85 5596 -132916 4,04
RESERVES FOR FUTURE EXPENSES 4598 1123 -3475 24,42 3069 1946 | 273,29
OTHER CURRENT LIABILITIES
LONG-TERM LIABILITIES 204656 870355 | 665699 | 42528 | 2986624 | 2116269 | 343,15
LONG-TERM LOANS 557516 557516 2567010 | 2009494 | 460,44
OTHER LONG-TERM LIABILITIES 204656 312839 108183 152,86 419614 106775 134,13
SHAREHOLDERS' EQUITY 9524970 9147191 | -377779 96,03 9018132 -129059 98,59
SHARE CAPITAL 387560 387560 0 100,00 387560 0 | 100,00
RESERVES AND FUNDS 63650 66509 2859 104,49 72722 6213 | 109,34
REVALUATION RESERVES 3296632 3280404 -16228 99,51 3260865 -19539 99,40
RETAINED EARNINGS 5777128 5412718 -364410 93,69 5296985 -115733 97,86
OTHER SHAREHOLDER'S CAPITAL
TOTAL LIABILITIESAND SHAREHOLDER'SEQUITY 12639257 | 13867168 | 1227911 109,72 | 14499744 632576 104,6
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Table 13 shows analytical balance sheet of the MBP SY for the analyzed period and fig.12
represents changes of main articles. All calculations described in this chapter are based on
data obtained from analytical balance sheets (and from Table 10 and Table 11). In Fig.11, one
can observe a good combination of trends for main balance sheet accounts. Only shareholder’s
equity and current liabilities have downward tendency. Even so, decreasing of latter is
relatively a good fact.

At the end of the analyzed period, proportion of own capital in the structure of balance
decreased and was equalled to 62.2 %. For the company, it indirectly means "losing" of
financial independence and, hence, to increase of financial risks because of the main source of
formation of the capital shifted to borrowed funds. In absolute figures, the amount of own
capital decreased by 129.1 million RUR (-1.4 %). Components of the own capital that
affected this change were:

e Revaluation reserves that decreased by 19.5 million RUR (-0.6 %);
e Reserves and funds that increased by 6.2 million RUR (+9 %);
e Retained earnings decreased by 115.7 million RUR (-2 %).
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Figure 12. Changes of main balance sheet accounts of the MBP SY for 2004-2006.
At the end of 2006, structure of own capital of the company was the following:

Share capital 4.3 %;

Additional capital 36.2 %,
Reserves and funds 0.8 %;
Retained earnings 58.7 %.

Sums of long-term liabilities at the end of the analyzed period increased by 243.2 % and
amounted to 3 billion RUR. Current liabilities were equal to 2.5 billion RUR (and decreased
by 35.2 %). The reduction of current liabilities was directly connected with changes of the
following components:

Short-term loans equalled to 1.2 billion RUR (-50.5 %);

Payables equalled to 1.3 billion RUR (-0.1 %);

Deferred revenues equalled to 5.6 million RUR that also decreased by 96 %;
Reserves of forthcoming expenses equalled to 3.1 million RUR (+174 %).
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Reducing of short-term liabilities for the period, improved balance sheet structure and
diminished risk of losing financial stability for the MBP SY. At the beginning of 2006, the
company’s receivables has been exceeding sums of payables, therefore, the MBP SY had
active balance.

4.2.3. Structure of balance sheet of the PCP at the end of 2006

In the balance sheet's assets structure of the PCP at the end of the analyzed period, long-term
assets constituted 76.4 % and current assets were 23.6 % correspondingly (Table 10). The
total assets (as shown in Table 14) decreased by 71 million RUR (-6.2 %) that can indirectly
signify sagging of operating activities. Changes in assets structure were affected by reduction
of long-term assets by 40 million RUR (-4.6 %) and decrease of current assets by 31 million
RUR (-11 %) at the same time. Such situation leads to a conclusion about reduction of main
operations that made capital of the company less mobile in 2006.

Table 14. Structure of balance sheet of the PCP at the end of 2006 (thousand RUR)

VALUE 2004 2005 A2005 % 2006 A2006 %
CURRENT ASSETS 268081 285656 17575 | 106,56 254540 | -31116 89,11
CASH AND CASH EQUIVALENTS 3843 21346 17503 | 55545 12130 -9216 56,83
SHORT-TERM INVESTMENTS
SHORT-TERM RECEIVABLES: 133522 143366 9844 | 107,37 107547 | -35819 75,02
Accounts and notes receivables 31677 26509 -5168 83,69 34198 7689 | 129,01
Intercompany receivables
Other receivables 101845 116857 15012 | 114,74 73349 | -43508 62,77
LONG-TERM RECEIVABLES 50895 51800 905 | 101,78 51800 0 | 100,00
INVENTORIES: 78717 68488 | -10229 87,01 82487 13999 | 120,44
Materials and components 75963 64584 -11379 85,02 70843 6259 109,69
Work in progress 651 999 348 | 153,46 1203 204 | 120,42
Finished goods 2103 2905 802 | 138,14 10441 7536 | 359,41
Other inventories
PREPAID EXPENSES 1104 656 -448 59,42 576 -80 87,80
OTHER CURRENT ASSETS
LONG-TERM ASSETS 842025 862070 20045 | 102,38 822120 | -39950 95,37
LAND, BUILDINGS AND EQUIPMENT 799005 773570 | -25435 96,82 756403 | -17167 97,78
INTANGIBLES 18 16 -2 88,89 14 -2 87,50
LONG-TERM INVESTMENTS 1661 1761 100 | 106,02 1761 0 | 100,00
INVESTMENTS IN PROGRESS 21899 37561 15662 | 171,52 12107 | -25454 32,23
OTHER LONG-TERM INVESTMENTS 19442 49162 29720 | 252,86 51835 2673 | 105,44
TOTAL ASSETS 1110106 | 1147726 37620 | 103,39 | 1076660 | -71066 93,81
CURRENT LIABILITIES 71925 194368 122443 | 270,24 132393 | -61975 68,11
SHORT-TERM LOANS 15080 97926 82846 | 649,38 53058 | -44868 54,18
PAYABLES: 56845 96442 39597 | 169,66 79334 | -17108 82,26
Accounts and notes payable 29598 54964 25366 | 185,70 38717 | -16247 70,44
Taxes payable 10793 13268 2475 | 122,93 11870 | -1398 | 89,46
Intercompany payables
Advances from customers 12485 23088 10603 184,93 22284 -804 96,52
Dividends payable
Other payables 3969 5122 1153 | 129,05 6463 1341 | 126,18
DEFERRED REVENUES 1 1
RESERVES FOR FUTURE EXPENSES
OTHER CURRENT LIABILITIES
LONG-TERM LIABILITIES 11761 17326 5565 | 147,32 27841 10515 | 160,69
LONG-TERM LOANS
OTHER LONG-TERM LIABILITIES 11761 17326 5565 | 147,32 27841 10515 | 160,69
SHAREHOLDERS' EQUITY 1026420 936032 | -90388 91,19 916426 | -19606 97,91
SHARE CAPITAL 6792 6792 0 | 100,00 6792 0 | 100,00
RESERVES AND FUNDS
REVALUATION RESERVES 899151 890773 -8378 99,07 888004 -2769 99,69
RETAINED EARNINGS 120477 38467 | -82010 31,93 21630 | -16837 56,23
OTHER SHAREHOLDER'S CAPITAL
TOTAL LIABILITIESAND SHAREHOLDER'SEQUITY 1110106 | 1147726 37620 | 103,39 | 1076660 | -71066 93,81
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Decreasing sums of fixed assets changed the assets structure at the end of 2006. This was
conditioned by the following:

e Land, buildings and equipment changed on 17.2 million RUR (-2 %);
e Intangibles decreased by 2 thousand RUR (-12.5 %);
e Sums of investments in progress increased by 25.5 million RUR (+68 %).

Alteration of current assets of the PCP was influenced by:

Cash and cash equivalents that decreased by 9.2 million RUR (-43 %);
Short-term receivables that also decreased by 35.8 million RUR (-25 %);
Inventories that increased by 14 million RUR (+20.5 %);

Prepaid expenses that decreased by 80 thousand RUR (-12.2 %).

At the end of 2006, current assets in the total amount of assets equalled to 23.6 % (decrease
by 1.3 % in comparison with 2005). Total amount of shareholder’s equity (the main source of
formation of capital for the company) increased in 2006 by 98 %. This is a sign of relative
gain in financial independence for the PCP and that diminished financial risks because
company's assets were formed from the most stable sources. In absolute figures, total amount
of own capital decreased by 19.6 million RUR (-2 %). Main components of the shareholder’s
equity that affected this change in 2006 were:

e Revaluation reserves that decreased by 2.8 million RUR (-0.3 %);
e Retained earnings that decreased by 16.8 million RUR (-44 %).

The shareholder’s equity in 2006 consisted of share capital (0.7 %), additional capital (as
revaluation reserves) with 97 % and retained earnings (2.3 %).
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Figure 13. Changes of main balance sheet accounts of the PCP for 2004-2006.
Fig.13 shows trend of changes in the main balance sheet accounts of the PCP during the

analyzed period. Decrease in total assets, current assets and in shareholder’s equity of the
company is clearly observed.
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At the end of 2006, total amount of long-term liabilities increased by 60.7 %. Sums of
current obligations were equal to 132.4 million RUR (-32 %). Such reduction of current
liabilities was connected with changes of the following components:

e Short-term loans (53 million RUR), which decreased by 46 %;
e Sums of payables (79.3 million RUR), which decreased by 18 %.

Analysis of structure of financial commitments tells us about prevalence of short-term sources
of financing in structure of liabilities of the PCP that has negative sense characterising
inefficient structure of balance and high risk of losing financial stability in future. On the other
hand, reduction of short-term liabilities may lead to a certain improvement of the balance
structure.

Structure of payables at the end of the analyzed period was the following:

Accounts and notes payable equalled to 49 %;
Taxes payable equalled to 15 %;

Advance payments received equalled to 28 %;
Other creditor debts with 8 %.

At the beginning of 2006, comparison of payables with receivables shows excess of the first
over the last, i.e. the company had an active balance. At the end of the period, there is similar
situation.

4.2.4. Structure of balance sheet of the SPPM at the end of 2006

In the assets structure of the SPPM at the end of 2006 (according to data from Tables 10 and
11) fixed assets were equal to 77 % while current assets were equal to 23 %. Total amount of
company’s assets increased substantially by 4.8 billion RUR (+67.4 %) due to substantial
growth of long-term investments (Table 15). This can be connected to an expansion of
business activities. The change of assets structure was influenced by increase of fixed assets
by 4.6 billion RUR (+103 %) and increase of current assets by 127 million RUR (+ 5 %).

The change in the assets structure was affected, mainly, by change of fixed assets. Alterations
in the structure of long-term assets were connected with the change of following components:

Land, buildings and equipment increased by 306.6 million RUR (+8.1 %);
Intangible assets decreased by 14 thousand RUR (-21.5 %);

Long-term investments increased by 4.4 billion RUR (+3921 % (!));

Not completed investments decreased by 205 million RUR (-42 %)).

Reduction of intangible assets for the period may indicate an absence of innovations in the
company. Significant (or even massive) increasing of long-term investments (if they are
directed on renewal of fixed assets) is considered as positive fact for business development
(fig.14).

The proportion of current assets in balance sheet of the SPPM changed during the period with
negative 13.5 % and constituted 22.7 %. Cash and other quick assets increased that may give
evidence to irrational financial policy of the company. Reduction of short-term investments in
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the balance structure tells us about deceleration of business activities in 2006. The total
amount of current assets at the end of 2006 was changed under influence of the following:

Money and its equivalents increased by 10.2 million RUR (+9 %);
Short-term investments decreased by 9.5 million RUR (-5 %);
Short-term receivables increased by 141 million RUR (+10 %);
Inventories and materials decreased by 21.8 million RUR (-2.6 %);
Prepaid expenses increased by 6.8 million RUR (+31.4 %).

Table 15. Structure of balance sheet of the SPPM at the end of 2006 (thousand RUR)

VALUE 2004 2005 A2005 % 2006 A2006 %
CURRENT ASSETS 3944027 | 2552616 | -1391411 64,72 2679430 126814 104,97
CASH AND CASH EQUIVALENTS 1678855 109481 | -1569374 6,52 119700 10219 109,33
SHORT-TERM INVESTMENTS 177297 181111 3814 | 102,15 171614 -9497 94,76
SHORT-TERM RECEIVABLES: 1414399 | 1405798 -8601 99,39 1546885 141087 110,04
Accounts and notes receivables 690958 1258257 567299 | 182,10 1463869 205612 116,34
Intercompany receivables
Other receivables 723441 147541 -575900 20,39 83016 -64525 56,27
LONG-TERM RECEIVABLES
INVENTORIES: 669543 834622 165079 | 124,66 812849 -21773 97,39
Materials and components 505847 533291 27444 | 10543 536109 2818 100,53
Work in progress 47237 79790 32553 | 168,91 85260 5470 106,86
Finished goods 116459 221541 105082 | 190,23 191480 -30061 86,43
Other inventories
PREPAID EXPENSES 3933 21604 17671 | 549,30 28382 6778 131,37
OTHER CURRENT ASSETS
LONG-TERM ASSETS 3909193 | 4510123 600930 | 115,37 9141893 | 4631770 202,70
LAND, BUILDINGS AND EQUIPMENT 3404002 | 3789523 385521 | 111,33 4096183 306660 108,09
INTANGIBLES 80 65 -15 81,25 51 -14 78,46
LONG-TERM INVESTMENTS 116293 116253 -40 99,97 4557870 | 4441617 | 3 920,65
INVESTMENTS IN PROGRESS 328466 486380 158414 | 148,23 282029 | -204851 57,93
OTHER LONG-TERM INVESTMENTS 60352 117402 57050 | 194,53 205760 88358 175,26
TOTAL ASSETS 7853220 | 7062739 -790481 89,93 | 11821323 | 4758584 167,38
CURRENT LIABILITIES 3747040 | 2681263 | -1065777 71,56 4609626 | 1928363 171,92
SHORT-TERM LOANS 1397947 | 1773785 375838 | 126,38 2455492 681707 138,43
PAYABLES: 2325191 870340 | -1454851 37,43 2114126 | 1243786 242,91
Accounts and notes payable 2213116 693843 | -1519273 31,35 750048 56205 108,10
Taxes payable 26571 92881 66310 | 349,56 101365 8484 109,13
Intercompany payables
Advances from customers
Dividends payable 6436 6426 -10 99,84 -6426 -
Other payables 79068 77190 -1878 97,62 1262713 | 1185523 | 1635,85
DEFERRED REVENUES 19 19 42 23 221,05
RESERVES FOR FUTURE EXPENSES 23902 37108 13206 | 155,25 39960 2852 107,69
OTHER CURRENT LIABILITIES 11 11 6 -5 54,55
LONG-TERM LIABILITIES 2177508 | 2345120 167612 | 107,70 4125015 | 1779895 175,90
LONG-TERM LOANS 2155226 | 2267273 112047 | 105,20 4024341 | 1757068 177,50
OTHER LONG-TERM LIABILITIES 22282 77847 55565 349,37 100674 22827 129,32
SHAREHOLDERS' EQUITY 1928672 | 2036356 107684 | 105,58 3086682 | 1050326 151,58
SHARE CAPITAL 537200 537200 0 | 100,00 537200 0 100,00
RESERVES AND FUNDS 31979 31979 0 | 100,00 31979 0 100,00
REVALUATION RESERVES 656490 634461 -22029 96,64 630728 -3733 99,41
RETAINED EARNINGS 702985 832716 129731 | 118,45 1886775 | 1054059 226,58
OTHER SHAREHOLDER'S CAPITAL 18 -18 - 0
TOTAL LIABILITIESAND SHAREHOLDER'SEQUITY 7853220 | 7062739 -790481 89,93 | 11821323 | 4758584 167,38

Proportion of shareholder’s equity in the balance structure decreased at the end of 2006 and
became equal to 26 %. In addition, the parity of total obligations and own capital for the
period tended to increase. It shows relative reducing of financial independence of the company
and high financial risks. In absolute figures, total amount of shareholder’s equity increased by
1.1 billion RUR (+51.6 %).
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Changes of own capital were affected by changes in the following components:

e Revaluation reserves that decreased by 3.7 million RUR (-0.6 %);
e Retained earnings that increased by 1.1 billion RUR (+126.6 %).

In the total structure of own capital, the percent of share capital was equal to 17.5 %,
revaluation reserves were equal to 20.5 %, reserves and funds — 1 %, and retained earnings —
61 %. Total amount of long-term liabilities at the end of the analyzed period increased by 76
% and was equal to 4 billion RUR. Current liabilities also increased by 4.6 billion RUR in
absolute figures (+72 %). The increase of current liabilities in 2006 was connected with
change of the following components:

Short-term loans that increased by 0.7 million RUR (+38 %);

Sums of payables that increased by 1.2 million RUR (+143 %);

Deferred revenues that increased by 23 thousand RUR (+121.1 %);
Reserves of future expenses that increased by 2.9 million RUR (+7.7 %);
Other current liabilities that decreased by 5 thousand RUR (-45.5 %).

Fig.14 contains graphical representation of changes that occurred with main balance sheet
accounts of the SPPM in the analyzed period. The most noticeable increase was with fixed
assets and, hence, with total assets of the company.
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Figure 14. Changes of main balance sheet accounts of the SPPM for 2004-2006.

Structural analysis of liabilities of the SPPM shows dominance of short-term sources of
financing that can be interpreted negatively because of inefficient organization of balance and
high risk of losing financial independence. In addition, payables increased by 143 % that
prejudices the company’s relations with its business partners. The structure of payables at
the end of the analyzed period consisted from the following:

e Accounts and bills payable — 35.5 %;

o Taxes—4.8 %:;
e Other creditors — 59.7 %.
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Comparison of receivables with payables shows active balance that the SPPM had at the
beginning of 2006. However, at the end of the period, amount of payables exceeded
receivables with 567 million RUR. This means that activities of the company were financed
by its debts or delays in payments to creditors and business partners.

4.25. Structure of balance sheet of the SWPM at the end of 2006

At the end of the analyzed period, balance structure of the company consisted of long-term
assets (with 44.2 %) and current assets with 55.8 %. In 2006, total amount of assets increased
by 151 million RUR (+37.7 %) as shown in Table 16. This means expansion of operating
activities of the SWPM for the period.

Table 16. Structure of balance sheet of the SWPM at the end of 2006 (thousand RUR)

VALUE 2004 2005 A2005 % 2006 A2006 %
CURRENT ASSETS 143030 | 277734 | 134704 194,18 | 307873 30139 110,85
CASH AND CASH EQUIVALENTS 6062 13692 7630 225,87 7209 -6483 52,65
SHORT-TERM INVESTMENTS 8100 76207 68107 940,83 37689 | -38518 49,46
SHORT-TERM RECEIVABLES: 53465 147638 94173 276,14 195780 48142 132,61
Accounts and notes receivables 38803 70632 31829 182,03 97519 26887 138,07
Intercompany receivables
Other receivables 14662 77006 62344 525,21 98261 21255 127,60
LONG-TERM RECEIVABLES
INVENTORIES: 43310 35777 -7533 82,61 60996 25219 170,49
Materials and components 20513 22882 2369 111,55 36245 13363 158,40
Work in progress 4138 3621 -517 87,51 19593 15972 541,09
Finished goods 18659 9274 -9385 49,70 5158 -4116 55,62
Other inventories
PREPAID EXPENSES 91 4420 4329 | 4857,14 6198 1778 140,23
OTHER CURRENT ASSETS 32002 -32002 - 1 1
LONG-TERM ASSETS 126865 | 122809 -4056 96,80 | 243699 | 120890 198,44
LAND, BUILDINGS AND EQUIPMENT 75792 70411 -5381 92,90 | 164509 94098 233,64
INTANGIBLES 18 -18 - 8 8
LONG-TERM INVESTMENTS 50200 50200 0 100,00 -50200 -
INVESTMENTS IN PROGRESS 480 1579 1099 328,96 78908 77329 | 4997,34
OTHER LONG-TERM INVESTMENTS 375 619 244 165,07 274 -345 44,26
TOTAL ASSETS 269895 | 400543 | 130648 148,41 | 551572 | 151029 137,71
CURRENT LIABILITIES 30704 | 183051 | 152347 596,18 | 151062 | -31989 82,52
SHORT-TERM LOANS 63263 63263 73060 9797 115,49
PAYABLES: 28825 | 116403 87578 403,83 78002 | -38401 67,01
Accounts and notes payable 5256 65012 59756 | 123691 60293 -4719 92,74
Taxes payable 4214 4998 784 118,60 5781 783 115,67
Intercompany payables
Advances from customers
Dividends payable
Other payables 19355 46393 27038 239,70 11928 | -34465 25,71
DEFERRED REVENUES
RESERVES FOR FUTURE EXPENSES
OTHER CURRENT LIABILITIES 1879 3385 1506 180,15 -3385 =
LONG-TERM LIABILITIES 123850 98569 | -25281 79,59 | 282084 | 183515 286,18
LONG-TERM LOANS 123850 98569 | -25281 79,59 | 209501 | 110932 212,54
OTHER LONG-TERM LIABILITIES 72583 72583
SHAREHOLDERS' EQUITY 115341 | 118923 3582 103,11 | 118426 -497 99,58
SHARE CAPITAL 110000 | 110000 0 100,00 | 110000 0 100,00
RESERVES AND FUNDS
REVALUATION RESERVES 25 25 0 100,00 25 0 100,00
RETAINED EARNINGS 5316 8898 3582 167,38 8401 -497 94,41
OTHER SHAREHOLDER'S CAPITAL
TOTAL LIABILITIES AND SHAREHOLDER'SEQUITY 269895 | 400543 | 130648 148,41 | 551572 | 151029 137,71

Alteration of assets structure of the SWPM in 2006 was affected by growth of sums of long-
term assets on 121 million RUR (+98 %) and current assets on 30 million RUR (+11 %)).

Changes in structure of long-term assets in the analyzed period were connected with changes
of the following components:
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Land, buildings and equipment increased by 94.1 million RUR (+133.6 %);
Intangible assets increased by 8 thousand RUR;

Long-term investments decreased by 50 million RUR;

Investments in progress increased by 77 million RUR (+4897 %).

The growth of intangibles and non-completed investments for the period may indicate an
expansion of innovative activities of the SWPM. Total amount of current assets of the
company changed under the influence of the following components:

Cash and cash equivalents decreased by 6.5 million RUR (-47.4 %);
Short-term investments decreased by 38.5 million RUR (-50.5 %);
Short-term receivables increased by 4.8 million RUR (+32.6 %);
Inventories increased by 25 million RUR (+70.5 %);

Prepaid expenses increased by 1.8 million RUR (+40 %);

ther current assets increased by 1 thousand RUR.

The percent of current assets in balance structure of the SWPM changed at the end of the
period by negative 13.5 % and was equal to 55.8 %. Reduction of short- and long-term
investments means deceleration of business development for the company. Although,
substantial increase of total assets that shown in Fig.15 may indicate an operating expansion.
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Figure 15. Changes of main balance sheet accounts of the SWPM for 2004-2006.

The percent of shareholder's equity in the balance structure decreased at the end of 2006 and
became equal to 21.5 %. In absolute figures, shareholder's equity decreased by 497 thousand
RUR (-0.4 %). Main component of the shareholder's equity that affected its change in 2006
were retained earnings that decreased by 497 thousand RUR (-5.6 %). In the structure of
shareholder's equity share capital was equal to 92.9 %, revaluation reserves — 0.02 %, retained
earnings — 7.1 %.

Long-term liabilities increased by 186.2 % at the end of 2006 and were equal to 282 million
RUR. Current obligations equalled to 151 million RUR decreased by 17.5 %. Reduction of
current liabilities was connected with changes of the following components:
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e Short-term loans increased by 9.8 million RUR (+15.5 %);
e Accounts payable decreased by 38 million RUR (-33 %).

Reduction of current liabilities in the structure of balance shows improvements of the balance
and diminishes risk of losing solvency. In the structure of payables, notes and accounts
payable were equal to 77.3 %, tax liabilities - 7.4 %, other accounts payable were equal to 5.3
%. Comparing receivables and payables of the SWPM to the beginning of 2006, we can see
that the amount of receivables exceeded sums of accounts payable, in other words the
company had surplus of money. At the end of the period, the SWPM had indebtedness surplus
of money, so the company had possibility to grant their debtors a goods credit from sums of
accounts payable. This is one of signs of stable financial position.

4.2.6. Structure of balance sheet of the KTC at the end of 2006

At the end of the analyzed period, structure of assets of the KTC consisted of long-term assets
with 76.3 % and current assets with 23.7 % correspondingly. Total balance value decreased by
66.6 million RUR (-25.7 %). As shown in Table 17, changes of assets structure were affected
by decreasing both of long-term assets by 42.5 million RUR (-22.4 %) and current assets by
24.1 million RUR (-34.5 %). Lessening of current assets made capital of the company less
mobile. However, it is indirect symptom of estimation of financial stability. Ratio analysis will
provide better evaluation for it in forthcoming paragraphs.

Changes of assets structure were primarily affected by changes of long-term assets. These
changes in the analyzed period were associated with alterations of the following components:

e Land, buildings and equipment increased by 11 million RUR (+10.8 %);
e Non-completed investments decreased by 50.4 million RUR (-82.5 %).

Total amount of current assets changed in 2006 because of the following changes:

Cash and equivalents increased by 178 thousand RUR (+63 %);
Short-term receivables decreased by 19.3 million RUR (-38.6 %);
Inventories decreased by 4.2 million RUR (-22.5 %);

Prepaid expenses decreased by 840 thousand RUR (-73.5 %);
Other current assets increased by 3 thousand RUR.

The share of current assets decreased for the period by 3.2 % and was equal to 23.7 % at the
end of 2006. Increasing of cash and equivalents may lead to a conclusion about irrational
financial policy of the KTC. At the end of the analyzed period, shareholder's equity part
almost doubled in the structure of balance. In absolute figures, it increased by 1.1 million
RUR (+33.2 %). The following components of the shareholder's equity affected this change:

e Share capital increased by 17.4 million RUR (+32 %);

e Revaluation reserves increased by 8.5 million RUR (+69 %);
e Retained earnings decreased by 14.7 million RUR (-43.5 %).
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Table 17. Structure of balance sheet of the KTC at the end of 2006 (thousand RUR)

VALUE 2004 2005 A2005 %o 2006 A2006 %
CURRENT ASSETS 59625 69846 10221 117,14 45773 | -24073 65,53
CASH AND CASH EQUIVALENTS 3133 283 -2850 9,03 461 178 162,90
SHORT-TERM INVESTMENTS
SHORT-TERM RECEIVABLES: 24353 49945 25592 205,09 30684 | -19261 61,44
Accounts and notes receivables 7273 21860 14587 300,56 8494 | -13366 38,86
Intercompany receivables
Other receivables 17080 28085 11005 164,43 22190 -5895 79,01
LONG-TERM RECEIVABLES
INVENTORIES: 20381 18475 -1906 90,65 14322 -4153 77,52
Materials and components 6289 7825 1536 124,42 6125 -1700 78,27
Work in progress 3329 8854 5525 265,97 7980 -874 90,13
Finished goods 10763 1796 -8967 16,69 217 -1579 12,08
Other inventories
PREPAID EXPENSES 11758 1143 | -10615 9,72 303 -840 26,51
OTHER CURRENT ASSETS 3 3
LONG-TERM ASSETS 65001 | 189573 | 124572 291,65 | 147059 | -42514 77,57
LAND, BUILDINGS AND EQUIPMENT 28715 | 101565 72850 353,70 | 112520 10955 110,79
INTANGIBLES
LONG-TERM INVESTMENTS
INVESTMENTS IN PROGRESS 20669 61080 40411 295,52 10717 | -50363 17,55
OTHER LONG-TERM INVESTMENTS 15617 26928 11311 172,43 23822 -3106 88,47
TOTAL ASSETS 124626 | 259419 | 134793 208,16 | 192832 | -66587 74,33
CURRENT LIABILITIES 85290 | 133847 48557 156,93 | 133607 -240 99,82
SHORT-TERM LOANS 5000 5000 5000 0 100,00
PAYABLES: 67607 88396 20789 130,75 | 105470 17074 119,32
Accounts and notes payable 48051 68972 20921 143,54 43716 | -25256 63,38
Taxes payable 4694 2462 -2232 52,45 3424 962 139,07
Intercompany payables
Advances from customers
Dividends payable
Other payables 14862 16962 2100 114,13 58330 41368 343,89
DEFERRED REVENUES 17682 39784 22102 225,00 -39784 -
RESERVES FOR FUTURE EXPENSES 665 665 994 329 149,47
OTHER CURRENT LIABILITIES 1 2 200,00 22143 22141 | 1107 150,0
LONG-TERM LIABILITIES 26527 92451 65924 348,52 15117 | -77334 16,35
LONG-TERM LOANS
OTHER LONG-TERM LIABILITIES 26527 92451 65924 348,52 15117 | -77334 16,35
SHAREHOLDERS' EQUITY 12809 33121 20312 258,58 44108 10987 133,17
SHARE CAPITAL 10 54463 54453 544 630,0 71818 17355 131,87
RESERVES AND FUNDS 145 145 -145 -
REVALUATION RESERVES 12069 12312 243 102,01 20790 8478 168,86
RETAINED EARNINGS 730 | -33799 | -34529 | - 4630,00 | -48500 | -14701 143,50
OTHER SHAREHOLDER'S CAPITAL
TOTAL LIABILITIESAND SHAREHOLDER'SEQUITY 124626 | 259419 | 134793 208,16 | 192832 | -66587 74,33

Reduction of current liabilities was connected with changes of the following components:

e Accounts payable increased by 17.1 million RUR (+19.3 %);

e Reserves of future expenses increased by 329 thousand RUR (+49.5 %);
e Other current liabilities increased by 22.1 million RUR.

Analysis of liabilities structure indicates prevalence of short-term sources of financing in the
structure of loan proceeds. This has negative meaning and characterizes inefficient structure of
the company's balance and high risk of losing financial independence. In the structure of
payables at the end of the analyzed period, accounts and notes payable were equal to 41.5 %,

tax obligations were equal to 3.3 % and other accounts payable were equal to 55.3 %.

As shown in Fig.16 on the next page, one can see diagram of main balance sheet accounts of
the KTC during the analyzed period. All lines on the diagram except shareholder’s equity,
which have steady increase trend, behave similarly — increasing from 2004 up to 2005, and

decreasing from 2005 down to 2006.
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Figure 16. Changes of main balance sheet accounts of the KTC for 2004-2006.

Comparison sums of receivables and payables both at the beginning and at the end of the
analyzed period shows significant exceeding of debt accounts over receivables. This means
that in 2006 activities of the company’s were partially financed from overdue liabilities.

4.3. Analysis of profit changes

Analyzing of changes in the accounting reports includes studying not only balance sheets, but
also other important sources of financial information - income statements. For this paragraph,
Russian income statements were transformed into reports similar to the IFRS statements.
However, such transformation is just visual and all accounts were retained as in original
statements. In other words, they are based on exactly the same financial data created according
to the Russian accounting standards and only presented differently. I leave readers possibility
to compare income statements from this paragraph with original reports in Appendix 1-8.

Another important issue to mention here is the possibility of correct interpretation of financial
statements analysis results. Unfortunately, it is not easy to analyze Russian income statements.
Due to their "tax nature", these financial reports give just rough picture of what really
happened with a company's incomes and losses during a period. They do not answer why
these changes occurred. Only studying of internal financial accounts, records and business
documents may clarify alterations of such factors as prices, sold quantities, tax specifications,
and interest rates etc. — all that can explain changes of main income statement articles. An
external analyst does not usually have access to these documents and external analysis of
income statements complements other methods of research. Hence, conclusions made on
public financial statements just attract certain level of attention to potential problems.

However, the above-mentioned does not absolutely mean that Russian income statements
"hide" more information than provide. They can be used for estimation of absolute (A) and
relative (%) changes of its main accounts. Studying of these changes reveals consequences for
the companies and shows trends of business development.
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4.3.1. Financial results of the APPM at the end of 2006

According to Table 18, net sales of the APPM for the analyzed period increased from 9.8
billion RUR to 11 billion RUR (+11.8 %). At the same time, costs of sales changed from 7.6
billion RUR to 8.2 billion RUR (+7 %). Specific weight of costs in net sales reduced from
77.7 % to 74.3 %. Total amount of gross profit increased in 2006 by 29.2 %.

Table 18: Income statement analysis of the APPM (thousand RUR)

2004 2005 A2005 % 2006 A2006 %
NET SALES 8412334 9810351 1398017 | 116,62 | 10971393 | 1161042 | 111,83
Cost of sales | (6730178) | (7625469) 895291 | 113,30 8148094 522625 | 106,85
in % of Net Sales 80,00 77,73 -227 97,16 74,27 - 3,46 95,55
GROSS PROFIT 1682156 2184882 502726 | 129,89 2823299 638417 | 129,22
General expenses 692100 1009083 316983 | 145,80 804534 | -204549 79,73
Other operating revenues 1941511 70157 | -1871354 3,61 46137 -24020 65,76
Other operating expenses 1972203 496244 | -1475959 25,16 496210 -34 99,99
OPERATING PROFIT 959364 749712 -209652 78,15 1568692 818980 | 209,24
Income from investments 1237 296 -941 23,93 1812 1516 | 612,16
Interest expense 125098 200042 74944 | 159,91 298348 98306 | 149,14
Other non-operating revenues 144096 -144096 - 0
Other non-operating expenses 337177 -337177 - 0
PROFIT BEFORE TAX 642422 549966 -92456 85,61 1272156 722190 | 231,32
Tax expense 170296 251951 81655 | 147,95 367139 115188 | 145,72
NET PROFIT 472126 298015 -174111 63,12 905017 607002 | 303,68

Comparison of sales and costs change rates in 2006 indicates

efficiency growth of main

operations. The base for this statement is significant increase in operating profit from 748
million RUR to 1.6 billion RUR or by 109 %. Sums of tax expense increased at the end of the
period by 45.7 % that may be connected with growth of profit before tax on 722.2 million
RUR or by 131 %. At the end of the analyzed period, the APPM gained net profit at the level
of 905 million RUR (increase by 203.7 % in comparison with previous year). This means that
own capital of the company was formed from financial and economic activities. In the
structure of incomes, the greatest share was provided by profit from main operational activity
that signifies normal commercial strategy of the company. Fig.17 represents trends of all main
income statement accounts of the APPM in the analyzed period. This diagram shows certain
level of expansion in main activities of the company due to the positive tendency of net sales

and costs of sales.
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Figure 17. Changes of main income statement accounts of the APPM for 2004-2006.
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4.3.2. Financial results of the MBP SY at the end of 2006

During the analyzed period, sums of net sales increased from 14.6 billion RUR to almost 18
billion RUR or by 23.2 % (as shown in Table 19). Sales costs changed from 9.7 billion RUR
to 12.4 billion RUR or by 28 %. The percent of costs in total sales increased for the period
from 66.6 % to 69.2 %. Evaluation of change rates of sales and costs in absolute figures shows
decrease of efficiency of main operations of the MBP SY at the end of the period.

Table 19. Income statement analysis of the MBP SY (thousand RUR)

2004 2005 A2005 % 2006 A2006 %
NET SALES 13810328 | 14572144 | 761816 | 105,52 | 17950100 | 3377956 | 123,18
Cost of sales | 9348132 | 9698186 | 350054 | 103,74 | 12424158 | 2725972 | 128,11
in % of Net Sales 67,69 66,55 1,14 9332 69,21 2,66 | 104,00
GROSS PROFIT 4462196 | 4873958 | 411762 | 10923 | 5525942 | 651984 | 113,38

General expenses 2171897 2475081 303184 113,96 2646695 171614 | 106,93
Other operating revenues 210391 2934083 | 2723692 | 1394,59 2381796 | -552287 81,18
Other operating expenses 193315 3580564 | 3387249 | 1852,19 3527577 -52987 98,52

OPERATING PROFIT 2307375 1752396 | -554979 75,95 1733466 -18930 98,92
Income from investments 23888 2726 -21162 11,41 2132 -594 78,21
Interest expense 77734 128226 50492 164,95 171184 42958 | 133,50

Other non-operating revenues 279470 -279470 - 0

Other non-operating expenses 571129 -571129 - 0
PROFIT BEFORE TAX 1961870 1626896 | -334974 82,93 1564414 -62482 96,16
Tax expense 545374 597637 52263 109,58 592563 -5074 99,15
NET PROFIT 1416496 1029259 | -387237 72,66 971851 -57408 94,42

Operating profit decreased in the analyzed period from 1.8 billion RUR to 1.7 billion RUR or
by 1.1 %. Income from investment activities decreased from 2.7 million RUR to 2.1 million
RUR or by 22 %. The MBP SY’s investment operations at the end of the analyzed period were
unprofitable. At the end of 2006, the company gained net profit equal to 972 million RUR,
which had steady downward tendency. Hence, internal sources of financing main operations
gained from financial and economic activities decreased in 2006. In addition, income taxes
decreased by 1 %. In the structure of incomes at the end of 2006, the greater part was formed
by profit from main business operations. As shown in Fig.18, the MBP SY had increasing
tendencies for net sales, cost of sales and gross profit. It is an interesting observation that the
company has relatively low tax burden. This is also true for other Russian forest product
companies analyzed in the thesis.
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Figure 18. Changes of main income statement accounts of the MBP SY for 2004-2006.
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4.3.3. Financial results of the PCP at the end of 2006

Net sales of the company increased in the analyzed period from 843.2 million RUR to 1.03
billion RUR or by 21.8 % (Table 20). Costs of sales changed from 908.5 million RUR to
977.1 million RUR or by 7.6 %. Costs of sales were exceeding net sales by 7.6 % in 2005 and
this caused financial losses for the year. At the end of 2006, specific weight of costs in net
sales increased substantially with 95.1 %. However, comparison of absolute figures of income
and costs shows moderate increase of business efficiency of the company.

Table 20. Income statement analysis of the PCP (thousand RUR)

2004 2005 A2005 % 2006 A2006 %
NET SALES 820817 843180 22363 102,72 | 1027269 | 184089 | 121,83
Cost of sales | 789194 908473 119279 115,11 977119 68646 | 107,56
in % of Net Sales 96,15 107,74 11,60 112,06 95,12 -12,63 88,28
GROSS PROFIT 31623 -65293 -96916 -206,47 50150 | 115443 | -76,81
General expenses 12385 16832 4447 13591 13372 -3460 79,44
Other operating revenues 1987 13689 11702 688,93 11578 -2111 84,58
Other operating expenses 22481 47117 24636 209,59 34245 | -12872 72,68
OPERATING PROFIT -1256 | -115553 | -114297 | 9 200,08 14111 | 129664 | -12,21
Income from investments 208 82 -126 39,42 97 15 118,29
Interest expense 0 8415 8415
Other non-operating revenues 6653 -6653 - 0
Other non-operating expenses 7217 -7217 - 0
PROFIT BEFORE TAX -1612 | -115471 | -113859 | 7163,21 5793 | 121264 -5,02
Tax expense 3367 -32146 -35513 | -954,74 4006 36152 | -12,46
NET PROFIT -4979 -83325 -78346 | 1673,53 1787 85112 -2,14

Operating profit increased in the analyzed period from negative 115.5 million RUR to positive
14.1 million RUR or by 112.2 %. This might be because of increased productivity of main
operations of the company. The PCP’s investment activities were profitable at the end of the
analyzed period with increase by 18.3 % after decrease in previous year. In the structure of
income, the greater part was formed by profit from main operations that indicate normal
commercial activities. At the end of 2006, the PCP gained net profit equal to 1.8 million RUR.
It is important that in 2006 the company recovered after previous unprofitable years.
However, its management has to pay more attention to production costs. According to Fig.19,
high sales costs did not allow the company to gain profit.
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Figure 19. Changes of main income statement accounts of the PCP for 2004-2006.

69



4.3.4. Financial results of the SPPM at the end of 2006

As shown in Table 21, net sales of the SPPM in 2006 increased from 5.3 billion RUR to 6.2
billion RUR or by 16.2 %. This increase is evaluated positively. Total amount of costs
changed from 4.6 billion RUR to 5.5 billion RUR or with negative 19.5 %. Specific weight of
costs in total amount of net sales increased from 86.3 % to 88.8 %. This figure is substantial.
Comparison of income and costs change rates in absolute figures is showing decreased
efficiency of main activities of the company in 2006.

Table 21. Income statement analysis of the SPPM (thousand RUR)

2004 2005 A2005 % 2006 A2006 %
NET SALES 4091711 | 5318346 | 1226635 129,98 | 6177849 859503 116,16
Cost of sales | 3548309 | 4587860 | 1039551 129,30 | 5484346 896486 119,54
in % of Net Sales 86,72 86,26 - 0,45 99,48 88,77 2,51 102,91
GROSS PROFIT 543402 730486 187084 134,43 693503 -36983 94,94
General expenses 369092 426119 57027 115,45 519599 93480 121,94
Other operating revenues | 2140112 | 3019314 879202 141,08 | 5547041 | 2527727 183,72
Other operating expenses | 2402533 | 2994047 591514 124,62 | 4337008 | 1342961 144,85
OPERATING PROFIT -88111 329634 417745 | -374,11 | 1383937 | 1054303 419,84
Income from investments 1135 5650 4515 497,80 6749 1099 119,45
Interest expense 228917 228917 405658 176741 177,21
Other non-operating revenues 552133 -552133 - 0
Other non-operating expenses 784432 -784432 - 0
PROFIT BEFORE TAX -319275 106367 425642 | -33.32 985028 878661 926,07
Tax expense -54042 -1485 52557 2,75 -65470 -63985 | 4 408,75
NET PROFIT -265233 107852 373085 -40,66 | 1050498 942646 974,02

Operating profit increased in the analyzed period from 329.6 million RUR to 1.4 billion RUR
or by 320 %. Fig.20 confirms this. The considerable growth of operating profit confirms
increase of productivity of operational activities of the company. The company is recovering
from losses of previous years. Therefore, tax payments at the end of the period were negative,
that most likely is connected with restoration of the company’s solvency by a crisis
management. Investment activities of the company during the period were profitable. The last
unprofitable financial year for the SPPM was 2004. At the end of 2006, the company gained
net profit equal to 1.1 billion RUR denoted by positive increase tendency. At the end of the
period, in the structure of incomes the greater part belonged to profit from main activities.
This indicates normal commercial operation of the company.
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Figure 20. Changes of main income statement accounts of the SPPM for 2004-2006.
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4.35. Financial results of the SWPM at the end of 2006

Net sales of the SWPM increased in 2006 from 578.8 million RUR to 608 million RUR or by
5 % (Table 22). This growth was kept starting from 2004. In 2005, net sales also increased in
comparison with previous year. Realization costs changed from 443.3 million RUR to 501
million RUR or by positive 13 %. Specific weight of costs in total amount of sales increased
from 76.6 % to 82.4 %. Comparison of sales and costs rates in absolute figures shows
efficiency decrease of main operations.

Table 22. Income statement analysis of the SWPM (thousand RUR)

2004 2005 A2005 % 2006 A2006 %
NET SALES 532401 | 578799 | 46398 | 108,71 | 607862 29063 105,02
Cost of sales | 366119 | 443306 77187 | 121,08 | 500901 57595 112,99
in % of Net Sales 68,77 76,59 7,82 | 111,38 82,40 5,81 107,59
GROSS PROFIT 166282 | 135493 | -30789 81,48 | 106961 | -28532 78,94
General expenses | 117397 | 112528 -4869 95,85 75637 | -36891 67,22
Other operating revenues 4125 17282 13157 | 418,96 | 794868 | 777586 | 4 599,40
Other operating expenses 11705 35651 23946 | 304,58 | 802921 | 767270 | 2 252,17
OPERATING PROFIT 41305 4596 | -36709 11,13 23271 18675 506,33
Income from investments 0 0
Interest expense 0 21756 21756
Other non-operating revenues 3494 -3494 - 0
Other non-operating expenses 15121 -15121 - 0
PROFIT BEFORE TAX 29678 4596 | -25082 15,49 1515 -3081 32,96
Tax expense 6638 1258 -5380 18,95 1392 134 110,65
NET PROFIT 23040 3338 | -19702 14,49 123 -3215 3,68

Operating profit of the company increased significantly in the analyzed period from 4.6
million RUR to 23.3 million RUR or by 406 % (fig.21). It obviously denotes increase of main
operations productivity for the company. During the analyzed period, the SWPM had no
investment activities. At the end of 2006, the company gained net profit equal to 123 thousand
RUR with preserving its decreasing tendency in comparison with previous years. In the
structure of incomes, the larger part was formed by profit from main operations.
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Figure 21. Changes of main income statement accounts of the SWPM for 2004-2006.
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4.3.6. Financial results of the KTC at the end of 2006

Net sales of the KTC for the analyzed period decreased from 135.7 million RUR to 121
million RUR or by 10.8 % (Table 23). Costs of sales changed from 157.3 million RUR to 152
million RUR or by 3.5 %. Specific weight of sales cost in the total amount of sales increased
from 116 % to 125.5 %. Comparison of change rates of absolute figures of income and costs
denotes efficiency decrease of main activities of the KTC in 2006. For the analyzed period,
the company had only losses. However, operational loss decreased in 2006 from 40.7 million
RUR to 26.8 million RUR or by 34 % that should be considered as a good sign for possible
recovery.

Table 23. Income statement analysis of the KTC (thousand RUR)

2004 2005 A2005 % 2006 A2006 %
NET SALES 152944 | 135659 | -17285 88,70 | 121035 | -14624 89,22
Cost of sales | 139106 | 157315 18209 113,09 | 151885 -5430 96,55
in % of Net Sales 90,95 115,96 25,01 127,50 125,49 9,52 ] 108,21
GROSS PROFIT 13838 | -21656 | -35494 -156,50 | -30850 -9194 | 142,45
General expenses 16156 18514 2358 114,60 16955 -1559 91,58
Other operating revenues 2439 7041 4602 288,68 68283 61242 | 969,79
Other operating expenses 1901 7577 5676 398,58 47290 39713 | 624,13
OPERATING PROFIT -1780 | -40706 | -38926 2286,85 | -26812 13894 65,87
Income from investments 5 5 1 -4 20,00
Interest expense 0 0
Other non-operating revenues 513 -513 - 0
Other non-operating expenses 3154 -3154 - 0
PROFIT BEFORE TAX -4421 | -40701 | -36280 920,63 | -26811 13890 65,87
Tax expense 270 -9910 | -10180 | -3 670,37 -11965 -2055 120,74
NET PROFIT -4691 | -30791 | -26100 656,38 | -14846 15945 48,22

The KTC’s financial and investment activities were absent in its income statement or had
insignificant values during the period. At the end of 2006, the company had total loss equal to
14.8 million RUR which, however, had decrease tendency that means improvement and
possible recovery in the future. However, decreasing net sales for the analyzed period (that is
shown in Fig.22) does not allow making such far-reaching conclusions.

-

( 0,2 N
g —&—Net Sales
4
c - - - —
S 0,15 :"""""'" ¢ - B Cost of sales
) —==0
01 —d— Gross profit
0,05 =>=Q0perating profit
0 =34 Profit before tax
-0,05 Tax expense
et NET PROFIT
-0,1 E 0
. 2004 2005 2006
Ny J

Figure 22. Changes of main income statement accounts of the KTC for 2004-2006.
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4.4.Balance sheet and liquidity

The next iteration of analysis is so-called “balance sheet liquidity”. Based on technique
defined in paragraph 2.4.3, this method includes grouping of balance sheet accounts into
categories. In order to illustrate it, the following calculations were made (Table 24). It shows
financial liquidity levels based on balance sheets of the analyzed companies. This table is also
known as “analytical liquidity balance”.

Table 24. Financial liquidity based on balance sheet data (in thousand RUR)

INDICATOR APPM MBP SY PCP
2004 2005 2006 2004 2005 2006 2004 2005 2006
Al 52487 49417 78313 212720 105905 48429 3843 21346 12130
A2 1538971 1297844 1087021 2142515 2182355 2555114 133522 143366 107547
A3 781058 1029458 1021879 1777479 2199352 2153432 130716 120944 134863
A4 4594788 5844286 6499881 8506543 9379556 9742769 842025 862070 822120
L1 929078 939569 721602 1233850 1282190 1280032 56845 95917 79334
L2 616209 574706 390794 1665995 2427797 1206291 15080 97926 53058
L3 1253748 2279460 2385899 209844 1008867 2992220 11761 17326 27842
L4 4168269 4427270 5188799 9529568 9148314 9021201 1026420 936032 916426
Al>=L1 NO NO NO NO NO NO NO NO NO
A2>=L2 YES YES YES YES NO YES YES YES YES
A3>=L3 NO NO NO YES YES NO YES YES YES
Ad<=14 NO NO NO YES NO NO YES YES YES
ABSOLUTE LIQUIDITY NO NO NO NO* NO NO NO* NO* NO*
INDICATOR SPPM SWPM KTC
2004 2005 2006 2004 2005 2006 2004 2005 2006
Al 1856152 290592 291314 14162 89899 44898 3133 283 461
A2 1414399 1405798 1546885 53465 147638 195780 24353 49945 30684
A3 673476 856226 841231 75403 40197 67195 32139 19618 14628
A4 3909193 4510123 9141893 126865 122809 243699 65001 189573 147059
L1 2318755 863914 2114126 28825 116403 78002 67607 88396 105470
L2 1404383 1780222 2455498 1879 66648 73060 1 5002 27143
L3 2177508 2345139 4125057 123850 98569 282084 44209 132235 15117
L4 1952574 2073464 3126642 115341 118923 118426 12809 33786 45102
A1>=L1 NO NO NO NO NO NO NO NO NO
A2>=L2 YES NO NO YES YES YES YES YES YES
A3>=L3 NO NO NO NO NO NO NO NO NO
Ad<=14 NO NO NO NO NO NO NO NO NO
ABSOLUTE LIQUIDITY NO NO NO NO NO NO NO NO NO

As it shown in table, none of the six studied forest products company had absolute liquidity
when combination of inequalities should be equal to “Yes-Yes-Yes-Yes”. For all studied
forest product companies, the most easily convertible assets (money resources and securities)
did not cover the most accrued liabilities. The inequality "A1>=L1" were not fulfilled for any
of companies. Only the PCP (and the MBP SY in 2004) had better situation with the balance
sheet liquidity when only "L1" liabilities had no “immediate coverage” by "AIl" assets.
Therefore, such situation may not be treated as negative because of the "A2>=L2" inequality
that was fulfilled all years. That is why there is an (*) mark in resulting cells. Thus, the
liquidity of the balance sheet of the PCP is acknowledged as relatively good.

The "A2>=L2" inequality is very important indicator for liquidity analysis, because it
represents normal or so to say “everyday operational liquidity” for Russian companies. Not so
many companies in Russian forestry are willing to have large sums of high-liquid assets
(money and financial instruments) on their accounts. It is common that companies prefer to
have only "A2" assets to cover both "L1" and "L2" in case of financial emergency. All six
companies except the MBP SY in 2005 and the SPPM (both in the 2005 and 2006), had
positive "A2>=L2" inequality. It is a good sign that shows satisfactory liquidity for these
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companies. The most common combination of inequalities in table is “No-Yes-No-No”. This
situation is negative and for the companies it literally means the following:

e [t was not enough most-liquid assets to cover most accrued liabilities;

e It was enough liquid assets to cover short-term financial liabilities like loans;

e Ability to pay off long-term credits was limited and that indicates low investment
capabilities;

e Main operating capital was formed from borrowed sources and risks of operating and
financial failures were high.

The SPPM had poor balance sheet liquidity in 2005 and 2006. Combination of “No-No-No-
No” often means that company is near to its bankruptcy or has serious problems with bills
repayment ability. If this assumption is true, ratio analysis will undoubtedly reveal it.

4.5. Ratio analysis

This part of the thesis contains ratios calculated and presented as described in paragraphs 2.4
and 4.1. All ratios were arranged in tables to make them easier to understand. Two summary
tables, each including three companies (as in Table 25 and Table 26) were created for this
purpose. In addition, all ratios were patterned to make easier evaluation of critical, negative,
satisfactory and good values. It is now possible to explain methodology of this approach.
Without a doubt, the method of results visualization is intended first for the readers to keep
their attention on important findings. Four patterns were used for evaluation and presentation
of the ratio analysis results:

o l Green chequered pattern is defined as “good”. This pattern was applied, if
a ratio could be definitely evaluated as positive. For example, normal value for the
Absolute Liquidity Ratio belongs to an interval (0.2— 0.5). If a ratio “fits” there, then
it is marked by the chequered pattern. It was also used if a ratio was higher than any
similar ratios in its group - this is according to comparability assumption of financial
analysis;

J Yellow horizontal lines were used for pattern “satisfactory” ratios. A ratio
with this pattern slightly or “acceptably” deviates from its normal value or from higher
value in a row. A ratio was also marked by the horizontal lines if its value being
normal according to the theory was satisfactory for particular company;

e NNNNNN'| Red diagonal lines mean “bad” values. This pattern is intended for drawing
attention to something. This is also a warning signal for unusual situation. If a ratio
was marked by it, this meant that its value was far from both normal and satisfactory
values and the company was experiencing certain difficulties in its activities;

J It is the last used pattern. Flat grey is associated with “critically low”
value. For example, if a ratio that has normal value, belonging to an interval (1-2) has
negative sign; it is the reason to pattern it grey. A ratio with worst value in its group
was also marked flat gray.

Another application of the pattern method concerns turnover ratios for example the “Accounts
Receivable" turnover (measured by times) and the “Average Collection period” (measured by
days). The general rule for turnovers is “the faster, the better”. Hence, a ratio valued shorter
than 30 days (or 1 month) was marked by the chequered pattern. Turnover ratios less or equal
to quarter were patterned horizontally. Ratios valued longer than 90 days were marked by the
diagonal lines. This approach was applied automatically to all ratios measured by times,
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because they are inversely related with turnovers. For example, horizontally-patterned ratio
“Days in Receivables” equal to 60 days, at the same time means 6 times for the “Accounts
Receivable" turnover (360 days/60 = 6) that will be patterned horizontally as well.

Table 25. Ratio Analysis of the APPM, the MBP SY and the PCP in 2004-2006

APPM MBP SY PCP

2004 | 2005 | 2006 2004 | 2005 | 2006 2004 2005 2006
Liquidity Ratios
Absolute liquidity ratio (AL) 0,071 0,032 0,044 0,073 0,047 0,024 0,197 0,095 0,102
Quick ratio (Acid test ratio) 0,652 0,499 0,480 0,503 0,375 0,442 0,794 0,313 0,288
Current ratio (CR) 1,564 1,481 1,570 1,478 1,275 1,457 4,652 2,079 1,653
Net working capital (NWC) 783908 771273,5 828836 1370031 | 930536,5 | 1449989 § 198110,5 143722 106717,5
Net working capital to Sales (NWC/S), % 9,319 7,862 1335 9,920 6,386 8,078 24,136 17,045 10,388
Profitability Ratios
Gross profit margin (GPM), % 19,996 22,271 25733 32,311 33,447 30,785 3,853 -7,744 4,882
Operating profit margin (OPM), % 11,404 7,642 14,298 16,708 12,026 9,657 -0,153 -13,704 1,374
Net profit margin (NPM), % 5,612 3,038 8,249 10,257 7,063 5414 0,607 9,882 0,174
Return on assets (ROA), % 7.428 3,924 10,705 11,341 7,766 6,852 -0,455 -7,381 0,161
Return on fixed assets (ROFA), % 11,291 5,710 14,663 17,156 11,509 10,165 -0,591 -9,779 0,212
Return on current assets (ROCA), % 21,715 12,550 39,660 33,461 23,880 21,025 -0,739 -30,096 0,662
Earnings before interest and taxes (EBIT) 767520 750008 1570504 § 2039604 | 1755122 | 1735598 -1612 -115471 14208
ge::)fzs"(“{‘os;eg#f‘;z’ interest 12,076 | 9876 18577 | 16330 | 13243 | 12237 | 0147 | -10228 | 1277
Return on sales (ROS), % 9.1237 76451 | 143145 | 147687 | 12,0444 | 9669 0,196 | -13,695 1,383
Return on equity (ROE), % 11,773 7,030 19319 | 14971 11,025 10,700 0,482 -8,492 0,193
Return on capital employed (ROCE), % 14,192 11,409 21,143 20,963 17,520 14,458 -0,155 -12,112 1,505
Activity Ratios
Inventory turnover (IT), times 9,025 11,258 12,570 6,312 5,794 6,837 10,774 12,343 12,944
Average collection period (ACP), days 53924 | 52,773 39,670 | 59292 54,164 | 48,166 51232 | 59930 | 44,576
Total assets turnover (TAT), times 1,324 1,292 1,298 1,106 1,100 1,266 0,749 0,747 0,924
Fixed assets turnover (FAT), times 2,012 1,880 1,778 1,673 1,629 1,877 0,974 0,990 1,220
Accounts payable turnover (APT), times 8,014 8,160 9,806 7,486 7,685 9,661 16,894 11,853 11,118
Accounts receivable turnover (ART), times 6,769 6,916 9,201 6,156 6,739 7,578 7,124 6,090 8,188
Days in receivables (DR), days 57,077 56,821 41,887 65,658 55,618 53,169 54,089 60,736 48,963
Days in inventory (DI), days 42,714 34,442 30,000 65,320 64,156 59,963 35,254 31,649 29,225
Days in payables (DP), days 48,103 47,522 38,454 55,075 48,369 42,437 22,482 32,957 34,026
Net working capital turnover (NWCT), times 10,731 12,720 13,237 10,080 15,660 12,379 4,143 5,867 9,626
Leverage Ratios
Financial leverage (FL) 0,631 0,558 0,554 0,758 0,704 0,640 0,942 0,869 0,833
Debt ratio (D/A) 0,369 0,442 0,446 0,242 0,296 0,360 0,058 0,131 0,167
Debt to equity ratio (D/E) 0,585 0,791 0,805 0,320 0,420 0,562 0,061 0,151 0,201
Long-term debt to total assets (LTD/TA) 0,150 0,231 0,274 0,013 0,041 0,136 0,008 0,013 0,020
Long-term debt to fixed assets (LTD/FA) 0,228 0,336 0,375 0,020 0,060 0,202 0,010 0,017 0,027
Equity multiplier (EM) 1,585 1,791 1.805 1,320 1,420 1,562 1,061 1,151 1,201
Gearing ratio (GR), % 19,24 29,24 33,09 1,71 5,44 17,51 0,85 1,46 2,38
Times interest-covered ratio (TICR) 6,135 3,749 5,264 26,238 13,688 10,139 - - 1,688

Table 25 contains calculated ratios of the APPM, MBP SY and the PCP and it is
complemented with next table that includes rest of the calculated ratios. Financial ratios of
other Russian forest product companies are grouped in Table 26 below.
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Table 26. Ratio Analysis of the SPPM, the SWPM and the KTC in 2004-2006

SPPM SWPM KTC

2004 | 2005 | 2006 2004 | 2005 | 2006 2004 | 2005 2006
Liquidity Ratios
Absolute liquidity ratio (AL) 0,640 0,334 0,080 0,103 0,487 0,403 0,025 0,016 0,003
Quick ratio (Acid test ratio) 0,898 0,637 0,453 0,676 0,999 0,907 0,114 0,149 0,116
Current ratio (CR) 1,399 1,011 0,718 1,837 1,968 1,753 0,769 0,591 0,432
Net working capital (NWC) 1051682 34170 -1029421 66771,5 | 103504,5 125747 R -15795,5 -44833 -75917,5
Net working capital to Sales (NWC/S), % 25,7027 | 06425 | -16,6631 12,543 | 178826 | 20687 | -10328 | 33048 | -62,724
Profitability Ratios
Gross profit margin (GPM), % 13,281 13,735 11,226 31,232 23,409 17,596 9,048 -15,964 -25,488
Operating profit margin (OPM), % -2,153 6,198 22,402 7,758 0,794 3,828 -1,164 -30,006 -22,152
Net profit margin (NPM), % -6,482 2,028 17,004 4328 0,577 0,020 3,067 | 22,697 | -12,266
Return on assets (ROA), % -3,967 1,446 11,126 8,508 0,996 0,026 -4,629 -16,035 -6,565
Return on fixed assets (ROFA), % -8,841 2,562 15,390 18,546 2,674 0,067 -9,637 -24,190 -8,820
Return on current assets (ROCA), % -7,196 3,320 40,156 15,721 1,587 0,042 -8,907 -47,564 -25,681
Earnings before interest and taxes (EBIT) -319275 | 335284 1390686 29678 4596 23271 -4421 -40701 -26811
?f::igso(nkzgie;?iﬁ;ze interest 4775 | 449 14720 | 10960 | 1371 4888 | 4362 | 21,196 | -11.857
Return on sales (ROS), % -7,8030 6,3043 22,5108 5,574 0,794 3,828 -2,891 -30,002 -22,151
Return on equity (ROE), % -12,852 5,440 41,011 22,002 2,850 0,104 -30,955 -134,078 -38,447
Return on capital employed (ROCE), % -1,775 7,652 19,284 12,408 2,113 5,810 -11,239 -32,412 -45,270
Activity Ratios
Inventory turnover (IT), times 5,183 6,100 6,658 8,990 11,211 10,352 6,472 8,097 9,262
Average collection period (ACP), days 116,622 96,776 87,225 44825 63,409 103,105 48,138 99,952 121,575
Total assets turnover (TAT), times 0,612 0,713 0,654 1,966 1727 1,277 1,509 0,706 0,535
Fixed assets turnover (FAT), times 1,364 1,263 0,905 4,286 4,636 3317 3,142 1,066 0,719
Accounts payable turnover (APT), times 2,374 2,871 3,675 7,557 6,105 5,153 2,667 2,017 1,567
Accounts receivable turnover (ART), times 3,130 3,772 4,185 8,143 5,756 3,540 7,582 3,652 3,002
Days in receivables (DR), days 117,083 109,391 93,747 49,905 66,057 105,630 47,288 93,966 114,649
Days in inventory (DI), days 71,196 67,479 59,702 45,153 35,663 37,409 55,300 47,846 38,716
Days in payables (DP), days 155421 | 143,356 | 108,152 53711 | 65489 | 75,151 § 134,181 | 192,005 | 228,852
Net working capital turnover (NWCT), times 3,891 155,644 - 7,973 5,592 4,834 -9,683 -3,026 -1,594
Leverage Ratios
Financial leverage (FL) 0,309 0,266 0,271 0,387 0,349 0,249 0,150 0,120 0,171
Debt ratio (D/A) 0,691 0,734 0,729 0,613 0,651 0,751 0,850 0,880 0,829
Debt to equity ratio (D/E) 2,240 2,762 2,686 1,586 1,862 3,011 5,687 7,362 4,856
Long-term debt to total assets (LTD/TA) 0,297 0,303 0,343 0,319 0,332 0,400 0,175 0,310 0,238
Long-term debt to fixed assets (LTD/FA) 0,663 0,537 0,474 0,695 0,891 1,039 0,364 0,467 0,320
Equity multiplier (EM) 3,240 3,762 3,686 2,586 2,862 4,011 6,687 8,362 5,856
Gearing ratio (GR), % 49,06 53,28 55,81 45,17 48,70 61,59 53,91 72,15 58,21
Times interest-covered ratio (TICR) - 1,465 3.428 - - 1,070 - - -

Patterns just give an overview of the ratios. As it was mentioned earlier, ratios itself do not
provide enough information without correct explanation. Therefore, ratio evaluation is the
subject of next paragraphs (4.5.2 — Assessment of financial performance). It is also a good
idea to specify which forest product company has better results over the others. Hence, next
logical step is to define a company-leader and a worst performer among the group of six
companies (4.5.1 Statistical comparison of the ratio analysis results). It is essential for results
comparison. Afterwards, it will be easier to compare studied companies with industry average

ratios.
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45.1. Statistical comparison of theratio analysisresults

The method described in part 2.4.8 allows rating each ratio in the group and calculating
company ratings to get a final score. From the whole range of calculated ratios, only fourteen
were taken, because they are usually considered as most important for estimation of financial
performance. In addition, two non-ratio values were added: “Net sales” and “Net Profit” (from
income statements). The choice for representative group is based on assumption of normal
statistical distribution. Statistical rating calculated for each company is shown in Table 27.

Table 27. Statistical rating of companies based on results of ratio analysis

RATIOS APPM | MBP SY PCP SPPM SWPM KTC
Rating Rating Rating Rating Rating Rating
NET SALES (NS) 0,778 1,791 -0,787 0,015 0,845 0,922
NET PROFIT (NP) 0,606 1,834 -0,901 0,153 0,816 0,876
ABSOLUTE LIQUIDITY (AL) 0,718 0,674 -0,397 0,757 1,888 0,857
QUICK RATIO (QR) -0,019 0,312 -0,558 0,159 1,993 -1,263
CURRENT RATIO (CR) 0,014 0,213 1,091 0,9 1,424 -1,388
NET PROFIT MARGIN (NPM) 0,724 0,907 -0,549 0,764 0,093 -1,939
RETURN ON EQUITY (ROE) 0,588 0,542 0,05 0,663 0,346 2,19
RETURN ON FIXED ASSETS (ROFA) 0,877 1,064 -0,696 0,31 0,297 -1,852
RETURN ON CURRENT ASSETS (ROCA) 1,027 1,007 -0,799 0,543 0,047 -1,731
TOTAL ASSETS TURNOVER (TAT) 0,686 0,368 -0,676 -1,209 1,667 0,835
FIXED ASSETS TURNOVER (FAT) 0,005 -0,088 -0,731 -0,753 2,137 0,571
FINANCIAL LEVERAGE (FL) 0,358 0,842 1,54 -0,832 0,581 -1,327
DEBT RATIO (D/A) 0,358 0,342 1,54 -0,832 0,581 -1,327
DEBT TO EQUITY RATIO (D/E) 0,635 0,775 0,911 -0,285 0,016 2,021
LONG-TERM DEBT TO TOTAL ASSETS (LTD/TA) -0,162 1,071 1,521 0,756 -1,358 0,316
LONG-TERM DEBT TO FIXED ASSETS (LTD/FA) 0,179 0,908 1,198 -0,403 -1,883 0,0005
AVERAGE COMPANY RATING 0,355568 | 0,651057 | 0,120413 | -0,174732 | 0,259756 | -1,212062
e ™\
= KTC
- SWPM
SPPM
PCP
MBP SY
APPM
-2,5 -2 -1,5 -1 -0,5 0 0,5 1 1,5 2 2,5
Long-term debt to fixed assets (LTD/FA) Long-term debt to total assets (LTD/TA)
Debt to equity ratio (D/E) Debt Ratio (D/A)
Financial leverage (FL) M Fixed assets turnover (FAT)
W Total assets turnover (TAT) M Return on current assets (ROCA)
Return on fixed assets (ROFA) ® Return on equity (ROE)
Net profit margin (NPM) ® Current ratio (CR)
m Quick ratio (QR) m Absolute liquidity (AL)

Fiéure 23. Histogram of the most important ratio ratings of the companies.
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To help visualize results of the statistical analysis, all important individual ratio ratings found
in Table 27 were presented as histogram shown in fig.23. There are no ratio values in Table 27
and Fig.23 but only ratio weights (or individual and company ratings). According to the
company ratings, calculated as averages from individual ratio ratings, the MBP SY has
leading position with the score 0.65. The APPM is on the second place with 0.355. The third
place has the SWPM, fourth and fifth - PCP and SPPM respectively. The KTC ranks last in
the total group of six studied Russian forest product producers. Next step in ratio analysis is to
explain the results.

45.2. Assessment of financial performance

As it was already mentioned, ratios help to evaluate financial strengths and weaknesses of a
company and its business trends. It will be explained further why ratios have different pattern
schemes and why ratios marked by red diagonal lines have negative meaning; why
satisfactory values have horizontal patterns and what are the consequences of critical ratios for
a business. It is most likely, that some of the studied forest product companies with prevalence
of critically valued ratios will go through analysis of a possible bankruptcy.

4.5.2.1 Financial liquidity

Calculated liquidity ratios confirm results obtained with balance sheet liquidity method shown
in paragraph 4.4. Only two studied companies - the SPPM and the SWPM had normal values
of the absolute liquidity ratio (not every year, though - see Table 26 in "Liquidity ratios").
Two leaders - the MBP SY and the APPM together with the KTC, had bad or even critical
values of this ratio. However, according to Russian business practices, such situation does not
always mean that companies are near to their bankruptcy. Absolute liquidity value is
associated with monetary assets available for covering immediate liabilities. Russian
companies in many industries prefer not to keep excessive amounts of money on their own
accounts using this asset in operational turnover. It is also common that companies often delay
payments of own debts until their very deadlines. There is no exception for the Russian forest
industry. With prevailing of small companies operating in this developing sector of the
national economy, all liquid assets or their excesses (if there are any) are normally used in the
operating cycle. Other (“less liquid”) financial assets usually cover all immediate debts.

Many experts agree that the quick ratio is the most informative measure of financial liquidity
for Russian companies. With its normal value internationally accepted as “1”, in Russia it is
normally belong to the interval 0.7-0.8 (according to experts). This ratio is similar to the
absolute liquidity ratio and includes financial instruments besides cash and cash equivalents.
All studied companies except the KTC, had good or satisfactory values of this ratio in the
analyzed period (Table 25 and Table 26). No forest products company managed to reach
normal value of this ratio equal to one. The most probable reason for that was refusal from
investing the capital into financial assets. Instead, studied forest product companies preferred
expansion of their main operations. Although, some companies with good quick ratio values
during the analyzed period (especially the SWPM) most probably have been creating a
“financial cushion” for settlement of their future liabilities.

Current ratio characterizes solvency of a company in backing of immediate obligations and
is used in this thesis as main criterion for defining financial stability. Two leading companies
(the MBP SY and the APPM) had value of this indicator equal to approximately 1.4-1.5. This
means that in case of a force-majeure, current assets of these companies were able to cover all
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obligations immediately and even leave 50 percent of the current assets. This is an excellent
example of stable financial position. The PCP's current ratio in 2004 accounted as 4.652 was
valued as satisfactory (horizontal lines). This figure is definitely higher than normal value (it
does not mean that it is exactly better) meaning that the company had irrational policy of
managing its current assets. Current ratio of the SPPM had negative tendency to decrease. The
KTC experienced major issues with liquidity of its assets during the analyzed period. All three
correspondent liquidity ratios show downward tendency (Fig.24). It points out difficulties in
production and problems connected with organization of supply chain. Negative tendency of
the KTC's current ratio reduced probability of covering current obligations at the expense of
inventories, completed goods, money assets, debt receivables and other current assets. This
company requires application of analysis of a potential bankruptcy.
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Figure 24. Liquidity ratios of the studied Russian forest product companies.

Net working capital (NWC) characterizes amount of capital in a company's turnover. This
indicator is free from current obligations. In other words, it consists of current assets financed
from long-term sources, which will not be used for debt settlement but only for financing of
current operations. If amount of the company's NWC is positive, it means basic possibility of
settlement of any debts by means of current assets. Another important criterion for the NWC
is steadiness of its changes. As it can be seen from Tables 25 and 26, net working capital of
the APPM, MBP SY, SWPM and the PCP was higher than zero and sometimes had positive
trend. Hence it is evaluated positively too from point of view of increased liquidity and
solvency of the companies. Any potential creditor that observes similar trends will increase his
confidence in these companies as credible borrowers of his money resources. The only two
forest product companies had problems with the NWC during the analyzed period. They are
the SPPM with decreased NWC and the KTC with negative figures of the NWC. For business,
it means that these companies may run into trouble when trying to pay off their short term
liabilities.

The net working capital to sales (NWC/S) ratio represents share of the most financially
stable capital in total amount of net sales. The higher it is - the better for financial stability.
This ratio is crucial for small and middle-sized companies. Segezha Mill had the highest value
of the NWC/S ratio among studied businesses (25.7 % in 2004). Two leading companies
(MBP SY and APPM) kept this ratio approximately equal to 6-9% during the analyzed period.
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4.5.2.2 Profitability

Profitability indicators allow giving performance evaluation of a company’s management by
study of how well they use corporate assets. An overall managerial performance is defined by
parity of profit, identified in various ways, with assets used for earning this profit.

Gross profit margin (GPM) shows how much money is left in revenues after accounting for
the cost of goods sold. During the analyzed period, only one company (MBP SY) had gross
profit margin at the average equal to 31 % (fig.25). It is high value, especially for Russian
forestry. Another leading company (APPM) had noticeable positive changes of this indicator
(from 20 % to 25.7 %). Still, there is an opinion among Russian top-managers that 7-10 % of
gross profit margin is acceptable in current economic conditions. It is also obvious, that
negative GPM means absence of any profit for company. One forest product company (KTC)
was unprofitable at the end of the analyzed period having negative 25.5 % of the gross profit
margin in 2006.

Operating profit margin (OPM) is associated with proportion of the company's revenues that
is left after paying for variable production costs such as wages, raw materials and so on. This
value is closely connected with capability of the company’s management to work efficiently
while keeping production costs low. The highest value of this ratio had the SPPM (~22.4 % in
2006). Still, it was patterned horizontally as “satisfactory”, because of the negative and bad
values of this indicator in previous years. As it can be seen from Tables 25 and 26, operating
profit margin for all studied Russian forest product companies was in most cases bad or
acceptable. This result is most likely can be connected with high variable production costs.

The net profit margin (NPM) ratio tells how much profit the studied forest product
companies made for every 1 RUR they generated in revenue. This is comparative indicator.
However, differences in competitive strategy and product mix cause profit margin to vary
among different companies. The PCP had the highest value of this ratio (17 %). It was marked
by the chequered pattern as "good" considering its trend too. All ratios that were rated red and
grey mean that correspondent companies were unprofitable or their profit constituted
insignificant amount (for example, net profit equalled to 0.02 % is fairly low for large
company in the forest industry — as the SWPM in 20006).
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Figure 25. GPM, OPM and NPM for the analyzed period.
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Return on assets (ROA) and complimentary ratios Return on fixed assets (ROFA) and
Return on current assets (ROCA) are the most important profitability indicators in the
thesis. They show how effectively has been used each monetary unit involved in the business
cycle i.e. how a company’s assets were allocated for earning its profit.. The ROA ratio is
logically connected with net profit margin and assets turnover.

In 2004, the MBP SY had maximum ROA equal to 11.3 %. However, this is very low figure
for industrial company (taking into account decreasing trend of this indicator), which shows
that only 11 % of the company's profit were generated from the capital invested. The MBP SY
and the APPM had differently directed trends of the ROA and its values were extremely low
(max. ROA of the APPM was 10.7 % in 2006). Other forest product companies had negative
values of this ratio: the PCP in 2004-2005; the SPPM in 2004 and the KTC in 2005-2006. The
SWPM's ROA decreased from 8.5 % to 0.01 % during the analyzed period. Main cause for
that were financial losses of these companies.

For an industrial company, normal value of the ROFA should not be lower than 25 percent.
The highest value of the ROFA (18.5 %) had the SWPM in 2006 (Fig.26). However, for the
next two years the company lost this advantage. It was much unexpected having two leading
companies (APPM and the MBP SY) among those companies that have bad or satisfactory
ROFA (as for example the KTC). One assumption that can be made about this is that the
Russian forest companies do not use their fixed assets effectively because of old and obsolete
technological equipment they have or ineffective management of this equipment.
Unfortunately, this is hard to prove without using of internal accounting books for land,
equipment and buildings amortization.
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Figure 26. ROA, ROFA and ROCA for the analyzed period.

The highest values of the ROCA ratio had the APPM (39.7 %) and the SPPM (40.2 %) in
2006 (Fig.26). It is a good level of profitability of current assets and both companies had
positive trend of this indicator.

Earnings before interest and taxes (EBIT) include all profits from operations, before interest
and income taxes are deducted. Normally, non-operating profits and non-operating expenses
are not included in the EBIT. It is virtually impossible to estimate the EBIT as “good” or
“bad”, because studied forest product companies do not directly compete with each other and
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the base for comparison is absent. Hence, presence of the EBIT was estimated positively
(green chequered pattern). Two forest product companies (KTC and PCP) had no EBIT during
the first two analyzed years. The SPPM had negative EBIT in 2004 but the company had good
increase of this indicator at the end of the analyzed period.

Return on assets before interest and taxes (ROABIT) ratio is the most precise measure of a
company’s assets profitability. It corrects ROA ratio with significant occasional or
nonrecurring income and expense items. Economic meaning of this ratio is similar to the
ROA; however, calculated values are different. The MBP SY had stable decreasing trend for
this ratio while the APPM had unstable increase. Financial losses that occurred with the PCP
and the KTC did not allow these forest product companies to obtain good or satisfactory
figures for the ROABIT ratio. It is interesting that the PCP lost its position in the total rating
of studied companies because of its poor profitability ratios. The SPPM showed big
improvements of its return ratios in 2006 over the previous years.

Modified Return on sales (ROS) ratio also uses the EBIT value. It shows how much profit
was produced per 1 RUR of sales. Positive trend of this ratio may indicate business growth of
a company. However, such growth had only two forest product companies in the thesis — the
APPM and the SPPM. The MBP SY had negative tendency for this indicator at the end of
2006. However, this company obtained the higher value of the ROS ratio — 14.8 % in 2004.
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Figure 27. ROABIT, ROS, ROE and ROCE for the analyzed period.

Return on equity (ROE) defines effectiveness of using a company’s own capital. It shows
how much money per one RUR of shareholder’s equity was earned during the analyzed
period. Being the comparative indicator, there is no normal value for this ratio. Therefore, the
comparison will be done twice: first within the studied group of forest product companies and
second — with industry averages. Fig.27 provides visual representation of these ratios.

At the end of the analyzed period, the SPPM had ROE equal to 41 % that together with its
positive trend provided maximum result in the group. Unfortunately, no other company could
reach this level of their own capital profitability. However, the APPM had positive rate of
increase of this indicator (from 11.8 % to 19.3 %). On the contrary, Table 25 shows that the
MBP SY has been experiencing negative trend of this ratio during the analyzed period. The
SWPM profitability results were close to critical with its ROE equal to 2.9 % and 0.1 % in
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2005 and in 2006 respectively. There is one observation that can be made. For a properly
functioning company, relation of non-negative ROE to positive ROA will be always higher
than 1. This condition was fulfilled for many of the studied Russian forest product companies
except for the KTC, the PCP in 2004-2005 and the SPPM in 2004.

Another important measure of profitability is the Return on capital employed ratio (ROCE).
This indicator shows how much money in the EBIT has been generated by the Net working
capital (i.e. by the most stable and financially independent sources of financing). Two leading
companies showed good figures of this ratio. The SPPM demonstrated increase of the ROCE
from negative 7.7 % to positive 19 % that have moved this company close to the top in the
general rating. The KTC and the PCP accounted critical values of this indicator.

4.5.2.3 Activity

Activity ratios measure a firm's ability to convert different accounts (current assets and current
liabilities) found in their balance sheets (or in internal accounting books) into cash or sales.
Companies will normally try to turn their production into cash or sales as fast as possible
because this leads to higher revenues.

Inventory turnover (IT) is used for estimation of how fast a company's stock is sold and
replaced over the period. There is no generally accepted figure for this ratio, but the main idea
is to turn inventories as fast as possible. The studied Russian forest product companies
demonstrated surprising integrity of this indicator. With average inventory turnover equalled
to 8.9 times there was only one company that used its stock 5.2 times in year (the SPPM in
2004). Reasonable explanation is that these companies operate in the same industry and use
the same raw materials. The Days in inventory (DI) ratio is the opposite indicator for the
inventory turnover. It is measured in days. It shows how many days were needed for
companies to convert their stocks into products. Fewer days in inventories are better and
conclusions are the same as with the previous ratio.

The Average collection period (ACP) ratio measures average number of days that company’s
customers took to pay their bills, indicating effectiveness of credit and collection policies of
the businesses. As it was mentioned earlier, the average collection period should not be
exceeding 30 days. Acceptable value of this ratio for the Russian forest industry is equal to
one quarter (120 days) even if it is substantially longer than thirty days. The reason for that
includes many factors starting from poor performance of the industry and finishing by
geographical specificity such as distances between business partners and their facilities. More
than 120 days for this indicator may cause delays in receiving payments and considerably
increases risk of financial failure. The studied forest product companies had so to say "typical
Russian" average collection period accounted to 40-60 days. This is undoubtedly far from
perfection, because every business needs money to pay off its own expenses. However, one
studied company (the KTC) managed to have this ratio equal to 121.6 days. This figure shows
ineffective way of dealing with company’s customers.

Accounts receivable turnover (ART) is connected with the average collection period ratio
within one-year business cycle. It shows how many times the studied companies collected
their receivables during financial period. High average collection period means slow
receivables turnover. For example, the KTC in 2006 had this ratio equal to 3 times. In other
words, three times a year the company has been collecting its receivables. This is purely
negative result. As an example, the APPM has been receiving its notes payable almost ten
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times in 2006. This ratio is very close in economic sense to the days in receivables (DR)
ratio, which differs only by calculation method. Fig.28 was made to show graphically the
Average collection period ratio, the Days in Inventories, Days in receivables and in payables
ratios. The main idea of this figure is “bad performing companies have high values of activity
ratios that are measured in days”

(250 - ——Average
collection
200 ~ period
(ACP), days
150 ~ ®—Daysin
receivables
100 -~ (DR), days
50 == Daysin
[ inventory
o J NS RN NI ST S S S S S " S I I I SIS S S e (D1), dé]VS
A EEE R R E R |
C|IN|N|N|RIN|QSISNNISNNRS| SN =>&=Daysin
payables
(DP), days
L APPM MBP SY PCP SPPM SWPM KTC )

Figure 28. Activity turnovers (ACP, DR, DI and DP) of the studied companies.

The accounts payable turnover (APC) is short-term liquidity measure used to quantify rate
at which the companies paid off their suppliers. Generally, the faster company pays to its
partners, the higher financial liquidity it has. High turnover rate also indicates production
development and possible business expansion. However, in Russian financial analysis
practices there are certain problems with evaluation of this ratio. It is common that Russian
companies delay payments to their suppliers from time to time. This is called commercial
credit and in some extent, it is used for financing main operations of a debtor. Of course, this
is purely negative practice. Among the studied forest product companies, only one had good
values of the accounts payable turnover. It is the PCP, despite of the decreasing trend of this
ratio (in 2004 - 17 times, in 2005 - 12 times). The APPM and the MBP SY had similar values
around 8-9 times a year (fig.29). The SWPM kept value of this ratio on acceptable level. In
2006, the KTC paid to their business partners only twice. Value of the days in payables (DP)
ratio for this company was equal to 190 days — delay of payments equal to half of the year
(fig. 28). That is critically low for any businesses. It is required to mention here that external
analysis of assets and liabilities turnovers has approximate nature and can be substituted by
studying of accounts and books. For figures that are more precise it is necessary using of
managerial accounting data if possible.

The Total assets turnover (TAT) measures company’s operating efficiency by estimation of
its assets use in generating sales or revenues - the higher it is the better. It also indicates
pricing strategy: companies with low profit margins tend to have high asset turnover, while
those with high profit margins have low asset turnover. This ratio differs from industry to
industry. The MBP SY, APPM and SWPM had value of this ratio exceeding "1" in 2006. This
means that total assets of these companies completed more than one full business cycle and
created amount of sales listed in their income statements during that year. It is questionable of
course, how positively for a company to have the total assets turnover higher than 1.2 times.
Further comparison with industry averages will reveal it. The SPPM showed steady changes
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with satisfactory values. The PCP at the end of 2006 had value of the total assets turnover
accounted as 0.9 that almost reached leading companies. The forest management unit - the
KTC at the end of the analyzed period had TAT equal to 0.5 times.

The fixed assets turnover ratio (FAT) is similar to the previous indicator. It is narrower
measure and determines effectiveness of sales generated by investments in fixed assets. It does
not include current assets. This ratio is most likely to be useful in such capital-intensive
industry as forestry. The base for comparison of this indicator is ratios of other forest product
companies. Results of the fixed assets turnover for studied companies are in the same
proportion as the total assets turnover. It is necessary to point out that these indicators are also
approximate because fixed assets shown in Russian balance sheets are acquired during various
periods and shown with historical costs. Book value of fixed assets has often nothing to do
with their real value, thus such divergence is usually aggravating during inflation and
evaluation of these assets.
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Figure 29. Activity turnovers (IT, TAT, FAT, APT and ART) of the studied companies.

The net working capital turnover (NWCT) helps to determine whether business is unstable
in managing fixed or capital assets. High value of this ratio is required; however, its trend
should be steady (very high net capital turnover has negative influence on a business). The
SPPM had the highest figure of this ratio in 2005. The company had no NWCT next year,
while in 2004 it was on a critical level. Such situation points out to overtrading and indicates
requiring of additional funds to support financial structure of the business. Other studied
companies, except the KTC, had good values of this indicator during the analyzed period.

4.5.2.4 Leverage

Leverage indicators have mission to show degree of possible risk of business collapse in
connection with use of borrowed financial resources. Indeed, if a company does not use loan
proceeds the risk of bankruptcy is insignificant. This group of financial ratios is interesting for
existing and potential creditors of the studied forest product companies.

The financial leverage (FL) ratio characterizes company’s dependencies from loans and
borrowings. The lower this ratio, the higher is risk of potential insolvency for the companies.

Only two studied companies (PCP and the MBP SY) can be defined financially stable for the

85



analyzed period according to their financial leverage ratios. The Arkhangelsk Mill is
characterized by satisfactory values of this indicator with decreasing trend for the period.
Financial leverage ratios of the SPPM and SWPM were on poor level (about 0.3-0.4 at the
average).

The debt ratio (D/A) shows share of company’s assets that is financed at the expense of loan
proceeds, irrespective of their sources. Some financial experts commend keeping this indicator
at the lowest level. During the analyzed period, only PCP along with the MBP SY had good
values of this ratio (less than 30-35 %) that were marked by green in Table 25. The APPM,
however, was near to these two companies with its 36-44 % of borrowed funds in its assets.
Other companies had critical values of this indicator as, for example, the SWPM with its 75 %
of borrowed capital.
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Figure 30. Financial leverage, Debt ratio and Debt to Equity ratio.

The debt to equity (D/E) ratio shows the company’s dependence on external financing.
Higher value of this ratio means higher risk of insolvency. Importance of this ratio also
reflects potential threat of deficiency of money resources. Interpretation of this indicator
depends on many factors such as average debt to equity in other industries, company access to
additional debt sources of financing etc. However, the recommended value for Russia belongs
to interval (0.5 - 0.8). During the analyzed period, two leading companies (APPM and MBP
SY) had value of this indicator on a good level (Table 25). However, the true leader with this
ratio was the PCP with its 6-20 percent of debts in its total shareholder's equity value. On the
contrary, the KTC with its critically low values of this ratio (up to 7.4 in 2005 that means the
shareholder’s equity was 7.4 times lower than total debts — Fig.30) shows a good example of
company that presumes on borrowed funds in its operations.

The Long-term debt to total assets (LTD/TA) and long-term debt to fixed assets (LTD/FA)
ratios represent share of assets (total or fixed) that were financed by long-term borrowings.
Importance of these ratios is of primary interest of any potential creditor of the companies.
Not all studied forest product companies had good values of these indicators. However, it
concerns mostly the LTD/FA ratio. For example, the KTC had high values (which are
negative) of this indicator during the entire analyzed period.
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The equity multiplier ratio (EM) is in inverse relation to financial leverage ratio and shows
percentage of total assets per 1 RUR of shareholders' equity. High equity multiplier indicates
higher financial leverage, which means that company is relying more on debts in financing its
total assets. During the analyzed period the KTC had high (and, hence, negative) values of this
ratio. The PCP with its good values of the EM shows that its administration was able to retain
the company secure relative to any debt obligations during the analyzed period.

The times interest-covered ratio is a measure for estimation a company's abilities to meet its
debt obligations and indicates how many times their interest charges can be covered on pre-tax
basis. Only one company in the thesis (MBP SY) was able to cover its obligations more times
than any of the studied Russian forest product companies.
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Figure 31. Long-term debt to total and fixed assets and Equity multiplier ratios.

The last calculated indicator in this group of leverage ratios is the gearing ratio (GR).
Gearing is a measure of financial leverage, demonstrating degree to which a firm's activities
are funded by owner's funds versus creditor's funds. The higher degree of leverage, the more
the company is considered risky. As for the ratio, acceptable level was determined through
comparison with companies in the same industry. Judging by this assessment, the most risky
forest product companies in the thesis are the SPPM, the SWPM and the KTC. The APPM for
the period had relatively high values of the gearing ratio. The MBP SY's gearing ratio changed
from 1.7 to negative 17.5 at the end of 2006. Possible reason why the PCP shows very good
figures of financial leverage is that the company’s development policy does not include any
long-term financial funding of its assets that makes it financially dependent. On the other
hand, good leverage ratios may indicate absence of investments.

4.6 Possibility of a bankruptcy

This last but one method of financial analysis used in the thesis consists of application of two
well-known models of prediction of a possible bankruptcy. According to the paragraph 2.4.9,
they are the Altman’s model and the Fulmer’s model. Each model has its own strengths and
weaknesses and they most likely complement each other in the thesis rather than being used
separately as they claimed to be the best ones.
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46.1 The Altman’s mode!

Table 28 shows calculations of the Altman’s Z-Values of studied Russian forest product
companies for the analyzed period. The table utilizes the same patterns that were used for the
ratio analysis.

Table 28. The Altman’s Z-Value for studied forest product companies

APPM MBP SY PCP
2004 2005 2006 2004 2005 2006 2004 2005 2006
Working Capital/Total Assets (A) 0,117 0,089 0,107 0,097 0,046 0,156 0,177 0,08 0,113
Retained Earnings/Total Assets (B) 0,062 0,036 0,104 0,112 0,074 0,067 -0,004 | -0,073 | 0,002
Earnings before Interest and Taxes/Total Assets (C) 0,092 0,067 0,146 0,155 0,117 0,108 -0,001 -0,101 0,005
Market Value of Equity/Book Value of Total Debt (D) 1,489 1,102 1,394 3,058 1,938 1,645 12,265 | 4,433 5,719
Sales/Total Assets (E) 1,207 1,193 1,263 1,093 1,051 1,238 0,739 0,735 0,954
Z-Value 2,63 2,231 2,856 3,712 2,759 2,861 8,299 3,056 4,541
SPPM SWPM KTC
2004 2005 2006 2004 2005 2006 2004 2005 2006
Working Capital/Total Assets (A) 0,025 -0,018 -0,163 0,416 0,236 0,284 -0,206 | -0,247 | -0,455
Retained Earnings/Total Assets (B) 0,276 0,015 0,089 0,085 0,008 0 -0,038 | -0,119 | -0,077
Earnings before Interest and Taxes/Total Assets (C) 0,276 0,015 0,083 0,11 0,011 0,003 -0,035 -0,157 | -0,139
Market Value of Equity/Book Value of Total Debt (D) 0,326 0,405 0,353 0,746 0,422 0,273 0,115 0,146 0,297
Sales/Total Assets (E) 0,521 0,753 0,523 1,973 1,445 1,102 1,227 0,523 0,628
Z-Value 2,044 1,045 0,938 34 2,03 1,616 0,878 -0,37 | -0,308

Results of numerous calculations of the Altman's model in real practice usually show that
generalising Z-indicator can vary from negative 14 to positive 22. As one can see in Table 28,
only one Russian forest product company (the PCP) had very low probability of insolvency
and, hence, experiencing of a bankruptcy procedures during the analyzed period. The MBP
SY had acceptable Z-Values; however, its results in 2005-2006 belonged to so-called “low
probability zone”.

At the end of 2006, the APPM increased its Z-Values of a bankruptcy from “uncertainty” to
“low probability”. Other three Russian forest product companies demonstrate negative Z-
values, meaning that in 2006 all these businesses were “potential bankrupts”. However,
considering present Russian economical conditions it is better to use the Altman’s method
with some caution. There are few reasons for that.

Using the Altman’s Z-Value for Russian companies is only possible with some limitations.
First, the model was made according to the US realities and for American companies. It is
obvious, that any country has its specificity of economic development including business
culture, market environment, tax systems etc. Secondly, the Z-Value was modelled on data
from the 1950s; economic systems have changed significantly all over the world for the last
years, therefore it is not obvious that repetition of the Altman's technique with later data
would leave structure of the model without changes. Thirdly, the Altman's model can be used
mainly on large companies quoted at stock exchanges. Currently in Russia, there are no
national models for a bankruptcy prediction. Using of foreign ones can only provide
approximate results.
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46.2 TheFulmer’'s mode

This newer method of a bankruptcy prediction can provide precise results of company's
solvency. Table 29 has been created to illustrate calculations of the Fulmer’s model for
studied companies. The pattern scheme was also applied for this table with the only difference
of using two patterns instead of four. If the H-Value was higher than zero, then resulting cell
was marked by green chequered pattern. With this indicator lower than zero, it was the reason
to use flat grey colour.

Table 29. The Fulmer’s model of a bankruptcy prediction

APPM MBP SY PCP

2004 2005 2006 2004 2005 2006 2004 2005 2006
Vi
V2 1,207 1218 1,263 1,093 1,051 1,238 0,739 0,735 0,954
V3 0,092 0,068 0,146 0,155 0,117 0,108 -0,001 -0,101 0,005
V4 0,154 0,079 0,26 0,456 0,225 0,178 20,05 | -0394 0,011
\& 0,178 0,281 0273 0,016 0,063 0,206 0,011 0,015 0,026
V6 0,222 0,188 0,128 0,229 0,268 0,171 0,065 0,169 0,123
v7 6,719 6,777 6,819 6,992 7,05 7,058 5,955 5,945 5,93
V8 0,839 0,493 0,523 1,267 0,939 0,842 2,595 1,105 1,265
) 0,787 0,574 0,721 1,414 1,136 1,005 0,225
H 0,356 -0,362 -0,069 1,938 1,145 0,666 0,391 1,418 | -0,593

SPPM SWPM KTC

2004 2005 2006 2004 2005 2006 2004 2005 2006
\%!
V2 0,521 0,753 0,523 1,973 1,445 1,102 1,227 0,523 0,628
V3 0,276 0,015 0,083 0,11 0,011 0,003 -0,035 0,157 | -0,139
V4 0,368 0,022 0,121 0,149 0,012 0 -0,05 0,166 -0,1
& 0,277 0,332 0,349 0,459 0,246 0,511 0,213 0,356 0,078
V6 0,474 0,374 0,387 0,114 0,457 0,274 0,542 0,36 0,688
\%i 6,644 6,71 6,718 5,078 5,05 5,492 4911 5,261 5,14
V8 0,668 0,512 0,308 0,925 0,986 0,711 0,633 0,376 0,31
\ 1,198 0,158 0,533 0,029
H 1211 -0,498 0,271 -1,327 -0,743 -1,309 -1,13 1,956 | -1,192

The Fulmer’s model partly repeats results obtained with the Altman’s model. According to it
the MBP SY had no problems with solvency during the period. The APPM, PCP and the
SPPM had tendency to normalize their creditworthiness even if these companies had poor H-
Values at the end of 2006. According to the Fulmer’s model, the last two companies (SWPM
and the KTC) failed financially for the entire analyzed period.

4.7 Comparison with the industry averages

Previous paragraphs devoted to ratio analysis have been already using the results comparison
with similar businesses within the studied group of forest product companies. This comparison
allowed revealing both successfully functioning businesses and bad performers in the thesis.
The next step is evaluation of obtained results against average indicators of the Russian forest
industry. Studied forest product companies belong to the same industry, therefore such
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comparison is pertinent. For practical reasons such comparison must be easy for assessment.
Therefore, Table 30 containing industry averages has been created. The table is based on
information obtained from statistical database found in the Internet. (Koninin, 2005). All
values were patterned according to the already used evaluation methodology.

Table 30. Average financial ratios of the Russian forest industry (1996-2004)

1996 1997 1998 1999 2000 2001 2002 2003 2004
Liquidity Ratios
Absolute liquidity ratio (AL) 0,02 0 0,02 0,06 0,05 0,07 0,12 0,08 0,12
Quick ratio (Acid test ratio) 0,27 0,26 0,25 0,59 0,55 0,61 0,61 0,46 0,64
Current ratio (CR) 0,83 0,71 0,54 1 0,93 1 1,07 0,83 1,08
Profitability Ratios
Net profit margin (NPM), % -3,04 -5,54 N 28,67 9,17 7,67 8,42 3,78 4,81
Return on assets (ROA), % -6,92 -1,17 -6,32 7,65 -1,26 -0,07 1,98 -3,11 1,31
Return on current assets (ROCA), % -36,6 -36,34 =252 17,13 -2,48 -0,15 3,79 -6,19 2,33
Return on assets before interest & taxes (ROABIT), % -10,6 -13,87 -0,12 40,96 9,73 5,73 R -4,6 5,26
Return on sales (ROS), % -5,68 -8,14 -0,07 19,98 5,16 2,89 3.41 -1,92 2,16
Return on equity (ROE), % -8,84 -9,64 -12 14,09 -3,52 -0,18 N -6,4 4,74
Activity Ratios
Inventory turnover (IT), times MANEN 2,93 3,31 5,36 4,96 5,52 6,12 6,01 6,59
Total assets turnover (TAT), times 0,35 0,34 0,41 0,92 0,96 1,01 122 12 1,37
Accounts payable turnover (APT), times 1,77 1,4 1,03 2,36 2,15 2,66 439 32 4,53
Accounts receivable turnover (ART), times 6,13 4,55 4,11 3,98 3,82 3,95 5,53 6,08 5,71
Days in receivables (DR), days 60 80 89 92 96 92 66 60 64
Days in inventory (DI), days 123 124 110 68 74 66 60 61 a2
Days in payables (DP), days 206 261 354 155 170 137 83 114 81
Leverage Ratios
Financial leverage (FL) 0,78 0,74 0,53 0,54 0,36 0,41 0,36 0,49 0,28
Debt ratio (D/A) 0,79 0,75 0,54 0,58 0,49 0,54 0,56 0,68 0,52
Debt to equity ratio (D/E) 0,28 0,34 0,81 0,84 1,79 1,46 1,79 1,51 2,61
Equity multiplier (EM) 1,282 1,351 1,887 1,852 2,778 2,439 2,778 2,041 3,571

Table 30 shows average financial ratios of 499 Russian forest product companies and related
to forestry businesses. Not every ratio that was calculated for the thesis could be obtained
from the public statistical database. Unfortunately, the table does not include periods later than
2004 and the comparison with studied companies can be done only for this year. Table 30
helps to make assumptions about developing vector of the Russian forest industry for the last
decade. Furthermore, next periods (2005 and 2006) may be extrapolated using calculated ratio
analysis values for the thesis. Hence, all ratios of the studied forest product companies that
correspond to industry averages were also averaged and summarized in additional Table 31
including their standard deviations.

First impression from Table 30 — there is only few good values there. The most noticeable fact
is the shortcoming of liquidity for the forest industry of Russia during 1996-2004. Solvency
was the main difficulty for many businesses that worked in the industry during the indicated
period. At present, the economy of Russia is experiencing substantial qualitative changes,
however on the example of studied forests products companies, yet it is impossible to say that
all the problems have been overcome. Many Russian forest companies are still lacking quick
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assets on their accounts. Average liquidity indicators prove this assumption in Table 31. In
fact, according to these ratios, only one forest product company in the thesis was able to cover
its immediate obligations in case of any urgent needs. It was the Syktyvkar Wood Processing
Mill. However, it must be remembered about impossibility to answer in a precise manner to
question about a company's liquidity without taking into consideration such aspect as barter.
This form of adjustment of debts between forest product companies is very popular in Russia,
but it is never revealed in accounting reports available for public.

Table 31. Average key ratios of the studied Russian forest product companies

2004 StDev 2005 StDev 2006
Liquidity Ratios
Absolute liquidity ratio (AL) 0,185 0,230 0,168 0,195 0,109
Quick ratio (Acid test ratio) 0,606 0,276 0,495 0,297 0,448
Current ratio (CR) 1,950 1,370 1,401 0,568 1,264
Profitability Ratios
Net profit margin (NPM), % 1,673 6,171 -3,312 11,050 3,099
Return on assets (ROA), % 3,038 6,902 -1,547 8,672 3,717
Return on current assets (ROCA), % 9,009 17,222 -6,054 27,164 12,644
Return on assets before int&tax (ROABIT), % 5,014 9,205 -0,406 13,022 6,642
Return on sales (ROS), % 3,096 8,297 -2,818 16,025 4,926
Return on equity (ROE), % 0,743 19,835 -19,371 56,580 5,480
Activity Ratios
Inventory turnover (IT), times 7,792 2,125 9,134 2,848 9771
Total assets turnover (TAT), times 1,211 0,501 1,047 0,410 0,992
Accounts payable turnover (APT), times 7,499 5,256 6,448 3,639 6,830
Accounts receivable turnover (ART), times 6,484 1,778 5,488 1,439 5,949
Days in receivables (DR), days 65,183 26,216 73,765 22,463 76,341
Days in inventory (DI), days 52,490 13,920 46,873 15,724 42,502
Days in payables (DP), days 78,162 53,370 88,298 64,258 87,845
Leverage Ratios
Financial leverage (FL) 0,529 0,299 0,478 0,283 0,453
Debt ratio (D/A) 0,471 0,299 0,522 0,283 0,547
Debt to equity ratio (D/E) 1,746 2,099 2,224 2,699 2,020
Equity multiplier (EM) 2,746 2,099 3,224 2,699 3,020

In 1996-2004, profitability of Russian forest industry was also far from perfection (Table
30). The average net profit margin ratio had tendency to increase from negative 3 % in 1996 to
positive 4.8 % in 2004 (still it was higher than average net profit margin of the studied forest
product companies). Return on assets and return on current assets ratios were lower for the
industry than for the studied companies.

Unfortunately, the Internet ratio database did not provide standard deviations for the industry
averages; however, for studied forest product companies they were calculated to illustrate
uniformity of the values. It shows, for example, that average return on current assets equal to
12.6 % in 2005 with standard deviation 27.2, was shared between well performers and
ineffectively working studied companies. In other words, this high deviation points out on
heterogeneity of these values in a row. Through extrapolation of studied ratios to industry
averages 1s possible to predict slight improvements of profitability for the industry. While it is
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just an assumption, such industry average profitability ratios like the ROE and the ROS were
with the same positive trend for studied companies (the APPM, the MBP SY and the SPPM
provided this result). However, the rest of the ratios differ from the industry averages and
general profitability of the Russian forest sector was unacceptably low.

Such activity ratios as Inventory turnover and Accounts payable had positive changes for the
forest industry of Russia. Judging by average ratios of the studied companies, it is possible to
state that such positive tendency has been kept for the industry in 2005 and 2006. Average
accounts payable and average accounts receivable turnovers were higher for studied
companies than for the industry in 2004. This trend observed in Table 31 has been
undoubtedly retained for the entire Russian forest industry in 2005 and 2006. Acceleration of
assets and liabilities turnovers for the industry is considered as positive. From fast turnovers
benefited all connected to it ratios such as days in receivables, days in inventories and days in
payables. There was clear upward tendency of all these ratios for the industry. As a whole,
activity of Russian forest industry was evidently taking a turn for the better since 1996, even
though its rates of change were just nominal. Nonetheless, Russian forest product companies
can operate more effectively, taking into account size and importance of the industry. It seems
that all economic reforms taking place in Russia have certain inertia for the forest industry.

Financial independence of companies operating in Russian forestry worsened significantly in
1996-2004 judging by the average financial leverage and debt ratios shown in Table 30. With
the help of calculated ratios of the studied companies, it is possible to state that this trend was
retained in 2005-2006 for the industry. Similarly, poor average D/E and EM ratios of the
studied companies extrapolate the same negative trends to the forest industry in 2005 and
2006. This indicates mediocre average structure of liabilities and increased use of borrowed
sources for financing main activities in the industry.

Comparison of calculated ratios with the industry averages resulted in some interesting
observations. The overall financial performance of the Russian forest product industry was
low for 1996-2004. However, even if changes were minimal, a few tendencies to improvement
on example of some indicators were observed (total assets turnover and inventory ratios). The
evaluative pattern scheme, implemented in ratio analysis paragraph, has proven to be correct
by assessment of industry averages. According to it, the industry was in bad financial shape in
1996-2004.

In general, industry averages were worse than positive ratios of the studied companies for
many periods. Even so, only two studied forest product companies might be called well-
performing businesses. However, the proportion of successful companies and outsiders among
those 499 firms represented in the industry averages stays unclear. There was no statistical
data available about quality of the industry averages variation and, hence, there is no
possibility to estimate its uniformity. On the other hand, projecting results of the ratio analysis
to industry averages in 2005 and 2006, one can notice certain differentiation (or gap) between
successful and bad performing businesses. It is not exaggeration that at present in Russian
forestry there is considerable economic rupture between a large quantity of small companies
and small number of leaders. The first are busy with earning of a "quick profits" and they have
no means for significant investments into business. The second ones, having frequently all
necessary resources, are fettered by imperfections of the legislation, problems with an
infrastructure, poor quality of labour forces etc. Nowadays it became the main characteristic
of the Russian forest industry.
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5. Discussion and conclusions

This final part of the thesis contains explanation and discussion of the results of financial
analysis. It includes general conclusions about financial performance of each studied Russian
forest product company.

5.1 Summary of financial analysis results

To complete evaluation of the results of financial analysis, short summaries will be presented
for each studied Russian forest products company. It partly supplements the previous
paragraph where ratio analysis results have been interpreted for each studied indicator (for
each ratio). This section of the thesis also includes recommendations for departments of
financial management of the companies.

5.1.1Arkhangelsk Paper and Pulp Mill

Arkhangelsk Paper and Pulp Mill, being one of the leaders of Russian forest product industry
for the last decade, have demonstrated quite good results of financial analysis in the thesis.
Paper and cardboard production branches are traditionally considered as “blue chips” on the
market. It is most likely that this company will continue strengthening its position in the near
future. At the end of the analyzed period, the total amount of company's assets increased by
466.1 million RUR or by 5.7 % according to its balance sheets. This was connected perhaps
with an expansion of economic activities. In addition, at the end of 2006 the APPM gained
profit equal to 905 million RUR. Availability of net profit for the company meant available
sources of replenishment of its current assets. Furthermore, the net profit had also positive
tendency to increase. According to the analysis of a bankruptcy, an occurrence of any negative
events for the APPM is improbable.

Liquidity of the company’s capital was at acceptable and good levels. Repayment terms of
accounts receivable were decreasing, i.e. the business activities of the APPM have been
accelerating. Decreased stocks, together with increase of their turnover, may give evidence
about rational financial and economic policy of the company's management. As a
recommendation, department of financial management of the APPM should take measures to
increase profitability of the company’s own capital, because in some periods this indicator was
below its normal values. The lack of own capital increased risk of insolvency of the company
and could lead to financial instability. The borrowed funds composition was at acceptable
level that indicates normal financial performance of the company for the analyzed period.

5.1.2 Mondi Business Paper Syktyvkar

Another big player in paper and pulp sector of the Russian forestry, the Mondi Business Paper
Syktyvkar, has the best results of financial analysis in the thesis. This company is one of the
technological and managerial leaders that can move Russian forest product industry forward.
Success of the MBP SY is undoubtedly can be a good example for other businesses in forestry
and related spheres.

During the analyzed period, the amount of company's total assets increased by 632.6 million
RUR or by 4.6 % that can point out certain business expansion. At the end of 2006, the MBP
SY was profitable. However, the company's net profit had tendency to decrease. Repayment
terms of accounts receivable were decreasing, i.e. the business activities of the company have
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been accelerating. Decreased material stocks together with increase of their turnover, are
giving evidence about rational financial and economic policy of the company’s administration.
According to bankruptcy predictions, the company will not become a bankrupt in the near-
term perspective. It is most likely, that Mondi Business Paper Syktyvkar will keep this
positive trend in its activities during the next years. Nevertheless, according to results of
financial analysis, the company had few weak spots with profitability and absolute liquidity.
For a financial department of the company it can be recommended to pay more attention to
these aspects in the future

5.1.3 Pitkaranta Cellulose Plant

Pitkdranta Cellulose Plant, being the average forest products company by its size, belongs to
majority of the Russian forest product companies. The PCP's activities are focused mainly on
production of cellulose and processing of its by-products. While big and diversified paper and
pulp plants have an opportunity to support their non-remunerative branches, the middle and
small firms are often become unprofitable by having narrow specialization of their production
lines. According to the results of ratio analysis, the PCP was unprofitable in 2004 and 2005
(2006 was more or less successful year). As reason of the financial losses, all profitability
ratios of the company for unprofitable years were critically low. At the end of the analyzed
period, total amount of the PCP's assets decreased by 71.1 million RUR or by 6.2 % that can
indirectly indicate a reduction of business activities. However, the company was able to gain
profit in 2006. Repayments terms of accounts receivable were decreasing, i.e. the business
development have been accelerating. Increased material stocks together with increase of their
turnover indicate rational financial and economic policy of the company’s management. Level
of debt capital was at acceptable level that testifies to normal financial position of the
company. Liquidity of the PCP’s financial operations was one of the best in the thesis.

Heads of a financial department of the company should take measures to increase profitability
because at the end of the analyzed period all correspondent indicators were at level below
normal values. According to the bankruptcy prediction models, described earlier in the
manuscript, such probability is low in the Altman’s model and high in the Fulmer’s. Still, a
conclusion can be made. Taking into account the company's low profitability, a pessimistic
scenario is the most plausible for the PCP.

514  Segezha Pulp and Paper Mill

Results of financial analysis of the Segezha Pulp and Paper Mill and the Syktyvkar Wood
Processing Mill were similar, even that these companies had different trends of profitability
indicators. During the analyzed period, the SPPM has been constantly demonstrating
increasing profitability together with worsening of its liquidity. The total amount of assets of
the SPPM increased at the end of 2006 by 4.8 billion RUR or by 67.4 % that can be
interpreted in some way as an expansion of main operations. At the end of the analyzed
period, the company became profitable. The company's net profit had increasing positive
tendency. Repayment terms of accounts receivable were constantly decreasing, i.e. business
activities of the SPPM have been accelerating. As well, decreased amounts of inventories
together with increase of their turnover, most probably point out to rational financial and
economic policy of the company’s administration. Profitability of the own capital was at
sufficiently high level that improved efficiency of the company’s business development.
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In negative sense, the SPPM was characterized by high dependency on external financing, by
poor financial liquidity ratios and high risk of bankruptcy. The percentage of external capital
was so high, that the company was in strong “debt addiction”. Risk of insolvency was high as
well.

5.1.5 Syktyvkar Wood Processing Mill

Syktyvkar Wood Processing Mill is the only timber processing company in the thesis. The
company is now recovering from a financial crisis that happened at the end of the 1990s when
crisis management team was appointed by a court decision to regain financial solvency. After
that, the SWPM’s ownership has been changed. Financial analysis has shown satisfactory
results the company had during 2004-2006. The company's financial liquidity was the worst
among studied forest product companies. However, the SWPM's activity ratios were similar to
ones the Mondi Business Paper Syktyvkar had for the same period. The total amount of the
company's assets has increased by 151 million RUR or by 37.7 % at the end of the analyzed
period that is considered as a positive fact. At the end of 2006, the SWPM became profitable.
Unfortunately, the company's net profit had tendency to reduction. Repayment terms of
accounts receivable have been constantly increasing, i.e. business development of the SWPM
has been worsening during the period. Increased amounts of inventories together with
decrease of their turnover indicate irrational financial and economic policy of the company’s
management. Both models of a bankruptcy prediction show negative figures and risk of
possible bankruptcy is substantial.

The SWPM's financial management department should take measures to increase profitability
of the company’s own capital, because at the end of the analyzed period this indicator was
below normal values. The lack of own capital have increased risk of insolvency for the
business. Ratios of borrowed funds and own assets were so high, that the company was in a
strong dependency from capital borrowings and, thus, its risk of insolvency was substantially
high.

5.1.6  Koigorodok Timber Company

Koigorodok Timber Company is the only timber-logging and harvesting forest product
company in the thesis that represents the forest-management unit also known from the Soviet
era as “leskhoz”. There are many similar businesses in Russian forestry; however, they are
rarely become financially efficient despite of their great number. The KTC is not an exception.
The overall financial performance of the company was poor.

Total amount of the company's assets increased at the end of the analyzed period by 66.6
million RUR or by 25.7 % that is a sign of business stagnation. At the end of the analyzed
period (and in 2005), the KTC was unprofitable. The lack of profit has conditioned an absence
of main sources of renewal of current and fixed assets for the company. Repayment terms of
accounts receivable have been constantly increasing, i.e. business activities of the KTC
deteriorated. Nonetheless, increased inventories along with increase of their turnover indicate
rational operational policy of the company's management in 2006. During the analyzed period,
financial liquidity was either bad or critical. The same scenario was observed with the
company’s profitability. Absence of net working capital is interpreting in a borrowed nature of
all company's operations for the period. Lack of own capital increased risk of insolvency
essentially. At last, total amount of borrowed funds was huge and the company was in
absolute debt dependency from its creditors.
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An interview with the company’s representative in Koigorodok brought up some interesting
explanations of poor results of financial analysis. The KTC is one of the many suppliers of
raw material for Mondi Business Paper Syktyvkar and affiliated with it. Because of that, the
parent enterprise subsidizes all financial activities and covers all losses. It is an example of big
vertical integration of forest product companies (within a holding company). Therefore, no
accounting statements of the Koigorodok Timber Company are ever separated from parent
reports. They are usually included in consolidated statements for the entire Mondi Group and
never available for public.

5.2 Conclusions

After everything that was planned in the beginning of thesis has been accomplished, it is time
to underline the most important findings. The thesis consists of two logical parts. The first one
deals with theoretical and methodological approaches to financial analysis. Second is practical
and includes application of financial analysis. The theory part can be concluded as follows:

e External financial analysis can be made for Russian commercial companies.
Methodology of analysis is virtually unlimited and depends on goals that might be set
by an analyst. The thesis has its own set of methods according to its goals;

e The Russian accounting system has administrative nature and suits best for needs of
tax services. An application of International accounting standards is not compulsory
for businesses in Russia;

e Because of administrative approach to the financial accounting in Russia, all
businesses use similar types of financial statements across the nation that makes
analysis and, hence, possible comparison easier. The unification of accounting
statements helps to access all reports in selected group of companies through
translation of only one set of statements and further collation of line codes for the
others;

e (Comparison of Russian accounting statements (and, therefore, results of financial
analysis) with European analogues is not an easy task with the exception of the
following: comparable businesses must utilize similar accounting standards (RAS,
IFRS or USGAAP). Financial statements prepared according to the International
accounting standards are usually not available for any third-parties in Russia as they
constitute commercial classified information;

e Accessibility of Russian financial statements for a third-party analyst leaves much to
be desired. In initial group of fifteen Russian forest product companies selected for
analysis, only three businesses kept their accounting statements posted on their
corporate web sites. The rest of the studied group was formed up with help of private
contacts;

e Studied Russian forest product companies belong to the European part of country and
include six companies. This region is the main geographical scope of the thesis;

e Studied Russian forest product companies represent a ‘“chain of businesses"
(logging/wood processing/paper and pulp) which are not competing with each other.

The applied part of the thesis has the following conclusions:
e (Changes and structure of values in financial reports of the companies have been

scrutinized. Not every company had good or satisfactory structures of their balance
sheets and income statements during the analyzed period (2004 — 2006 inclusive);
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e Analysis of liquidity based on balance sheet data, showed that not a single studied
forest product company was financially liquid absolutely. Only few studied businesses
were closer to that than others;

e Ratio analysis showed as well that all studied companies had problems with the
absolute liquidity. However, other types of financial liquidity were at acceptable
levels. Profitability of studied companies was poor for majority of businesses. It was
connected with low returns on assets and inadequate profit margins. Activity ratios that
define the companies’ market strategies had more or less good figures. According to
ratio analysis of financial leverage, the studied companies were divided in two groups -
financially independent businesses and others that rely on external funding;

e Comparison of calculated ratios defined leaders (2 forest product companies) and bad-
performers in the thesis. Such leading companies as Mondi Business Paper Syktyvkar
have kept their leading positions while majority of forest product companies were in
bad financial shape;

e Additional methods of financial analysis such bankruptcy prediction were also applied
in the thesis. Only few of the studied businesses were secured from a risk of financial
failure;

e Further evaluation of the ratio analysis results and comparison of it with industry
averages gave an overview of the Russian forestry from the business point of view. For
the last decade, the industry had no positive indicators with the exception of some
activity ratios. The industry’s average financial performance was poor from 1996 to
2004 inclusive. In addition, an attempt has been made to extrapolate the results of ratio
analysis. It has not brought any good results though. Judging by the studied
companies’ financial performance in 2005 and 2006, the industry's financial indicators
still a long way off perfection.

The Russian forest product industry can be only named as “leading sector of the national
economy” by estimation of number of people it employs and not by its financial results.
Unfortunately, low profitability became a distinctive feature of the industry for the last
decade. First, main problems are connected with necessity of reconstruction and full
modernisation of the companies' industrial equipment. It is known issue that average lifespan
of machines and equipment in the Russian forestry is about 25 years. Before sufficient inflows
of monetary resources will be “injected” into the core spheres of the forest industry such as
timber logging and processing, low returns on assets and returns on equity will be inevitable.
Small and average sized companies that focus on production of one or few forest products
have little chances for success in the current economic conditions. The tendency is that they
become a part of huge forest holding companies, which will be created in Russia eventually.

Technological level of the Russian forestry is high only for vertically integrated industrial
complexes. Consequently, amount of required investments for modernization of the industry is
also very high. For the last ten years, the financing of the forest sector has been reduced
almost at 15 times. The industry is unattractive for investments because of large number of
non-commercial risks connected with political instability of Russia, imperfection of legislation
and absence of clear state policy regulating the sector. The problem is complicated by unstable
parameters of financial and economic activity of forest product companies whereas half of
them are unprofitable or are on a verge of bankruptcy.

97



Bibliography

Books and articles:
Altman, E. 1968. "Financial Ratios, Discriminant Analysis and the Prediction of Corporate

Bankruptcy". Journal of Finance, iss.09, pp. 589-609.

Brealey, R. A. and Meyers, S. C. 2003. Principles of Corporate Finance. s.l. : McGraw-Hill, ISBN-10:
0072940433.

Epstein, B. J. and Abbas, A. M. 2002. /AS 2003: Interpretation and Application of International
Accounting Standards. s.l. : Wiley, John & Sons, Incorporated, ISBN-10: 0471227366.

Fabozzi, F. J. and Peterson, P. P. 2003. Financial Management and Analysis. 2nd. Edition. s.I. : John
Wiley & Sons, Inc, ISBN: 0-471-23484-2.

Fulmer, J. G., Moon, J. E., Gavin, T. A., Erwin, M. J. 1984. "A Bankruptcy Classification Model For
Small Firms". Journal of Commercial Bank Lending. pp. 25-37.

Gitman, L. J. 2004. Principles of Managerial Finace. 10th edition. s.l. : Pearson Education, ISBN-10:
0321266552.

Helfert, E. A. 2001. Financial Analysis: Tools and Techniques - a guide for managers. s.l. : McGraw-Hill,
ISBN: 0-07-139541-5 .

Hussey, R. and Ong, A. 2005. International Financial Reporting Standards Desk Reference: Overview,
Guide, and Dictionary. s.l. : Wiley, ISBN-10: 047171450X.

Jagels, M. G. and Coltman, M. M. 2003. Hospitality Management Accounting -8th ed. s.l. : John Wiley
& Sons, ISBN: 0-471-09222-3.

McGee, R. W. and Preobragenskaya, G. G. 2006. Accounting and financial system reform in Eastern
Europe and Asia. s.l. : Springer Science & Business Media, Inc, ISBN-10: 0-387-25709-8.

Palepu, H. and Bernard, M. 2006. Business Analysis and Valuation. 2nd ed. s.l. : Academic Internet
Publisher, ISBN-10: 1428809422.

Stoyanova, E. S. 2007. Financial Management: Theory and Practice. s.l. : Perspektiva, ISBN: 5-88045-
096-1.

Van Greuning, H. 2006. International Financial Reporting Standards: a practical guide -4th ed. s.l. :
World Bank Publications, ISBN-10: 0-8213-6768-4.

Vance, D. I. 2003. Financial Analysis and Decision Making: Tools and Techniques to Solve Financial
Problems and Make Effective Business Decisions . s.l. : McGraw-Hill, ISBN: 0-07-141559-9.

Online sources:
FCS of Russia. 2007. The statistics of foreign trade: archive. Federal Customs Service of Russia: main

page. [Online] Federal Customs Service, [Cited: July 14, 2007.] http://www.customs.ru/ru/stats/arhiv-
stats-newy/.

98



Gluhov, I. 2007. Round wood cannot conquer the markets. Ministry of Industry and Energy of Russia.
[Online] May 22, [Cited: August 28, 2007.] http://www.minprom.gov.ru/pub/105.

IAS PLUS. 2007. Use of IFRS by country and region. IAS PLUS, [Cited: July 31, 2007.]
http://www.iasplus.com/country/useias.htm.

IKF "ALT". 2006. Analysis of financial situation by IKF "ALT". www.gaap.ru, [Cited: 23 June 2007.]
http://www.gaap.ru/biblio/corpfin/analyst/040.htm.

Koninin, M. 2005. "Average fiancial ratios of the Russian forest industry and related services".
"iRatios - average industrial financial ratios of Russian economy", [Cited: 15 September 2007.]
http://sibprice.ru/iratios/show.php?adr=02.

Maksimov, O. and Voronov, K. 2006. Financial Analysis and methodics. Consultancy group
"Voronov&Maksimov", [Cited: August 31, 2007.] http://www.vmgroup.ru/publications/public13.htm.

Mondi Group. 2007. Mondy Business Paper Syktyvkar. Mondi Group, [Cited: August 28, 2007.]
http://www.mondigroup.com/en/desktopdefault.aspx/tabid-351/.

Nazarov, A., et al. 2005. Bulletin Ne3, Analytical report: "Condition and measures of the further
effectiveness of utilisation of a forest fund and a timber industry complex of the country..". Accounts
Chamber of the Russian Federation, [Cited: August 23, 2007.]
http://www.ach.gov.ru/bulletins/2005/3-15.php.

Pitkaranta Cellulose Plant. 2007. About Pitkdranta Cellulose Plant, [Cited: August 28, 2007.]
http://pitzavod.onego.ru/ru/section.php?docld=3346.

Russian timber industry review. 2002. Company's management. The Company's management
magazine, [Cited: July 14, 2007.] http://www.zhuk.net/archive/articles.asp?aid=2825.

SEC. 2007. Beginners' Guide to Financial Statements. U.S. Securities and Exchange Commission,
[Cited: July 28, 2007.] http://www.sec.gov/investor/pubs/begfinstmtguide.htm.

Segezha Paper and Pulp Mill. 2007. Information about the company. Segezha Paper and Pulp Mill,
[Cited: August 29, 2007.] http://www.scbk.ru/portal/content/view/8/28/.

Smirnov, E. E. 2007. Accounting and reporting: the time has come for an adequate standards.
www.GAAP.ru, [Cited: July 31, 2007.] http://gaap.ru/biblio/rusbuh/079.asp.

The Ministry of Industry and Energy of Russia. 2007. "About current situation in industrial
development (Jan-Dec 2006)". The Ministry of Industry and Energy: the main portal- The PR
department of The Ministry of Industry and Energy, [Cited: July 14, 2007.]
http://www.minprom.gov.ru/ministry/dep/eapp/stat/9.

WWEF Russia. 2007. JCS Arkhangelsk Paper and Pulp Mill. WWF Russia, [Cited: August 28, 2007.]
http://www.wwf.ru/about/what_we_do/forests/aeol/members/arhbum.

Zemitan, G. 2005. Methods of prognosis of firm's financial performance, [Cited: July 27, 2007.]
http://www.masters.donntu.edu.ua/2004/fvti/chizhikova/library/prognozmetod.htm.

99



Appendixes
List of appendixes:

. Financial statements of the APPM (2004-2006)

. Financial statements of the MBP SY (2004-2006)
. Financial statements of the PCP (2004-2006)

. Financial statements of the SPPM (2004-2006)

. Financial statements of the SWPM (2004-2006)

. Financial statements of the KTC (2004-2006)

. Historical currency exchange rates

. Russian original accounting statements

OO L N W ==

100



Appendix 1. Financial statements of the APPM (2004-2006)

BALANCE SHEET

as of 31st of December  "200 'i r.
CODES
dopma Ne 1 no OKY[] 0710001
Harta (rog, m-u, 4ucro)| 2004 r 12 r 31
Company Arkhangelsk Paper and Pulp Mill (APPM) no OKIMoO 44397257
Taxpayer ID MHH 2903000446
Type of activity paper, pulp and cardboard production no OKB3/|21.11, 21.12, 51.56.1
Legal form/ Status of property JSC
no OKOMM®d / OKdC 47 31
Units: thousands RUR / williers-RUR (cross-out unnecessary) no OKEA 384/385
Location (address) Novodvinsk, Melnikova st. 1, 164900 RUSSIA
Approval date 10.03.2005
Submission date 10.03.2005

ASSETS Line Opening balance Closing balance
1 2 3 4
I. FIXED AND NONCURRENT ASSETS
Intangible assets 110 1340 105
Fixed assets 120 3152 880 3244 418
Construction in progress 130 365 827 1141 869
Financial investments in tangible assets 135 152 250 109 725
Long-term financial receivables 140 89 074 88 468
Postponed financial assets 145 - -
Other noncurrent assets 150 6 810 10 203
TOTAL partl 190 3768 181 4 594 788
Il. CURRENT ASSETS

Inventories 210 840 763 819 075

including:

raw materials and similar valuables 211 668 944 547 196

animals 212 - -

goods in process 213 36 152 35 151

finished commodities and goods for reselling 214 97 536 105 826

commodities shipped to customers 215 - 74 206

deferrals 216 38 131 55988

other inventories 217 - 708
VAT on purchased goods 220 132 083 316 400
Accounts receivable (more than 12 months after reporting date) 230 34 768 36 189
including:

from customers 231 27 116 29918

bills receivable 232 - -

from associated companies 233 - -

advances to clients 234 5902 5067

other debtors 235 1750 1204
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Accounts receivable (less than 12 months after reporting date) 240 814 557 1148 365
including:
from customers 241 735 204 805 025
bills receivable 242 - -
from associated companies 243 1115 1115
from shareholders 244 - -
advances to clients 245 65 721 43 660
other debtors 246 12 517 298 565
Short-term financial receivables 250 7 513 -
Cash and cash equivalents 260 146 111 52 487
Other current assets 270 - -
TOTAL part I 290 1975795 2372516
BALANCE 300 5743 976 6 967 304
LIABILITIES Line Opening balance Closing balance
1 2 3 4
. EQUITY
Share capital 410 780 780
Treasury shares 411 - 53
Additional paid-in capital 420 2 147 665 2 143 642
Reserved capital 430 117 117
including:
reserves created according to the regulation 431 - -
reserves created according to the constituent instruments 432 117 117
Target financing 450 - -
Surplus earnings of previous years 460 1767 215 1615195
Uncovered losses of previous years 465 63 538 63 538
Surplus earnings of the current year 470 472 126
Uncovered losses of the current year 475
TOTAL part Il 490 3 852 239 4 168 269
IV. LONG-TERM LIABILITIES
Loans and borrow ings 510 627 994 1 153 496
Deferred tax liabilities 515 42 606 86 182
Other long-term liabilities 520
TOTAL part IV 590 670 600 1239678
V. CURRENT LIABILITIES
Loans and borrow ings 610 459 290 616 062
Accounts payable 620 750 450 929 078
including:
to suppliers 621 325 428 561 239
bills payable 622 - 5000
to assotiated companies 623 1972 -
to personnel 624 56 238 57 018
to state and non-budget funds 625 17 752 9 096
to tax service 626 76 736 36 480
advances from customers 627 610 31 691
to other creditors 628 271714 228 554
Liabilities to founders 630 - 147
Deferred income 640 11 397 14 070
Reserves of future expenses 650
Other current liabilities 660
TOTAL part V 690 1221137 1559 357
BALANCE 700 5743 976 6 967 304
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as for

INCOME STATEMENT

12 months of "200 4 .

dopma Ne 2 no OKY[]

CODES

0710002

2004 [ 12 [ 31

44397257

2903000446

21.11, 21.12, 51.56.1

Oara (rog, M-u, Yucno)

Company Arkhangelsk Paper and Pulp Mill (APPM) no OKT1O

Taxpayer ID WMHH

Type of activity paper, pulp and cardboard production no OKB3[
Legal form/ Status of property JSC

no OKOMM® / OKeC

Units: thousands RUR / milliers-RUR (cross-out unnecessary) no OKEA

Location (address)

Novodvinsk, Melnikova st. 1, 164900 RUSSIA

47 31

384/385

INDICATOR Line Reporting period The period one ‘year
1 2 3 T
OPERATING INCOME AND COSTS

Total sales 010 8412 334 7 482 880
Costs of manufacture 020 - 6730178 - 6 014 980
Gross profit 029 1682 156 1467 900
Selling costs 030 - 254 190| - 37770
Administrative costs 040 - 437 910| - 369 687
Operating profit (loss) 050 990 056 1060 443

OTHER INCOME AND COSTS
Financial income 060 316 3545
Financial costs 070 - 125098| - 141 266
Interest in earnings of associate companies 080 921 1133
Other operating income 090 1941 511 1036 121
Other operating costs 100 - 1972203 - 1167 565
Non-sales income 120 144 096 75 543
Non-sales costs 130 - 337177( - 215798

PROFIT (LOSS) BEFORE TAX 140 642 422 652 156
Deffered taxes 141 3413 6815
Deffered tax liabilites 142 - 43 567 - 42 622
Income tax 150 - 172 358| - 171 688
Income tax from previous periods 151 42 686 22 649]
Write-off deffered taxes and tax liabilities 152 - 28 11
Extraordinary costs 180 - 442 -

NET PROFIT (LOSS) 190 472 126 467 321

notes:
Fixed tax liabilities 200 58 331 24 465
Earnings per share 201 0,606 0,599
Losses per share 202 - -

103



BALANCE SHEET

as of 31stof December  "200 5 .
CODES
®dopma Ne 1 no OKY[] 0710001
Oarta (roa, m-u, yncro)| 2004 r 12 r 31
Company Arkhangelsk Paper and Pulp Mill (APPM) no OKTIO 44397257
Taxpayer ID MHH 2903000446
Type of activity paper, pulp and cardboard production no OKB3|21.11, 21.12, 51.56.1
Legal form/ Status of property JSC
no OKQOM® / OKdC 47 31
Units: thousands RUR / illiors-RUR (cross-out unnecessary) no OKEM 384/385
Location (address) Novodvinsk, Melnikova st. 1, 164900 RUSSIA
Approval date 10.03.2006
Submission date 10.03.2006

ASSETS Line Opening balance Closing balance
1 2 3 4
1. FIXED AND NONCURRENT ASSETS
Intangible assets 110 105 76
Fixed assets 120 3244 418 3561 533
Construction in progress 130 1141 869 1665 267
Financial investments in tangible assets 135 109725 70 088
Long-term financial receivables 140 88 468 499 133
Postponed financial assets 146 - 11515
Other noncurrent assets 150 10 203 36 674
TOTAL part | 190 4 594 788 5844 286
Il. CURRENT ASSETS
Inventories 210 819 075 729 316
including:
raw materials and similar valuables 211 547 196 543 727
animals 212 - -
goods in process 213 35 151 32 084
finished commodities and goods for reselling 214 105 826 88 844
commodities shipped to customers 215 74 206 44770
deferrals 216 55 988 18 805
other inventories 217 708 1086
VAT on purchased goods 220 316 400 370 557
Accounts receivable (more than 12 months after reporting date) 230 36 189 344 907
including:
from customers 231 29918 341719
bills receivable 232 - -
from associated companies 233 - -
advances to clients 234 5067 2924
other debtors 235 1204 264

104




Accounts receivable (less than 12 months after reporting date) 240 1148 365 882 517

including:
from customers 241 805 025 532 858
bills receivable 242 - 39 788
from associated companies 243 1115 1115
from shareholders 244 - 168 253
advances to clients 245 43 660 32116
other debtors 246 298 565 108 387
Short-term financial receivables 250 - -
Cash and cash equivalents 260 52 487 49 417
Other current assets 270 - 5
TOTAL part I 290 2372516 2376719
BALANCE 300 6 967 304 8 221 005

LIABILITIES Line Opening balance Closing balance
1 2 3 4
. EQUITY
Share capital 410 780 780
Treasury shares 411 53 -
Additional paid-in capital 420 2 143 642 2138 102
Reserved capital 430 117 117
including: - -
reserves created according to the regulation 431 - 117
reserves created according to the constituent instruments 432 117 -
Target financing 450 - -
Surplus earnings of previous years 460 1615195 2171 297
Uncovered losses of previous years 465 63 538 -
Surplus earnings of the current year 470 472 126 -
Uncovered losses of the current year 475 - -
TOTAL part Il 490 4 168 269 4 310 296
IV. LONG-TERM LIABILITIES
Loans and borrow ings 510 1 153 496 2153 011
Deferred tax liabilities 515 86 182 110 367
Other long-term liabilities 520 - -
TOTAL part IV 590 1239678 2 263 378
V. CURRENT LIABILITIES

Loans and borrow ings 610 616 062 574 447
Accounts payable 620 929 078 939 569

including:
to suppliers 621 561 239 579 645
bills payable 622 5000 63 150
to assotiated companies 623 - 19 963
to personnel 624 57 018 38 869
to state and non-budget funds 625 9 096 -
to tax service 626 36 480 -
advances from customers 627 31691 38 519
to other creditors 628 228 554 199 423
Liabilities to founders 630 147 259
Deferred income 640 14 070 16 082
Reserves of future expenses 650 - 116 974
Other current liabilities 660 - -
TOTAL part V 690 1 559 357 1647 331
BALANCE 700 6 967 304 8 221 005
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INCOME STATEMENT

as for 12 months of 2005 .
CODES
dopma Ne 2 no OKY[] 0710002
Oara (rop, m-u, yucno)| 2004 r 12 r 31
Company Arkhangelsk Paper and Pulp Mill (APPM) no OKT1O 44397257
Taxpayer ID MHH 2903000446
Type of activity paper, pulp and cardboard production no OKB3[ [ 21.11, 21.12, 51.56.1
Legal form/ Status of property JSC
no OKOM® / OKeC 47 31
Units: thousands RUR / millienrs-RUR (cross-out unnecessary) no OKEA 384/385
Location (address) Novodvinsk, Melnikova st. 1, 164900 RUSSIA
INDICATOR Line Reporting period Thse‘::::)(:e:;iiﬁzar
1 2 3 4
OPERATING INCOME AND COSTS
Total sales 010 9810 351 8412 334
Costs of manufacture 020 - 7 625469| - 6730178
Gross profit 029 2184 882 1682 156
Selling costs 030 - 499 133| - 254 190
Administrative costs 040 - 509 950 - 437 910
Operating profit (loss) 050 1175799 990 056
OTHER INCOME AND COSTS
Financial income 060 296 316
Financial costs 070 - 200 042| - 125098
Interest in earnings of associate companies 080 - 921
Other operating income 090 70 157 1941 511
Other operating costs 100 - 496 244| - 1972 203
Non-sales income 120 - 144 096
Non-sales costs 130 -l - 337 177
PROFIT (LOSS) BEFORE TAX 140 549 966 642 422
Deffered taxes 141 1311 3413
Deffered tax liabilites 142 - 24185 - 43 567
Income tax 150 - 226 472| - 172 358
Income tax from previous periods 151 - 42 686
Write-off deffered taxes and tax liabilities 152 -l - 28
Extraordinary costs 180 - 2605( - 442
NET PROFIT (LOSS) 190 298 015 472 126
notes:
Fixed tax liabilities 200 117 354 58 331
Earnings per share 201 0,382 0,606
Losses per share 202 - -
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BALANCE SHEET

as of 31st of December  "200 6 .
CODES
®dopma Ne 1 no OKY[] 0710001
Oarta (roa, m-u, yncro)| 2004 r 12 r 31
Company Arkhangelsk Paper and Pulp Mill (APPM) no OKTIO 44397257
Taxpayer ID MHH 2903000446
Type of activity paper, pulp and cardboard production no OKB3|21.11, 21.12, 51.56.1
Legal form/ Status of property JSC
no OKQOM® / OKdC 47 31
Units: thousands RUR / illiors-RUR (cross-out unnecessary) no OKEM 384/385
Location (address) Novodvinsk, Melnikova st. 1, 164900 RUSSIA
Approval date 10.03.2007
Submission date 10.03.2007

ASSETS Line Opening balance Closing balance
1 2 3 4
1. FIXED AND NONCURRENT ASSETS
Intangible assets 110 76 46
Fixed assets 120 3561533 5750 730
Construction in progress 130 1 665 267 140 336
Financial investments in tangible assets 135 70 088 41 528
Long-term financial receivables 140 499 133 491 487
Postponed financial assets 146 11 515 42 091
Other noncurrent assets 150 36 674 33 663
TOTAL part | 190 5844 286 6 499 881
Il. CURRENT ASSETS

Inventories 210 729 316 654 068

including:

raw materials and similar valuables 211 543 727 459 525

animals 212 - -

goods in process 213 32 084 31098

finished commodities and goods for reselling 214 88 844 139712

commodities shipped to customers 215 44 770 -

deferrals 216 18 805 23 352

other inventories 217 1086 381
VAT on purchased goods 220 370 557 121 417
Accounts receivable (more than 12 months after reporting date) 230 344 907 367 811
including:

from customers 231 341719 367 811

bills receivable 232 - -

from associated companies 233 - -

advances to clients 234 2924 -

other debtors 235 264 -
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Accounts receivable (less than 12 months after reporting date) 240 882 517 965 604
including:
from customers 241 532 858 650 373
bills receivable 242 39 788 -
from associated companies 243 1115 1115
from shareholders 244 168 253 -
advances to clients 245 32116 93 846
other debtors 246 108 387 220 270
Short-term financial receivables 250
Cash and cash equivalents 260 49 417 78 313
Other current assets 270 5 _
TOTAL part I 290 2376719 2187 213
BALANCE 300 8 221 005 8 687 094
LIABILITIES Line Opening balance Closing balance
1 2 3 4
. EQUITY
Share capital 410 780 780
Treasury shares 411 - 252
Additional paid-in capital 420 2138 102 2 136 264
Reserved capital 430 117 117
including:
reserves created according to the regulation 431 117 117
reserves created according to the constituent instruments 432 - -
Target financing 450
Surplus earnings of previous years 460 2171 297 2017 090
Uncovered losses of previous years 465 - -
Surplus earnings of the current year 470 - 905 017
Uncovered losses of the current year 475 - -
TOTAL part Il 490 4 310 296 5059 016
IV. LONG-TERM LIABILITIES
Loans and borrow ings 510 2153 011 2234 434
Deferred tax liabilities 515 110 367 134 715
Other long-term liabilities 520 - -
TOTAL part IV 590 2263 378 2 369 149
V. CURRENT LIABILITIES
Loans and borrow ings 610 574 447 390 409
Accounts payable 620 939 569 721 602
including:
to suppliers 621 579 645 458 049
bills payable 622 63 150 67 202
to assotiated companies 623 19 963 20 086
to personnel 624 38 869 89 483
to state and non-budget funds 625 - -
to tax service 626 - -
advances from customers 627 38 519 12015
to other creditors 628 199 423 74 767
Liabilities to founders 630 259 385
Deferred income 640 16 082 16 750
Reserves of future expenses 650 116 974 129 783
Other current liabilities 660 - -
TOTAL part V 690 1647 331 1258 929
BALANCE 700 8 221 005 8 687 094
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as for

INCOME STATEMENT

12 months of 200 6 r.

dopma Ne 2 no OKY[]

CODES

0710002

2004 [ 12 [ 31

44397257

2903000446

21.11, 21.12, 51.56.1

Hara (rog, M-u, Yicno)

Company Arkhangelsk Paper and Pulp Mill (APPM) no OKIO

Taxpayer ID MHH

Type of activity paper, pulp and cardboard production no OKB3[
Legal form/ Status of property JSC

no OKOI® / OK$C

Units: thousands RUR / milliers-RUR (cross-out unnecessary) no OKEA

Location (address)

Novodvinsk, Melnikova st. 1, 164900 RUSSIA

47 31

384/385

INDICATOR Line Reporting period Thse‘f)s::(:ezz(:t%:ar
1 2 3 4
OPERATING INCOME AND COSTS

Total sales 010 10 971 393 9810 351
Costs of manufacture 020 - 8148094 - 7 625 469
Gross profit 029 2823 299 2184 882
Selling costs 030 - 293900| - 499 133
Administrative costs 040 - 510634 - 509 950
Operating profit (loss) 050 2018765 1175799

OTHER INCOME AND COSTS
Financial income 060 924 296
Financial costs 070 - 208 348| - 200 042
Interest in earnings of associate companies 080 888 -
Other operating income 090 46 137 70 157
Other operating costs 100 - 496 210| - 496 244
Non-sales income 120 - -
Non-sales costs 130 - -

PROFIT (LOSS) BEFORE TAX 140 1272 156 549 966
Deffered taxes 141 30576 1311
Deffered tax liabilites 142 - 24 349( - 24 185
Income tax 150 - 370243| - 226 472
Income tax from previous periods 151 - -
Write-off deffered taxes and tax liabilities 152 - -
Extraordinary costs 180 - 3123 - 2605

NET PROFIT (LOSS) 190 905 017 298 015

notes:
Fixed tax liabilities 200 58 699 117 354
Earnings per share 201 1,160 0,382
Losses per share 202
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Appendix 2. Financial statements of the MBP SY (2004-
2006)
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BALANCE SHEET

as of 31st of December _ "200 'i r.
CODES
dopma Ne 1 no OKY[ 0710001
Lara (ron, m-u, uncro)| 2004 [ 12 [ 31
Company Mondi Business Paper Syktyvkar no OKIO 279404
Taxpayer ID NHH 121003135
Type of activity industry no OKB31 21.1
Legal form/ Status of property JSC
no OKOI® / OK$PC 47 34
Units: thousands RUR / milliers-RUR (cross-out unnecessary) no OKEA 384/385
Location (address) Syktyvkar, Bumazhnikov 2, 167026 RUSSIA
Approval date 10.03.2005
Submission date 10.03.2005
ASSETS Line Opening balance Closing balance
1 2 3 4
1. FIXED AND NONCURRENT ASSETS
Intangible assets 110 76 925 109 767
Fixed assets 120 6 906 857 6915 278
Construction in progress 130 897 901 1334 625
Financial investments in tangible assets 135 - 1125
Long-term financial receivables 140 85919 60 436
Deferred tax assets 145 36 782 71628
Other noncurrent assets 150 2185 13 684
TOTAL part | 190 8 006 569 8 506 543
Il. CURRENT ASSETS
Inventories 210 1531143 1577 285
including:
raw materials and similar valuables 211 1 084 569 1126 458
animals 212 - -
goods in process 213 81 567 176 076
finished commodities and goods for reselling 214 285 049 195 303
commodities shipped to customers 215 - -
deferrals 216 70 185 76 168
other inventories 217 9773 3280
VAT on purchased goods 220 369 034 431 579
Accounts receivable (more than 12 months after reporting date) 230 250 008 198 702
including:
from customers 231 250 008 198 702
bills receivable 232
from associated companies 233
advances to clients 234
other debtors 235
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Accounts receivable (less than 12 months after reporting date) 240 1975 240 1710 936
including:
from customers 241 1 336 056 1126 616
bills receivable 242
from associated companies 243
from shareholders 244
advances to clients 245
other debtors 246 639 184 584 320
Short-term financial receivables 250 81 965 36 711
Cash and cash equivalents 260 121 460 176 009
Other current assets 270 5111 1492
TOTAL partll 290 4 333 961 4132714
BALANCE 300 12 340 530 12 639 257
LIABILITIES Line Opening balance Closing balance
1 2 3 4
. EQUITY
Share capital 410 27 130 387 560
Treasury shares 411
Additional paid-in capital 420 3729 463 3 296 632
Reserved capital 430 58 264 63 650
including:
reserves created according to the regulation 431 5 000 5000
reserves created according to the constituent instruments 432 53 264 58 650
Target financing 450
Surplus earnings of previous years 460
Uncovered losses of previous years 465
Surplus earnings of the current year 470 5583 414 5777 128
Uncovered losses of the current year 475
TOTAL part Il 490 9 398 271 9 524 970
IV. LONG-TERM LIABILITIES
Loans and borrow ings 510 - -
Deferred tax liabilities 515 125 276 204 656
Other long-term liabilities 520
TOTAL part IV 590 125 276 204 656
V. CURRENT LIABILITIES
Loans and borrow ings 610 1407 571 1662473
Accounts payable 620 1257 684 1233 850
including:
to suppliers 621 498 359 368 365
bills payable 622
to assotiated companies 623
to personnel 624 187 763 172 411
to state and non-budget funds 625 45 464 45 105
to tax service 626 104 818 180 340
advances from customers 627
to other creditors 628 421 280 467 629
Liabilities to founders 630 2408 3522
Deferred income 640 145 975 5188
Reserves of future expenses 650 1892 4 598
Other current liabilities 660 1453 -
TOTAL part V 690 2 816 983 2909 631
BALANCE 700 12 340 530 12 639 257
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INCOME STATEMENT

as for

12 months of

"200 4 r.

CODES
dopma Ne 2 no OKY[] 0710001
Rara (ron, m-u, uncro)| 2004 | 12 | 31
Company Mondi Business Paper Syktyvkar no OKT1O 279404
Taxpayer ID NHH 121003135
Type of activity industry no OKB3[ 211
Legal form/ Status of property JSC
no OKOrM® / OK®C 47 34

Units: thousands RUR / milliers-RUR (cross-out unnecessary) no OKEM 384/385

Location (address)

Syktyvkar, Bumazhnikov 2, 167026 RUSSIA

The period one year

INDICATOR Line Reporting period bef ore reporting
1 2 3 4
OPERATING INCOME AND COSTS

Total sales 010 13810328 11132 304
Costs of manufacture 020 - 9348 132 - 7 203 453
Gross profit 029 4 462 196 3928 851
Selling costs 030 - 1117 396 - 673 894
Administrative costs 040 - 1054 501 - 909 143
Operating profit (loss) 050 2290 299 2345814

OTHER INCOME AND COSTS
Financial income 060 4313 2341
Financial costs 070 - 77734 - 44 313
Interest in earnings of associate companies 080 19 575 239
Other operating income 090 210 391 31585
Other operating costs 100 - 193 315| - 303 877
Non-sales income 120 279 470 241793
Non-sales costs 130 - 571129( - 433 127

PROFIT (LOSS) BEFORE TAX 140 1961870 1840 455
Deffered taxes 141 35319 36 683
Deffered tax liabilites 142 - 89737 - 125 310
Income tax 150 - 499 955| - 448 261
Income tax from previous periods 151 8999 -
Write-off deffered taxes and tax liabilities 152
Extraordinary costs 180

NET PROFIT (LOSS) 190 1416 496 1303 567

notes:
Fixed tax liabilities 200 86 186 63 330

Earnings per share

201

Losses per share

202
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BALANCE SHEET

as of 31stof December  "200 5 .
CODES
®dopma Ne 1 no OKY[] 0710001
Oarta (roa, m-u, yncro)| 2004 r 12 r 31
Company Mondi Business Paper Syktyvkar no OKTIO 279404
Taxpayer ID MHH 121003135
Type of activity industry no OKB3[ 211
Legal form/ Status of property JSC
no OKQOM® / OKdC 47 34
Units: thousands RUR / illiors-RUR (cross-out unnecessary) no OKEM 384/385
Location (address) Syktyvkar, Bumazhnikov 2, 167026 RUSSIA
Approval date 10.03.2006
Submission date 10.03.2006

ASSETS Line Opening balance Closing balance
1 2 3 4
1. FIXED AND NONCURRENT ASSETS
Intangible assets 110 109 767 47 502
Fixed assets 120 6915 278 7 434 844
Construction in progress 130 1334 625 1766 105
Financial investments in tangible assets 135 1125 73
Long-term financial receivables 140 60 436 2738
Deferred tax assets 145 71628 124 136
Other noncurrent assets 150 13 684 4 158
TOTAL part | 190 8 506 543 9 379 556
Il. CURRENT ASSETS
Inventories 210 1577 285 2016732
including:
raw materials and similar valuables 211 1126 458 1399 287
animals 212 - -
goods in process 213 176 076 222771
finished commodities and goods for reselling 214 195 303 224 571
commodities shipped to customers 215 - 9910
deferrals 216 76 168 160 155
other inventories 217 3280 38
VAT on purchased goods 220 431 579 305 143
Accounts receivable (more than 12 months after reporting date) 230 198 702 184 541
including:
from customers 231 198 702 184 541
bills receivable 232 - -
from associated companies 233 - -
advances to clients 234 - -
other debtors 235 - -
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Accounts receivable (less than 12 months after reporting date) 240 1710 936 1867 302

including:
from customers 241 1126 616 1079 035
bills receivable 242 - -
from associated companies 243 - -
from shareholders 244 - -
advances to clients 245 - -
other debtors 246 584 320 788 267
Short-term financial receivables 250 36 711 -
Cash and cash equivalents 260 176 009 105 905
Other current assets 270 1492 7 989
TOTAL part I 290 4132714 4 487 612
BALANCE 300 12 639 257 13 867 168

LIABILITIES Line Opening balance Closing balance
1 2 3 4
. EQUITY
Share capital 410 387 560 387 560
Treasury shares 411 - -
Additional paid-in capital 420 3 296 632 3280 404
Reserved capital 430 63 650 66 509
including: - -
reserves created according to the regulation 431 5000 5145
reserves created according to the constituent instruments 432 58 650 61 364
Target financing 450 - -
Surplus earnings of previous years 460 - -
Uncovered losses of previous years 465 - -
Surplus earnings of the current year 470 5777128 5412718
Uncovered losses of the current year 475 - -
TOTAL part Il 490 9 524 970 9147 191
IV. LONG-TERM LIABILITIES
Loans and borrow ings 510 - 557 516
Deferred tax liabilities 515 204 656 312 839
Other long-term liabilities 520 - -
TOTAL part IV 590 204 656 870 355
V. CURRENT LIABILITIES

Loans and borrow ings 610 1662473 2 423 360
Accounts payable 620 1233 850 1282190

including:
to suppliers 621 368 365 693 222
bills payable 622 - -
to assotiated companies 623 - -
to personnel 624 172 411 197 579
to state and non-budget funds 625 45 105 49 129
to tax service 626 180 340 92 080
advances from customers 627 - -
to other creditors 628 467 629 250 180
Liabilities to founders 630 3522 4 437
Deferred income 640 5188 138 512
Reserves of future expenses 650 4 598 1123
Other current liabilities 660 - -
TOTAL part V 690 2909 631 3 849 622
BALANCE 700 12 639 257 13 867 168
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INCOME STATEMENT

as for 12 months of

2005 .

CODES
®opma Ne 2 no OKY[ 0710001
Oara (rog, m-u, yucno)| 2004 r 12 r 31
Company Mondi Business Paper Syktyvkar no OKT1O 279404
Taxpayer ID WHH 121003135
Type of activity industry no OKB3[ 211
Legal form/ Status of property JSC
no OKOMM® / OK®C 47 34

Units: thousands RUR/ milliers-RUR (cross-out unnecessary) no OKEA 384/385

Location (address)

Syktyvkar, Bumazhnikov 2, 167026 RUSSIA

INDICATOR Line Reporting period Thse‘f’:g":e‘;zm o
1 2 3 4
OPERATING INCOME AND COSTS
Total sales 010 14 572 144 13810 328
Costs of manufacture 020 - 9698 186 - 9348 132
Gross profit 029 4 873 958 4 462 196
Selling costs 030 - 1274144| - 1117 396
Administrative costs 040 - 1200937 - 1054 501
Operating profit (loss) 050 2398 877 2290 299
OTHER INCOME AND COSTS
Financial income 060 1054 4313
Financial costs 070 - 128 226| - 77734
Interest in earnings of associate companies 080 1672 19 575
Other operating income 090 2934 083 210 391
Other operating costs 100 - 3580564 - 193 315
Non-sales income 120 - 279 470
Non-sales costs 130 -l - 571129
PROFIT (LOSS) BEFORE TAX 140 1626 896 1961 870
Deffered taxes 141 45 240 35319
Deffered tax liabilites 142 - 113 315| - 89 737
Income tax 150 - 520 863| - 499 955
Income tax from previous periods 151 - 10 769 8 999
Write-off deffered taxes and tax liabilities 152 2070 -
Extraordinary costs 180 - -
NET PROFIT (LOSS) 190 1029 259 1416 496
notes:
Fixed tax liabilities 200 - 86 186
Earnings per share 201 - -
Losses per share 202 - -
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BALANCE SHEET

as of 31st of December  "200 6 .
CODES
®dopma Ne 1 no OKY[] 0710001
Oarta (roa, m-u, yncro)| 2004 r 12 r 31
Company Mondi Business Paper Syktyvkar no OKTIO 279404
Taxpayer ID MHH 121003135
Type of activity industry no OKB3[ 211
Legal form/ Status of property JSC
no OKQOM® / OKdC 47 34
Units: thousands RUR / illiors-RUR (cross-out unnecessary) no OKEM 384/385
Location (address) Syktyvkar, Bumazhnikov 2, 167026 RUSSIA
Approval date 10.03.2007
Submission date 10.03.2007

ASSETS Line Opening balance Closing balance
1 2 3 4
1. FIXED AND NONCURRENT ASSETS
Intangible assets 110 47 502 83118
Fixed assets 120 7 434 844 7 580 373
Construction in progress 130 1766 105 1862 360
Financial investments in tangible assets 135 73 70
Long-term financial receivables 140 2738 1538
Deferred tax assets 145 124 136 208 649
Other noncurrent assets 150 4 158 6 661
TOTAL part | 190 9 379 556 9742769
Il. CURRENT ASSETS

Inventories 210 2016 732 1998 766

including:

raw materials and similar valuables 211 1399 287 1347 151

animals 212 - -

goods in process 213 222 771 216 583

finished commodities and goods for reselling 214 224 571 223 924

commodities shipped to customers 215 9910 4622

deferrals 216 160 155 206 486

other inventories 217 38 -
VAT on purchased goods 220 305 143 241 515
Accounts receivable (more than 12 months after reporting date) 230 184 541 149 271
including:

from customers 231 184 541 147 599

bills receivable 232 -

from associated companies 233 -

advances to clients 234 -

other debtors 235 - 1672
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Accounts receivable (less than 12 months after reporting date) 240 1867 302 2308 977
including:
from customers 241 1079 035 1 5657 665
bills receivable 242
from associated companies 243
from shareholders 244
advances to clients 245
other debtors 246 788 267 751312
Short-term financial receivables 250 - -
Cash and cash equivalents 260 105 905 48 429
Other current assets 270 7 989 10017
TOTAL part I 290 4 487 612 4756 975
BALANCE 300 13 867 168 14 499 744
LIABILITIES Line Opening balance Closing balance
1 2 3 4
. EQUITY
Share capital 410 387 560 387 560
Treasury shares 411 - -
Additional paid-in capital 420 3280 404 3 260 865
Reserved capital 430 66 509 72722
including:
reserves created according to the regulation 431 5145 5000
reserves created according to the constituent instruments 432 61 364 67 722
Target financing 450 - -
Surplus earnings of previous years 460 - -
Uncovered losses of previous years 465 - -
Surplus earnings of the current year 470 5412718 5296 985
Uncovered losses of the current year 475 - -
TOTAL part Il 490 9 147 191 9018 132
IV. LONG-TERM LIABILITIES
Loans and borrow ings 510 557 516 2 567 010
Deferred tax liabilities 515 312 839 407 554
Other long-term liabilities 520 - 12 060
TOTAL part IV 590 870 355 2 986 624
V. CURRENT LIABILITIES
Loans and borrow ings 610 2 423 360 1200 893
Accounts payable 620 1282 190 1280 032
including:
to suppliers 621 693 222 759 432
bills payable 622
to assotiated companies 623
to personnel 624 197 579 211 168
to state and non-budget funds 625 49129 49 747
to tax service 626 92 080 110 845
advances from customers 627
to other creditors 628 250 180 148 840
Liabilities to founders 630 4 437 5398
Deferred income 640 138 512 5 596
Reserves of future expenses 650 1123 3 069
Other current liabilities 660 - -
TOTAL part V 690 3 849 622 2 494 988
BALANCE 700 13 867 168 14 499 744
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as for

INCOME STATEMENT

12 months of "200 6 .

CODES
dopma Ne 2 no OKY[] 0710001
Rara (ron, m-u, wncro)| 2004 [ 12 [ 31
Company Mondi Business Paper Syktyvkar no OKIO 279404
Taxpayer ID NHH 121003135
Type of activity industry no OKB3[ 211
Legal form/ Status of property JSC
no OKOI® / OK$C 47 34

Units: thousands RUR/ rilliers-RUR (cross-out unnecessary) no OKEA 384/385

Location (address)

Syktyvkar, Bumazhnikov 2, 167026 RUSSIA

INDICATOR Line Reporting period Thse;;z:i;)(:ezr;fﬁ);:ar
1 2 3 4
OPERATING INCOME AND COSTS

Total sales 010 17 950 100 14 572 144
Costs of manufacture 020 - 12424 158| - 9698 186
Gross profit 029 5525 942 4 873 958
Selling costs 030 - 1366 022| - 1274 144
Administrative costs 040 - 1280673 - 1200 937
Operating profit (loss) 050 2 879 247 2398 877

OTHER INCOME AND COSTS
Financial income 060 739 1054
Financial costs 070 - 171184 - 128 226
Interest in earnings of associate companies 080 1393 1672
Other operating income 090 2381796 2934 083
Other operating costs 100 - 3527577 - 3 580 564
Non-sales income 120 - -
Non-sales costs 130 - -

PROFIT (LOSS) BEFORE TAX 140 1564 414 1626 896
Deffered taxes 141 100 098 45 240
Deffered tax liabilites 142 - 92 343| - 113 315
Income tax 150 - 574 312 - 520 863
Income tax from previous periods 151 - 27 598| - 10 769
Write-off deffered taxes and tax liabilities 152 1592 2070
Extraordinary costs 180

NET PROFIT (LOSS) 190 971 851 1029 259

notes:
Fixed tax liabilities 200
Earnings per share 201
Losses per share 202
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Appendix 3. Financial statements of the PCP (2004-2006)
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BALANCE SHEET

as of 31st of December _ "200 'i r.
CODES
dopma Ne 1 no OKY[ 0710001
Lara (ron, m-u, uncro)| 2004 [ 12 [ 31
Company JSC Pitkaranta Pulp Factory no OKIMO 279404
Taxpayer ID NHH 1005050046
Type of activity Pulp and mechanical wood pulp production no OKB31 21.11
Legal form/ Status of property JSC
no OKOI® / OK$PC 47 34
Units: thousands RUR / milliers-RUR (cross-out unnecessary) no OKEA 384/385
Location (address) Pitkaranta, 186810 Karelia, RUSSIA
Approval date 10.03.2005
Submission date 10.03.2005
ASSETS Line Opening balance Closing balance
1 2 3 4
1. FIXED AND NONCURRENT ASSETS
Intangible assets 110 - 18
Fixed assets 120 797 742 799 005
Construction in progress 130 27 928 21 899
Financial investments in tangible assets 135 - -
Long-term financial receivables 140 1759 1661
Deferred tax assets 145 16 136 16 053
Other noncurrent assets 150 3389
TOTAL partl 190 843 565 842 025
Il. CURRENT ASSETS
Inventories 210 68 720 79 821
including:
raw materials and similar valuables 211 60 567 75963
animals 212 - -
goods in process 213 1776 651
finished commodities and goods for reselling 214 5444 2103
commodities shipped to customers 215 - -
deferrals 216 933 1104
other inventories 217 - -
VAT on purchased goods 220 23795 28 965
Accounts receivable (more than 12 months after reporting date) 230 37 081 50 895
including:
from customers 231 37 081 50 895
bills receivable 232
from associated companies 233
advances to clients 234
other debtors 235
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Accounts receivable (less than 12 months after reporting date) 240 89 573 104 557
including:
from customers 241 33137 31677
bills receivable 242
from associated companies 243
from shareholders 244
advances to clients 245 16 466 16 446
other debtors 246 39 970 56 434
Short-term financial receivables 250 - -
Cash and cash equivalents 260 17 480 3843
Other current assets 270 - -
TOTAL partll 290 236 649 268 081
BALANCE 300 1080 214 1110 106
LIABILITIES Line Opening balance Closing balance
1 2 3 4
. EQUITY
Share capital 410 6 792 6 792
Treasury shares 411
Additional paid-in capital 420 899 473 899 151
Reserved capital 430 - -
including:
reserves created according to the regulation 431
reserves created according to the constituent instruments 432
Target financing 450
Surplus earnings of previous years 460
Uncovered losses of previous years 465
Surplus earnings of the current year 470 131 457 120 477
Uncovered losses of the current year 475
TOTAL part Il 490 1037 722 1 026 420
IV. LONG-TERM LIABILITIES
Loans and borrow ings 510
Deferred tax liabilities 515 5908 11 761
Other long-term liabilities 520
TOTAL part IV 590 5908 11761
V. CURRENT LIABILITIES
Loans and borrow ings 610 - 15 080
Accounts payable 620 36 584 56 845
including:
to suppliers 621 11775 29 598
bills payable 622
to assotiated companies 623
to personnel 624 4 475 3 503
to state and non-budget funds 625 2874 2 380
to tax service 626 4716 8413
advances from customers 627 12 370 12 485
to other creditors 628 374 466
Liabilities to founders 630 - -
Deferred income 640 - -
Reserves of future expenses 650 - -
Other current liabilities 660 - -
TOTAL part V 690 36 584 71925
BALANCE 700 1080 214 1110 106
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INCOME STATEMENT

as for 12 months of

"200 4 r.

CODES
dopma Ne 2 no OKY[ 0710002
Oata (roag, m-u, yncno)| 2004 r 12 r 31
Company JSC Pitkaranta Pulp Factory no OKTIO 279404
Taxpayer ID NHH 1005050046
Type of activity Pulp and mechanical wood pulp production no OKB3[ 21.11
Legal form/ Status of property JSC
no OKQOM® / OKPC 47 34
Units: thousands RUR/ milliers-RUR (cross-out unnecessary) no OKEA 384/385
Location (address) Pitkdranta, 186810 Karelia, RUSSIA
INDICATOR Line Reporting period Thse?:::)(:ezr;ii);]:ar
1 2 3 4
OPERATING INCOME AND COSTS
Total sales 010 820 817 734 114
Costs of manufacture 020 - 789 194 - 727 612
Gross profit 029 31623 6 502
Selling costs 030 - 12 385| - 10 827
Administrative costs 040
Operating profit (loss) 050 19238 - 4 325
OTHER INCOME AND COSTS
Financial income 060 208 226
Financial costs 070 - 791| - 409
Interest in earnings of associate companies 080 - 1
Other operating income 090 1987 773
Other operating costs 100 - 21690| - 25124
Non-sales income 120 6 653 18 273
Non-sales costs 130 - 7217 - 12017
PROFIT (LOSS) BEFORE TAX 140 - 1612 - 22 602
Deffered taxes 141 1693 10818
Deffered tax liabilites 142 - 4240| - 5908
Income tax on imputed earnings 150 - 96
Income tax from previous periods 151 - 659 - 2
Write-off deffered taxes and tax liabilities 152 486 -
Extraordinary costs 180 - 551
NET PROFIT (LOSS) 190 - 4979 - 17 694
notes:
Fixed tax liabilities 200 2949 514
Earnings per share 201
Losses per share 202
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BALANCE SHEET

as of 31stof December  "200 5 .
CODES
®dopma Ne 1 no OKY[] 0710001
Oarta (roa, m-u, yncro)| 2005 r 12 r 31
Company JSC Pitkaranta Pulp Factory no OKIMO 279404
Taxpayer ID MHH 1005050046
Type of activity Pulp and mechanical wood pulp production no OKB3 21.11
Legal form/ Status of property JSC
no OKQOM® / OKdC 47 34
Units: thousands RUR / illiors-RUR (cross-out unnecessary) no OKEM 384/385
Location (address) Pitkdranta, 186810 Karelia, RUSSIA
Approval date 10.03.2006
Submission date 10.03.2006

ASSETS Line Opening balance Closing balance
1 2 3 4
1. FIXED AND NONCURRENT ASSETS
Intangible assets 110 18 16
Fixed assets 120 799 005 773 570
Construction in progress 130 21 899 37 561
Financial investments in tangible assets 135 - -
Long-term financial receivables 140 1661 1761
Deferred tax assets 145 16 053 49 162
Other noncurrent assets 150 3389 -
TOTAL part | 190 842 025 862 070
Il. CURRENT ASSETS
Inventories 210 79 821 69 144
including:
raw materials and similar valuables 211 75963 64 584
animals 212 - -
goods in process 213 651 999
finished commodities and goods for reselling 214 2103 2905
commodities shipped to customers 215 - -
deferrals 216 1104 656
other inventories 217 - -
VAT on purchased goods 220 28 965 24 379
Accounts receivable (more than 12 months after reporting date) 230 50 895 51 800
including:
from customers 231 50 895 51800
bills receivable 232 - -
from associated companies 233 - -
advances to clients 234 - -
other debtors 235 - -
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Accounts receivable (less than 12 months after reporting date) 240 104 557 118 987

including:
from customers 241 31677 26 509
bills receivable 242 - -
from associated companies 243 - -
from shareholders 244 - -
advances to clients 245 16 446 13 630
other debtors 246 56 434 78 848
Short-term financial receivables 250 - -
Cash and cash equivalents 260 3843 21 346
Other current assets 270 - -
TOTAL part I 290 268 081 285 656
BALANCE 300 1110 106 1147 726

LIABILITIES Line Opening balance Closing balance
1 2 3 4
. EQUITY
Share capital 410 6 792 6 792
Treasury shares 411 - -
Additional paid-in capital 420 899 151 890 773
Reserved capital 430 - -
including: - -
reserves created according to the regulation 431 - -
reserves created according to the constituent instruments 432 - -
Target financing 450 - -
Surplus earnings of previous years 460 - -
Uncovered losses of previous years 465 - -
Surplus earnings of the current year 470 120 477 38 467
Uncovered losses of the current year 475 - -
TOTAL part Il 490 1 026 420 936 032
IV. LONG-TERM LIABILITIES
Loans and borrow ings 510 - =
Deferred tax liabilities 515 11 761 17 325
Other long-term liabilities 520 - -
TOTAL part IV 590 11 761 17 325
V. CURRENT LIABILITIES

Loans and borrow ings 610 15 080 97 926
Accounts payable 620 56 845 96 442

including:
to suppliers 621 29 598 54 964
bills payable 622 - -
to assotiated companies 623 - -
to personnel 624 3 503 4131
to state and non-budget funds 625 2 380 1571
to tax service 626 8413 11 697
advances from customers 627 12 485 23 088
to other creditors 628 466 991
Liabilities to founders 630 - -
Deferred income 640 - -
Reserves of future expenses 650 - -
Other current liabilities 660 - -
TOTAL part V 690 71925 194 368
BALANCE 700 1110 106 1147 725
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INCOME STATEMENT

as for 12 months of

2005 .

CODES
dopma Ne 2 no OKY[] 0710002
Oata (rog, m-u, yncno)| 2005 r 12 r 31
Company JSC Pitkdranta Pulp Factory no OKT1O 279404
Taxpayer ID MHH 1005050046
Type of activity Pulp and mechanical wood pulp production no OKB3[ 21.11
Legal form/ Status of property JSC
no OKOI® / OK$C 47 34
Units: thousands RUR / millienrs-RUR (cross-out unnecessary) no OKEA 384/385

Location (address) Pitkaranta, 186810 Karelia, RUSSIA

The period one year

INDICATOR Line Reporting period before reporting
1 2 3 4
OPERATING INCOME AND COSTS
Total sales 010 843 180 820 817
Costs of manufacture 020 - 908 473| - 789 194
Gross profit 029 - 65 293 31623
Selling costs 030 - 15713 - 12 385
Administrative costs 040 - 1119 -
Operating profit (loss) 050 - 82125 19 238
OTHER INCOME AND COSTS

Financial income 060 82 208
Financial costs 070 - 5434 - 791
Interest in earnings of associate companies 080 - -
Other operating income 090 13 689 1987
Other operating costs 100 - 41683| - 21690
Non-sales income 120 - 6 653
Non-sales costs 130 -l - 7217
PROFIT (LOSS) BEFORE TAX 140 - 115471 - 1612
Deffered taxes 141 29 823 1693
Deffered tax liabilites 142 - 5564 - 4240
Income tax 150 -l - 96
Income tax from previous periods 151 - 81 - 659
Write-off deffered taxes and tax liabilities 152 8017 486
Extraordinary costs 180 - 49| - 551
NET PROFIT (LOSS) 190 - 83 325| - 4979

notes:
Fixed tax liabilities 200 3453 2949
Earnings per share 201 - -
Losses per share 202 - -
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BALANCE SHEET

as of 31st of December  "200 'E r.
CODES
®dopma Ne 1 no OKY[] 0710001
Data (rog, m-u, Yncno)| 2006 r 12 r 31
Company JSC Pitkaranta Pulp Factory no OKIMO 279404
Taxpayer ID NHH 1005050046
Type of activity Pulp and mechanical wood pulp production no OKB3 21.11
Legal form/ Status of property JSC
no OKQOMM® / OKdC 47 34
Units: thousands RUR / williors-RUR (cross-out unnecessary) no OKEA 384/385
Location (address) Pitkaranta, 186810 Karelia, RUSSIA
Approval date 10.03.2007
Submission date 10.03.2007

ASSETS Line Opening balance Closing balance
1 2 3 4
I. FIXED AND NONCURRENT ASSETS
Intangible assets 110 16 14
Fixed assets 120 773 570 756 403
Construction in progress 130 37 561 12 107
Financial investments in tangible assets 135 - -
Long-term financial receivables 140 1761 1761
Deferred tax assets 145 49 162 51835
Other noncurrent assets 150
TOTAL part | 190 862 070 822 120
Il. CURRENT ASSETS

Inventories 210 69 144 83 063

including:

raw materials and similar valuables 211 64 584 70 843

animals 212 - -

goods in process 213 999 1203

finished commodities and goods for reselling 214 2905 10 441

commodities shipped to customers 215

deferrals 216 656 576

other inventories 217
VAT on purchased goods 220 24 379 8 885
Accounts receivable (more than 12 months after reporting date) 230 51 800 51 800
including:

from customers 231 51 800 51 800

bills receivable 232

from associated companies 233

advances to clients 234

other debtors 235
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Accounts receivable (less than 12 months after reporting date) 240 118 987 98 662
including:
from customers 241 26 509 34 198
bills receivable 242
from associated companies 243
from shareholders 244
advances to clients 245 13 630 11 877
other debtors 246 78 848 52 587
Short-term financial receivables 250 - -
Cash and cash equivalents 260 21 346 12 130
Other current assets 270 - -
TOTAL part I 290 285 656 254 540
BALANCE 300 1147 726 1 076 660
LIABILITIES Line Opening balance Closing balance
1 2 3 4
. EQUITY
Share capital 410 6 792 6 792
Treasury shares 411
Additional paid-in capital 420 890 773 888 004
Reserved capital 430 - -
including:
reserves created according to the regulation 431
reserves created according to the constituent instruments 432
Target financing 450
Surplus earnings of previous years 460
Uncovered losses of previous years 465
Surplus earnings of the current year 470 38 467 21 630
Uncovered losses of the current year 475
TOTAL part Il 490 936 032 916 426
IV. LONG-TERM LIABILITIES
Loans and borrow ings 510
Deferred tax liabilities 515 17 325 27 841
Other long-term liabilities 520
TOTAL part IV 590 17 325 27 841
V. CURRENT LIABILITIES
Loans and borrow ings 610 97 926 53 058
Accounts payable 620 96 442 79 334
including:
to suppliers 621 54 964 38717
bills payable 622
to assotiated companies 623
to personnel 624 4131 5661
to state and non-budget funds 625 1571 2618
to tax service 626 11 697 9 252
advances from customers 627 23 088 22 284
to other creditors 628 991 802
Liabilities to founders 630
Deferred income 640 1
Reserves of future expenses 650
Other current liabilities 660
TOTAL part V 690 194 368 132 393
BALANCE 700 1147 725 1 076 660
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INCOME STATEMENT

as for 12 months of "200 6 .
CODES
dopma Ne 2 no OKY[] 0710002
Oata (rog, m-u, yncno)| 2006 r 12 r 31
Company JSC Pitkdranta Pulp Factory no OKT1O 279404
Taxpayer ID MHH 1005050046
Type of activity Pulp and mechanical wood pulp production no OKB3[ 21.11
Legal form/ Status of property JSC
no OKOI® / OK$C 47 34
Units: thousands RUR / millienrs-RUR (cross-out unnecessary) no OKEA 384/385
Location (address) Pitkaranta, 186810 Karelia, RUSSIA
INDICATOR Line Reporting period Thse‘::::)(:e:;iiﬁzar
1 2 3 4
OPERATING INCOME AND COSTS
Total sales 010 1027 269 843 180
Costs of manufacture 020 - 977 19| - 908 473
Gross profit 029 50 150| - 65 293
Selling costs 030 - 13372 - 15713
Administrative costs 040 - 1119
Operating profit (loss) 050 36778| - 82125
OTHER INCOME AND COSTS
Financial income 060 93 82
Financial costs 070 - 8415| - 5434
Interest in earnings of associate companies 080 4 -
Other operating income 090 11578 13 689
Other operating costs 100 - 34 245] - 41 683
Non-sales income 120
Non-sales costs 130
PROFIT (LOSS) BEFORE TAX 140 5793 - 115 471
Deffered taxes 141 2033 29 823
Deffered tax liabilites 142 - 5305 - 5 564
Income tax 150 - 69 -
Income tax from previous periods 151 - 501 - 81
Write-off deffered taxes and tax liabilities 152 - 164 8017
Extraordinary costs 180 - 49
NET PROFIT (LOSS) 190 1787 - 83325
notes:
Fixed tax liabilities 200 3167 3453
Earnings per share 201
Losses per share 202
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BALANCE SHEET

as of 31st of December _ "200 'i r.
CODES
dopma Ne 1 no OKY[ 0710001
Lara (ron, m-u, uncro)| 2004 [ 12 [ 31
Company Segezha Paper and Pulp Mill no OKIMO 51321438
Taxpayer ID NHH 1006004155
Type of activity paper production no OKB3[ 21.11, 21.12
Legal form/ Status of property JSC
no OKOI® / OK$PC 47 34
Units: thousands RUR / milliers-RUR (cross-out unnecessary) no OKEA 384/385
Location (address) Segezha, Zavodskaya st. 1, 186420 Karelia RUSSIA
Approval date 10.03.2005
Submission date 10.03.2005
ASSETS Line Opening balance Closing balance
1 2 3 4
I. FIXED AND NONCURRENT ASSETS
Intangible assets 110 95 80
Fixed assets 120 1474 811 3404 002
Construction in progress 130 493 073 328 466
Financial investments in tangible assets 135
Long-term financial receivables 140 122 799 116 293
Deferred tax assets 145 60 352
Other noncurrent assets 150
TOTAL partl 190 2090778 3909 193
Il. CURRENT ASSETS
Inventories 210 712 444 675 660
including:
raw materials and similar valuables 211 493 940 505 847
animals 212
goods in process 213 71 836 47 237
finished commodities and goods for reselling 214 133915 116 459
commodities shipped to customers 215 - 2184
deferrals 216 12753 3933
other inventories 217
VAT on purchased goods 220 189 897 139 888
Accounts receivable (more than 12 months after reporting date) 230 - -
including:
from customers 231
bills receivable 232
from associated companies 233
advances to clients 234
other debtors 235
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Accounts receivable (less than 12 months after reporting date) 240 1010 401 1272327
including:
from customers 241 668 416 686 621
bills receivable 242 2153 2153
from associated companies 243
from shareholders 244
advances to clients 245 80 933 52 103
other debtors 246 258 899 531 450
Short-term financial receivables 250 154 793 177 297
Cash and cash equivalents 260 1 360 296 1678 855
Other current assets 270
TOTAL part I 290 3427 831 3944 027
BALANCE 300 5518 609 7 853 220
LIABILITIES Line Opening balance Closing balance
1 2 3 4
. EQUITY
Share capital 410 537 200 537 200
Treasury shares 411
Additional paid-in capital 420 676 413 656 490
Reserved capital 430 31979 31979
including:
reserves created according to the regulation 431 31979 31979
reserves created according to the constituent instruments 432
Target financing 450 18
Surplus earnings of previous years 460
Uncovered losses of previous years 465
Surplus earnings of the current year 470 953 302 702 985
Uncovered losses of the current year 475
TOTAL part Il 490 2 198 894 1928 672
IV. LONG-TERM LIABILITIES
Loans and borrow ings 510 1780637 2 155 226
Deferred tax liabilities 515 17 624 22 282
Other long-term liabilities 520
TOTAL part IV 590 1798 261 2177 508
V. CURRENT LIABILITIES
Loans and borrow ings 610 852 500 1397 947
Accounts payable 620 663 787 2318 755
including:
to suppliers 621 377 853 2213 116
bills payable 622
to assotiated companies 623
to personnel 624 9 893 11 480
to state and non-budget funds 625 4 911 4 058
to tax service 626 70 822 22 513
advances from customers 627
to other creditors 628 200 308 67 588
Liabilities to founders 630 66 6 436
Deferred income 640
Reserves of future expenses 650 5101 23 902
Other current liabilities 660
TOTAL part V 690 1521454 3 747 040
BALANCE 700 5518 609 7 853 220
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INCOME STATEMENT

as for 12 months of 200 4 r.
CODES
dopma Ne 2 no OKY[] 0710002
Rara (ron, m-u, wncro)| 2004 | 12 | 31
Company Segezha Paper and Pulp Mill no OKT1O 51321438
Taxpayer ID NHH 1006004155
Type of activity paper production no OKB3[ 21.11,21.12
Legal form/ Status of property JSC
no OKOMM® / OKeC 47 34
Units: thousands RUR / milliers-RUR (cross-out unnecessary) no OKEM 384/385
Location (address) Segezha, Zavodskaya st. 1, 186420 Karelia RUSSIA
INDICATOR Line Reporting period Th:e?:::’fezr;iiﬁ Zar
1 2 3 4
OPERATING INCOME AND COSTS
Total sales 010 4091711 4 059 460
Costs of manufacture 020 - 3548 309| - 3471344
Gross profit 029 543 402 588 116
Selling costs 030 - 149 212| - 146 918
Administrative costs 040 - 219 880| - 199 609
Operating profit (loss) 050 174 310 241 589
OTHER INCOME AND COSTS
Financial income 060 1210 471
Financial costs 070 - 146 769| - 122 082
Interest in earnings of associate companies 080 1135 258
Other operating income 090 2138 902 1904 530
Other operating costs 100 - 2255764 - 1955 284
Non-sales income 120 552 133 261 535
Non-sales costs 130 - 784 432 - 309 101
PROFIT (LOSS) BEFORE TAX 140 - 319275 21916
Deffered taxes 141 58 700 -
Deffered tax liabilites 142 - 4658 - 17 624
Income tax 150 - 173
Income tax from previous periods 151
Write-off deffered taxes and tax liabilities 152
Extraordinary costs 180
NET PROFIT (LOSS) 190 - 265 233 4119
notes:
Fixed tax liabilities 200 - 22583| - 15972
Earnings per share 201 0,494 0,011
Losses per share 202
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BALANCE SHEET

as of 31stof December  "200 5 .
CODES
®dopma Ne 1 no OKY[] 0710001
Oarta (roa, m-u, yncro)| 2005 r 12 r 31
Company Segezha Paper and Pulp Mill no OKTIO 51321438
Taxpayer ID MHH 1006004155
Type of activity paper production no OKB3[ 21.11, 21.12
Legal form/ Status of property JSC
no OKQOM® / OKdC 47 34
Units: thousands RUR / illiors-RUR (cross-out unnecessary) no OKEM 384/385
Location (address) Segezha, Zavodskaya st. 1, 186420 Karelia RUSSIA
Approval date 10.03.2006
Submission date 10.03.2006

ASSETS Line Opening balance Closing balance
1 2 3 4
1. FIXED AND NONCURRENT ASSETS
Intangible assets 110 80 65
Fixed assets 120 3404 002 3789 523
Construction in progress 130 328 466 486 880
Financial investments in tangible assets 135 - -
Long-term financial receivables 140 116 293 116 253
Deferred tax assets 145 60 352 117 402
Other noncurrent assets 150 - -
TOTAL part | 190 3909 193 4510 123
Il. CURRENT ASSETS
Inventories 210 675 660 863 140
including:
raw materials and similar valuables 211 505 847 533 291
animals 212 - -
goods in process 213 47 237 79790
finished commodities and goods for reselling 214 116 459 221 541
commodities shipped to customers 215 2184 6914
deferrals 216 3933 21604
other inventories 217 - -
VAT on purchased goods 220 139 888 147 541
Accounts receivable (more than 12 months after reporting date) 230 - -
including:
from customers 231 - -
bills receivable 232 - -
from associated companies 233 - -
advances to clients 234 - -
other debtors 235 - -

134




Accounts receivable (less than 12 months after reporting date) 240 1272 327 1251 343

including:
from customers 241 686 621 1251 343
bills receivable 242 2153 -
from associated companies 243 - -
from shareholders 244 - -
advances to clients 245 52 103 -
other debtors 246 531 450 -
Short-term financial receivables 250 177 297 181 111
Cash and cash equivalents 260 1678 855 109 481
Other current assets 270 - -
TOTAL part I 290 3944 027 2 552616
BALANCE 300 7 853 220 7 062 739

LIABILITIES Line Opening balance Closing balance
1 2 3 4
. EQUITY
Share capital 410 537 200 537 200
Treasury shares 411 - -
Additional paid-in capital 420 656 490 634 461
Reserved capital 430 31979 31979
including: - -
reserves created according to the regulation 431 31979 31979
reserves created according to the constituent instruments 432 - -
Target financing 450 18 -
Surplus earnings of previous years 460 - -
Uncovered losses of previous years 465 - -
Surplus earnings of the current year 470 702 985 832716
Uncovered losses of the current year 475 - -
TOTAL part Il 490 1928 672 2 036 356
IV. LONG-TERM LIABILITIES
Loans and borrow ings 510 2 155 226 2 267 273
Deferred tax liabilities 515 22 282 77 847
Other long-term liabilities 520 - -
TOTAL part IV 590 2177 508 2 345120
V. CURRENT LIABILITIES

Loans and borrow ings 610 1397 947 1773785
Accounts payable 620 2318 755 863 914

including:
to suppliers 621 2213116 693 843
bills payable 622 - -
to assotiated companies 623 - -
to personnel 624 11 480 12 344
to state and non-budget funds 625 4 058 1801
to tax service 626 22 513 91 080
advances from customers 627 - -
to other creditors 628 67 588 64 846
Liabilities to founders 630 6 436 6 426
Deferred income 640 - 19
Reserves of future expenses 650 23 902 37 108
Other current liabilities 660 - 11
TOTAL part V 690 3 747 040 2681263
BALANCE 700 7 853 220 7 062 739
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INCOME STATEMENT

as for 12 months of 2005 r.
CODES
®opma Ne 2 no OKY[ 0710002
Oara (rog, m-u, yucno)| 2005 r 12 r 31
Company Segezha Paper and Pulp Mill no OKT1O 51321438
Taxpayer ID WMHH 1006004155
Type of activity paper production no OKB3[ 21.11,21.12
Legal form/ Status of property JSC
no OKOMM® / OK®C 47 34
Units: thousands RUR / milliers-RUR (cross-out unnecessary) no OKEA 384/385
Location (address) Segezha, Zavodskaya st. 1, 186420 Karelia RUSSIA
INDICATOR Line Reporting period Thse‘f’:f‘:e‘;r;iizar
1 2 3 4
OPERATING INCOME AND COSTS
Total sales 010 5318 346 4091711
Costs of manufacture 020 - 4 587 860| - 3548 309
Gross profit 029 730 486 543 402
Selling costs 030 - 169 628 - 149 212
Administrative costs 040 - 256 491| - 219 880
Operating profit (loss) 050 304 367 174 310
OTHER INCOME AND COSTS
Financial income 060 4794 1210
Financial costs 070 - 228 917| - 146 769
Interest in earnings of associate companies 080 856 1135
Other operating income 090 3019314 2138 902
Other operating costs 100 - 2994 047 - 2255764
Non-sales income 120 - 552 133
Non-sales costs 130 -l - 784 432
PROFIT (LOSS) BEFORE TAX 140 106 367| - 319 275
Deffered taxes 141 57 050 58 700
Deffered tax liabilites 142 - 55565 - 4 658
Income tax 150 - -
Income tax from previous periods 151 - -
Write-off deffered taxes and tax liabilities 152 - -
Extraordinary costs 180 - -
NET PROFIT (LOSS) 190 107 852 - 265 233
notes:
Fixed tax liabilities 200 22759 - 22583
Earnings per share 201 - 0,494
Losses per share 202 - -
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BALANCE SHEET

as of 31st of December  "200 6 .
CODES
®dopma Ne 1 no OKY[] 0710001
Oarta (roa, m-u, yncrno)| 2006 r 12 r 31
Company Segezha Paper and Pulp Mill no OKTIO 51321438
Taxpayer ID MHH 1006004155
Type of activity paper production no OKB3[ 21.11, 21.12
Legal form/ Status of property JSC
no OKQOM® / OKdC 47 34
Units: thousands RUR / illiors-RUR (cross-out unnecessary) no OKEM 384/385
Location (address) Segezha, Zavodskaya st. 1, 186420 Karelia RUSSIA
Approval date 10.03.2007
Submission date 10.03.2007

ASSETS Line Opening balance Closing balance
1 2 3 4
1. FIXED AND NONCURRENT ASSETS
Intangible assets 110 65 51
Fixed assets 120 3789523 4 096 183
Construction in progress 130 486 880 282 029
Financial investments in tangible assets 135 - -
Long-term financial receivables 140 116 253 4 557 870
Deferred tax assets 145 117 402 205 760
Other noncurrent assets 150 - -
TOTAL part | 190 4510 123 9141 893
Il. CURRENT ASSETS

Inventories 210 863 140 847 104

including:

raw materials and similar valuables 211 533 291 536 109

animals 212 - -

goods in process 213 79790 85 260

finished commodities and goods for reselling 214 221 541 191 480

commodities shipped to customers 215 6914 5873

deferrals 216 21604 28 382

other inventories 217 - -
VAT on purchased goods 220 147 541 83016
Accounts receivable (more than 12 months after reporting date) 230 - -
including:

from customers 231

bills receivable 232

from associated companies 233

advances to clients 234

other debtors 235
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Accounts receivable (less than 12 months after reporting date) 240 1251 343 1457 996
including:
from customers 241 1251 343 1457 996
bills receivable 242
from associated companies 243
from shareholders 244
advances to clients 245
other debtors 246
Short-term financial receivables 250 181 111 171 614
Cash and cash equivalents 260 109 481 119 700
Other current assets 270
TOTAL part I 290 2552 616 2 679430
BALANCE 300 7 062 739 11 821 323
LIABILITIES Line Opening balance Closing balance
1 2 3 4
. EQUITY
Share capital 410 537 200 537 200
Treasury shares 411
Additional paid-in capital 420 634 461 630 728
Reserved capital 430 31979 31979
including:
reserves created according to the regulation 431 31979 31979
reserves created according to the constituent instruments 432
Target financing 450
Surplus earnings of previous years 460
Uncovered losses of previous years 465
Surplus earnings of the current year 470 832 716 1886 775
Uncovered losses of the current year 475
TOTAL part Il 490 2 036 356 3 086 682
IV. LONG-TERM LIABILITIES
Loans and borrow ings 510 2 267 273 4 024 341
Deferred tax liabilities 515 77 847 100 674
Other long-term liabilities 520
TOTAL part IV 590 2345120 4125015
V. CURRENT LIABILITIES
Loans and borrow ings 610 1773785 2 455 492
Accounts payable 620 863 914 2114 126
including:
to suppliers 621 693 843 750 048
bills payable 622
to assotiated companies 623
to personnel 624 12 344 25 308
to state and non-budget funds 625 1801 5934
to tax service 626 91 080 95 431
advances from customers 627
to other creditors 628 64 846 1237 405
Liabilities to founders 630 6 426 -
Deferred income 640 19 42
Reserves of future expenses 650 37 108 39 960
Other current liabilities 660 11 6
TOTAL part V 690 2 681 263 4 609 626
BALANCE 700 7 062 739 11821 323
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as for

INCOME STATEMENT

12 months of

"200 6 .

CODES
®opma Ne 2 no OKY[ 0710002
Oara (rog, m-u, yucno)| 2006 r 12 r 31
Company Segezha Paper and Pulp Mill no OKT1O 51321438
Taxpayer ID WMHH 1006004155
Type of activity paper production no OKB3[ 21.11,21.12
Legal form/ Status of property JSC
no OKOMM® / OK®C 47 34
Units: thousands RUR/ milliers-RUR (cross-out unnecessary) no OKEA 384/385

Location (address)

Segezha, Zavodskaya st. 1, 186420 Karelia RUSSIA

INDICATOR Line Reporting period Thse‘f’:f‘:e‘;r;iizar
1 2 3 4
OPERATING INCOME AND COSTS
Total sales 010 6 177 849 5318 346
Costs of manufacture 020 - 5484 346| - 4 587 860
Gross profit 029 693 503 730 486
Selling costs 030 - 225795| - 169 628
Administrative costs 040 - 293 804| - 256 491
Operating profit (loss) 050 173 904 304 367
OTHER INCOME AND COSTS
Financial income 060 6 493 4794
Financial costs 070 - 405 658| - 228 917
Interest in earnings of associate companies 080 256 856
Other operating income 090 5 547 041 3019 314
Other operating costs 100 - 4337 008 - 2994 047
Non-sales income 120
Non-sales costs 130
PROFIT (LOSS) BEFORE TAX 140 985 028 106 367
Deffered taxes 141 88 357 57 050
Deffered tax liabilites 142 - 22827 - 55 565
Income tax 150
Income tax from previous periods 151
Write-off deffered taxes and tax liabilities 152
Extraordinary costs 180 - 60 -
NET PROFIT (LOSS) 190 1 050 498 107 852
notes:
Fixed tax liabilities 200 - 65 530 22759
Earnings per share 201 2,000 -
Losses per share 202
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BALANCE SHEET

as of 31st of December _ "200 'i r.
CODES
dopma Ne 1 no OKY[ 0710001
Lara (ron, m-u, uncro)| 2004 [ 12 [ 31
Company JSC "Syktyvkar Wood Processing Mill" no OKIO 51531747
Taxpayer ID NHH 1101051331
Type of activity wood processing and other similar activities no OKB3| 15210,15290,51500
Legal form/ Status of property JSC
no OKOI® / OK$PC 47 30
Units: thousands RUR / milliers-RUR (cross-out unnecessary) no OKEA 384/385
Location (address) 167009 RUSSIA, KOMI, Syktyvkar Lesozavodskaya st.15
Approval date 31.03.2005
Submission date 31.03.2005
ASSETS Line Opening balance Closing balance
1 2 3 4
1. FIXED AND NONCURRENT ASSETS
Intangible assets 110 130 18
Fixed assets 120 69 161 75792
Construction in progress 130 1987 480
Financial investments in tangible assets 135
Long-term financial receivables 140 50 200 50 200
Deferred tax assets 145 122 373
Other noncurrent assets 150 2
TOTAL part | 190 121 600 126 865
Il. CURRENT ASSETS
Inventories 210 70702 70 029
including:
raw materials and similar valuables 211 14 460 20 513
animals 212
goods in process 213 8228 4138
finished commodities and goods for reselling 214 15 455 18 659
commodities shipped to customers 215 32 517 26 628
deferrals 216 42 91
other inventories 217
VAT on purchased goods 220 10 579 9412
Accounts receivable (more than 12 months after reporting date) 230 - -
including:
from customers 231
bills receivable 232
from associated companies 233
advances to clients 234
other debtors 235
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Accounts receivable (less than 12 months after reporting date) 240 34 206 17 425
including:
from customers 241 17 072 12175
bills receivable 242
from associated companies 243
from shareholders 244
advances to clients 245
other debtors 246 17 134 5250
Short-term financial receivables 250 100 8 100
Cash and cash equivalents 260 2 241 6 062
Other current assets 270 32 261 32 002
TOTAL part |l 290 150 089 143 030
BALANCE 300 271 689 269 895
LIABILITIES Line Opening balance Closing balance
1 2 3 4
lll. EQUITY
Share capital 410 110 000 110 000
Treasury shares 411
Additional paid-in capital 420 25 25
Reserved capital 430 - -
including:
reserves created according to the regulation 431
reserves created according to the constituent instruments 432
Target financing 450
Surplus earnings of previous years 460
Uncovered losses of previous years 465
Surplus earnings of the current year 470 5316
Uncovered losses of the current year 475 15930
TOTAL part il 490 94 095 115 341
IV. LONG-TERM LIABILITIES
Loans and borrow ings 510 48 722 123 850
Deferred tax liabilities 515
Other long-term liabilities 520
TOTAL part IV 590 48 722 123 850
V. CURRENT LIABILITIES
Loans and borrow ings 610 55 890
Accounts payable 620 68 066 28 825
including:
to suppliers 621 57 299 5256
bills payable 622
to assotiated companies 623
to personnel 624 5302 5049
to state and non-budget funds 625 1 850 1756
to tax service 626 3348 2458
advances from customers 627
to other creditors 628 267 14 306
Liabilities to founders 630
Deferred income 640
Reserves of future expenses 650
Other current liabilities 660 4916 1879
TOTAL partV 690 128 872 30704
BALANCE 700 271689 269 895




INCOME STATEMENT

as for 12 months of "200 4 .
CODES
dopma Ne 2 no OKY[ 0710002
Oara (roa, m-u, yucno)| 2004 r 12 r 31
Company JSC "Syktyvkar Wood Processing Mill" no OKIMO 51531747
Taxpayer ID MHH 1101051331
Type of activity wood processing and other similar activities no OKB3| 15210,15290,51500
Legal form/ Status of property JSC
no OKOM® / OKeC 47 30
Units: thousands RUR/ milliers-RUR (cross-out unnecessary) no OKEA 384/385
Location (address) 167009 RUSSIA, KOMI, Syktyvkar Lesozavodskaya st.15
INDICATOR Line Reporting period Thse‘f)z::(:ezr;?ﬁﬁzar
1 2 3 4
OPERATING INCOME AND COSTS
Total sales 010 532 401 424 011
Costs of manufacture 020 - 366 119 - 292 311
Gross profit 029 166 282 131700
Selling costs 030 - 59 203| - 47 431
Administrative costs 040 - 58 194 - 51025
Operating profit (loss) 050 48 885 33244
OTHER INCOME AND COSTS
Financial income 060
Financial costs 070
Interest in earnings of associate companies 080
Other operating income 090 4125 3523
Other operating costs 100 - 11705 - 20 102
Non-sales income 120 3494 22778
Non-sales costs 130 - 15121 - 30969
PROFIT (LOSS) BEFORE TAX 140 29678 8474
Deffered taxes 141 - 373 - 122
Deffered tax liabilites 142
Income tax 150 - 6 265( - 7374
Income tax from previous periods 151
Write-off deffered taxes and tax liabilities 152
Extraordinary costs 180
NET PROFIT (LOSS) 190 23 040 978
notes:
Fixed tax liabilities 200
Earnings per share 201
Losses per share 202
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BALANCE SHEET

as of 31stof December  "200 5 .
CODES
®dopma Ne 1 no OKY[] 0710001
Oarta (roa, m-u, yncro)| 2005 r 12 r 31
Company JSC "Syktyvkar Wood Processing Mill" no OKTIO 51531747
Taxpayer ID MHH 1101051331
Type of activity wood processing and other similar activities no OKB3| 15210,15290,51500
Legal form/ Status of property JSC
no OKQOM® / OKdC 47 30
Units: thousands RUR / illiors-RUR (cross-out unnecessary) no OKEM 384/385
Location (address) 167009 RUSSIA, KOMI, Syktyvkar Lesozavodskaya st.15
Approval date 31.03.2006
Submission date 31.03.2006

ASSETS Line Opening balance Closing balance
1 2 3 4
1. FIXED AND NONCURRENT ASSETS
Intangible assets 110 18 -
Fixed assets 120 75792 70 411
Construction in progress 130 480 1579
Financial investments in tangible assets 135 - -
Long-term financial receivables 140 50 200 50 200
Deferred tax assets 145 373 619
Other noncurrent assets 150 2 -
TOTAL part | 190 126 865 122 809
Il. CURRENT ASSETS
Inventories 210 70 029 40 197
including:
raw materials and similar valuables 211 20513 22 882
animals 212 - -
goods in process 213 4138 3621
finished commodities and goods for reselling 214 18 659 9274
commodities shipped to customers 215 26 628 -
deferrals 216 91 4420
other inventories 217 - -
VAT on purchased goods 220 9412 9 641
Accounts receivable (more than 12 months after reporting date) 230 - -
including:
from customers 231 - -
bills receivable 232 - -
from associated companies 233 - -
advances to clients 234 - -
other debtors 235 - -
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Accounts receivable (less than 12 months after reporting date) 240 17 425 137 997

including:
from customers 241 12175 70 632
bills receivable 242 - -
from associated companies 243 - -
from shareholders 244 - -
advances to clients 245 - -
other debtors 246 5250 67 365
Short-term financial receivables 250 8 100 76 207
Cash and cash equivalents 260 6 062 13 692
Other current assets 270 32 002 -
TOTAL part I 290 143 030 277 734
BALANCE 300 269 895 400 543

LIABILITIES Line Opening balance Closing balance
1 2 3 4
. EQUITY
Share capital 410 110 000 110 000
Treasury shares 411 - -
Additional paid-in capital 420 25 25
Reserved capital 430 - -
including: - -
reserves created according to the regulation 431 - -
reserves created according to the constituent instruments 432 - -
Target financing 450 - -
Surplus earnings of previous years 460 - -
Uncovered losses of previous years 465 - -
Surplus earnings of the current year 470 5316 8 898
Uncovered losses of the current year 475 - -
TOTAL part 1l 490 115 341 118 923
IV. LONG-TERM LIABILITIES
Loans and borrow ings 510 123 850 98 569
Deferred tax liabilities 515 - -
Other long-term liabilities 520 - -
TOTAL part IV 590 123 850 98 569
V. CURRENT LIABILITIES

Loans and borrow ings 610 - 63 263
Accounts payable 620 28 825 116 403

including:
to suppliers 621 5 256 65012
bills payable 622 - -
to assotiated companies 623 - -
to personnel 624 5049 4983
to state and non-budget funds 625 1756 1625
to tax service 626 2 458 3373
advances from customers 627 - -
to other creditors 628 14 306 41 410
Liabilities to founders 630 - -
Deferred income 640 - -
Reserves of future expenses 650 - -
Other current liabilities 660 1879 3385
TOTAL part V 690 30 704 183 051
BALANCE 700 269 895 400 543
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INCOME STATEMENT

as for 12 months of 2005 .
CODES
dopma Ne 2 no OKY[] 0710002
Dara (ron, m-u, wncro)| 2005 [ 12 [ 31
Company JSC "Syktyvkar Wood Processing Mill" no OKIO 51531747
Taxpayer ID NHH 1101051331
Type of activity wood processing and other similar activities no OKB3A| 15210,15290,51500
Legal form/ Status of property JSC
no OKOI® / OK$C 47 30
Units: thousands RUR/ rilliers-RUR (cross-out unnecessary) no OKEA 384/385
Location (address) 167009 RUSSIA, KOMI, Syktyvkar Lesozavodskaya st.15
INDICATOR Line Reporting period Thse;;z:i;)(:ezr;fﬁﬁzar
1 2 3 4
OPERATING INCOME AND COSTS
Total sales 010 578 799 532 401
Costs of manufacture 020 - 443 306| - 366 119
Gross profit 029 135493 166 282
Selling costs 030 - 52695 - 59 203
Administrative costs 040 - 59 833| - 58 194
Operating profit (loss) 050 22 965 48 885
OTHER INCOME AND COSTS
Financial income 060 - -
Financial costs 070 - -
Interest in earnings of associate companies 080 - -
Other operating income 090 17 282 4125
Other operating costs 100 - 35651 - 11705
Non-sales income 120 - 3494
Non-sales costs 130 -l - 15121
PROFIT (LOSS) BEFORE TAX 140 4 596 29678
Deffered taxes 141 - 246( - 373
Deffered tax liabilites 142 - -
Income tax 150 - 1012 - 6 265
Income tax from previous periods 151 - -
Write-off deffered taxes and tax liabilities 152 - -
Extraordinary costs 180 - -
NET PROFIT (LOSS) 190 3338 23 040
notes:
Fixed tax liabilities 200 - -
Earnings per share 201 - -
Losses per share 202 - -
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BALANCE SHEET

as of 31st of December  "200 6 .
CODES
®dopma Ne 1 no OKY[] 0710001
Oarta (roa, m-u, yncrno)| 2006 r 12 r 31
Company JSC "Syktyvkar Wood Processing Mill" no OKTIO 51531747
Taxpayer ID MHH 1101051331
Type of activity wood processing and other similar activities no OKB3| 15210,15290,51500
Legal form/ Status of property JSC
no OKQOM® / OKdC 47 30
Units: thousands RUR / illiors-RUR (cross-out unnecessary) no OKEM 384/385
Location (address) 167009 RUSSIA, KOMI, Syktyvkar Lesozavodskaya st.15
Approval date 31.03.2007
Submission date 31.03.2007

ASSETS Line Opening balance Closing balance
1 2 3 4
1. FIXED AND NONCURRENT ASSETS
Intangible assets 110 8
Fixed assets 120 70 411 164 509
Construction in progress 130 1579 78 908
Financial investments in tangible assets 135
Long-term financial receivables 140 50 200
Deferred tax assets 145 619
Other noncurrent assets 150 274
TOTAL part | 190 122 809 243 699
Il. CURRENT ASSETS
Inventories 210 40 197 67 194
including:
raw materials and similar valuables 211 22 882 36 245
animals 212
goods in process 213 3621 19 593
finished commodities and goods for reselling 214 9274 5158
commodities shipped to customers 215
deferrals 216 4 420 6 198
other inventories 217
VAT on purchased goods 220 9 641 11833
Accounts receivable (more than 12 months after reporting date) 230 - -
including:
from customers 231
bills receivable 232
from associated companies 233
advances to clients 234
other debtors 235
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Accounts receivable (less than 12 months after reporting date) 240 137 997 183 947
including:
from customers 241 70 632 97 519
bills receivable 242
from associated companies 243
from shareholders 244
advances to clients 245
other debtors 246 67 365 86 428
Short-term financial receivables 250 76 207 37 689
Cash and cash equivalents 260 13 692 7 209
Other current assets 270 1
TOTAL part I 290 277 734 307 873
BALANCE 300 400 543 551 572
LIABILITIES Line Opening balance Closing balance
1 2 3 4
. EQUITY
Share capital 410 110 000 110 000
Treasury shares 411
Additional paid-in capital 420 25 25
Reserved capital 430 - -
including:
reserves created according to the regulation 431
reserves created according to the constituent instruments 432
Target financing 450
Surplus earnings of previous years 460
Uncovered losses of previous years 465
Surplus earnings of the current year 470 8 898 8 401
Uncovered losses of the current year 475
TOTAL part 1l 490 118 923 118 426
IV. LONG-TERM LIABILITIES
Loans and borrow ings 510 98 569 209 501
Deferred tax liabilities 515 572
Other long-term liabilities 520 72 011
TOTAL part IV 590 98 569 282 084
V. CURRENT LIABILITIES
Loans and borrow ings 610 63 263 73 060
Accounts payable 620 116 403 78 002
including:
to suppliers 621 65 012 60 293
bills payable 622
to assotiated companies 623
to personnel 624 4 983 7 824
to state and non-budget funds 625 1625 2653
to tax service 626 3373 3128
advances from customers 627
to other creditors 628 41 410 4 104
Liabilities to founders 630
Deferred income 640
Reserves of future expenses 650
Other current liabilities 660 3385
TOTAL part V 690 183 051 151 062
BALANCE 700 400 543 551 572
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INCOME STATEMENT

as for 12 months of "200 6 .
CODES
dopma Ne 2 no OKY[] 0710002
Rara (ron, m-u, wncro)| 2006 [ 12 [ 31
Company JSC "Syktyvkar Wood Processing Mill" no OKIO 51531747
Taxpayer ID NHH 1101051331
Type of activity wood processing and other similar activities no OKB3A| 15210,15290,51500
Legal form/ Status of property JSC
no OKOI® / OK$C 47 30
Units: thousands RUR/ rilliers-RUR (cross-out unnecessary) no OKEA 384/385
Location (address) 167009 RUSSIA, KOMI, Syktyvkar Lesozavodskaya st.15
INDICATOR Line Reporting period Thse;;zi;)(:ezr;iiﬁzar
1 2 3 4
OPERATING INCOME AND COSTS
Total sales 010 607 862 578 799
Costs of manufacture 020 - 500 901| - 443 306
Gross profit 029 106 961 135493
Selling costs 030 - 35093| - 52 695
Administrative costs 040 - 40 544 - 59 833
Operating profit (loss) 050 31324 22 965
OTHER INCOME AND COSTS
Financial income 060
Financial costs 070 - 21756
Interest in earnings of associate companies 080
Other operating income 090 794 868 17 282
Other operating costs 100 - 802 921 - 35651
Non-sales income 120
Non-sales costs 130
PROFIT (LOSS) BEFORE TAX 140 1515 4 596
Deffered taxes 141 - 246
Deffered tax liabilites 142 - 572
Income tax 150 - 125 - 1012
Income tax from previous periods 151 - 695
Write-off deffered taxes and tax liabilities 152
Extraordinary costs 180
NET PROFIT (LOSS) 190 123 3338
notes:
Fixed tax liabilities 200
Earnings per share 201
Losses per share 202
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Appendix 6. Financial statements of the KTC (2004-2006)
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BALANCE SHEET

as of 31st of December  "200 'i r.

CODES
dopma Ne 1 no OKY[ 0710001
Lata (rop, M-y, uncno)[ 2004 [ 12 [ 31
Company Koigorodok Timber Company LTD no OKTIO| 44779065
Taxpayer ID MNHH| 1111001594
Type of activity production and realization of timber no OKB3[ 02.011
Legal form/ Status of property
no OKOI® / OK$C 65 16
Units: thousands RUR / milliers-RUR (cross-out unnecessary) no OKEN 384
Location (address) RUSSIA, KOMI, Koigorodok municip., Koydin
Approval date
Submission date 31.03.2005
ASSETS Line Opening balance Closing balance
1 2 3 4
I. FIXED AND NONCURRENT ASSETS
Intangible assets 110
Fixed assets 120 11 959 28715
Construction in progress 130 14 763 20 669
Financial investments in tangible assets 135
Long-term financial receivables 140
Deferred tax assets 145 5627 15617
Other noncurrent assets 150
TOTAL part | 190 32 349 65 001
Il. CURRENT ASSETS
Inventories 210 29 421 32139
including:
raw materials and similar valuables 211 4572 6 289
animals 212
goods in process 213 11137 3 329|
finished commodities and goods for reselling 214 6 897 10 763
commodities shipped to customers 215
deferrals 216 6 815 11758
other inventories 217
VAT on purchased goods 220 4019 11 149
Accounts receivable (more than 12 months after reporting date) 230 - -
including:
from customers 231
bills receivable 232
from associated companies 233
advances to clients 234
other debtors 235
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Accounts receivable (less than 12 months after reporting date) 240 11 970 13 204
including:
from customers 241 4 856 7273
bills receivable 242
from associated companies 243
from shareholders 244
advances to clients 245
other debtors 246 7114 5931
Short-term financial receivables 250
Cash and cash equivalents 260 302 3133
Other current assets 270 1
TOTAL part Il 290 45713 59 625
BALANCE 300 78 062 124 626
LIABILITIES Line Opening balance Closing balance
1 2 3 4
lll. EQUITY
Share capital 410 10 10
Treasury shares 411
Additional paid-in capital 420 12 069 12 069
Reserved capital 430 - -
including:
reserves created according to the regulation 431
reserves created according to the constituent instruments 432
Target financing 450
Surplus earnings of previous years 460
Uncovered losses of previous years 465
Surplus earnings of the current year 470 5421 730
Uncovered losses of the current year 475
TOTAL part Il 490 17 500 12 809
IV. LONG-TERM LIABILITIES
Loans and borrow ings 510
Deferred tax liabilities 515 8 923 18 048
Other long-term liabilities 520 8 479
TOTAL part IV 590 8923 26 527
V. CURRENT LIABILITIES
Loans and borrow ings 610 7 260
Accounts payable 620 36 697 67 607
including:
to suppliers 621 20 878 48 051
bills payable 622
to assotiated companies 623
to personnel 624 4 295 3449
to state and non-budget funds 625 1562 1299
to tax service 626 3158 3 395
advances from customers 627
to other creditors 628 6 804 11413
Liabilities to founders 630
Deferred income 640 7 682 17 682
Reserves of future expenses 650
Other current liabilities 660 1
TOTAL part V 690 51 639 85 290
BALANCE 700 78 062 124 626
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INCOME STATEMENT

as for 12 months of "200 4 r.

CODES
®opma Ne 2 no OKY[ 0710002
Oara (rog, m-u, yucno)| 2004 r 12 r 31
Company Koigorodok Timber Company LTD no OKIMO 44779065
Taxpayer ID NHH 1111001594
Type of activity production and realization of timber no OKB3/ 02.01.1
Legal form/ Status of property
no OKOMM® / OKPC 65 16
Units: thousands RUR / milfiers-RYR (cross-out unnecessary) no OKEN 384
Location (address) RUSSIA, KOMI, Koigorodok municip., Koydin
INDICATOR Line Reporting period The periofezr;?tmzar before
1 2 3 4
OPERATING INCOME AND COSTS
Total sales 010 152 944 158 442
Costs of manufacture 020 - 139 106| - 144 622
Gross profit 029 13 838 13 820
Selling costs 030 - 2380| - 2507
Administrative costs 040 - 13776| - 13111
Operating profit (loss) 050 - 2318| - 1798
OTHER INCOME AND COSTS
Financial income 060
Financial costs 070 - 160] - 752
Interest in earnings of associate companies 080
Other operating income 090 2439 417
Other operating costs 100 - 1741 - 1788
Non-sales income 120 513 3372
Non-sales costs 130 - 3154| - 3395
PROFIT (LOSS) BEFORE TAX 140 - 4421| - 3944
Deffered taxes 141 9991 5627
Deffered tax liabilites 142 - 9125| - 8 923
Income tax 150 - 594| - 164
Income tax from previous periods 151 - 542
Write-off deffered taxes and tax liabilities 152 2253
Extraordinary costs 180
NET PROFIT (LOSS) 190 - 4691| - 5151
notes:
Fixed tax liabilities 200 790 3460
Earnings per share 201
Losses per share 202
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BALANCE SHEET

as of 31stof December  "200 5 .
CODES
®dopma Ne 1 no OKY[] 0710001
Oarta (roa, m-u, yncro)| 2005 r 12 r 31
Company Koigorodok Timber Company LTD no OKMO 44779065
Taxpayer ID MHH| 1111001594
Type of activity production and realization of timber no OKB3[ 02.01.1
Legal form/ Status of property
no OKQOM® / OKdC 65 16
Units: thousands RUR / illiors-RUR (cross-out unnecessary) no OKEM 384
Location (address) RUSSIA, KOMI, Koigorodok municip., Koydin
Approval date
Submission date 31.03.2006

ASSETS Line Opening balance Closing balance
1 2 3 4
1. FIXED AND NONCURRENT ASSETS
Intangible assets 110 - -
Fixed assets 120 28 715 101 565
Construction in progress 130 20 669 61 080
Financial investments in tangible assets 135 - 73
Long-term financial receivables 140 - -
Deferred tax assets 145 15617 26 855
Other noncurrent assets 150 - -
TOTAL part | 190 65 001 189 573
Il. CURRENT ASSETS
Inventories 210 32139 19618
including:
raw materials and similar valuables 211 6 289 7 825
animals 212 - -
goods in process 213 3329 8 854
finished commodities and goods for reselling 214 10 763 1796
commodities shipped to customers 215 - -
deferrals 216 11758 1143
other inventories 217 - -
VAT on purchased goods 220 11 149 25 561
Accounts receivable (more than 12 months after reporting date) 230 - -
including:
from customers 231 - -
bills receivable 232 - -
from associated companies 233 - -
advances to clients 234 - -
other debtors 235 - -
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Accounts receivable (less than 12 months after reporting date) 240 13 204 24 384

including:
from customers 241 7273 21 860
bills receivable 242 - -
from associated companies 243 - -
from shareholders 244 - -
advances to clients 245 - -
other debtors 246 5931 2524
Short-term financial receivables 250 - -
Cash and cash equivalents 260 3133 283
Other current assets 270 - -
TOTAL part I 290 59 625 69 846
BALANCE 300 124 626 259 419

LIABILITIES Line Opening balance Closing balance
1 2 3 4
. EQUITY
Share capital 410 10 54 463
Treasury shares 411 - -
Additional paid-in capital 420 12 069 12 312
Reserved capital 430 - 145
including: - -
reserves created according to the regulation 431 - 145
reserves created according to the constituent instruments 432 - -
Target financing 450 - -
Surplus earnings of previous years 460 - -
Uncovered losses of previous years 465 - -
Surplus earnings of the current year 470 730 -
Uncovered losses of the current year 475 - 33 799
TOTAL part Il 490 12 809 33121
IV. LONG-TERM LIABILITIES
Loans and borrow ings 510 - -
Deferred tax liabilities 515 18 048 19 367
Other long-term liabilities 520 8479 73 084
TOTAL part IV 590 26 527 92 451
V. CURRENT LIABILITIES

Loans and borrow ings 610 - 5 000
Accounts payable 620 67 607 88 396

including:
to suppliers 621 48 051 68 972
bills payable 622 - -
to assotiated companies 623 - -
to personnel 624 3449 3 905
to state and non-budget funds 625 1299 1026
to tax service 626 3 395 1436
advances from customers 627 - -
to other creditors 628 11413 13 057
Liabilities to founders 630 - -
Deferred income 640 17 682 39 784
Reserves of future expenses 650 - 665
Other current liabilities 660 1 2
TOTAL part V 690 85 290 133 847
BALANCE 700 124 626 259 419
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INCOME STATEMENT

as for 12 months of 2005 .
CODES
dopma Ne 2 no OKY[] 0710002
Rara (ron, m-u, wncro)| 2005 [ 12 [ 31
Company Koigorodok Timber Company LTD no OKMO 44779065
Taxpayer ID MHH 1111001594
Type of activity production and realization of timber no OKB3 02.01.1
Legal form/ Status of property
no OKOI® / OK$C 65 16
Units: thousands RUR/ rilliers-RUR (cross-out unnecessary) no OKEA 384
Location (address) RUSSIA, KOMI, Koigorodok municip., Koydin
INDICATOR Line Reporting period Thse;;z:i;)(:ezr;fﬁﬁzar
1 2 3 4
OPERATING INCOME AND COSTS
Total sales 010 135 659 152 944
Costs of manufacture 020 - 157 315| - 139 106
Gross profit 029 - 21 656 13 838
Selling costs 030 - 2293| - 2380
Administrative costs 040 - 16 221 - 13776
Operating profit (loss) 050 - 40 170 - 2318
OTHER INCOME AND COSTS
Financial income 060 5 -
Financial costs 070 - 37 - 160
Interest in earnings of associate companies 080 - -
Other operating income 090 7 041 2439
Other operating costs 100 - 7540 - 1741
Non-sales income 120 - 513
Non-sales costs 130 -l - 3154
PROFIT (LOSS) BEFORE TAX 140 - 40701 - 4 421
Deffered taxes 141 15 001 9991
Deffered tax liabilites 142 - 5083| - 9125
Income tax 150 -l - 594
Income tax from previous periods 151 -l - 542
Write-off deffered taxes and tax liabilities 152 - -
Extraordinary costs 180 - 8 -
NET PROFIT (LOSS) 190 - 30791 - 4691
notes:
Fixed tax liabilities 200 - 150 790
Earnings per share 201 - -
Losses per share 202 - -
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BALANCE SHEET

as of 31st of December  "200 'E r.
CODES
®dopma Ne 1 no OKY[] 0710001
Data (rog, m-u, Yncno)| 2006 r 12 r 31
Company Koigorodok Timber Company LTD no OKIMO 44779065
Taxpayer ID MHH| 1111001594
Type of activity production and realization of timber no OKB3[ 02.01.1
Legal form/ Status of property
no OKQOMM® / OKPC 65 16
Units: thousands RUR / illiors-RUR (cross-out unnecessary) no OKEA 384
Location (address) RUSSIA, KOMI, Koigorodok municip., Koydin
Approval date
Submission date 31.03.2007

ASSETS Line Opening balance Closing balance
1 2 3 4
I. FIXED AND NONCURRENT ASSETS
Intangible assets 110
Fixed assets 120 101 565 112 520
Construction in progress 130 61 080 10717
Financial investments in tangible assets 135 73 70
Long-term financial receivables 140
Deferred tax assets 145 26 855 23752
Other noncurrent assets 150
TOTAL part | 190 189 573 147 059
Il. CURRENT ASSETS

Inventories 210 19618 14 625

including:

raw materials and similar valuables 211 7 825 6 125

animals 212

goods in process 213 8 854 7 980

finished commodities and goods for reselling 214 1796 217

commodities shipped to customers 215

deferrals 216 1143 303

other inventories 217
VAT on purchased goods 220 25 561 15700
Accounts receivable (more than 12 months after reporting date) 230 - -
including:

from customers 231

bills receivable 232

from associated companies 233

advances to clients 234

other debtors 235
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Accounts receivable (less than 12 months after reporting date) 240 24 384 14 984
including:
from customers 241 21 860 8 494
bills receivable 242
from associated companies 243
from shareholders 244
advances to clients 245
other debtors 246 2524 6 490
Short-term financial receivables 250
Cash and cash equivalents 260 283 461
Other current assets 270 3
TOTAL part I 290 69 846 45773
BALANCE 300 259 419 192 832
LIABILITIES Line Opening balance Closing balance
1 2 3 4
. EQUITY
Share capital 410 54 463 71818
Treasury shares 411
Additional paid-in capital 420 12 312 20 790
Reserved capital 430 145 -
including:
reserves created according to the regulation 431 145
reserves created according to the constituent instruments 432
Target financing 450
Surplus earnings of previous years 460
Uncovered losses of previous years 465
Surplus earnings of the current year 470
Uncovered losses of the current year 475 33799 48 500
TOTAL part lll 490 33121 44 108
IV. LONG-TERM LIABILITIES
Loans and borrow ings 510
Deferred tax liabilities 515 19 367 4120
Other long-term liabilities 520 73 084 10 997
TOTAL part IV 590 92 451 15117
V. CURRENT LIABILITIES
Loans and borrow ings 610 5000 5000
Accounts payable 620 88 396 105 470
including:
to suppliers 621 68 972 43716
bills payable 622
to assotiated companies 623
to personnel 624 3905 3631
to state and non-budget funds 625 1026 888
to tax service 626 1436 2 536
advances from customers 627
to other creditors 628 13 057 54 699
Liabilities to founders 630
Deferred income 640 39784
Reserves of future expenses 650 665 994
Other current liabilities 660 2 22 143
TOTAL part V 690 133 847 133 607
BALANCE 700 259 419 192 832
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INCOME STATEMENT

as for 12 months of

"200 '6 r.

CODES
®dopma Ne 2 no OKY[ 0710002
Hata (roa, m-u, yicno)| 2006 r 12 r 31
Company Koigorodok Timber Company LTD no OKMO 44779065
Taxpayer ID MHH| 1111001594
Type of activity production and realization of timber no OKB3/] 02.011
Legal form/ Status of property
no OKOMM® / OK®C 65 16
Units: thousands RUR/ milliers-RUR (cross-out unnecessary) no OKEA 384

Location (address)

RUSSIA, KOMI, Koigorodok municip., Koydin

The period one

year

INDICATOR Line Reporting period before reporting
1 2 8 4
OPERATING INCOME AND COSTS

Total sales 010 121 035 135 659
Costs of manufacture 020 - 151885| - 157 315
Gross profit 029 - 30850| - 21 656
Selling costs 030 - 779 - 2293
Administrative costs 040 - 16 176 - 16 221
Operating profit (loss) 050 - 47 805| - 40170

OTHER INCOME AND COSTS
Financial income 060 1 5
Financial costs 070 - 256| - 37
Interest in earnings of associate companies 080
Other operating income 090 68 283 7 041
Other operating costs 100 - 47 034| - 7 540
Non-sales income 120
Non-sales costs 130

PROFIT (LOSS) BEFORE TAX 140 - 26 811| - 40 701
Deffered taxes 141 15 247 15 001
Deffered tax liabilites 142 - 3102| - 5083
Income tax 150
Income tax from previous periods 151
Write-off deffered taxes and tax liabilities 152
Extraordinary costs 180 - 180 - 8

NET PROFIT (LOSS) 190 - 14 846( - 30 791

notes:
Fixed tax liabilities 200 - 5710 - 150
Earnings per share 201
Losses per share 202
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Appendix 7. Historical currency exchange rates

Date Amount in Amount in
SEK RUR
31.12.2004 1 4.2006
31.12.2005 1 3.6275
31.12.2006 1 3.8382
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Appendix 8. Original Russian accounting statements

Ha

MpunoxeHue

K npukasdy MuHucTtepcTtBa PuHaHcoB PP

BYXIANTEPCKUWN BAJTAHC

r

200 r.

OpraHnsauus

®dopma Ne 1 no OKY[

OaTta (roa, M-u, Yncno)

no OKIMO

M OeHT ndmkaumoHHbIN HOMep HanoronnarenbLlmka

Bua gesatenbHocTuU

NHH
no OKB3[

OpraHnsaunoHHo-npaBoBas dpopma / dopma co6CTBEHHOCT U

no OKOIN® / OK$PC

EovHuua namepeHusi: Toic. py6. / MrnH. py6. (HEHY>XHOe 3a4epKHYTb)

MecToHaxoxaeHue (agpec)

no OKEN

oT 22.07.2003 Ne 67H

Koabl

0710001

384/385

NaTta yTBepxaeHus

OaTta oTnpaBku (NPUHATUSA)

AKTUB Koa Ha Havano otyeTHoro Ha koHeu oT4yeTHoro
nokasatens rona nepvoaa
1 2 3 4
I. BHEOBOPOTHbIE AKTUBbI
HemaTepuanbHble akTUB bl 110 - -
OcHoBHble cpeacTBa 120 - -
HesaB eplLLeHHOe cTpouTenbcTB O 130 - -
[ oxoaHble BOXEHUS B MatepuarbHble LeHHOCTU 135 - -
[onrocpoyHble dMHaAHCOB ble B NOXEHUs 140 - -
OTrnoXxeHHble dMHAHCOB ble aKTUB bl 145 - -
Mpo4yvie BHEOBOPOTHbIE aKTUB bl 150 - -
UTOINO no paspeny | 190 - -
Il. OBOPOTHbIE AKTUBbI
3anacsbl 210 - -

B TOM 4ucne:

Cbipbe, Matepuarnbsl U ApY rme aHanormyHble LeHHOCTN 211 - -

>XVB OTHbIE Ha B bipaLUVB aHUN U OTKOPpME 212 - -

3aTpaTtbl B HE3aB epLUEHHOM NPOU3B OACTB € 213 - -
roToB asi NpoAy KLUMsi 1 TOB apbl Ansi Nepenpoaaxu 214 - -

TOB apbl OTIPY XXEHHbIe 215 - -

pacxofbl 6y Ay Lnx nepuonos 216 - -

npoyne 3anachbl 1 3aTpaTbl 217 - -
Hanor Ha go6aB neHHy 10 CTOUMOCTL MO NPUOGPETEHHBLIM LIEHHOCTSAM 220 - -
A ebutopckasn 3a40IPKEHHOCTb (MnaTeXu No KOTopon oxugatoTcs bonee yem yepes 230 _ _
12 mMecsiueB nocne oT4eTHOW AaTbl)

B TOM YUCIie NMOKy NaTenun 1 3akasuyuku - -
A ebutopckan 3aA0IMKEHHOCTb (NNaTeXxu No KOTOPOW oXuaakrTcs B TedeHne 12 240 _ _
MecsiLeB nocre oT4eTHOW AaTtbl)

B TOM YUCIie NOKy NaTenu 1 3akasyuku - -
KpaTkocpoyHble dMHAHCOB ble B NOXeHus 250 - -
OeHexHble cpeacTBa 260 - -
Mpoyvie 060pPOTHLIE aKTUB bl 270 - -

UTOINO no pazpeny ll 290 - -
BAINAHC 300 - -
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Kop

Ha Hayano otyeTHoro

Ha KkoHe oTyeTHOrO

NACCUB
nokasatens roga nepuoga
Ill. KAMUTAN U PE3EPBbI
YcTaBHbli kanutan i 410
CoGCTB eHHble akuuy, BbIKy NNEHHbIE Y aKLMOHEPOB
[ o6aB 04HbIN KanuTan 420
PesepBHblin kanutan 430
B TOM uucne:
pesepBbl, 06pa3oBaHHble B COOTBETCTBUN C 3aKOHOAATENLCTB OM " 431
pesepBbl, 06pa3oBaHHbIE B COOTBETCTBUM C Y YpeanTENbHbIMI
[IOKy MEHTaMn i 432
LieneBoe dmHaHCMpoOB aHve 450
HepacnpepeneHHas npubbinb (HEMOKPLITHIA Y GLITOK) 470
UTOIO no pazpeny lli 490
IV. AONITOCPOYHBIE OBA3ATEHILCTBA
3aiimbl 1 KpeauTbl i 510
OTnoxeHHble HanoroB bie 0bsi3atenscTBa 515
Mpoyne ponrocpoyHble obsizaTenscTea 520
WUTOrO no paspeny IV 590
V. KPATKOCPOYHbIE OBA3ATENbCTBA
3aiiMbl 1 KpeauTbl i 610
Kpeautopckas 3afomKeHHOCTb 620
B TOM uucrne:
NOCTaB LKL N NOAPSAYMKA i 621
3a/10IKEHHOCTb Nepes NepcoHanom opraHusaLmum 622
33j0/KEHHOCTb Nepep rocy JapCTB EHHbIMU B HEOOMKETHBIMI OHAAMM 623
33[0JPKEHHOCTb MO Hanoram u c6opam 624
npoyne KpeanTopbI 625
3a00MmKEHHOCTb NEpeA y YacTHUKaMM (y YpeanTensiv) No Bbinnate [4OXOA0B 630
[loxoabl 6y Ay LKx nepuoaos 640
Pe3sepB bl NpeACTOALLMX pacxonoB 650
Mpoune kpaTkocpouHble 06s3aTeNnbCTBA 660
UTOIO no pazpeny V 690
BANAHC 700
CnpaBKa O Hanun4mu HEHHOCTeﬁ, y4uTbiBaeMbIX Ha
3abanaHcoBbIX cyeTax
ApeH[0B aHHble OCHOB Hble CpeacTBa 910
B TOM YWCIIE NO NM3NHTY 911
ToB apHO-MaTepuanbHble LEHHOCTW, NPUHATbIE HA OTB €TCTB EHHOE XpaHeHue 920
ToBapbl, NPUHATLIE HA KOMUCCUIO 930
CnucaHHas B y 6bITOK 3a[J0/MKEHHOCTb HennaTexecnocobHbx A4ebutopos 940
ObecneyeHne 0643aTenbCTB W NNATEXEN MOy YeHHble 950
ObecneyeHne 06a3aTenbCTB W NNaTexeit B bigaHHbIe 960
M3Hoc xunuwHoro goHaa 970
M3Hoc 06BbeKkToB BHeLHero 6naroy cTpoucTa 1 apy rmx
aHarnormyHbIx 06bEKToB i 980
HemaTtepuarnbHble akTUB bl, NOMY YEHHbIE B NOMb30B aHWe 990
Pykosogutenb [maBHbIV Byxrantep
(nopnucsb) (pacumdposka nognmcu) (nognuTcb) (pacumdpoBka nognucu)
(nara)
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OTYET O NPUBbLINAX N YBbITKAX

3a

r

200

OpraHusauus

[arta (rog, m-u, 41cro)

M aeHTudMKaLMOHHbBIM HOMEp HanoronnaTenbLyKa

Bua gpesatensHocTu

OpraHusaunoHHo-NpaBoBas oopmMa / popma CoOGCTBEHHOCTH

EnvHuua namepenusi: Teic. pyb. / MiH. pyb. (HEHY)XHOE 3a4epKHYTb)

r.

Kofabl

dopma Ne 2 OKY[]

0710002

no OKMNO

MHH

no OKB3[

no OKOMM® / OK®C

no OKEN

384/385

Mokasatens 3a aHanornyHbIn
3a oTyeTHLIN Nnepuoa nepuoa npeabiaywero
HammeHoBaHue Kon roga
1 2 3 4
I. loxoAb! u pacxofbl N0 06bIYHLIM BUAAM AEATENbHOCTU
Bhipyuka (HeTTo) OT Npoaxu ToBapoB, NPoAyKLMK, paboT, ycnyr (3a MUHYCOM Hanora
Ha J06aBMNeHHYI0 CTONMOCTb, aKLI30B 1 aHANOMMYHbIX 0653aTeNbHbIX NnaTexeit) 010
Ceb6ecToMMOCTb NPOoAaHHbIX TOBAPOB, MPOAyKLMW, paboT, ycnyr 020
Banosas npubbinb 029
Kommepuyeckne pacxogsbl 030
YnpasneHyeckune pacxogbl 040
Mpwu6binb (YObITOK) OT NpoAax 050
Mpouvne goxopbl M pacxoab!
MpOLIEHTbLI K NONYHEHNIO 060
MpoueHTbI Kk ynnaTte 070
[loxofbl OT yMacTns B APYIMX OpraHM3aumax 080
lMpoune onepaumnoHHble foX0abl 090
lMpoune onepaLumoHHble pacxoabl 100
BHepeanusaunoHHble Jox0bl 120
BHepeanusaunoHHble pacxobl 130
Mpwubbinb (YobITOK) A0 HanoroobnoxeHuns 140
OTnoXeHHble Hanoroeble akTUBbI 141
OTnoxeHHble Hanorosble obsi3aTenbcTBa 142
TeKyupin Hanor Ha NpubbINb 150
151
YucTas npmbbinib (YObITOK) OTHETHOTO Nepuoaa 190
CnpaBoyHo.
MocTosHHbIE HanoroBble 06513aTeNbCTBa (aKTUBbI) 200
Ba3oBas nppubbINb (Yy6bITOK) Ha aKuMIO
Pa3BoaHeHHas npubbinb (YObITOK) Ha akLuo

PaclwmndpoBka otaenbHbIX NpUbbLINEn U yobITKOB

MokasaTens 3a oTuETHBI NepHOn 3a aHanorMyHbIi Nepuos npeaplayLero
roga
HaMMeHoBaHue Kop npu6bine YObITOK npubbinb yObITOK
K 2 3 T4 5 "6

Ltpadbl, NEHN N HEYCTOWKM, NPU3HAHHBIE UMW MO KOTOPbIM Mo
Ny4eHbl peleHns cyaa (apbuTpaxHoro cyaa) o6 nx B3blcKaHUn
Mpubbinb (YObITOK) NpOLUNbIX NeT
Bo3amelleHne yobITKOB, NPUYNHEHHBIX HEUCTIONHEHNEM UK
HeHaJnexalum ucnonHeHmem obasarenscrs
KypcoBble pa3HuLbl Mo onepaunsim B MHOCTPaHHO BanioTe
OT4NCNEHNs B OLEHOYHbIE pe3epBbl X X
CnucaHune ebuTopckux v KpeaAMTOPCKNX 3aA0IHKEHHOCTEN,
N0 KOTOPbIM UCTEK CPOK MCKOBOW JaBHOCTU
PykoBoauTens FnaBHbIK Byxrantep

(noanuck) (pacwmcpoBKa noanucu) (noanuck) (pacwmdpoBka noanmcu)

(nata)
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