w7 B

MMW

T ’1
e T \] MICROFICHE CONTROL LABEL
T SN U
I el "‘ \“ . . V\E»\__:J
| S
S
W) oo I»

REGISTRA&I-;I“"‘SV!“JAA;{EY _SLSMFO /7‘/»‘5’"/4 (o%/@ﬂm,,

*CURRENT ADDRESS ﬁff/‘(?mém 5*" % \/“fkl"’ﬁy@-
| . éatda §wrc(ldvsl< f@mtn,
%514& Ffoll’/d’z“?" |

*-pomﬁé .NAME SR o PP@@ESSE@
**NEW ADDRESS AFHOMS SON
ﬁ HNANC\AL

. FILE NO. 2= %%&3 __ FISCAL YEAR __ = "

¢ Complete far'lntw‘al submissions only ** Pleasé mote name ond address chonges

12G3-28 (INITIAL FILING) AR/S (ANNUAL REPORT)

12G32BR (REINSTATEMENT) SUPPL  (OTHER)

DEF 14A (PROXY) !

oIcF/pY: %

DA 7/ a5




CLEARY GOTTLIEB STEEN & HAMILTON LLP

i ONE LIBERTY PLAZA 2000 PENNSYLVANIA AVENUE, N.W. NEUE MAINZER SiRAser £2
' NEW YORK, NY 10006-1470 60311 FRANKFURT AM MAIN
WASHINGTON, D.C. 20006-1801 EOBORHEUSS NG §
41, AViNl;IESDE FRIEDLAND (202) 974_ 1 500 SC668 COLOGNE
75008 PA
PIAZZA DI SPAGNA 15
FACSIMILE 00187 ROME
RUE DE LA LO} 57 (202)974-1999
1040 BRUSSELS VIA 5%": 2P|A3:-L°A:{
WWW.CLEARYGOTTLIEB.COM 2
BANK OF CHINA TOWER
D rieliiee ONE CREBEN oA
Janua
ry 25’ 2005 SHIN KASUMIGASEKI BUILDING
3-2. KASUMIGASEKI 3.CHOME
PAVELETSKAYA SQUARE 2/3 CHIYODA-KU, TOKYG 100-0013
115054 MOSCOW BY HAND
Securities and Exchange Commission R
Office of International Corporate Finance =y
. E... hat
® 450 Fifth Street N.W, SR
Washington, D.C. 20549 Lo
p >
- e
. "~ o
Re:  Rule 12¢3-2(b) under the Securitics Exchange Act of 1934 T
a . ’.;;; D
hd Ladies and Gentlemen: "y
1.4

The purpose of this letter is to qualify joint stock company VERKHNAYA
SALDA METALLURGICAL PRODUCTION ASSOCIATION, an open joint stock company
organized in and established under the laws of the Russian Federation (the “Company” or
' “VSMPO”), for the exemption from the requirements of Section 12(g) of the Securities
Exchange Act of 1934 (the “Act”) available to foreign private issuers pursuant to Rule 12g3-2(b)

under the Act.

I. Foreign Disclosure Requirements

The Company’s ordinary shares with a par value 1 Ruble each (the “Shares™) are
the only type of equity securities issued by the Company. The Shares are in registered form only

and are listed in quotation list “B” on the RTS stock exchange in Russia.

The following tables set forth the material information that the Company is
required to distribute to its security holders or make public pursuant to Russian law or the
requirements of a stock exchange (and, if applicable, the respective dates by which such
information is required to be so distributed or made public). The Company does not distribute to
its security holders or make public any information other than pursuant to Russian law or the
requirements of a stock exchange.



A. Information required to be distributed to security holders or made public pursuant to
Russian law'

Type of Information or Report Required Date of Filing or Release

1. Annual Report There is no specific deadline for the release of
the annual report. Pursuant to Article 88 of the
JSC Law and the Charter of the Company (the
“Charter”), the Company is required to
approve the annual report no later than 30 days
before the annual general shareholders’
meeting. Pursuant to Section 3.2 of Regulation
No. 17/ps of the Russian Federal Service for
Financial Markets (together with its
predecessors, the “Russian Securities
Commission™) the Company is required to
make the annual report available to the
shareholders prior to the annual general
shareholders’ meeting.? Pursuant to Article 92
of the JSC Law, the Company is also required
to make the annual report public.

2. Annual Accounting Report; Report of the Pursuant to Article 92 of the JSC Law and
Revisory Commission and Report of the Article 16 of the Law of the Russian

Auditors of the Company Federation **On accounting,” the Company is
required to publish its annual accounting report
not later than June 1 of the year following the
reporting vear.

Pursuant to Article 52 of the JSC Law the
Company is required to make the annual

Under Article 91 of the Law of the Russian Federation “On Joint-Stock Companies” (the “JSC Law™),
certain documents (e.g., the charter; memorandum of association; registration certificate; evidence of ownership of
property recorded on the company’s balance sheet; internal documents; resolutions on subsidiaries and branches;
annual reports; accounting documents and statements; minutes of the general shareholders’ meetings, meetings of
the board of directors, the revisory commission, the executive body; independent appraisers’ reports; lists of
affiliates; lists of persons entitled to participate in a general shareholders’ meeting, receive dividends and other lists
prepared by the company in connection with the exercise by its shareholders of their rights under the JSC law;
reports of the revisory commission, the auditors and statc and municipal financial control authorities; security
prospectuses, quarterly reports and other required disclosures; and such other documents as may be required

pursuant to Russian laws and regulations) must be kept by the Company and provided to the Company’s
shareholders upon request.

?

Pursuant to the JSC Law and the Charter of the Company, annual gencral shareholders’ meetings must be
held not earlier than two months and not later than six months from the cnd of the Company’s financial year, which
runs from January 1 to December 31.
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accounting report (together with the reports of
the Revisory Commission and the auditors of
the Company) available to the shareholders
prior to the annual general shareholders’
meeting. In practice, the Company makes these
documents available to shareholders at or prior
to the annual general shareholders’ meeting
together with the annual report.

3. Charter and Internal Regulations of the
Company and Amendments to the Charter

Pursuant to Section 1.16 of Regulation No. 03-
32/ps of the Russian Securities Commission
(the “Disclosure Regulation”) the Company is
required to publish its Charter and internal
regulations on its Internet website.

Pursuant to Article 52 of the JSC Law and the
Charter, proposed draft amendments and/or
supplements to the Charter are required to be
made available to shareholders prior to the
general shareholders’ meeting at which they
are proposed to be approved.

4. Information on the Candidates to the Bodies

| of the Company

Pursuant to Article 52 of the JSC Law and the
Charter, information on the candidates to the
Board of Directors, the executive bodies, the
Revisory Commission, the Counting
Commission of the Company and the
Company’s auditors must be made available to
the shareholders prior to the general
shareholders’ meeting.

5. Notice of and Materials for General
Shareholders’ Meetings

Pursuant to Article 52 of the JSC Law and the
Charter, the Company is required to publish a
notice of the general shareholders’ meeting in
the Novator newspaper, as well as provide such
written notice to each shareholder individually
at least 20 days, and if the agenda of the
meeting addresses reorganization of the
Company, 30 days, prior to the general
shareholders’ meeting.” According to Article
52 of the JSC Law, such notice should include
information on: the full legal name of the
Company; the date, time, place and the form of

3

days in all cases.

Following admission ot the Shares to listing on the RTS stock cxchange, the required term is at least 30
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the general shareholders’ meeting; the record
date; the agenda; and the procedures and the
address for getting acquainted with the
materials required to be made available to the
shareholders. Pursuant to Article 76 of the JSC
Law, in the event the agenda of the meeting
includes an issue the voting on which may
trigger the shareholders’ right to request
redemption of their shares, such notice should
also specify that such right may arise, as well
as the redemption price and procedures.
Scction 3.1 of Regulation No. 17/ps of the
Russian Securities Commission additionally
requires that such notice specify the time the
registration of participants for the meeting shall
begin.

Regulation No. 17/ps of the Russian Securities
Commission requires that a number of
additional materials be provided to
shareholders in advance of the general
shareholders’ meeting, which may vary
depending on the type of issues on the agenda
of the meeting.

6. List of Company. Afﬁ]iates

Pursuant to Section 5 of Regulation No. 03-

19/ps of the Russian Securities Commission,
the Company is required to quarterly file a list
of its affiliates, as defined under Russian law,
with the Russian Securities Commission no
later than 45 days from the end of the reporting
quarter. The Russian Securities Commission is
required to disclose on the Internet such lists
that are filed with it.

7. Annual Publication of Certain Information
Required by the Russian Securities
Commission

Pursuant to Article 92 of the JSC Law and
Resolution No. 9, dated May 8, 1996 of the
Russian Securities Commission, the Company
is required to publish certain information
annually, including the ratio of the value of its
net assets to the amount of its charter capital;
the number of shareholders; and general
information regarding the registrar of the
Company for each type of its securities,
including the number of its license issued by

thc Russian Securities Commission.
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8. Quarterly Reports of the Company”

Pursuant to Article 30 of the Securities Law
and Article 5.1 of the Disclosure Regulation,
the Company is required to file with the
Russian Securities Commission, as well as
publish on the Company’s Internet website, a
quarterly report within 45 days of the end of
each reporting quarter.

9. Material Events

Pursuant to Article 30 of the Securities Law
and Article 6.1.1 of the Disclosure Regulation
the Company is required to disclose
information regarding certain material events,
namely:

- reorganization of the Company or its
subsidiaries;

- events that cause a one-time increase or
decrease of the Company’s assets or a
one-time increase of its net profits or
net loss by over 10%;

- one-time transactions of the Company
with a value of 10% or more of the
Company’s assets;

- issuance of securities by the Company;

- accrual and/or payment of funds on the
Company’s securities;

- registration in the Company’s regxster
of an entity or person holding over 25%
of any type of the Company’s
securities;

- record dates for the Company’s
register;

- term of execution of the Company’s
obligations to holders of its securities;

- resolutions of general meetings of
shareholders;

- resolutions on issuance of securities.

This information is required to be disclosed
within one day in the newswire’, within three

4a

The Company became subject to the ongoing disclosure requirements of the Law of the Russian Federation

“On the Securities Market” (the “Securities Law”) following registration of a securities prospectus in connection
with two issuances of Shares in 1998, as set out in Part 111 of this letier.

5

Disclosures in the newswire, as Tequired under the Disclosure Regulation, mean disclosures through the

real-time information channel of each of the information agencies authorized by the Russian Securities Commission

(the “newswire™).




days on the Internet website and within five
days in a periodical available to most holders
of the Company’s securities (the Company
uses the Novator newspaper) and to be filed
with the Russian Securities Commission within
five days of the relevant event. Such
information will also be disclosed in the
supplement to the official gazette of the

TRussian Securities Commission.

10. Information that may Substantially

Influence the Price of the Company’s
Securities

Pursuant to Section 1.14 of the Disclosure
Regulation, as long as the Company is required
to file quarterly reports, it is required to
disclose information that may substantially
influence the price of its securities, including
information regarding;

- certain decisions of the Board of
Directors of the Company;

- changes in the share of charter capital
of the Company and its subsidiaries
owned by the members of the Board of
Directors and the executive bodies of
the Company;

- changes among the shareholders of the
Company holding 5% or more of its
common stock; .

- interested party transactions of the
Company with a value of 5% or more
of the Company’s asset value;

- bankruptcy suits against the Company
or its subsidiaries;

- agreements with stock exchanges
regarding listing of the Company’s
securities; :

- listing and delisting of the Company’s
securities by stock exchanges;

- permission issued by the Russian
Securities Commission in respect of
issuance and/or trading of the
Company’s securities outside of Russia;

- . material errors in previously published
or otherwise disclosed financial
statements of the Company;

- decision by the Company to apply [AS
or US GAAP to its financial statements;

- liguidation of a subsidiary of the
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Company;

- award to the Company of a material
license; .

- matenial claims against the Company or
its subsidiary;

- acquisition by the Company of a 5% or
larger stake in a commercial
organization or a joint stock company,
as well as any subsequent 5% increase
or decrease; and

- change of the Internet website used for
information disclosures by the
Company.

This information is required to be disclosed
within one day in the newswire, within three
days on the Internet website and to be filed
with the Russian Securities Commission within
five days of the relevant event.

11. Disclosures during the Issuance Procedure;
Securities Prospectus

| to disclose information with respect to each of

Pursuant to Section 2.1.1 of the Disclosure
Regulation, where an issuance of securities by
the Company requires registration of a
securities prospectus®, the Company is required

the stages of the securities issuance procedure,
which include: ,

- adoption of the resolution on issuance
of securities by the general
shareholders’ meeting;

- approval of the resolution on the issue
of securities by the Board of Directors;

- registration of the issue of securities
and the securities prospectus by the
Russian Securities Commission;

- offering of the securities (including
information on the offering price for the
securities); '

- registration of a report on results of the
issue of securities with the Russian
Securities Commission.

Typically, the information above is required to

6

Registration of a securities prospectus is required under the Securities Law where the securities are offered

by way of (2) open subscription or (b) closed subscription to over 500 purchasers.



be disclosed within one to three days in the
newswire, within three days on the Internet
website and within five days in a periodical
available to most holders of the Company’s
securities (the Company uses the Novator
newspaper). Such information will also be
disclosed in the supplement to the official
gazette of the Russian Securities Commission.

Within three days following the registration of
each of the securities prospectus and the report
on the results of the issue by the Russian
Securities Commission, these documents are
required to be published by the Company on its
Internet website.

Where the securities prospectus is registered
with the Russian Sccurities Commission
outside of the securities issuance procedure,
the Company is likewise required to disclose
information regarding such registration.

12. Access to Disclosures The Company is required under Sections 1.8

- and 1.9 of the Disclosure Regulation to provide
-| to any interested person on-site access to
and/or certified copies of all notices published
pursuant to the Disclosure Regulation, as well
as its registered resolutions on securities
issuance, securities prospectuses, reports on the
results of issuance and quarterly reports.

B. - Information required to be distributed to security holders or made public pursuant to a

stock exchange requirement

The rules of the RTS stock exchange, on which the Shares are currently listed in
quotation list B, do not impose additional disclosure requirements on the Company.
However, Regulation No. 03-54/ps of the Russian Securities Commission that sets out the
requirements for admission to and maintenance of a listing in quotation list B of a

Russian stock exchange contains additional requirements that apply to the Company, as
outlined below.

1. Audit Committee Review The Company is required to provide, among

the materials provided to shareholders in
advance of the annual general shareholders’
meeting, the findings resulting from the review




by the Company’s Audit Commiitee of the
report of the Company’s auditors.

2. Directors’ and Officers’ Compensation The Company is required to disclose the
amounts of compensation of the members of
the Board of Directors and its executive bodies.

1L Information Submitted Herewith

English translations of the annual report for 2003 that inciudes the annual
accounting report and the corresponding auditors’ report for the same year, as well as all public
communications and materials that the Company has made available to holders of the
Company’s securities since January 1, 2004 arc provided in Annex A hereto. English translations
of all other material documents that the Company has made public since January 1, 2004 are
provided in Annex B hereto.

111 Supplemental Information Regarding the Company’s Equity Securities

Holders of record in the share register of a Russian company may be either
beneficial owners or nominees for third-party beneficial owners. The entries in the share register

of the Company specify whether a holder of record is a beneficial owner or a nominee for a
third-party beneficial owner.

; * The share register of the Company indicated that, as of November 22, 2004, (a)
there were no U.S. residents registered in the share register as holders of record of the Shares,
and (b) as disclosed by nominee holders, there were nine U.S. residents registered as beneficial

" owners of Shares held in the name of nominee holders.

The Company was initially registered by the head of administration of the city of
Verkhnaya Salda of the Sverdlovsk region on February 18, 1993 and subsequently by the Inter-

district inspectorate of the Ministry of Taxes and Duties of Russia No.3 for the Sverdlovsk
region on July 11, 2002.

The charter capital of the Company upon its incorporation was set at 3,821,195
Rubles divided into 3,821,195 Shares with a par value of 1 Ruble each.

In April 1998, the Company conducted an additional issue of Shares by way of
allocation among shareholders. In June 1998, the Company conducted a further additional issue

of Shares by way of open subscription. These two additional issues increased the total number of
Shares to 10,625,600.

In November 2004, Company registered two additional issues of Shares, to be
effected by way of exchange of newly issued Shares for common and preferred shares of open
Joint stock company “AVISMA Titanium-Magnesium Works,” as approved by the special
general shareholders’ meeting of the Company on September 21, 2004. Following completion of

9




the sharc exchange procedures, open joint stock company “AVISMA Titanium-
Magnesium Works” will be merged into the Company and will cease to exist. The Company will
be renamed public stock company “VSMPO-AVISMA Corporation” in connection with the
merger. The merger is expected to be completed by end of the first quarter of 2005.

Currently, the charter capital of the Company amounts to 10,625,600 Rubles,
divided into 10,625,600 issued and cutstanding Shares. Following completion of the two
additional issues in connection with the share exchange, as set out above, the charter capital of

the Company will increase to 11,529,538 Rubles divided into 11,529,538 issued and outstanding
Shares.
* * H

We would be grateful if you would stamp a copy of this letter, acknowledging
receipt, and return the stamped copy to our messenger. 1f you have any questions or require
additional information, please call me at 011 44-20-7614-2200.

Very truly yo
anxel& F\L
Annexes

cc: Mr. Artem Kislichenko, VSMPO

10




Annex A

English translations of all public communications and materials

that the Company has made available to

holders of the Company’s securities since January 1, 2004

Exhibit Al  Annual General Meeting, May 14, 2004

a.

d.

Notice on Holding an Annual General Meeting of Shareholders of JSC
VSMPO

2003 Annual Report

Shareholders’ proposals of and information on candidates to the Board of
Directors and the Revisory Commission

Report on Voting Results

Exhibit A2  Special General Meeting, September 21, 2004

a.

b.

g.

Notice on Holding a Special General Meeting of JSC VSMPO Shareholders
Time-limit of Special General Meeting of JSC VSMPO shareholders

Form of Agreement between the public joint-stock company “AVISMA
Titanium-Magnesium Works” and the public joint-stock company
“Verkhnaya Salda Metallurgical Production Association”

Act of Transfer

Form of Sharcholder’s Request for Repurchase of the Shares by the
Company

Report on valuation of shares in the capital of VERKHNYAYA SALDA
METALLURGICAL PRODUCTION ASSOCIATION Open Joint Stock
Company, August 2, 2004

Report on Voting Results

Exhibit A3 Special General Mceting, December 28, 2004

a.

Notice on December 28, 2004 joint general meeting of shareholders of JSC
"VSMPQ" and JSC «<AVISMA»

1t
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b. Voting bulletin for December 28, 2004 joint general meeting of
shareholders

¢. Report on Voting Results

12
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Annex B

English translations of all other material documents

that the Company has made public since January 1, 2004

Exhibit Bl
Exhibit B2
Exhibit B3
Exhibit B4

Exhibit BS

Exhibit B6

Exhibit B7

Exhibit B8

Exhibit B9

Exhibit B10

Exhibit Bi1

Exhibit B12

Exhibit B13

Exhibit B14

Quarterly Reports - first, second and third quarter of 2004
By-laws (Charter), as amended through September 21, 2004
Issue Prospectus, Apnl 6, 1998

Shares Issue Prospectus, May 22, 1998

Resolution on Material Fact “Data on Decisions of General Meetings”,
June 02, 2004

Resolution on Material Fact “Data on Accrued and (or) Paid Securities
Yield”, June 02, 2004

Data that Could Have Material Effect On JSC VSMPO Security Prices
“Resolution of Board of Directors of JSC VSMPO on Cancellation of the
Contract with the Company’s Registrar and Confirmation of a New
Company’s Registrar”, June 15, 2004

Information Which Can Have Material Effect, on the Price of the Issuer
Securities, Decisions Taken by the Board of Directors (Supervisory
Board), August 6, 2004

Information Which Can Have Material Effect on the Price of the Issuer
Securities, Decisions Taken by the Board of Directors (Supervisory
Board), August 6, 2004

Notice of Matenal Fact, “Information about Record Dates of the Issuer”,
The Record Date, August 6, 2004

Resolution on Material Facts “Data on Decisions of General Meetings”
and *“Data on Securities Issue”, Scptember 22, 2004

Resolution on Material Fact “Data on Closing-Out Dates of the Issuer’s
Register”, September 22, 2004

Resolution on Material Fact “Data on Decision Made by the Issuer’s
Authorized Body to Issue Securities”, September 26, 2004

Resolution on Material Fact “Data on Decision Made by the Issuer’s
Authonized Body to Issue Securities”, September 26, 2004

13
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Exhibit B15

Exhibit B16

Exhibit B17

Exhibit B18

Exhibit B19

Exhibit B20

Exhibit B21

Exhibit B22

Exhibit B23

Exhibit B24

Notice on Reorganization of Joint-Stock Company Verkhnaya Salda
Metallurgical Production Association (to Creditors), October 7, 2004

Information on Material Fact, “Issuance of Securities by the Issuer”, Issue
of Securities, November 11, 2004

Information on Matenal Fact, “Issuance of Securities by the Issuer”, Issue
of Secunties, November 11, 2004

Notification of the Material Fact, «Information on the Dates of the Closure
of the Issuer’s Register», November 24, 2004

Information Which Can Have Material EfTect on the Price of the Issuer
Securities, Information on the decision taken by the Board of Directors of
the issuer: Calling of the joint general meeting of shareholders of JSC
AVISMA and JSC VSMPO and approval of the agenda of the joint general

meeting of shareholders of JSC AVISMA and JSC VSMPO, November
24, 2004 : ‘

Information Which Can Have Material Effect on the Price of the Issuer
Securities, Information on the decision taken by the Board of Directors of
the issuer: Establishment of affiliates and/or opening of the representative
offices of the issuer, November 24, 2004

Information Which Can Have Material Effect on the Price of the Issuer
Securities, Information on making a contract between the issuer and stock

exchange, according to which the issuer securities are listed, December 7,
2004

Notification of the Materia] Fact, «Information on the decisions taken by
the general meeting of stockholders», January 12, 2005

Information Which Can Have Material Effect on the Price of the Issuer
Securities, Information on inclusion of the Issuer Securities to the List of
Securities allowed for the auction by the organizer in the securities market,
January 12, 2005

Information Which Can Have Matenal Effect on the Price of the Issuer
Securities, Inclusion of the Issuer’s Securities in the List of Securities
Admitted to Trade by the Organizer of Trade in the Securities Market, or
Exclusion from such List, January 20, 2005

14
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NOTICE
On Holding an Annual General Meeting of Shareholders of
Joint-Stock Company Verkhnaya Salda Metallurgical Production Association
(JSC VSMPO)

1 Parkovaya Str., Verkhnaya Salda, Sverdlovsk Region
Dear Shareholder!

The Annual General Meeting of JSC VSMPO’s Shareholders (hereinafter referred
to as the Shareholders’ Meeting) is to be held based on the decision of the Board of
Directors as of 27. 03.2004 in the form of joint attendance of the shareholders with
prior forwarding of the voting slips in order to discuss the meeting agenda items and
decide the issues under vote.

The Shareholders’ Meeting is to take place on May 14, 2004 at 02.15 pm at 12,
Parkovaya Str., Verkhnaya Salda.

Registration of the members of the Shareholders’ Meeting starts at 12.00.

The list of shareholders entitled to take part in the Shareholders’ Meeting is made
as at March 29, 2004.

Due date for providing the shareholders with the 1nformat10n on holding the
Annual General Meeting of Shareholders: not later than April 23, 2004.

Annual General Shareholders’ Meeting Agenda:

1. Election of the Presidium of the Shareholders’ Meeting. Establishment of the

Meeting procedures.
Reporter: O.R.Leder

2. Annual report, annual accounting reports, including the Company’s Income
Statement, as well as allocation of the Company’s both profits, including distribution
(declaration) of dividends, and losses based on the results of fiscal year 2003.

Reporter:V.V.Tetyukhin
3. Conclusmn of the Auditing Committee. Conclusion of the Company’s Auditor.
Reporters:T.E.Ryzhova, O.R.Leder

4. Approval of the annual report, annual accounting reports, including the
Company’s Income Statement, as well as allocation of the Company’s both profits,
including distribution (declaration) of dividends, and losses based on the results of
fiscal year 2003. |

5. Amendment of the Company By-Laws.  Reporter: A.P.Lomko

6. Election of the Board of Directors. Personal staff.

Reporter:V.V. Tetyukhin.
7. Election of the Auditing Committee. Personal staff.
Reporter:O.R Leder.
8. Appointment of the Company’s Auditor.
Reporter: O.R.Leder

You have an option to vote in advance by way of sending the completed voting



slips to the below listed addresses:
1, Parkovaya Str., Verkhnaya Salda, Sverdlovsk Region, 624760;
- Room 20, 12, Parkovaya Str., Verkhnaya Salda, Sverdlovsk Region, 624760.
The completed voting slips shall be submitted by May 12, 2004. After that date
they will not be accepted.
The voting slips submitted in time will be considered when passing resolutions at the
Shareholders’ Meeting and summing up the voting results.

Information to be provided to the shareholders in the course of preparation for the
Shareholders’ Meeting will be made available after April 23, 2004 at: Room 20, 12,
Parkovaya Str., Verkhnaya Salda, Sverdlovsk Region, 624760.

Should you have any queries please call at (34345) 2-38-31, 51-22.

If you choose to attend the Annual General Meeting of Shareholders you will have
to carry your passport or any other identification document. If you decide to delegate
your right to take part in the Annual General Meeting of Shareholders to your
representative, then your representative will have to carry a certified letter of attorney
in addition to the above-mentioned documents.

JSC VSMPO Board of Directors
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[on the letterhead of joint-stock company UNION VS]
January 26, 2004 No. 9

To the Board Of Directors
of OAO VSMPO

Pursuant to Article 53 of the Federal Law “On Joint Stock Companies” of November 24,
1995, the closed joint-stock company UNION VS, being the shareholder of OAO VSMPO and
the holder of 313,438 common shares of OAO VSMPO as of January 26, 2004, proposes to
include the following items on the agenda of the annual general shareholders’ meeting of OAO
VSMPO:

ZAO UNION VS nominates the following candidates for election to the Board of
Directors at the annual general shareholders’ meeting of OAO VSMPO:

1. Vyacheslav losifovich Bresht — Deputy General Director of OAO VSMPO, V. Salda;
2. Vladislav Valentinovich Tetyukhin — General Director of OAO VSMPO, V. Salda;

3. Igor Vasilyevich Levin — Director for Science and Technology of OAO VSMPO,;

4. Otto Reingoldovich Leder — Deputy General Director of OOO Neostroy, Moscow;

5. Nikolai Konstantinovich Melnikov — Production Manager of OAO VSMPO, V. Salda;

6. Igor Leonidovich Malygin — Shop Manager of OAO VSMPO, V. Salda;

The consent of the above persons to their nomination to the Board of Directors of OAO
VSMPO is available.

ZAO UNION VS nominates the following candidates for election to the Audit
Commission at the annual general shareholders’ meeting of OAO VSMPO:

1. = Tatiana Eliseevna Ryshova — Chairman of the Audit Commission of OAO VSMPO, V.
Salda;

2. Lidya Kuzminichna Kharlampieva — internal auditor/economist of OAO VSMPO, V.
Salda;

3. Vera Vasilyevna Nikiforova — internal auditor/accountant of OAO VSMPO, V. Salda;

4. Antonina Vladimirovna Sokolova — internal auditor in charge of economic and
financial affairs of OAO VSMPOQO, V. Salda;

5. Nadezhda Ivanovna Pryanichnikova — internal auditor in charge of economic and

[Moscow #43887 v2]
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financial affairs of OAO VSMPO, V. Salda.

The consent of the above persons to their nomination to the Audit Commission of OAO
VSMPO is available.

Executive Director E.A. Gudkova

[seal]

[Moscow #43887 v2] 2
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To:  The Board of Directors of OJSC VSMPO
1 Parkovaya street,
City of Verkhnyaya Salda
624760 Sverdlovsk Region

Pursuant to Article 53 of the Federal Law “On Joint Stock Companies” of November 24,
1995, Coldstream Limited, a company incorporated under the laws of Cyprus, having its
registered office at Panteli Katelan, 16, DIAGORAS HOUSE, Office 603, Nicosia, Cyprus, a
shareholder in OAO VSMPO, which owns, as of January 1, 2004, one million one hundred
ninety five thousand three hundred sixty seven (1,195,367) ordinary shares in OAO VSMPO,
represented by Vyacheslav losifovich Bresht, acting under the Power of Attorney of October 2,
2003, nominates the following candidates to the Board of Directors of OAO VSMPO for election
at the annual general shareholders’ meeting in 2004:

To the Board of Directors of OAQ VSMPO:

1. Monahan John;
2.  Kelly Dennis.

The consent of the above persons to thetr nomination to the Board of Directors of OAO
VSMPO is available.

Attachments:

1.  Statement of DEPO account No. 260104/006.
2.  The Power of Attorney of October 2, 2003 issued to V.1. Bresht.

Representative of
Coldstream Limited V.1. Bresht

[sealed] [signed] January 26, 2004

[Moscow #43887 v2] 3
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John Monahan, born on August 31, 1945. Graduated from St. Francis University in
1967, with a Bachelor of Arts Degree. Specialization - Finance.
2000-present — President of VSMPO-Tirus U.S.
1998-2000 — Vice President of Time+
Has no ownership interest in companies affiliated with VSMPO.
Residence: 278 Bell
Golden, Co. 80401

Phone: 303-526-5046

E-mail: johnmonahan(@yvsmpo-tirus.com

Dennis Kelly, born on December 29, 1946. Graduated from Seton Hall University in
June 1967 with a Bachelor of Science Degree in Business Administration.
Specialization — Accounting.
2003-present — Vice President and Chief Financial Officer of VSMPO-Tirus Inc.
1999-2002 — Vice President for Strategic Planning and Corporate Development of
Metallurg, Inc.
Has no ownership interest in VSMPO or any companies affiliated with VSMPO.
Restdence: 249 Lake Road

Morristown, New Jersey 07960

USA
Phone: +973-292-4929
Fax:  +973-292-4929
E-mail: dkelly3455@aol.com

[Moscow #43887 v2] 4
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Information About the Persons Proposed by Shareholder ZAO Union VS for
Inclusion in the List of Candidates for Voting in Elections
to the Board of Directors of OAO VSMPO

1. Vyacheslav Iosifovich Bresht, born on July 16, 1953, Passport 4506 No.
683144, issued on October 16, 2003 by Interior Department of Sviblovo, Moscow. Places
of employment and positions held during the last five years:

From 6.02.1998 to 01.09.2000: Counsel for Foreign Economic Activity to General
Director of OAO VSMPO;

From 01.09.2000 to 04.02.2002: Deputy General Director for Foreign Economic
Activity; :

From 04.02.2002 to present: Deputy General Director for Marketing and Sales of OAO
VSMPO. ‘

Positions in the governing bodies of other legal entities held for the last five years: none.
Information about the number of shares held in OAO VSMPO: 0.0013%. ‘

2. Igor Vasilievich Levin, born on October 15, 1950.
Passport 6502 No. 009197, issued on August 27, 2001 by Interior Department of the city
of Verkhnyaya Salda, Sverdlovsk Region.
Positions in the governing bodies of other legal entities held for the last five years:
From 1998 to 01.02.2002: Chief Metallurgist of OAO VSMPO;
From 01.02.2002 to present: Director for Science and Technology of OAO VSMPO,
city of Verkhnyaya Salda.
Information about the number of shares held in OAO VSMPO: 0.20%.

3. Otto Reingoldovich Leder, born on March 6, 1938.
Passport 6501 No. 795972, issued on August 8, 2003 by Interior Department of the city
of Verkhnyaya Salda, Sverdlovsk Region.
Places of employment and positions held during the last five years:
From 28.10.1996 to 25.08.1998: shop superintendent at OAO VSMPO,;
From 25.08.1998 to 14.03.2002: leading expert and head of the expert group of the OAO
VSMPO management;
From 14.03.2002 to 30.04.2003: acting head of the control and costs regulation
department of OAO VSMPO, the city of Verkhnyaya Salda;
From 1.05.2003 to present: Deputy General Director of OOO Neostroy, Moscow.
Positions in the governing bodies of other legal entities held for the last five years: none.
Information about the number of shares held in OAO VSMPO: 0.019%.

4. Igor Leonidovich Malygin, born on August 9, 1961.
Passport 65 02 No.013658, issued on December 19, 2001 by Interior Department of the
city of Verkhnyaya Salda.
Places of employment and positions held during the last five years:
From 19.03.97 to 27.09.99: production manager at OAO VSMPO;
From 27.09.99 to present: shop superintendent at OAO VSMPO.
Positions in the governing bodies of other legal entities held for the last five years: none.

[Moscow #43887 v2] 5
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Information about the number of shares held in OAO VSMPO: none.

5. Nikolai Konstantinovich Melnikov, born on February 26, 1955.
Passport 65 00 No.792118, issued on May 7, 2001 by the Interior Department of the city
of Verkhnyaya Salda.
Places of employment and positions held during the last five years:
From 5.02.97 to 05.04.99: Head of Division at OAO VSMPO, city of Verkhnyaya Salda;
From 05.04.99 to 01.08.2001: Deputy Director for Production of OAO VSMPO, city of
Verkhnyaya Salda,
From 01.08.2001 to present: Director for Planning and Production Management of OAO
VSMPO.
Positions 1n the governing bodies of other legal entities held for the last five years: none.
Information about the number of shares held in OAO VSMPO: 0.0092%.

6. Vladislav Valentinovich Tetyukhin, born on November 29, 1932.
Passport 4504 No. 845311, issued on April 14, 2003 by Interior Department of Begovoy
of Moscow. '
Places of employment and positions held for the last five years:
General Director of OAO VSMPO from 1992.
Positions in the governing bodies of other legal entities for the last five years:
From 1998 to present: General Director of OJSC AVISMA;;
From 1998 to present: Chairman of the Board of Directors of ZAO UNION VS.
Information about the number of shares held in OAO VSMPO: 0.019%.

Head of the Personnel Department A.K. Melnikov

[sealed] [signed]

[Moscow #43887 v2] 6
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January 15, 2004

To: The Board of Directors of OJSC VSMPO

OAQO VSMPO

624760, Sverdlovskiy region
City of Verkhnaya Salda
Parkovaya Street, 1

PROPOSAL
On Nomination of Candidates To the Board of Directors
and the Audit Committee of OJSC VSMPO

Renova Industries Ltd., a company incorporated under the laws of the Bahamas, having its
registered office at Shirley House, 50 Shirley Street, Nassau Bahamas, which owns 963,105
(nine hundred sixty three thousand one hundred five) ordinary shares of OJSC VSMPO,
which is over two per cent of the total number of voting shares of OJSC VSMPO, represented by
Carl Stadelhofer, Directors, acting pursuant to the Articles of Association of Renova Industries
Ltd., in accordance with Article 53 of the Federal Law on Joint-Stock Companies, nominates the
below candidates for election to the Board of Directors and the Audit Committee of OJSC
VSMPO at the annual general shareholders meeting to be held in 2004:

To the Board of Directors of QJSC VSMPO:

1.

Olkhovik Evgeny Nikolaevich

To the Audit Committee of OJSC VSMPO:

1.
2.

Akhvatova Marina Evgenjevna
Danysheva Anna Viktorovna

The above candidates do not own shares of OJSC VSMPO.

Attachments

1.

Document proving that the Company owns the said number of shares of OJSC

2. Document proving the authority of the person signing the Proposal :

3.  Candidate’s Declaration of Consent to nomination to the Board of Directors of OJSC
VSMPO

4. Candidate’s Declaration of Consent to nomination to the Audit Committee of OJSC
VSMPO

5. Questionnaire of the candidate to the members of the Board of Directors of OJSC
VSMPO

[Moscow #43887 v2] 7
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Signature :
Seal of Renova Industries Ltd.
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Questionnaire of the Candidate

to the Board of Directors of OAO VSMPO

Olkhovik Evgeny Nikolaevich

(surname) (name) (patronymics)

Residential address Apt. 5, 24 Krasnoarmeyskaya street, Moscow

Postal address Apt. 5, 24 Krasnoarmeyskaya street, Moscow

Date of birth 1955

Education Higher

Current positions, Company: Open Joint Stock Company SUAL-HOLDING

including those in the
governing bodies of other
legal entities

Title: First Deputy President — First Vice-President for
Business in Russia, member of the Management Board

Titles for the last 5 years

1. Period from 1998 to 1999

Company: Open Joint Stock Company Sibir-Urals
Aluminum Company

Title: Head of Financial and Economic Department

2. Period from 1998 to 2003

Company: Closed Joint Stock Company RENOVA

Title: prior to 1999 — Deputy General Director

3. Period from 1999 to 2000

Company: Open Joint Stock Company Sibir-Urals
Aluminum Company

Title: Deputy General Director for Corporate
Development

4. Period from 2000 to 2003

Company: Open Joint Stock Company SUAL-HOLDING
Title: First Vice-President

5. Period from 2003 to present time

Company: Open Joint Stock Company SUAL-HOLDING
Title: First Deputy President — First Vice-President for

Interest in the charter
capital of OAO VSMPO

Business in Russia, Member of the Executive Board

None

Interest in the charter
capitals of the OAO
VSMPO subsidiaries and

dependent companies

None

Legal entities in which he
holds independently or
together with his affiliated
persons 20% or more of
voting shares (interests,
participatory interests)

None

i)

)

In the event of my election as member of the Board of Directors of OAO VSMPO, I undertake to
inform the Company of all organizations in respect of which I am an affiliated person, as well as of all
cases when I am or may be an interested party in a Company transaction under the effective legislation.

January 30, 2004 [signature] E.N. Olkhovik

[Moscow #43887 v2] 9
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NOTICE ON HOLDING A SPECIAL GENERAL MEETING OF JSC VSMPO SHAREHOLDERS

Full Trade Name and Location of the Company: Joint-Stock Company Verkhnaya Salda Metallurgical
Production Association (hereinafter referred to as the JSC VSMPO), 1, Parkovaya Str., Verkhnaya Salda,
Sverdlovsk Region, Russia.

JSC VSMPO hereby notifies that on August 5, 2004 the Board of Directors of JISC VSMPO took a decision
to hold a Special General Meeting of Shareholders.

Meeting Form: joint attendance of the shareholders with prior forwarding of the voting slips in order to
discuss the meeting agenda items and decide the issues under vote.

Meeting Date: September 21, 2004

Meeting Site: Conference Hall, 12, Parkovaya Str., Verkhnaya Salda, Sverdlovsk Reg.
Meeting Time: 11.00am local time.

Registration Time of the Meeting Members: 9.00am on the Meeting date at the Meeting site.

The list of people entitled to take part in the Special General Meeting of Shareholders is made based on the
Register of JSC VSMPO Registered Securities Holders as of August S, 2004.

SPECIAL GENERAL SHAREHOLDERS’ MEETING AGENDA

1. Determination of the quantity, nominal value, category (type) of the declared shares and rights granted by
such shares.

N

Amendment of the Company By-Law.

Reorganization of JSC VSMPO, 1, Parkovaya Str.,, Verkhnaya Salda, Sverdlovsk Reg., Russia, via
affiliation of JSC AVISMA, Berezniki, Perm Region, Russia, to JSC VSMPO. Approval of the Affiliation
Agreement.

4. Approval of the interest transaction.
. Increase of the Company’s authorized capital stock by floatation of additional shares.

»

wn

The voting slips are to be forwarded to the people included in the List and entitled to take part in the
Meeting not later than August 21, 2004,

The shareholders may send the completed voting slips to one of the below listed addresses:

+ Central Moscow Depositary, 22, Olkhovskaya Str., Moscow, 105066,
or

¢ JSC VSMPO, 1, Parkovaya Str., Verkhnaya Salda, Sverdlovsk Reg., 624760.

The voting slips will be considered when summing up the voting results if they are received by Central
Moscow Depositary or JSC VSMPO at least two days prior the Meeting date, i.e. before September 18, 2004
inclusive.

In order to get registered as the member of the Meeting the shareholder must produce its passport or any
other identification document.

The shareholder’s representative attending the Meeting must carry a letter of attorney prepared in
accordance with Clause 1 Article 57 of the Federal
Law “On Joint-Stock Companies” and Clause 4, 5 Article 185 of the Civil Code of the Russian Federation or
certified by a notary public.

The executive body of the shareholder-legal person must also carry the documents certifying its authorities.

Please note that in the event you either vote AGAINST on agenda item 3 or do not take part in voting on
this issue you will have the right to request that JSC VSMPO repurchase all or part of your shares.

The shares will be repurchased at the price determined by the JSC VSMPO Board of Directors in
accordance with Clause 3 Article 75 of the Federal Law “On Joint-Stock Companies”.

The JSC VSMPO share repurchase price is 2 119 rubles 19 copecks per one ordinary share.

1
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The list of shareholders entitled to request repurchase of their shares by the Company is made based on the
Company’s Register of Shareholders as of August 5, 2004.

Company’s repurchase procedure:

1. A shareholder entitled to request that JSC VSMPO repurchase all or part of its shares must send a written
request to the Company that shall contain the shareholder’s address as it is indicated in the Shareholder’s

Register and the quantity (category, type) of the shares to be repurchased (the request form is to be forwarded
along with the voting slips).

2. In the event the rights of the nominal shareholder are considered, then the statement of the DEPO
account shall be attached to the shareholder’s request form.

The shareholder must send the request for repurchase via registered mail at the following address: JSC
VSMPO, 1, Parkovaya Str., Verkhnaya Salda, Sverdlovsk Reg., 624760, or hand over the request to the person
authorized to accept the correspondence addressed to JSC VSMPO and sign for.

3. The shareholder shall send the request for share repurchase to JSC VSMPO not later than 45 days
from the date when the General Meeting of JSC Sharcholders passes a resolution on JSC VSMPO
reorganization (i.e. date when this General Meeting of Shareholders takes place), i.e. not later than November
5, 2004.

The requests sent to the Company after that date or containing incomplete or incorrect information will not
be considered.

4. If a shareholder requests to repurchase more shares than owned by him/her, than all shares owned by
him/her shall be repurchased.

5. In the event the aggregate value of the JSC VSMPO shares requested to be repurchased exceeds 10% of the
value of the Company’s net assets as of the date of passing the reorganization resolution by the General
Meeting of JSC VSMPO Shareholders, the shares will be repurchased proportionate to the shareholders’
requests (in accordance with Clause 5 Article 76 of the Federal Law “On Joint-Stock Companies™).

In such event the number of the shares to be repurchased from each shareholder shall be determined by
dividing the total number of the shares which can be repurchased taking into account the above-mentioned
limitation by the total number of the shares requested to be repurchased; then the obtained number (conversion
factor) shall be multiplied by the number of the shares requested to be repurchased.

The information on the conversion factor is available at JSC VSMPO or its registrator’s, JSC Central
Moscow Depositary.

6. In the event the number of the shares to be repurchased is decreased proportionate to the requests and such
decrease results in the fractional number of the shares to be repurchased, then the number of repurchased shares
shall be rounded off to the whole number:

1) If the figure after the comma is 5 to 9 the unit shall be added to the whole number;

2) If the figure after the comma is 0 to 4 the whole number shall only be considered. .

7. If the number of the shares entered in the JSC VSMPO personal account exceeds the number of the shares to
be repurchased, JSC VSMPO shall return the excess shares to the personal accounts of the registered
shareholders from which the shares have been written off. These shares will not be repurchased.

8. JSC VSMPO will repurchase the shares from those shareholders who will request that within 30 days
after 45-day period since the date of passing the reorganization resolution by the General Meeting of
JSC VSMPO Shareholders (i.e. till December 5, 2004 inclusive).

9. The shareholder requested the repurchase of JSC VSMPO shares must ensure that the shares will be written
off from his/her account and entered in the personal account of JSC VSMPO not later than December 5,
2004; this operation can be made:

o At the JISC VSMPO registrator’s — JSC Central Moscow Depositary: 22, Olkhovskaya Str., Moscow,
105066, Russia,

e  Atany branch office of Central Moscow Depositary,

2
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e At JSC VSMPO acting as the transfer-agent — JSC VSMPO, 1, Parkovaya Str., Verkhnaya Salda,
Sverdlovsk Reg., 624760 (for natural persons only).

o At the depositary (depending on the place of registration of the rights for the shares to be repurchased).
Transfer of the rights for the shares is made at the expense of JSC VSMPO.

10. Payment of the shares to be repurchased is made at the expense of JSC VSMPO by one of the ways
indicated by the shareholder in the request form within 30 days after the due date for submitting the requests:

e By cash payment in the Company’s bank: JSC VSMPO, 1, Parkovaya Str., Verkhnaya Salda,
Sverdlovsk Reg., 624760;

e By transfer of the repurchase sum to the bank account indicated by the shareholder in the request form;
o By postal transfer of the repurchase sum to the address indicated by the shareholder in the request form.

In the event no way of payment is indicated in the request form the money will be sent by post to the address
stated in the Register of Shareholders.

Should you have any queries please call at: (34345) 5-28-00, 2-13-60.

The information to be provided to the shareholders in the course of preparation for the Special General
Meeting of Shareholders is available within 30 days (from August 20, 2004) during the working hours at:

s Office of the Secretary of the JSC VSMPO Board of Directors, 1, Parkovaya Str., Verkhnaya Salda,
Sverdlovsk Reg., 624760, Russia.

s Room 26, 1, Parkovaya Str., Verkhnaya Salda, Sverdlovsk Reg., 624760, Russia.

JSC VSMPO Board of Directors
The Notice was approved by the JSC VSMPO Board of Directors held on August 5, 2004.

Chairman of the JSC VSMPO Board of Directors V.1 Brecht
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JSC VSMPO Meeting Time-Limit 21.09.2004 . Page 1 of 1

TIME-LIMIT

OF SPECIAL GENERAL MEETING OF JSC VSMPO
SHAREHOLDERS

It is suggested that a person taking the floor at the Special Meeting of
Shareholders meet the following time limits:

- report on an agenda item — up to 25 minutes;

- discussion — up to 5 minutes;

- questioning, providing an information — up to 2 minutes.

It 1s proposed that 25.5 and 2 minutes be set respectively.

One and the same person cannot speak on one and the same issue more
than once. |

Recess is to be taken every 1.5 hour.

JSC VSMPO Board of Directors

Tepeson: 3umuna E.B.
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The public joint-stock company «Verkhnaya Salda Metallurgical Production Association»,
registered in the Uniform Public Legal Entities Register on July 11, 2002 under registration
number 1026600784011, hereinafter referred to as JSC VSMPO or the «Association»,

represented by Vladislav V. Tetyukhin, the Director General, acting in accordance with the
Company By-Laws, on the one hand,

and

the public joint-stock company «AVISMA Titanium-Magnesium Works», registered in the
Uniform Public Legal Entities Register on October 21, 2002 under registration number
1025901703937, hereinafter referred to as JSC AVISMA or the «Worksy, represented by
Vladislav V. Tetyukhin, the Director General, acting in accordance with the Company By-Laws,
on the other hand,

hereinafter collectively referred to as the «Parties» and individually as a «Party»,

based on Article 17 of the Federal Law on Joint-Stock Companies No. 208-FZ, dd. December
26, 1995, hereinafter referred to as the “FL on JSC”, have entered into this Affiliation
Agreement (hereinafter referred to as “Agreement”) on the following:

1. SUBJECT OF THE AGREEMENT

1.1. In order to enhance the efficiency of the Parties’ assets utilization, increase
competitiveness of products represented by the Parties in the market place, improve
administration practices and reduce production costs for the sake of increasing profits and
production output, the Parties have agreed to conduct reorganization via JSC AVISMA
affiliation to JSC VSMPO with transfer of all the rights and obligations of JSC AVISMA to JSC
VSMPOQO and renaming of the Association into JSC “VSMPO-AVISMA Group”.

Preliminary, reorganization shall be complete on December 31, 2004.

1.2. The Parties have agreed to establish two subsidiaries of the JSC VSMPO-AVISMA
Group: in Berezniki, Perm Region — at this the name of the subsidiary shall include the name
“AVISMA” and in Verkhnaya Salda, Sverdlovsk Region - at this the name of the subsidiary
shall include the name “VSMPO”.

1.3. The Parties shall jointly complete all the activities and procedures required for
reorganization, stipulated by the Russian Federation Legislation and by the Parties’ constituent
documents.

2. RIGHTS AND OBLIGATIONS OF THE PARTIES

2.1. The Parties undertake to make their best efforts to. perform reorganization in strict
compliance with the requirements of the Russian Federation Legislation.

2.2. The Association takes leadership in the process of reorganization and undertakes, by
force of its employees and invited third-party specialists, to coordinate all the necessary activities
including the following:
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- Develop a Reorganization Milestone Plan and agree it with the Works;

- Promptly perform reorganization activities stipulated by the Russian Federation
Legislation, VSMPO By-Laws, internal documents and this Agreement;

- Ensure development of the draft resolutions of the Parties’ authorities aimed at
reorganization and have them approved by the Works to provide uniformity of the
appropriate decisions taken by the Parties’ authorities;

- Call meetings of the competent authorities — the Board of Directors and the General
Meeting of Shareholders of JSC VSMPO - for passing resolutions regarding
reorganization;

- Render assistance to the Works in the development of the Transfer Act, if necessary;

- Prepare all the necessary documents and take all the necessary actions for obtaining of
preliminary permission from the Federal Executive Authority (hereinafter
«Antimonopoly Service») for reorganization of JSC AVISMA and JSC VSMPO in
accordance with Article 17 of the Federal Law on Competition and Limitation of
Monopolistic Commodity Market Activity No. 948-1, dd. March 22, 1991;

- Ensure obtaining of a preliminary approval from the Antimonopoly Service for
reorganization of JSC AVISMA and JSC VSMPO,;

- Finance the following joint activities for preparation and implementation of
reorganization:

a) Preparation and publication of materials approved by the Parties in mass media
aimed at keeping the investors informed of the reorganization process;

b) Holding conferences and other meetings as agreed between the Parties to keep the
investors in possession of the information on the reorganization process;

c) Enlisting the services of outside financial and legal consultants for implementation
of the reorganization procedure. '

2.3. Executive bodies of the Parties, via internal orders, shall establish a workgroup for
development of the organizational structure of the JSC VSMPO-AVISMA Group and its
subsidiaries on the basis of JSC AVISMA and JSC VSMPO assets and in accordance with the
Regulations on Subsidiaries, while maintaining the historical trade names “AVISMA” and
“VSMPO” and granting the maximum possible scope of rights to the subsidiaries.

3. REORGANIZATION PROCEDURE

3.1. In accordance with the requirements of the current Russian Federation Legislation the
Parties shall take the following actions to accomplish the reorganization procedure:

3.1.1. The Board of Directors of the Association shall organize preparation and holding
of the Special General Meeting of Shareholders of JSC VSMPO on September 21, 2004
with the following issues on the agenda:

1) Determination of the amount, nominal value, category (type) of the declared shares

and the rights granted by these shares and introduction of the appropriate changes into
JSC VSMPO By-laws;

Agreement between JSC AVISMA and JSC VSMPO Page 3 of 17



O

2)  Reorganization of JSC VSMPO via affiliation and approval of this Agreement;

3)  Approval of interest transaction;
4)  Increase of JSC VSMPO authorized capital stock by floatation of additional shares.

3.1.2. The Board of Directors of the Works shall organize preparation and holding of
the Special General Meeting of Shareholders of JSC AVISMA on September 21, 2004 with
the following issues on the agenda:

1)  Reorganization of JSC AVISMA via affiliation, approval of this Agreement and the
Transfer Act;

2)  Approval of interest transaction.

3.1.3. For the purpose of this Agreement, the Boards of Directors of both Parties when
taking the actions described in paragraphs 3.1.1 and 3.1.2 shall:

a) Agree and approve similar, where possible, wordings of resolutions taken by the
Parties’ General Meetings of Shareholders regarding the issues on the agenda;

b) Agree and approve similar procedures for repurchase of shares from the Parties’
shareholders, who gave their votes against reorganization or who didn’t take part in
voting on this issue on the agenda (including dates and procedures for submission of
shareholders’ requests, dates and procedure for repurchase of shares, etc);

c) Approve the forms of shareholder requests completely identical in form and content
for repurchase of shares by the company (JSC VSMPO or JSC AVISMA), with the
only allowable differences applying to designations, dates of General Meetings of
Shareholders and prices of shares repurchase by each Party. '

When the Board of Directors approves the wording of the resolution on the issue of the
agenda of the General Meeting of Shareholders “Determination of the amount, nominal
value, category (type) of the declared shares and rights granted by these shares and
introduction of the appropriate changes to JSC VSMPO By-Laws”, JSC VSMPO shall
ensure strict compliance with the provisions of this Agreement with regard to the rights
granted by the declared shares. :

3.1.4. JSC AVISMA shall take an inventory of property and financial obligations and
develop a draft Transfer Act for its subsequent approval at the General Meeting of
Shareholders of JISC AVISMA.

The Transfer Act shall be developed as of June 30, 2004 and shall include the following
appendixes:

- Accounting records of the Works in the scope stipulated by the Federal Law on Business
Accounting No. 129-FZ, dd. November 21, 1996 which determine the content of property
and obligations of the Works;

- The Works’ property and obligations inventory reports drawn up based on the results of
the inventory performed in accordance with this Agreement, Russian Federation
Legislation and other legislative acts prior to development of the Transfer Act,
confirming availability, condition and rating of such property and obligations;
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- Basic accounting documents on material assets (acts/notes on acceptance/transfer of fixed
assets, inventory, etc.), lists (inventory reports) of other property subject to
acceptance/transfer during reorganization of the Parties;

- Interpretation (inventory lists) of accounts payable and receivable, payments to relative
budgets, state off-budget funds, etc.

The value of JSC AVISMA property and property rights shall be estimated as a residual
(current) value of JSC AVISMA.

3.1.5. Within not later than 15 (fifteen) days after approval of this Agreement by the
Boards of Directors, the Parties shall prepare all documents and information necessary for
obtaining a preliminary permission from the Antimonopoly Service for reorganization of
JSC AVISMA and JSC VSMPO in accordance with the Federal Law on Competition and
Limitation of Monopolistic Commodity Market Activity No. 948-1, dd. March 22, 1991 and

the RF Antimonopoly Policy Ministry Order No. 276 dd. August 13, 1999 (as amended by
Order No. 785, dd. October 31, 2000).

3.1.6. JSC VSMPO shall hold a Special General Meeting of Shareholders on September
21, 2004 with the following issues on agenda:

1)  Determination of the amount, nominal value, category (type) of the declared shares

and rights granted by these shares and introduction of the appropriate changes into
JSC VSMPO By-Laws;

2)  Reorganization of JSC VSMPO via affiliation, approval of this Agreement;
3)  Approval of interest transaction;
4) Increase of JSC VSMPO authorized capital stock by floatation of additional shares.

3.1.7. JSC AVISMA shall hold a Special General Meeting of Shareholders on
September 21, 2004 with the following issues on agenda:

1) Reorganization of JSC AVISMA via affiliation, approval of this Agreement and Transfer

Act;
2) Approval of interest transaction.

3.1.8. Each Party shall, within 3 (three) days of the date when the corresponding Party’s
General Meeting of Shareholders takes a decision on reorganization, notify in writing the
appropriate taxation authority of such a decision.

3.1.9. The Association shall, immediately after the issue of the Minutes of a Special
General Meeting of Sharcholders as per par. 3.1.6 of this Agreement, take all the actions
necessary for the state registration of all the changes introduced to JSC VSMPO By-laws
with respect to the declared shares.

3.1.10. Since based on Article 75 of the FL on JSC the shareholders — owners of the
voting shares have a right to request repurchase of all or part of the shares owned by them
by the joint-stock company in case of reorganization of the joint-stock company, provided
they give their votes against reorganization or do not take part in the vote on this particular
issue on the agenda, the Parties mutually undertake to fulfill all the appropriate provisions of
the FL on JSC so as to provide an opportunity for their shareholders to exercise their right to
request repurchase of shares, including obligations to determine the share market value in
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accordance with the provisions of Article 77 of the FL on JSC and inform their shareholders
in due time of their right to request repurchase of shares and of the price and procedure of
repurchase in accordance with the provisions of Article 76 of the FL on JSC.

The repurchase of shares from shareholders, who made the appropriate request, shall be
carried out by the Parties within the timeframe stipulated by the FL on JSC.

The shares shall be repurchased out of the allocated retained profit of the past years and (or)
the net profit of the current period.

- 3.1.11.Within not later than 30 (thirty) days of the date when the Party’s General
Meeting of Shareholders takes a decision on reorganization, each Party shall in writing
notify its creditors of such a decision and publish a report in the periodical designated for
publication of data on the state registration of legal entities.

For these purposes, each Party shall, by not later than October 11, 2004, compile a full list of
its creditors. Each Party’s list of creditors shall be developed as of the date when the
corresponding Party’s General Meeting of Shareholders makes a decision on reorganization.

3.1.12. Within the time limits and according to the procedure stipulated by the current
Russian Federation Legislation and corresponding agreements (covenants), each Party shall
make final settlements with its creditors, who, within the time limits stipulated by the
current Russian Federation Legislation, submitted written requests for advanced termination
or fulfillment of obligations by the corresponding Party and for payment of damages.

The Parties undertake to assist each other during negotiations with creditors with a view to

specify the amount of accounts payable, settle the accounts and, if necessary, restructure the
accounts payable.

3.1.13. Within not later than 20 (twenty) days after completion of the period for
submission by the JSC AVISMA shareholders, who gave their votes against reorganization
or didn’t take part in the voting on this agenda issue at the General Meeting of Shareholders,
of the requests for repurchase of their shares by the Works, the Works shall ensure that the
Board of Directors of the JSC AVISMA takes decisions on the following issues:

- Approval of the shares repurchase results;

- Preparation and holding of the Joint General Meeting of Shareholders of JSC VSMPO
and JSC AVISMA.

At this, JSC AVISMA undertakes to immediately notify the JSC VSMPO of the decisions
taken by the Board of Directors of the JSC AVISMA, as stated above in par. 3.1.13, and also’
submit to the JSC VSMPO a copy of the relative minutes of the Board of Directors Meeting
within not later than the first working day following the date of its issue.

3.1.14. Within not later than 20 (twenty) days after completion of the period for
submission by the JSC VSMPO shareholders, who gave their votes against reorganization or
didn’t take part in the voting on this agenda issue at the General Meeting of Shareholders, of
the requests for repurchase of their shares by the Association, the Association shall ensure
that the Board of Directors of the JSC VSMPO takes decisions on the following issues:

- Approval of the share repurchase results;
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- Preparation and holding of the Joint General Meeting of Shareholders of JSC VSMPO
and JSC AVISMA;

- Introduction of the iséue regarding appropriate changes to be made to JSC VSMPO By-
Laws, including renaming of the JSC VSMPO to the JSC VSMPO-AVISMA Group, to
the agenda of the Joint General Meeting of Shareholders;

- Establishment of the two subsidiaries of the JSC VSMPO-AVISMA Group: in Berezniki,
Perm Region — at this the name of the subsidiary shall include the name “AVISMA” and
in Verkhnaya Salda, Sverdlovsk Region - at this the name of the subsidiary shall include
the name “VSMPO” and endowment the subsidiaries with property,;

- Approval of the Regulations on the JSC VSMPO-AVISMA Group subsidiaries and
introduction of the provisions on subsidiaries to the By-Laws;

- Appointment of the heads of the JSC VSMPO-AVISMA Group subsidiaries and approval
of the organizational structure of subsidiaries.

Decisions on subparagraphs 4, 5 and 6 of this péragraph shall be taken after prior approval
of the JSC AVISMA Board of Directors.

At this, JSC VSMPO undertakes to immediately notify the JSC AVISMA of the decisions
taken by the Board of Directors of the JSC VSMPO, as stated above in par. 3.1.14, and also
submit to the JSC AVISMA a copy of the relative minutes of the Board of Directors
Meeting within not later than the first working day following the date of its issue.

3.1.15. The Association undertakes to take all the actions necessary for registration of

the subsidiaries in the corresponding state (municipal) authorities and off-budget funds at
the place of the subsidiaries location.

3.1.16. Hereby the Parties agree to hold the Joint General Meeting of Shareholders. In
this connection, each Party undertakes to ensure approval of the date of such Joint General
Meeting of Shareholders, as stated in Article 4 of this Agreement, by its Board of Directors.

3.1.17 Within not later than 3 (three) days of the date of issue the report on results of .
voting held at the Special General Meeting of Shareholders of JSC VSMPO, as indicated in
par. 3.1.6. of this Agreement, the Association shall ensure approval by its Board of Directors
of the decision on issue of securities to be allocated during reorganization. The decision on
securities issue shall be approved based on and in accordance with this Agreement and
resolution of the JSC VSMPO General Meeting of Shareholders on the “Increase of the
authorized capital stock by floatation of additional shares”.

3.1.18. The Association undertakes to submit to the RF executive authority all the
documents necessary for the state registration of the issue (additional issue) of securities to
be allocated during reorganization within 3 (three) months of the date of approval of
securities issue, as stated in par. 3.1.17 of this Agreement.

-3.2. Based on the provisions of this Agreement and in accordance with Articles 57-60 of the
Russian Federation Civil Code (hereinafter referred to as RF CC), Articles 15 and 17 of the FL
on JSC and other Russian Federation statutory acts, reorganization of the Parties shall be
considered complete as of the date (hereinafter “Date of Reorganization”) of introduction by the
RF executive authority of the note on cessation of JSC AVISMA activities into the Uniform
Public Legal Entities Register (hereinafter “Public Register’) .
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3.3. The Parties are entitled, subject to an additional agreement approved by the Boards of
Directors of the Parties, to change the procedure and due dates for completion of separate
reorganization stages, except for the terms stipulated by the FL on JSC.

3.4. The Parties shall take all other necessary actions not stipulated in this Agreement, if
such actions are required by the Russian Federation Legislation or mandatory directives from the
competent state authorities. Such actions can be taken without execution of any supplementary

agreements and, consequently, they will not require approval by the Parties’ General Meetings of
Shareholders.

4. JOINT GENERAL MEETING OF SHAREHOLDERS.
VOTING AT THE JOINT GENERAL MEETING OF SHAREHOLDERS

4.1. The Parties have agreed that, within the time limits specified in par. 3.1.13 and 3.1.14 of
Article 3 of this Agreement, they shall hold the meetings of the Boards of Directors of JSC
VSMPO and JSC AVISMA for the purpose of calling of the Joint General Meeting of
Shareholders with the following mandatory issue on agenda: “Approval of the revised JSC

VSMPO By-laws”, including approval of renaming of the JSC VSMPO to the JSC VSMPO-
AVISMA Group.

4.2. The Parties have agreed to hold the Joint General Meeting of Shareholders not earlier
than on the 31% (thirty first) day of the date of JSC AVISMA Board of Directors Meeting, as
stated in par. 3.1.13 of this Agreement.

4.3. The Parties have agreed to compile lists of persons entitled to take part in the Joint
General Meeting of Shareholders by the date of JSC VSMPO Board of Directors Meeting, as
stated in par. 3.1.14 of this Agreement.

4.4. The Joint General Meeting of Shareholders shall be called and prepared in accordance
with the procedure stipulated by the Russian Federation Legislation and the Parties’ By-laws and
internal documents.

Each Party undertakes to take the following actions with respect to its shareholders:
a) Develop lists of persons entitled to take part in the Joint General Meeting of Shareholders;
b) Notify the shareholders of the Joint General Meeting of Shareholders;

¢) Submit information (materials) to the persons entitled to take part in the Joint General
Meseting of Shareholders during preparation for the Meeting;

d) Distribute voting slips for a vote to be held at the Joint General Meeting of Shareholders.

The decisions taken by the Boards of Directors of JSC AVISMA and JSC VSMPO with regard
to calling and holding of the Joint General Meeting of Shareholders shall contain completely
identical approved wording in respect of the following:

- Place, date and time of the Joint General Meeting of Shareholders;

- Dates of closure of the Registers of JSC AVISMA and JSC VSMPO registered share
holders in order to compile the lists of persons entitled to take part in the Joint General
Meeting of Shareholders; )

- Agenda of the Joint General Meeting of Shareholders,
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as well as the voting slips completely identical in form and in wording for a vote to be held at the
Joint General Meeting of Shareholders and notifications to shareholders of the Joint General
Meeting of Shareholders.

To ensure complete identity of the decisions taken by the Parties’ Boards of Directors, as stated
above, the Parties undertake, during the preparation for the appropriate Board of Directors
Meetings, to preliminary agree the wording of all the issues regarding calling and holding of the
Joint General Meeting of Shareholders to be put to the vote at such Boards of Directors
Meetings.

Each Party undertakes to submit to the other Party a copy of the Board of Directors Meeting
minutes, approved by the appropriate Party, containing decisions regarding the abovementioned
issues. A copy of the Board of Directors Meeting minutes shall be submitted to the other Party
within not later than 1 (one) working day of the date of the minutes issue.

4.5. Lists of persons entitled to take part in the Joint General Meeting of Shareholders on
behalf of each Party’s shareholders shall be developed taking into account the following:

4.5.1. List of persons entitled to take part in the Joint General Meeting of Shareholders
on behalf of JSC VSMPO shareholders shall include holders of JSC VSMPO ordinary
shares as of the date of the corresponding list development, as well as other persons, when
stipulated by the Russian Federation Legislation.

4.5.2. List of persons entitled to take part in the Joint General Meeting of Shareholders
on behalf of JSC AVISMA shareholders shall include both the holders of JSC AVISMA
ordinary shares and the holders of JSC AVISMA preference shares of Type A, as of the date
of development of the corresponding list, and also other persons when stipulated by the
Russian Federation Legislation.

4.5.3 Each list of persons entitled to take part in the Joint General Meeting of
Shareholders shall include information on the number of votes possessed by each listed
person. The number of votes shall be determined based on the provisions stipulated in par.
4.10 of this Agreement.

4.6. Based on the lists of persons entitled to take part in the Joint General Meeting of
Shareholders as per par. 4.5, the Parties shall develop the general list of persons entitled to take
part in the Joint General Meeting of Shareholders for the purpose of registration of the meeting
members, determination of quorum and taking a vote on the meeting agenda. The general list of
persons entitled to take part in the Joint General Meeting of Shareholders shall be certified by the
signatures of the authorized representatives and the seals of both Parties.

4.7. Voting slips shall be issued based on the requirements of the Russian Federation
Legislation for the form and content of voting slips to be used for a vote at the Company’s
General Meeting of Shareholders and also taking into account peculiarities of the Joint General
Meeting of Shareholders, as stipulated by this Agreement,

The voting slips shall be issued based on the general list of persons entitled to take part in the
Joint General Meeting of Shareholders.

The voting slips shall have margins against each voting option for stating the number of votes for
each voting option. The voting slips may also include the number of votes possessed by the
person entitled to take part in the Joint General Meeting of Shareholders. The number of votes
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possessed by the person entitled to take part in the Joint General Meeting of Shareholders shall
be determined taking into account provisions of par. 4.10 of this Agreement.

4.8. The Parties hereby agree that the Returning Board functions at the Joint General
Meeting of Shareholders shall be fulfilled by the JSC Central Moscow Depositary. For this
purpose, prior to the date of the Joint General Meeting of Shareholders, the Parties shall ensure
signing of all the necessary agreements (covenants) with the JSC Central Moscow Depositary
and submittal of all the necessary documents to the JSC Central Moscow Depositary.

4.9. The Joint General Meeting of Shareholders shall be considered lawful (shall have a
quorum), if it is attended by the Parties’ shareholders possessing in the aggregate more than a
half of the total number of votes of the Parties’ allocated voting shares, determined based on the
general list of persons entitled to take part in the Joint General Meeting of Shareholders and the
provisions of par. 4.10 of this Agreement.

4.10. The Parties have established the following voting procedure at the Joint General
Meeting of Shareholders: ‘

4.10.1. One JSC VSMPO ordinary share shall correspond to 1 (one) vote at the Joint
General Meeting of Shareholders.

4.10.2. One JSC AVISMA ordinary share shall correspond to 2 (two) votes at the Joint
General Meeting of Shareholders.

4.10.3. One JSC AVISMA preference share of Type A shall correspond to 1 (one) vote
at the Joint General Meeting of Shareholders.

4.11. Resolution of the Joint General Meeting of Shareholders regarding the “Approval of
the revised Company By-laws” shall be taken by a majornity constituted by % of the votes of the
Parties’ shareholders taking part in the Joint General Meeting of Shareholders. At this, JSC
AVISMA ordinary shares and preference shares of Type A and JSC VSMPO ordinary shares
shall be considered voting shares.

5. CONVERSION OF JSC AVISMA SHARES INTO THE SHARES OF JSC VSMPO

5.1. Unless otherwise stated in this Agreement, on the Date of Reorganization the allocated
shares of JSC AVISMA shall be converted into the additional shares of JSC VSMPO, with the
ordinary and preferred shares of JSC AVISMA to be converted into the ordinary shares of JSC
VSMPO.

5.2. The Parties hereby agree to fix the following ratio of conversion of JSC AVISMA
shares into JSC VSMPO shares (hereinafter referred to as the “Ratio of Conversion”):

a) 1 (one) ordinary registered share of JSC AVISMA in the undocumented form with the
nominal value of 0.2 (point two) ruble will be converted into 2 (two) ordinary registered
shares of JSC VSMPO in the undocumented form with the nominal value of 1 (one) ruble;

b) 1 (one) preference registered share of type A of JSC AVISMA with the nominal value of
0.2 (point two) ruble will be converted into 1 (one) ordinary share of JSC VSMPO in the
undocumented form with the nominal value of 1 (one) ruble.

5.3. For the purposes of paragraphs 5.1 and 5.2, JSC VSMPO shall, according to the
procedure and within the terms set forth in Article 3 of this Agreement, take actions necessary
for public registration of the additional issue of JSC VSMPO ordinary shares.
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5.4. The amount of ordinary shares issued by JSC VSMPO to be allocated by way of
converting into them the JSC AVISMA ordinary and preference shares of type A respectively,
shall be determined based on the Ratio of Conversion subject to the provisions set forth below:

a) Shares of JSC AVISMA, which are in possession of JSC VSMPOQ, shall not be converted,
b) Owned shares, which are in possession of JSC AVISMA, shall not be converted.

The shares of JSC AVISMA listed in subparagraphs a) and b) of this paragraph shall be paid off
on the Date of Reorganization.

5.5. Allocation of JSC VSMPO additional shares by way of converting into them the shares
of JSC AVISMA shall be made by entering JSC VSMPO additional shares to the personal
accounts in the Register of JSC VSMPO Registered Securities Holders, as well as DEPO
accounts of the depositaries on the Date of Reorganization according to the data of the Register
of Shareholders as of that date.

The shares of JSC AVISMA shall be paid off when converted into the additional shares of JSC
VSMPO.

5.6. The Register of JSC AVISMA Registered Securities Holders will be closed on the Date
of Reorganization and any and all the relating operations will be ceased.

5.7. From the Date of Reorganization, all shareholders of JSC AVISMA whose shares have
been converted into the ordinary shares of JSC VSMPO shall accrue the rights equal to those
given to the shareholders of JSC VSMPO ordinary shares in accordance with the current Russian
Federation Legislation and JSC VSMPO By-Laws, including the rights set forth below in this

paragraph.

5.7.1. The holders of JSC VSMPO shares irrespective of their category (type) shall have
the following rights:

e  The shareholders of JSC VSMPO, who voted against or did not take part in voting on
the allocation of shares and issued securities convertible to shares by closed
subscription, shall have the priority right to acquire additional shares and issued
securities convertible to shares allocated by closed subscription in the number
proportionate to the number of the shares of this category (type) owned by them. This
right does not apply to the shares and other issued securities convertible to shares
allocated by closed subscription only among the shareholders, if the shareholders have
an opportunity to acquire the whole number of the allocated shares and other issued
securities convertible to shares, proportionate to the number of shares of the appropriate
category (type) owned by them,

e To collect the net profit share (dividends) to be distributed among the shareholders
according to the procedure set forth in the Legislation and the JSC VSMPO By-Laws
depending on the category (type) of the shares owned by them;

e To receive part (liquidation quota) of the JSC VSMPO property remained after
liquidation of the Company proportionate to the number of shares of a relevant category
(type) owned by them;

e To have access to the Company’s documents according to the procedure set forth in the

Legislation and the JSC VSMPO By-Laws and receive copies of these documents for
separate payment,
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To transfer any or all rights granted by the shares of a relevant category (type) to their
representative (representatives) under the power of attorney;

To exercise any other rights under the RF Legislation, the JSC VSMPO By-Laws and

resolutions passed by the General Meeting of JSC VSMPO Shareholders within its
competence.

5.7.2. The holders of JSC VSMPO ordinary shares shall have the following rights:

To take part in the General Meeting of JSC VSMPO Shareholders with the voting
authority on all issues within its competence;

To collect dividends, but only after the holders of the preference shares with the amount
of dividends determined based on the JSC VSMPO By-Laws;

To participate in the allocation of JSC VSMPO assets in the event of the Company
liquidation on a third priority basis after payment of shares which should be repurchased
on the first priority basis, after payment of the accrued but unpaid dividends on
preference shares and the appropriate share of the property value (liquidation value)
against preference shares left after liquidation of JSC VSMPO (second priority).

5.7.3. The holders of JSC VSMPO shares granted with a voting authority on all items of

the agenda at the General Meeting of JSC VSMPO Shareholders shall have the following -
rights:

To take part in individual or absentee voting at the General Meeting of JSC VSMPO
Shareholders on all the issues within its competence;

To nominate candidates and have them elected to JSC VSMPO bodies according to

the procedure and on terms set forth in the RF Legislation and the JSC VSMPO By-
Laws;

To introduce proposals into the agenda of the General Meeting of JSC VSMPO
Shareholders according to the procedure and on terms set forth in the RF Legislation
and the JSC VSMPO By-Laws;

To elect the Meeting executive bodies, when stipulated by the JSC VSMPO By-Laws;

To request calling of a Special General Meeting of JSC VSMPO shareholders, review
of JSC VSMPO financial and economic activity by the Company’s auditing committee
according to the procedure and on terms set forth in the RF Legislation and the JSC
VSMPO By-Laws;

To request repurchase by JSC VSMPO of all or part of the shares owned by them
according to the procedure and in the events set forth in the FL on JSC;

To request calling of a meeting of JSC VSMPO Board of Directors according to the
procedure and on terms set forth in the JSC VSMPO By-Laws.

For the purposes of this paragraph, the fully paid ordinary shares of JSC VSMPO, except for
the shares in JSC VSMPO possession, shall be considered as granting to their holders a

voting authority on all items of the agenda at the General Meeting of JSC VSMPO
Shareholders.
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6. SUCCESSION

6.1. From the Date of Reorganization, JSC VSMPO becomes a general successor of the JSC
AVISMA for all of its obligations, irrespective of whether those obligations have been reflected

- in the Transfer Act.

7. WARRANTIES OF THE PARTIES
JSC VSMPO and JSC AVISMA represent and warranty to each other that:

7.1. The Parties are the legal entities duly organized and validly existing under the Russian
Federation Legislation without any material breaching of any statutory legal act and having the

appropriate rights, authorizations and all necessary approvals to possess, use and dispose their
property and conduct their business. .

7.2. All allocated shares of JSC VSMPO and JSC AVISMA are duly approved for issue,
legally issued and allocated, and fully paid.

7.3. As of the date of the present Agreement, there are no issued and/or allocated securities
and/or any debentures of JSC VSMPO or JSC AVISMA convertible into the voting shares for
voting at the General Meeting of Shareholders at JSC VSMPO or JSC AVISMA accordingly.
There are also no options, warranties, notices to pay, notices to subscribe and other rights,
agreements or obligations relating to the authorized capital stock of the Parties, or binding upon
JSC VSMPO or JSC AVISMA to issue, transfer or sell any shares of JSC VSMPO or JSC
AVISMA, or binding upon the Parties to issue, grant, prolong and exercise such options,
warranties, notices to pay, notices to subscribe and other rights, agreements and obligations.

7.4. The conclusion and e¢xecution of the present Agreement do not and will not contravene
(do not result and will not result in a breach or non-fulfillment) any obligations of the Parties,
will not result in a loss of financial benefit or imposition of any liabilities on the property of the
Parties or any of their associated companies in compliance with:

e The Parties’ constituent documents and relevant constituent documents of any of their
associated companies;

e Any contract of debt or credit agreement, other obligations or agreements relating to the
activities of the Parties or any of their associated companies.

The aforesaid provisions do not apply to the events when creditors of one of the Parties
demand to discharge or early fulfill the obligations, or when shareholders of the Parties request
repurchase of shares due to reorganization of the Parties under the present Agreement.

7.5. With the exception of the information contained in financial, statistical and other
reporting documents of the Parties in accordance with the current Legislation or disclosed by the
Parties to each other as of the date of the present Agreement, the Parties and their associated

companies conducted their economic activities in the normal course of work and neither of the
Parties:

a) made any statements on deferring of dividend payments or payment of dividends and any
other payments;

b) initiated reorganization/liquidation, introduction of changes into the regulative documents,
decisions on allocation or allocation of any securities;,
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c) initiated introduction of any material changes into the labor relations with its employees,
including the events of mass employee layoffs or hiring, material changes into labor
contracts and agreements, except for the changes which were introduced in compliance with
the Legislation or in the normal course of the economic activity in compliance with the
existing practices.

7.6. With the exception of the information disclosed by the Parties to each other, there is no
proceeding before any court or agency which, as JSC VSMPO and JSC AVISMA are aware of,
might threaten the Parties or any of their associated companies and would, as it can be
reasonably expected, materially and adversely affect, either individually or in the aggregate, the
economic activity or financial performance of the Parties or any of their associated companies.

7.7. JSC VSMPO and JSC AVISMA and each of their associated companies legally possess

their own property and have duly processed property rights or other proprietary rights to all
property they possess.

All property of the Parties as of the date of the present Agreement is free from any mortgages,
except for those disclosed by the Parties to each other or in accordance with the current
Legislation, and also except for those mortgages which in the aggregate do not and will not

materially affect the ability of the Parties or any of their associated companies to conduct their
customary economic activities.

7.8. Patents, trademarks (registered or unregistered), brand names, service marks and
copyright, as well as applications for them, which the Parties and their associated companies
possess and have the right to use, are ample for the Parties and their associated companies to
conduct and continue to conduct their customary economic activities.

7.9. Till the Date of Reorganization, the Parties will not undertake any actions that would
lead or in respect of which it is reasonable to suppose that they would lead to an event when any
of the warranties set forth in the present Agreement and relating to the material aspects of
reorganization would become false. The Parties will not, inter alia:

a) Declare neither pay dividends, except for the dividends payment which was decided prior to
the date of the present Agreement, if the information on such decisions had been disclosed
in accordance with the current Legislation and within a given period,

b) Purchase owned shares except for repurchasing of the shares from the shareholders under
the present Agreement, and also except for repurchasing of the shares from the shareholders
if the obligations to repurchase the shares arose prior to the date of the present Agreement;

c) Sell, lease, encumber or otherwise dispose its property in whatsoever form with the
following exceptions: ‘

(1) Disposition of the property in the course of the customary economic activities in
accordance with the existing practices;

(2) Disposition of the property relating to the ceased economic activities of the Parties;

(3) Settlement of transactions decisions on which were made by JSC VSMPO Board of
Directors and JSC AVISMA Board of Directors.

d) Issue and place bonds and bills, as well as other securities certifying debentures, neither give
security for the third parties unless such actions are within the customary economic activities
in accordance with the existing practices and the total amount of the issue and security given

Agreement between JSC AVISMA and JSC VSMPO Page 14 of 17



0

to the third parties does not exceed the amount equivalent to 10 000 000 (ten million) US
dollars.

7.10 Reorganization shouldn’t result in infringement of the interests of the Parties’
shareholders, JSC AVISMA and JSC VSMPO employees, public interests and the interests of
the citizens of the cities of Berezniki and Verkhnaya Salda.

7.11 In the course of reorganization - the Parties, and after the Date of Reorganization —
JSC VSMPO-AVISMA Group, undertake to adopt a uniform social policy taking in account
peculiarities of the two companies.

8. ADDITIONAL AGREEMENTS

8.1. In compliance with the Russian Federation Legislation, within the period till the Date of
Reorganization, the Parties shall provide a reasonable access during the working hours to the
authorized officials, consultants and advisors of each Party to all property objects, accounting
documents, documents certifying rights and obligations of the Parties with respect to the
property they possess or with respect to the third parties, protocols of the Parties and their
associated companies. During the stated period of time the Parties undertake to immediately
submit to each other upon the first request all the information in respect of financial and
economic activities, property and personnel of the Parties, which could be applied for the
purposes of reorganization under the present Agreement.

Till the Date of Reorganization, the individuals given access to the above listed information shall
not disclose it, unless otherwise agreed by the Parties.

8.2. Taking into account the provisions of the present Agreement, each Party agrees to make
its best efforts necessary for duly completion of reorganization and performance under the
present Agreement, including:

a) Receiving consents and authorizations from the public authorities and control agencies,
realization of all necessary registrations and submittal of documents (including submittals of
documents to the public authorities and control agencies);

b) Signing and delivery of any additional documents necessary for performance under the
present Agreement.

8.3. Unless this Agreement states otherwise, any costs and expenses incurred due to
execution of the present Agreement shall be paid by the Party which initiated the actions
resulting in such costs and expenses.

8.4. The Parties undertake to immediately notify each other of any doubts in respect of the
obligations assumed by the Parties under the present Agreement or the Russian Federation
Legislation, as well as in respect of interpretation or qualification of any of the provisions of the
present Agreement.

8.5. The Parties shall make all the necessary and reasonable efforts to consult each other
prior to issuance of any press-releases or any other public statements in respect of the present
Agreement or any action or operation under the present Agreement, and shall not issue any
press-releases and make any public statements prior to consultation with each other unless it is
required by the current Russian Federation Legislation.
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9. EFFECTIVE DATE.
TERMINATION AND MODIFICATION OF THE AGREEMENT

9.1. The present Agreement shall come into force after its validation and approval by the
General Meeting of JSC VSMPO Shareholders and the General Meeting of JSC AVISMA
Shareholders, except for the provisions set forth in Articles 3.1.1 — 3.1.7, which shall come into
effect when the present Agreement is approved by the Boards of Directors of the Parties.

9.2. The Agreement is terminated and may be cancelled before due date when:

- one of the Parties declines to participate in reorganization which is confirmed by
resolution of the General Meeting of Shareholders. At this the declining Party shall notify
the other Party of its intention to early cancel the Agreement at least 10 (ten) working
days prior to the anticipated date of the Agreement cancellation;

- the Antimonopoly Authority rejects to give the preliminary consent for reorganization, if
the circumstances resulting in such rejection cannot be eliminated;

- the established bankruptcy procedure is initiated in respect of one of the Parties prior to
completion of reorganization procedure;

- upon mutual consent of the Parties confirmed by the General Meetings of Shareholders of
the JSC VSMPO and JSC AVISMA;

- in case of a material breach of the Agreement by one of the Parties, the Party which
caused the material breach of the Agreement shall be notified by the other Party of its
intention to cancel the Agreement at least 5 (five) working days prior to the anticipated
date of the Agreement cancellation. “Material breach of the Agreement” means deviation
from the clauses of the Agreement by one of the Parties as a result of which the other
Party incurs losses, or it becomes impossible to execute the Agreement, or the other Party
fails to receive what it is entitled to receive if no such breach occurs;

- in any other case, stipulated by the current Russian Federation Legislation.

9.3. In case of termination of this Agreement, neither JSC VSMPO nor JSC AVISMA shall

assume any responsibility or obligations, unless the Agreement is terminated as a result of a
willful and material breach of the Agreement by one of the Parties.

9.4. The Parties may modify the present Agreement at any time prior to or after its
validation by the General Meetings of Shareholders of JSC VSMPO or JSC AVISMA, provided
that after any such validation no modifications that require additional validation by the General

Meetings of Shareholders in accordance with the current Russian Federation Legislation are
introduced without such validation.

All modifications and amendments to the present Agreement shall be in writing and shall
form an integral document.

10. FINAL PROVISIONS

10.1. All notices, inquiries, requests and any other communication under the present
Agreement shall be in writing and shall be deemed to have been received if sent by courier or by
advise-of-receipt post to the Parties at the addresses stated hereunder.
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10.2. The present Agreement is a final agreement between the Parties, i.e. it supersedes all
the previous agreements and memorandums whether oral or written with respect to the purpose
of the present Agreement except for the confidentiality clauses.

10.3. Neither of the rights, interests or obligations under the present Agreement can be
assigned, in whole or in part, in whatever way, by any Party hereto to a third party without prior
written consent of other Parties.

10.4. The present Agreement is made, interpreted and shall be executed in accordance with
the current Russian Federation Legislation.

All disputes and controversies, arising out of the present Agreement, shall be settled by
negotiations. If the Parties fail to resolve the disputes by negotiations, then such disputes shall be
settled by litigation in accordance with the current Russian Federation Legislation.

10.5. The present Agreement is executed in four original counterparts that shall have equal
force, two original counterparts for each of the Parties. ’

10.6. The Transfer Act of the JSC AVISMA as of June 30, 2004 shall form an integral part
of this Agreement.

11. ADDRESSES AND SIGNATURES OF THE PARTIES

Public Joint-Stock Company Public Joint-Stock Company “AVISMA
“Verkhnaya Salda Metallurgical Production Titanium-Magnesium Works”
Association”
Location: 1, Parkovaya Street, Verkhnaya Location: Berezniki, Perm Region, Russian

Salda, Sverdlovsk Region, Russian Federation = Federation

Mailing Address: 1, Parkovaya Street,
Verkhnaya Salda, Sverdlovsk Region, 624760, Mailing Address: Berezniki, Perm Region,
Russian Federation 618421, Russian Federation

Public Joint-Stock Company “Verkhnaya Public Joint-Stock Company “AVISMA

Salda Metallurgical Production Titanium-Magnesium Works”
Association™
V.V. Tetyukhin, . V.V. Tetyukhin,
The Director General The Director General
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APPROVED

by a resolution of the General Shareholders’ Meeting
of OAO AVISMA
Minutes No. 16 of September 21, 2004

ACT OF TRANSFER

to the Agreement of Merger between OAO AVISMA and OAO VSMPO

Berezniki

, 2004

By virtue of this Act of Transfer, pursuant to the Deed of Merger of , 2004
and based on the RF Civil Code, OAO AVISMA transfers and OAO VSMPO accepts assets
and liabilities of the company subject to reorganization, as well as all rights and obligations

of the latter, including contested ones.

The total book value of transferred assets as of June 30, 2004 is 3,771,641,910 rubles.

The structure of assets transferred hereunder is as follows:

wn

10.

Depreciated value of fixed assets

— Attachment No. 4 “Breakdown of the balance sheet
value of fixed assets of OAO AVISMA as of June 30,
2004~

Construction in progress

— Attachment No. 5 “Breakdown of Balance Sheet Item
130 “Construction in Progress as of June 30, 2004
Long-term financial investments

— Attachment No.6 “Long-term Financial Investments
of OAO AVISMA as of June 30, 2004”

Deferred tax assets

Raw and basic materials

— Attachment No.7 “Breakdown of Cost of Raw and
Basic Materials and Other Tangible Assets as of June
30, 2004~

Work in progress costs

— Attachment No.8 “Breakdown of Work In Progress
Costs as of June 30, 2004

Finished products and goods for resale

~ Attachment No.9 “Breakdown of Costs of Finished
Products and Goods for Resale as of June 30, 2004”
Deferred expenses

— Attachment No.10 “Breakdown of Deferred Expenses

as of June 30, 2004

VAT on acquired assets

— Attachment No.11 “Breakdown of VAT Amounts On
Acquired Assets as of June 30, 2004”

Accounts receivable

[Moscow #43880 v2]

Rubles
1,333,420,877

205,778,121

399,111,478

5,593,353
371,070,986

274,263,791

15,329,863

36,303,899

129,351,180

956,860,492
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— Attachment No.12 “Breakdown of Accounts

Receivable as of June 30, 2004” 170,353,098
Including OAO VSMPO
11. Short-term financial investments 3,892,800
— Attachment No.13 “The List of Short-Term Financial
Investments of OAO AVISMA as of June 30, 2004”
12. Monetary funds held on settlement account 40,665,070
— Attachment No.14 “Breakdown of Balance Sheet
Item 260 “Monetary Funds” as of June 30, 2004”
As of the date of transfer, OAO AVISMA has: Rubles
1. | Paid-in charter capital 294,844
2. | Profit of past years 1,033,779,779
3. | Profit of the year under report 216,479,685
4. | Additional paid-in capital 1,562,517,842
5. | Reserve capital 44,227
6. | Deferred tax liabilities 22,306,923
7. | Deferred income 146,775
8. | Provisions for future expenses (capital repairs) 151,767,407

All obligations of OAO AVISMA in respect of settlements with creditors, including
contested ones, shall be transferred to OAO VSMPO as a universal legal successor in

accordance with the following list:

(9]

On long-term loans

— Attachment No.15 “Breakdown of Long-Term Loans
of OAO AVISMA as of June 30, 2004

On short-term credits and loans

— Attachment No.16 “Breakdown of Short-Term
Credits (Loans) of OAO AVISMA as of June 30, 2004”
On trade accounts payable

— Attachment No.17 “Breakdown of Trade Accounts
Payable as of June 30, 2004”

On wages

— Attachment No.17a “Breakdown of Wage
Obligations as of June 30, 2004”

To extra-budgetary funds

To the budget

— Attachment No.18 “Breakdown of Budget Accounts
Payable as of June 30, 2004”

Other accounts payable

— Attachment No.19 “Breakdown of Other Accounts
Payable as of June 30, 2004”

Obligations to participants (founders) with respect to
profit distribution

— Attachment No.20 “The List of
Organizations/Creditors Entitled to Receive
Distributions as Participants as of June 30, 2004”

2
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Rubles
67,012,576

474,151,185

140,651,006

29,993,520

18,200,817
33,126,261

6,878,759

14,290,304




Pursuant to this structure, the amount of liabilities of OAO AVISMA transferred under this
Act of Transfer is 3,771,641,910 rubles.

All tangible assets temporarily used by OAO AVISMA, contingent rights and liabilities shall
be transferred to OAO VSMPO as a legal successor in accordance with the following list:

{)

()

{

Rubles

1. Leased fixed assets 54,470,284
— Attachment No.21 “Breakdown of Cost of Leased
Fixed Assets as of June 30, 2004”

2. Inventories accepted for custody , 29,746,510
— Attachment No.22 “Breakdown of Cost of Inventories
Accepted for Custody as of June 30, 2004”

3. Goods accepted for processing 32,301,371
— Attachment No.23 “Breakdown of Cost of Goods
Accepted for Processing as of June 30, 2004”

4.  Bad debts written off as a loss 2,439,940

— Attachment No.24 “Breakdown of Bad Debts Writien
Off as a Loss as of June 30, 2004”

5.  Granted security for obligations and payments
— Attachment No.25 “Breakdown of Security for
Obligations and Payments Granted as of June 30, 2004”

1,084,762,218

6.  Housing stock depreciation 10,679,134
— Attachment No.25a “Breakdown of Cost of
Depreciated Off-Balance Fixed Assets as of June 30,
2004”
7.  Leased fixed assets 36,752,604
— Attachment No.26 “Breakdown of Cost of Leased
Fixed Assets as of June 30, 2004”
General Director of OAO {seal] V.V. Tetyukhin
AVISMA
Acting Chief Accountant D.Yu. Sannikov

[Moscow #43880 v2]



To Joint-Stock Company Verkhnava Salda Metallurgical Production
Association

1, Parkovaya Str., Verkhnaya Salda, Sverdlovsk Reg., 624760,
Russia

From

{Name/Trade Name of the Legal Person)

(Identification Document Details/Details of Public Registration of the Legal Person)

Address (For Legal Person—Legal Address)

SHAREHOLDER’S REQUEST
FOR REPURCHASE OF THE SHARES BY THE COMPANY

On September 21, 2004 the General Meeting of JSC VSMPO Shareholders passed a resolution on
reorganization of JSC VSMPO, 1, Parkovaya Str., Verkhnaya Salda, Sverdlovsk Reg., Russia, via affiliation
of JSC AVISMA, Berezniki, Perm Reg., to JSC VSMPO.

In accordance with Clause 1 Article 75 of the Federal Law “On Joint-Stock Companies” the
shareholders who either voted against the above-mentioned resolution or did not take part in voting on this
issue have the right to request repurchase of all or part of their shares by the Company.

[

(Shareholder’s or Representative’s Name)
voted against the resolution (did not vote on the issue of JSC VSMPO reorganization).
I request to repurchase the ordinary shares of JSC VSMPO owned by myself (legal person) in the
quantity of:
. ( ' in full) shares at the
price stated in the Notice on Holding a Special General Meeting of Shareholders.

In the event this request cannot be satisfied in full in view of limitations set forth in Clause 5 Article
76 of the Federal Law “On Joint-Stock Companies”, I will request to repurchase the shares in the quantity
according to Clause 5 Article 76 of the Federal Law “On Joint-Stock Companies”.

The shares are neither arrested nor encumbered.
Payment of the repurchased shares should be made by one of the following ways:
Cash payment Postal transfer Bank transfer
Postal Address:

Bank Details:

Shareholder’s Signature

Approved by: Chairman of the JSC VSMPO Board of Directors V.1 Brecht
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To Managers of the Bldg.3, 7 Tikhvinsky Lane; Moscow
Verkhnyaya Salda Metallurgical Russial27055
Production Association Open JSC Tel. (095) 721-3883, 721-3884

Fax (095) 721-3894, 072-6500
E-mail: rosexp@online.ru

EXPERT REPORT

Dear Sirs,

The "ROSEXPERTIZA" Limited Liability Company, acting under Valuation Contract No KD/045-2004
of July 1, 2004, entered into by and between the "ROSEXPERTIZA" Limited Liability Company and the
Verkhnyaya Salda Metallurgical Production Association Open JSC, and the license for valuation business
No02000140 of 17 August 2001 issued by the Ministry for Property Relations of the Russian Federation
for the period of 3 years, hereby has determined the market value of one common registered share of the

"Verkhnyaya Salda Metallurgical Production Association” Open JSC as of 1 July 2004,
Goal of the valuation is determination of the market value of the "Verkhnyaya Salda Metallurgical
Production Association” Open JSC shares as of 1 July 2004 for repurchasing shares by this Company in

compliance with the Article 75 of the "On Joint Stock Companies" Federal Law of the RF No208-®3
dated 26 December 1995.

For the purpose of this valuation, the Appraiser defined the market value as the most likely price at which
the given object of valuation could be disposed in open competitive marketplace provided both parties in
the transaction are fully informed and act intelligently, and the transaction price is not affected by any
contingencies, 1.e. when:

— one of the parties does not have to dispose the object of valuation and the other party does not have to
accept performance;

— the parties in the transaction are well aware of the subject of transaction and act in their own
interests;

—  the object of valuation is offered in the open market as a public offering;

— the transaction price is a reasonable price for the object of valuation and the parties in transaction
have not been forced by anybody to conclude the transaction;

— payment for the object of valuation is expressed in monetary terms.

In accordance with the Article 75 of the "On Joint Stock Companies" Federal Law of the RF No 208-FZ
, of December 26, 1995 the market value of shares has been determined with no regard to its variations
caused by the Company's actions that could have resulted in share valuation and repurchasing claim.

Our estimations have been performed in conipliance with "On Valuation Business in the Russian
Federation" Federal Law of the RF and the "Valuation Standards Mandatory for Appraisers" (approved
by the Decree of the Government of the RF No 99,5759 dated 6 July 2001). Therefore, the study included

the procedures we found appropriate for use in order to attain the objective assigned under the current
conditions.

Rosexpertiza (MR.I) Memben.' of Moores ‘R(_)wland International, ) B ]
Intemational Association of Independent Accounting and Auditing Firms

Limited Liability Company i
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Based on facts, estimations, assumptions, conditions and opinions, the experts of the "ROSEXPERTIZA"
Limited Liability Company have reached the following conclusion.

As of 1 July 2004 the market value of one common registered share of the "Verkhnyaya Salda
Metallurgical Production Association" Open JSC amounts to (in rounded figures):

2,119 Rubles and 19 kopecks (Two thousand one hundred and nineteen rubles and nineteen
kopecks).

Conclusions and statements in this Report could be fully understood after the Valuation Report is read
and the conditions, assumptions, limitations and other data are reviewed.

This Expert Report is an integral part of the Valuation Report. Conclusions and statements in this Report
could be fully understood after the Valuation Report is read and the conditions, assumptions, limitations
and other data are reviewed. Decision on the value is based on the most accessible manufacturing and
economic data provided to us during implementation of this project.

Pursuant to the Valuation Contract concluded, this Expert Report and the Valuation Report attached
hereto shall not be distributed or published as well as used for the purposes other than those specified in
the Contact without the written consent of the "ROSEXPERTIZA" Limited Liability Company. The
"ROSEXPERTIZA" Limited Liability Company shall not be liable in any way for the loss which may be
incurred by the Customer or any other party in case of failure to follow this requirement.

The accompanying Report is a document containing information that comprises the trade secret, and it is

subject to conditions and requirements applicable to the documents and information of similar kind and of
identical contents.

Detailed description of procedures, statements, conditions and conclusions of our analysis is outlined in
the Valuation Report brought to Your notice.

Yours faithfully

A.V. Kozlov
Director General
August 2, 2004
Moscow
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1. GENERAL

1.1. Statement of Valuation

Appraiser: Rosexpertiza Limited Liability Company

_Appraiser registered address: 11 Masha Porivaeva St., Moscow 107078

Appraiser location: Bldg.3, 7 Tikhvinsky Lane, Moscow 127055

Customer: "Verkhnyaya Salda Metallurgical Production Association" Open Joint
Stock Company

Valuation basis: Contract Ns KJ1/045-2004 dated 1 July 2004

Purpose and objective of Determination of the market value of the "Verkhnyaya Salda

valuation: Metallurgical Production Association" Open JSC shares for

repurchasing shares by this Company, which is to be determined with
no regard to its variations caused by the Company's actions that have
resulted in share valuation and repurchasing claim.

Valuation object: One common registered share of the "Verkhnyaya Salda Metallurgical
Production Association" Open JSC

Valuation date: July 1, 2004 (The first of July, two thousand four)

Report date: August 2, 2004 (The second of August, two thousand four)

Report form: Written

Valuation standards: "On Valuation Business in the RF" Law, valuation standards

mandatory for appraisers approved by the Decree of the Government
of the RF No 519 dated July 6, 2001

Abbreviations: "Verkhnyaya Salda Metallurgical Production Association" Open Joint
Stock Company — VSMPA JSC, or Company

1.2. License for Valuation Business

The license for valuation business has been granted to the ROSEXPERTIZA Limited Liability Company
under number 000 140 on the 17 August 2001. The license validity shall expire on the 16 August 2004.

The agency issued the license: The Ministry for Property Relations of the Russian Federation. The works
(services) provided are as follows:

— valuation of titles, other proprietary interests, liabilities/debts and works/services relating to
immovable property, exclusive of enterprises as property units, and of aircraft, sea craft, inland
navigation vessels, and spacecraft subject to the state registration;

— valuation of titles, other proprietary interests, liabilities/debts and works/services relating to chattels,
exclusive of money and securities, and of aircraft, sea craft, inland navigation vessels, and spacecraft
subject to the state registration;

— valuation of titles, other proprietary interests, liabilities/debts and works/services relating to the
intellectual activity products, including the exclusive right thereto (intellectual property), and
valuation of confidential information of commercial value;

— valuation of titles, other rights, liabilities/debts and works/services relating to securities, shares in and
contributions to authorized/share capital, and relating to enterprises as property units.
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1.3. Appraiser's third party insurance

The policy of the APPRAISER'S third party insurance dated 13 January 2004 has been issued under
No043-000231/04 by the "INGOSSTRAKH" Open Insurance Company (License granted by the Ministry
of Finance of the RF under No%4064 on 28 November 2002) in compliance with "The Rules of
Appraisers' Liability Insurance” established by this Company to confirm that the object of insurance
under the insurance contract comprises the APPRAISER'S property interest related to his obligation to
compensate, in accordance with the procedure specified by the Civil Code of the RF, for damage caused
to third parties (victims) in performing the insured activity, in particular:

a) valuation of the immovable property,

b) valuation of machines, equipment and motor vehicles;

¢) valuation of intangible assets and intellectual property;

d) valuation of the production facilities (business).

The term of insurance shall start on 1 February 2004 and expire on 31 January 2005.

1.4. Basic Limitations, Terms and Assumptions

Valuation shall be performed as of 1 July 2004 and indicate the condition of the object evaluated as of the
valuation date.

The limitations, terms and assumptions outlined in the report make an integral part of the single
document, i.e. the Shares Valuation Report.

Conclusions and the statement of value included in the given Report are vahid and effective only if
provided in full and for the purposes specified in the Report.

The review performed by the Appraiser which is underlying the statement of value does not contain
prejudice and is based on the actual data at our disposal.

The data provided by the outside organizations is found by the Appraiser reliable and acceptable for use
in analysis. However the Appraiser has not verified the data, therefore, he does not guarantee fully its
reliability.

The Appraiser shall not assume responsibility for legal description of the right of ownership to the object
of valuation. The right of ownership is valid and meets the requirements of the RF law in force. The rights
of ownership evaluated are free from any claims and limitations.

The valuation is based on the data provided by the Customer. Therefore, the valuation-related study has
been made on the assumption that there were not any factors held back which could affect the value of the
objects of valuation. We shall not be responsible for aftereffects, should such factors be disclosed.

The Appraiser is an independent expert and the amount of his remuneration does not depend on the
statement of value included in the present Report.

For the purpose of this valuation, the Appraiser defined the market value as the most likely price at which
the given object of valuation could be disposed in open competitive marketplace provided both parties in
the transaction are fully informed and act intelligently, and the transaction price is not affected by any
contingencies, i.e. when:
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one of the parties does not have to dispose the objeét of valuation and the other party does not have to
accept performance; ‘

the parties in the transaction are well aware of the subject of transaction and act in their own
interests;

the object of valuation is offered in the open market as a public offering;

the transaction price is a reasonable price for the object of valuation and the parties in transaction
have not been forced by anybody to conclude the transaction;

payment for the object of valuation is expressed in monetary terms.

1.5. Terms and Definitions

The market value of an object of valuation is the most likely price at which the given object of valuation
could be disposed in open competitive marketplace provided both parties in the transaction are fully
informed and act intelligently, and the transaction price is not affected by any contingencies.

Values of an object of valuation different from the market value are as follows:

a)

b)

g)

h)

value of an object of valuation with limited market is the value of the object of valuation which
cannot be sold in the open market or relevant sale thereof requires additional cost as compared to the
cost required for selling marketable commodities;

replacement cost of an object of valuation is the cost of erecting an object identical to the object of
valuation at market prices as of the valuation date taking account of depreciation;

reproduction cost of an object of valuation is the cost of erecting an object identical to the object
of valuation at market prices as of the valuation date, using identical materials and techniques and
taking account of depreciation;

value of an object of valuation as currently used is the value of the object of valuation estimated
on the basis of current conditions and intended use;

investment value of an object of valuation is the value of the object of valuation estimated on the
basis of its cost-effectiveness to a particular individual taking account of investment targets;

value of an object of valuation for purposes of taxation is the value of the object of valuation
estimated to assess the tax base and calculated in compliance with legal and regulatory documents
(including inventory value);

liquidation value of an object of valuation is the value of the object of valuation when the object of

valuation 1s to be disposed within the period that is shorter than the usual exposure term for identical
objects;

disposal value of an object of valuation is the value of the object of valuation equal to the market

value of materials which the object includes, plus the cost of disposal of the valuation object;

special value of an object of valuation is the value for estimation of which the valuation contract or
a legal and regulatory document specifies the terms that are not comprised by the concept of the
market or any other value identified in the present valuation standards.

Valuation approaches:

cost-based concept is a set of methods for object valuation based on estimation of cost required for
reconstruction or replacement of an object of valuation taking account of depreciation;

comparative concept is a set of methods for object valuation based on comparison of an object of
valuation to identical objects with known transaction values;

income-oriented concept is a set of methods for object valuation based on estimation of expected
income to be received from the object of valuation.
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Valuation procedure is a method for calculation of the value of a valuation object using one of the
valuation concepts.

Adjustment of valuation results is determination of a final assessed value based on the results obtained
using various concepts and methods.

Valuation date is a calendar date as of which the value of an object is estimated.

Price is an amount of money offered or paid for an object of valuation or its analog.

Valuation object analog is any other object identical to the object of valuation in basic economic,
material, technical and other characteristics, the price of which is known from the transaction effected
under similar conditions.

Term of exposure of a valuation object is a period of time extending from the date the valuation object
is offered on the open marketplace (public offering) to the date the object transaction is effected.

Final assessed value of a valuation object is the value of the valuation object resulting from the well-
grounded integration by an appraiser of the calculated values of the valuation object using various
valuation concepts and methods.

Expert review of the valuation report is a set of arrangements to verify that during the object valuation
the appraiser followed the requirements of the laws of the Russian Federation on valuation business and
the valuation contract, the information used has been adequate and reliable, assumptions made by the
appraiser and use or non-use of valuation concepts have been well-grounded.

1.6. Valuation Procedure
Valuation procedure comprises the following steps:

Conclusion of the valuation contract with a Customer.

Determination of quantitative and qualitative characteristics of the valuation object.

The research of the market for the valuation object.

Selection of a valuation method (methods) within each of the valuation concepts and required

calculations.

5. Integration of results obtained within each of the valuation concepts and determination of the final
value of the valuation object. '

6. Drawing up and submission of the valuation report.

bl S

1.7. Sources of Information Used

The sources of information used for determination of the value of the valuation object included the
founding articles, financial reports of the issuing company: balance sheets, financial statements,
accounting forms No3,4 and 5, and other analytical materials.

The financial reports of the issuing company have been drawn up according to the generally accepted

~accounting principles. All calculations and conclusions have been made by the Appraiser on the

assumption that the financial reports adequately indicate the financial standing of the issuing company
and may be used for determination of the value of the valuation object.

Besides, we made use of open sources of information that contained economic, social, political, legal,
geographic and environmental factors affecting the value of the issuing company.

In addition to the open sources we used specific sources of information: surveys, reports, purpose-
oriented selected matters prepared by rating and news agencies such as "PRIME-TASS", "EXPERT RA",
"AK&M", ATON, SCRIN, "Emitent", Federal Securities Commission etc.
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2. BRIEF REVIEW AND PROSPECTS OF THE INDUSTRY

2.1. General Survey of Nonferrous Metallurgy

According to the Goscomstat of the RF, in 2002 the nonferrous metallurgy accounted for 7.8% of the
industrial output in Russia, 0.7% lower than in 2001. The output growth in the nonferrous metallurgy is
mostly attributed to mining of gold (111.6% growth in 2002) and other precious metals included by the
Goscomstat of the RF in output of the industry. The fact is the world prices of gold, in particular, have
increased in 2002 by 20% and those of platinum have grown up by 25%. This factor plus extensive
lending of bank loans to gold mines explain the increase in output of precious metals.

About 45% of nonferrous industry 1s under control of the holding companies such as RusAl, "Base
Element”, SUAL, "Interros", UPMK.

At present the aluminum industry is represented by two vertically integrated holding companies, i.e.
"Russian Aluminum" Open JSC (RusAl) and SUAL Group accounting for above 70% and about 20% of
primary aluminum production, respectively.

In compliance with the approval given by Anti-Monopoly Policy Ministry in March of 2001 shares of the
following companies have been contributed to the equity capital of the "Russian Aluminum";
- Krasnoyarsk Aluminum Works (66.13% of shares)

- Bratsk Aluminum Works (98.35%)

- Novokuznetsk Aluminum Works (66.0%)

- "Siberian Aluminum" United Company (95.79%)

- Achinsk Alumina Works (54.09%)

- Belaja Kalitva Metallurgical production Association (75.0%)

- Dmitrov Experimental Aluminum Can Band Works (78.51%)

- "Rostar" Aluminum Container Works (100%)

- "Aluminum Construction Structures” Company (100%)

- "Consumer Aluminum Goods" (75.1%)

The unified company has become the world's second biggest aluminum producer next to American
"Alcoa". The "Russian Aluminum” Open JSC is responsible for 10% of the world's primary aluminum

output and 75% of such output in Russia. 80% of aluminum produced by the plants of the holding
company is export-oriented.

The SUAL Group accounts for 20.5% of aluminum, 56.6% of alumina and 88.3% of bauxites produced in
Russia, which makes it competitive with the "Russian Aluminum". Huge raw-matenal base being an
advantage of this holding company not only meets its own needs for alumina, but makes it possible to sell
some portion of it on the Russian and global markets.

In copper industry of Russia three groups of copper producers could be identified.

The PMK Norilsk Nickel Open JSC is the world's biggest producer of palladium and one of the biggest
producers of platinum. It accounts for above 20% of globally produced nickel, above 10% of cobalt and
3% of copper. In the domestic market the PMK Norilsk Nickel is responsible for 52.5% (at 2002 year-
end) of pure copper, about 90% of nickel, 95% of cobalt and 25% of gold produced in Russia.
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The share of the vertically integrated "Ural Mining and Metallurgical Company” holding in the Russian
copper output is about 38.6%. ‘

Remaining 9% of copper is melted by "Kishtim Copper Electrolysis" Closed JSC.

The State as an owner practically plays no role on the nonferrous industry. It controls the Zabaikalsk
Mining and Processing Works, Malyshevskoye Mine Group represented by the TVEL Concemn (the
plants of the concern deal with rare metal ores and traditionally belong in the nuclear industry) and
Kolchuginsk Fabricating Works.

Local authorities control a few production facilities in zinc, tin and tungsten sub-industries. They
comprise big producers of concentrates: Uchalinsk Mining and Processing Works and "Dalpolymetal"
producing zinc concentrate, "Deputatskolovo” and DVGK producing tin concentrate, Timiauz Mining
and Processing Works making tungsten concentrate as well as "Pobedit" JSC, the Russian monopolistic
producer of metallic molybdenum and tungsten.

Now foreign companies play minor roles in the nonferrous industry, though they own three plants. Multi-
year activities (since 1995) of the Swiss Euromin in Chelyabinsk Electrolytic Zinc Works is a major
example of successful operations. The American Russian Grown Found and "FTK Company" Closed JSC
control 55% of shares of "Solikamsk Plant" (titanium sub-industry). However recently the interests of
participants in share-holding agreement differ.

Managers control a number of key plants in the industry including KMEZ (copper producer),

"Electrotsinc” (zinc and lead), "Rjaztsvetmet" (lead and antimony), Novosibirsk Tin Works (tin), VSMPA
(titanium rolled products).

Most of the aforementioned works, in turn, acquired respective suppliers of raw materials. The most
shining example is the Novosibirsk Tin Works which keeps control over "Hunganolovo" and "Dalolovo"
and controls the State block of shares of "Deputatskolovo". In 1998 the control block of shares of the
"AVISMA" Open JSC changed its owner for the "VSMPA" ("Verkhnyaya Salda Metallurgical
Production Association") Open JSC. At present the "AVISMA" Open JSC and the "VSMPA" Open JSC
form the "VSMPA-AVISMA" group of companies and cooperate in the titanium and magnesium market.
Managers control the Primorsky Mining and Processing Works, one of the biggest producers of tungsten
concentrate, which, in tum, acquired the adjacent Lermontovskaya Ore Mining Company, the works of
identical production line.

According to the recent trend major ferrous works purchase nonferrous production facilities. For instance,
"Mechel" JISC's purchase of "Yuzhuralnickel", as a nickel supplier for production of stainless and special
steels, is a good acquisition.

"Severstal" JSC, another big metallurgical works, created practically from scratch the "Stalmag" JSC, a
new production facility which started production of the pyrochlore (niobium-containing) concentrate for
manufacturing ferroniobium used in production of special grades of steel.

2.2. Titanium-and-Magnesium Industry

Initial solid research for production of magnesium in the USSR started in Leningrad and Sverdlovsk in
the late twenties. In 1935 a pilot plant in Solikamsk produced first lots of magnesium in Russia. In 1941
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construction of the Berezniki Magnesium Works was initiated according to the assignment given by the
Government. -

This new plant was assumed to ensure rapid growth in magnesium output in the USSR. The works was

planned to be erected in Berezniki of the Ural area next to large deposits of potassium-and magnesium
salts in the Verkhnyaya Kama Field.

First magnesium ingots were melted just in 1943. Production of magnesium in Berezniki has grown for
next two decades to significant level. Basically, a new step in development of the Russian magnesium
industry started in the fifties which have seen intensive production of titanium.

The need of magnesium for magnesium-thermic operations in production of the titanium sponge is
responsible for erection of combined production facilities, i.e. titanium-magnesium works. First lots of
Ural titanium were produced in 1960.

Solution of problems related to titanium production processes allowed development of titanium-based
alloys with better mechanical properties as compared to commercial titanium. Only such alloys may
compete with aluminum alloys, steels and other metallic materials in strength-weight ratio and high-
temperature strength.

Intensive research in titanium metallurgy implemented in the USSR made it possible to use it in aircraft
and rocket engineering just in 1954.

Magnesium

Magnesium is one of the most frequent elements in the earth crust. It is ranked the sixth next to oxygen,
silicon, aluminum, iron and calcium. In nature magnesium is found only in compounds often dissolved in
ocean water, salt lakes and water bodies.

About 44% of the world's magnesium consumption is accounted for by production of aluminum alloys
which mostly are used in aerospace industry and shipbuilding.

Due to reactivity, magnesium is employed in various chemical processes, for instance, in processes for
irreducible and rare metals, in production of components for flares, incendiary shells and air bombs.

Magnesium applications, %

Cast-iron
Modification 1%

Other 4%

) , e ‘ Metal
Chemical . ... \ s —_ .. Reduction
Industry 4% - RN 1%
i '. . . Aluminum
Desulfurization Alloys 44%

13%

(

Magnesium Alloys
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World Magnesium Market

The correlation between vanations in production output and various cataclysms and global events is
evident. For example, during the World War II the increase in consumption of metallic magnesium was
attributed to increment in military production output, namely shell, air bombs, land mines etc. In 1943
global magnesium production reached 238,000 tons, about ten times the figure in 1937. Besides,
consumption of the metal in hi-tech industries, such as aircraft and automotive industries, to a great extent
depends on the world economic situation. Generally, last decades have witnessed growth in metallic
magnesium production, which, according to Nonferrous Metals Statistics, reached 570,400 tons. In 2001

the output has slightly dropped (down to 513,800 tons) and comprised 425,900 tons of primary metal and
87,900 tons of secondary metal.

According to the International Magnesium Association (IMA), at present the world's production of the
metal amounts to 415,000 tons, while global demand does not exceed 400,000 tons.

The major producers of magnesium on the global marketplace include Canada, USA, China, Russia,
Norway and Israel, combined share of which is 94%.
World's Magnesium Production, %
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: Brazil 1%
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Russia 7%
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China 31%
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China. At the present time the magnesium production base in China is composed of more than 100 small
works of rated yearly capacity of 270,000 tons (30% of global capacity). About 35 facilities have capacity
above 3,000 tons per annum and capacity of 30 more facilities ranges from 1,000 to 2,000 tons per
annum.

However only 3 Chinese works produce magnesium using magnesium salt electrolysis process. Other
facilities use silicon-thermic processing technique which yields final product of lower quality with
significant impurity content.

China has huge natural reserves of magnesium raw material amounting to 3.145 billion tons of
magnesium carbonate, 78% of which are suitable for metal production. Besides, the country possesses
reserves of dolomite ores of more than 4 billion tons and the Chaidamu basin is rich in potassium-and-
magnesium ores.

USA. The major producer of metallic magnesium in USA is the Magnesium Corporation of America
(Magcorp) having production capacity of 43,000 tons of metal per annum. The company includes

electrolytic and liconothermic works.

Russia. Major producers of magnesium in Russia are "AVISMA" VSMPA and Solikamsk Magnesium

- Works. The works have significant capacity for production of primary metal. However the share of the
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works in the world's metallic magnesium output is not large. By global standards, the both Russian plants
are medium-size facilities. For instance, the "Solikamsk Magnesium Works" Open JSC with headcount of
3,000 employees may produce yearly about 20,000 tons of magnesium. The major part of output is
exported to the Western Europe and America.

Except for the Verkhnyaya Salda Metallurgical Production Association ("Avisma" VSMPA, Perm
Oblast) and " Solikamsk Magnesium Works" Open JSC (Perm Oblast), in the former USSR magnesium
was also produced by the works in Kalusha (Ukraine), Zaporozhie Titanium-Magnesium Works and Ust-
Kamenogorsk Works (Kazakhstan). After disintegration of the Soviet Union the last three plants had to
phase out magnesium production.

Production Trends

Of interest is the dynamics of magnesium production for last decades by major producing countries.
Production considerably increased in 1995. Later the figures have been stable.

Global Magnesium Production, thousands of tons

Primary industry

According to the International Consultative Group on Nonferrous Metals Statistics, till 1995 the world's
magnesium output matched the consumption. The situation dramatically changed in 1995.
Commissioning of new facilities in China in 1994 caused 10 times increase of magnesium production in

* this country which reached 93,500 tons. Growth in output in Ukraine (+8%), Russia (+5%), Brazil

(+10%), USA (+10%) and Canada (+5%) has been moderate as compared to that in China. In 1995 the
world's magnesium production increased by 30% and reached 478,200 tons. Giving way in tough
competition with Chinese producers, a number of works in the USA have been shut down. In 1995
primary magnesium production was stopped in Japan and secondary magnesium production was phased
out in Austria. Due to activity of the Chinese and, partially, Canadian producers, in 2000 the global
magnesium output reached 570,400 tons. In 2001 this figure slightly dropped because of the slump in
major consuming industries that followed the events in the USA on 11 September.

Magnesium Consumption

Magnesium is mostly used: for manufacturing of light alloys for aircraft and automotive industries and
anti-corrosive protectors on pipes and tanks for petroleum products, as a desulfurization agent in ferrous
metallurgy, in precision casting, for manufacturing of hulls of marine vessels and in chemical industry.
The major consumer of magnesium products is the aircraft industry.

13
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Many analysts assumed that in 2002 consumption of magnesium would have exceeded 500,000 tons.
According to the forecast, in the course of time the global output would have practically matched
consumption. However the review of changes in the consumption pattern in some countries leads to the
opposite, i.e. probable decrease in global consumption.

No doubt that major magnesium consuming countries include industrialized countries (the USA, Japan,
Canada and Russia) which account for about 75% of global metal consumption.

Global Magnesium Consumption, %

Italy 4% China 4%

Brazil 4%

Germany 6%
France 8%

USA 38%

Russia 10%

Japan 13% Canada 13%

Trends of decline of production globally observed after terrorism acts in 2001 in the USA unfavorably
affected not only the financial standing of major magnesium consumers, but their production outputs as
well. Shortly after the American economy has gone into recession, the published figures proved the
decline in production output in automotive (by 13%) and aircraft (by 20%) industries. Total demand for
goods and services in the USA also started declining. This caused reduction of the metal consumption in
industries: in 2001 the USA consumed 95,700 tons of metallic magnesium. The most severe downturn
was observed in production of aluminum alloys (-40%) and desulfurizing agents (-32%).

The major magnesium exporters include China, Canada, Russia and the USA. Current tough competition
in the magnesium market primarily results from offer of the China-manufactured metal with attractive
value for money.

Japan, one of the biggest producers of secondary metal, does not manufacture the primary magnesium,
but it is the major importer. In 2001 due to reduction in consumption, import of metallic magnesium to
Japan decreased by 12% as compared to 2000 figures and amounted to 33,700 tones (Japan Magnesium
Association). If before major importers included the USA, Canada, Russia and China, in recent years
China-manufactured magnesium practically forced metal from other countries out of the Japanese market.

Metal Prices

Pricing is worth reviewing separately. Prices result from recent striking unbalance between demand and
supply in the magnesium market.

Shortly after the end of the cold war magnesium found applications in civil industries. In early 1990s the

price for this metal was ranging from 3,200 and 3,300 USS$ per ton.

14
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1995-1996 have seen the most favorable market situation: the price jumped up to 4,500-4,600 US$ per
ton. However during this period the market witnessed the first Chinese producers. As already noted, due
to commissioning of new production facilities China turned from a magnesium importer into the biggest
metal exporter (according to the Chinese Magnesium Association, in 2001 China exported 92.800 tons of
magnesium). Since 1995 China has been the major supplier of metallic magnesium on the world's
marketplace, producing notable impact on prices. This impact caused the unprecedented fall in prices that
in 1995 replaced long-term growth. In the period from 1995 to 1999 prices of magnesium dropped by
50%.

Magnesium Prices per ton
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1970 1978 1986 1994 2002

At the end of 2003 the price of magnesium has slightly increased: Chinese producers began to raise
prices, awaiting introduction of dumping fees for their commodity in Europe. It had to occur at the end of
2002 but was postponed to the beginning of 2003: the war in Iraq changed the positive trends for the
worse. By the end of 2003 the prices for the metal have increased from US$ 1,880-1,980 up to US$
2,000-2,050 per ton.

From the one hand, the fall in prices in the mid-90s was caused by inadequate production growth rates in
consuming industries; on the other hand, it was triggered by great amounts of free metal (China-
manufactured) on the marketplace where there was no demand for it.

Titanium

Titanium is the ninth most frequently encountered element in the earth crust. Its reserves account for
about 0.6% of the Earth's mass. Mostly, titanium 1s found in chemical compounds (normally with oxygen
or iron), which makes mining difficult to a certain extent. Due to unique properties (high strength-weight
ratio, corrosion resistance, melting point etc.) this element found widespread applications, in particular, in
hi-tech industries such as military and civil aircraft engineering, space industry, production of automotive
engines and components.

Titanium-containing ores such as rutiles, ilmenites and leucoxenes are mineral sources for production of
titanium. Rutiles containing from 93 to 96% of titanium dioxide (TiO,) are the richest minerals; ilmenites
contain from 44 t070% of TiO,, while leucoxene concentrates may contain up to 90% of TiO,. Only 5%
of the titanium ore mined is used for production of titanium, remaining 95% find application in
production of paints, plastics, rubber, paper etc. (the white titanium oxide has high refractive and
diffusion properties).

Though metallic titanium and titanium dioxide have the same natural raw base (basic titanium-containing
minerals include rutile, ilmenite and leucoxene), they are manufactured in different industries (nonferrous
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and chemical industries) and distributed in different sectors of the global market (metals and chemical
goods). The metallic titanium production process uses the titanium sponge as an in-process product.
Initially, the pigmentary titanium dioxide has been manufactured by the. sulfate process. Later, there has
been developed more efficient and less environmentally hazardous chloride process. Production of
metallic titanium uses about 5%, while production of pigmentary titanium dioxide consumes about 90%
of titanium minerals mined annually.

In the post-war Soviet Union there has been created a unified titanium production complex based on
cooperation between production facilities of Ukraine, Russia and Kazakhstan. Disintegration of the Soviet
Union has been followed by disintegration of the single complex for production of titanium and its

" derivatives into three independent parts.

At present the ore mining and processing in the CIS is almost entirely centered in Ukraine (Volnogorsk
and Irshansk Works); addition alloys are produced in Ukraine (Donetsk Chemical and Metallurgical
Works) and Tajikistan (Leninabad Rare Metal Works), while the titanium sponge production is
distributed between production facilities of Russia (AVISMA Open JSC Titanium and Magnesium Works
accounting for 40% of production in the former USSR), Kazakhstan (Ust-Kamenogorsk Titanium and
Magnesium Works with 40% share) and Ukraine (Zagorsky Titanium and Magnesium Works with 20%
share). Production of titanium ingots and rolled products is almost entirely centered in Russia
(Verkhnyaya Salda MPA responsible for 90% of production in the former USSR). The pigmentary

 titanium dioxide is mostly manufactured in Ukraine (state-owned JSC "Titani" and "Sumikhimprom"

Open JSC). Little amount of the product is manufactured in Russia (Solikamsk MagnesiumWorks and
others).

Titanium Sponge Production

Titanium sponge is used as an in-process product in production of titanium rolled products. It is obtained
by chlorine treatment of titanium minerals which yields titanium tetrachloride to be reduced by the use of
molten magnesium. The resultant sponge is leached and remelted to remove impurities and obtain
metallic titanium ingots.

As of beginning of 2002 global titanium sponge production capacities were estimated at 102,000 tons per

annum. The world's largest titanium sponge production capacities are located in the CIS countries which
jointly account for 61.8%.

Distribution of Titanium Sponge Production Capacities in the World as of 01.01.2002, %
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ROSEXPERTIZA VSMPA SHARES VALUATION REPORT
The production facilities in Russia allow producing approximately 25 thousand tons (24.5% of the total
worldwide production capacity), Kazakhstan — 20 thousand tons (19.6%), and Ukraine — 18 thousand tons
(17.6%) of titanium sponge per year. Japan has a little more than a quarter of the world’s capacity
(26.5%); in this country, titanium sponge is produced by 2 companies: Sumitomo Titanium and Toho
Titanium; 8.8% falls on the USA (Timet Company), and 2.9% belongs to China. According to Toho
Titanium’s estimate, the pressure of titanium sponge production in the world was only 69% in 2001.

Structure of Titanium Sponge World Production, %
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In the 80's, the Soviet Union had a world lead in the production of titanium sponge (approximately 80
thousand tons per year), and almost all its volume was processed at Verkhnaja Salda Metallurgical
Production Association (VSMPA) into titanium rolled stock which was used domestically in the military-
industrial complex, aerospace industry and in other branches of industry.

After breakup of the Soviet Union, disintegration of the country’s titanium industry occurred. Partly due
to this reason and mainly due to the economic depression which followed the breakup of the Soviet
Union, the demand for non-ferrous metals dramatically dropped in the post-Soviet area, which caused a
significant downfall of titanium sponge production. :

The only producer of titanium sponge in Russia is OAO Avisma Titanium-Magnesium Works (town of
Berezniki in Perm region). Approximately 88% of the plant’s products are supplied to VSMPA (town of
Verkhnaja Salda in Sverdlovsk region) which processes titanium sponge into titanium rolled stock used in
aerospace, oil and gas industries, shipbuilding industry and in many other industries. Avisma is the
world’s leading company producing spongy titanium. In 2002, despite aggravated situation in the world
market due to diminution in the demand for titanium on the part of civil aviation, which is one of the
basic titanium-consuming market niches, Avisma managed to increase the sponge production volumes by
6%, 1.e. up to 22.6 thousand tons.

The major importers of spongy titanium from Russia in 2002 were UK, Germany and Switzerland — these
three countries imported 70.4% of all Russian supplies abroad. However, if the specific weight of UK and
Germany has doubled, Switzerland, on the contrary, has reduced its share twice as much. Supplies of
titanium sponge to Japan have alsc been significantly (14 times) reduced, and as a result, the share of this
country has dropped from 23,8% in 2001 to 3.3% in 2002. The volume of exports of Russian sponge to
Ukraine has grown up 5.7 times being 320.4 tons in 2002.
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Structure of Russian Exports of Titanium Sponge by Countries in 2001-2002, %
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Geographical Structure of Russian Exports of Titanium Sponge in 2001-2202

Importing Country 2001 2002
tons USS$ thousand tons USS thousand

UK 578.3 1,819.2 658.1 2,245.5
Germany 586.5 2,200.6 625.3 2,344.1
Switzerland 2,242.1 11,857.3 586.7 3,050.6
Ukraine 56.5 139.2 3204 935.1
Sweden 180.0 768.1 240.0 1,173.4
Japan 1,221.3 6,698.3 86.5 583.6
Others 274.4 1,265.9 138.2 652.4
Total 5,139.1 24,748.7 2,655.1 10,984.7

In Ukraine the production of titanium sponge is concentrated in Zaporozhye Titanium-Magnesium
Works (town of Zaporozhye), and before breakup of the Soviet Union it was approximately 15 thousand
tons per year (at the capacity of 18 thousand tons per year), and again all sponge was supplied to VSMPA
from where part of titanium ingots was brought back to be processed into sheets, pipes, castings.
Following the breakup of the USSR, production of the sponge at ZTMW was dramatically reduced, and
by 1994, during the economic recession, it was stopped altogether. In October 1998, the Ukrainian
producer of titanium sponge, after being reconstructed, resumed the production at a restricted scale.
However, the use of available capacities remains up to now at a quite low level being 33%-34%.

In Kazakhstan the titanium sponge is produced at Ust Kamenogorsk Titanium-Magnesium Works
(UKTMW) which during existence of the Soviet Union produced up to 45 thousand tons of the sponge
per year. The latter was also processed at VSMPA into titanium rolled stock. The plant received raw
materials from Ukraine. After quitting the Soviet Union, Kazakhstan started importing the raw materials
for production of the sponge from western countries, basically from Canada, and then the country started
developing its own deposits of titanium-containing ore. Due to financial support of the Belgian company
“Speciality Metats” which acquired control over the plant in consequence of privatization processes, the
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UKTMW was subjected to a complete reconstruction. After the decline which continued up to 1996, the
plant started gradually increasing the production.

Production of Titanium Rolled Stock

To produce titanium metal, less than 5% of yearly extracted titanium minerals is used. The most high-
grade raw material is used, i.e. natural or synthetic rutile. Production of the metal is based on reduction of
titanium tetrachloride (TJCI4) with magnesium or sodium. At first they produce titanium sponge (spongy
titanium) - an intermediate product which is badly contaminated by unreacted reducer and other
impurities. After decontamination, the sponge is remelted into massive metal.

The general economic growth of industrially developed countries started in 1995 and successes in
expansion of the field of application of titanium conditioned a gradual growth in the titanium industry.
Beginning from 1995, all producer countries increased output of metallic titanium, but its production
started decreasing since 1997. The main reason for titanium production decrease in 1998-1999 was
reduction in the demand for the metal on the part of aerospace industry.

The terrorist attacks in the USA in September 2001 were followed by a dramatic drop in the aircraft

industry: reduction and delays in orders for aircraft and equipment and, as a result, decline in production
for the world’s leading titanium producers.

The major concern of titanium metal producers is currently development of new fields of application for
their products. Titanium costs several times more expensive than aluminum, that is why plant owners
seek for new, less expensive methods of production which will help make their products more attractive
for various types of markets. Now titanium has become widely used in producing engines for racing cars.
More than 95% of the world production of titanium ingots is located in USA, Japan and CIS countries;
only 3.6% of the capacities is located in Europe.

Rolled titanium production in Russia is mainly concentrated at Verkhnaja Salda Metallurgical Production
Association (VSMPA). After breakup of the Soviet Union, two of the three enterprises supplying titanium
sponge to VSMPA (UKTMW and ZTMW) turned out to be in foreign lands. The VSMPA began facing
problems associated with raw materials supplies which were resolved after the VSMPA had bought out
from Menatep the majority interest in Avisma and created the vertically integrated corporation “VSMPA-
Avisma”. Within the framework of this corporation, titanium sponge produced at OAQ Avisma has
started to be supplied to VSMPA on a primary basis. The problems associated with marketing of rolled
titanium due to a dramatic reduction of domestic consumption were partially resolved by way of VSMPA
reorientation to foreign markets, which was favored by the business environment of 1995-1997 when
there was a tendency to a considerable increase in production of civil aircraft by the Boeing Company.

In 2002 compared to 2001, Russian export of this type of products reduced by 13.3% in physical terms,
and by 22.3% in value terms due to reduction of purchases on the part of foreign companies belonging to
the aerospace industry, the principal consumers of titanium products. As a result, the share of exports in
the total volume of rolled titanium production decreased from 81.1% in 2001 to 74% in 2002.

The commodity pattern of rolled titanium exports from Russia is prevailed by titanium bars, wires and
sections. The share of exports of this subgroup in 2002 was 78.6% in physical terms increasing by 2.6
percentage points as compared to 2001. As far as the value terms are concerned, the specific weight of
round stock and sections was somewhat less than in physical terms due to the fact that the prices for this
type of products were considerably lower than for other types of exported titanium products. In 2001 it

was 62.2%, and in 2002 it was 63.5%. Another type of products which are widely exported are flat-rolled .
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titanium products: plates, sheets, strips, tape and foil. Here, as in the following two subgroups, the
situation is contrary: the specific weight in value terms is higher than that in physical terms.

In 2002 the average contract prices went down for bars, wires, sections (by 12.2% as compared to.2002)
and for flat-rolled titanium products (by 5,7%). On the other hand, more expensive pipes and other

titanium products were supplied to foreign countries in 2002 at prices higher by 4.3% and 7.5%
respectively compared to 2001.

Dynamics of Russian Exports of Rolled Titanium in 2001-2002

Types of Rolled Titanium 2001 2002 Average Price in
tons | USS thousand tons USS thousand 2002, US$/t

Bars, sections and wires 9,798.1 121,573.6 8,787.9 95,761.8 10,897.0
Plates, strips, sheets or 2,154.3 43,804.9 1,836.5 35,227.7 19,182.2
tapes and foil | :

Pipes and tubes 532.6 12,439.7 223.5 5,444.7 24,365.4
Other titanium products 403.4 16,458.5 329.1. 14,432.5 43,8499
TOTAL: 12,888.4| 194,276.7 11,176.9 150,866.6 13,498.0

Currently the geography of Russian export supplies of titanium rolled stock is quite extensive; it is
exported from Russia to more than 40 countries of the world. The largest importers are Japan, USA and
Taiwan. The share of these three countries in 2002 was 68.3% of the total export volume (in 2001 it was
60.3%). However, in 2002 out of the three leaders only Taiwan increased the volumes of rolled titanium
supplies from Russia both in physical and value terms. Japan, on the contrary, decreased import of the
Russian rolled metal considerably, especially, in value terms (by 55.2%), which means redirection of its
purchases towards cheaper products. The USA in 2002 insignificantly reduced the physical volume of
rolled titanium supplies from Russia (by 4.7% as compared to 2001), but at the same time there was a
dramatic increase (by 78.1%) in money terms.

Russian Exports of Titanium Rolled Stock by Countries in 2001-2002

Importing Country 2001 2002
tons USS$ thousand tons US$ thousand

Japan 4,039.7 65,802.1 3,402.7 29,465.9
USA 2,332.7 19,454.0 2,223.0 34,651.5
Taiwan 1,395.6 11,380.6 2,004.2 17,505.5
Germany 870.8 18,963.3 784.4 16,103.9
France 931.6 18,557.1 406.0 10,167.8
Netherlands 689.0 9,105.7 3945 4,889.9
UK 444.1 11,108.1 3584 9,438.9
China 293.0 6,643.3 3374 3,771.6
Israel , 80.2 1,638.5 246.9 4,994.1
Austria 604.3 11,497.1 223.1 3,430.0
Luxembourg 127.3 1,938.8 162.4 2,505.5
Ukraine 102.8 2,011.5 154.8 3,357.8
Italy 423.7 4,943.1 116.9 1,215.2
India 305.7 5,493.8 9.6 4553
Others 247.7 5,739.7 3526 8,913.9
TOTAL: 12,888.4 194,276.7 11,176.9 150,866.6
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Production of Pigment Titanium Dioxide

To produce pigment titanium dioxide, approximately 90% of yearly extracted titanium minerals is used.
Titanium dioxide plays a leading role in the group of white pigments and is widely used in paint-and-
varnish and paper industries, in manufacture of plastic materials and rubber technical goods as well as has
a number of other fields of application.

The worldwide capacities for producing pigment titanium dioxide are approximately 4,300 thousand tons
per year, and the major share falls on the USA and European countries. The characteristic feature of the
titanium dioxide market is concentration of larger portion of production within 5 companies, such as
DuPont, Mittenium, Kerr-McGee, Hunstsmann Tioxide and Kronosa which altogether produce 76% of all
pigment titanium dioxide. About 40% of the world’s pigment is produced according to the sulphate
technique, and 60% - according to the chloride technique.

According to IBMA Company (USA), the share of the USA is around 33% of the total consumption of
titanium dioxide, the share of Western Europe countries is 33%, of Asian region countries — 25% and
others — 9%.

Annual volume of consumption of pigment titanium dioxide is estimated at a level of 4 million tons, and
the structure of consumption is estimated as follows:

o the share of paint-and-vamish materials producers is 59%;

¢ production of plastic materials — 20%;

e production of laminated paper — 13%.

In the forthcoming years it is expected that consumption of titanium dioxide in manufacture of laminated
paper will be growing by leaps and bounds, approximately by 5-6% per year and plastics — by 4%;
production of paint-and-varnish materials will face a lesser growth — by 1.8-2% per year.

In the CIS countries, manufacture of pigment titanium dioxide is very poorly developed. Only Ukraine
possessing the required raw materials base has the capacities to produce this product which can be
compared to the capacities of some other countries (Norway, Poland, Slovenia, Brazil, Malaysia and
others) not being the world leaders in the titanium pigment market. According to the experts, the

aggregate volume of production (Russia and Ukraine) of pigment titanium dioxide is 90-100 thousand
tons per year, including Russia’s share of about 8-10 thousand tons.

Ukraine. The share of Ukrainian producers applying the sulphate method in the world production is
2.4%, out of them 1.4% falls on the State Joint-Stock Corporation “Titan”, 1% falls on OAO
Sumykhimprom. The total capacities of the two enterprises were 100 thousand tons as of beginning of
2002. OAO Sumykhimprom supplies its products mainly to Russia and to the domestic market. The State
Joint-Stock Corporation “Titan” is basically oriented for exports to foreign and CIS countries.

In Russia pigment titanium dioxide is produced in restricted volumes by the following companies:
e OAO “The Solikamsk Magnesium Works” (having the production capacity of 300 tons per
month);
e OAO “AVISMA” (about 300 tons per month);

e  OO0O “Spektr” — a subsidiary of the Volgograd AO “Khimprom” (around 60-70 tons per month).
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In 2002 titanium dioxide was steadily produced by OAO “The Solikamsk Magnesium Works” and OO0
“Spektr”. OAO “AVISMA” produced titanium dioxide only in the period from May to the end of August,
and then it had to stop production due to economic unfeasibility. There are capacities to produce titanium
dioxide at OAO “The Chelyabinsk Paint-and-Vamish Works” (OAO Chelak) but manufacture of this
product is currently stopped. ‘

Since Russia is not a large producer of titanium dioxide, its exports of this type of products is very
insignificant.

In 2002 the pigment titanium dioxide was exported from Russia mainly to Kazakhstan (53.1% of the total
volume of supplies), China (17,5%), Yugoslavia (11.8%) and Ukraine (11.6%). Such countries as Turkey,
Tadjikistan, Sweden and Kirghizia the share of which in 2001 was 45.9% of the total volume of Russian
exports abandoned purchasing this product in Russia.
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3. INFORMATION ON THE COMPANY
3.1. Background

OAO “The Verkhnaja Salda Metallurgical Production Association” (VSMPA) is the world’s largest
integrated manufacturer of products from titanium, aluminum, magnesium, nickel alloys and steels.

VSMPA’s products are used in aerospace, energy, automobile, medicine, chemical, shipbuilding
industries and architecture.

VSMPA’s history begins since 1933 when the works producing aluminum and magnesium alloys was
commissioned in the Moscow region. In 1941, with warfare approaching Moscow, the works was
evacuated to the Urals to the town of Verkhnaja Salda where during the Great Patriotic War it fully
provided aviation with its products.

In late 50s, with creation of jet aviation, outer space exploration and appearance of great demand for
products from titanium alloys, the works reconstructed its operation and arranged production of titanium
semi-products. In 1957 the first titanium ingot was made, and since 1958 full-scale production of primary
titanium was started.

During the period from 1957 to 1990 VSMPA considerably increased the production volumes as during
these years the association was the only supplier of titanium for the Soviet aerospace and military
industry.

In 1991 VSMPA produced titanium ingots by 50% more than USA, Europe and Japan taken all together.

In early 90s, due to reduction of the military budget and a dramatic drop in the demand for domestic
aircraft on the part of the civil aviation, the internal demand for titanium went down 20-30 times, and for
aluminum - 5-6 times, which brought the Company on the verge of bankruptcy.

The desire to save the works which was by that time a city-forming enterprise with a high scientific and
industrial potential induced the new management of VSMPA to take a strategic decision, namely start
diversification of production as well as expand the market outlets producing titanium not only for military
use in the domestic market but also products for export.

- The set task was aggravated by the fact that composition of titanium alloys produced abroad was different
from that used in the Russian aviation industry. A reconstruction of the equipment was carried out, new
technologies were developed, which allowed production of titanium products with that quality which was
required by foreign customers.

As a result, it was possible to increase the volume of export supplies 6 times as much during the period
from 1993 t01997.

The main strategic element of coming out to external markets was the program of the Company products
certification by potential foreign buyers. The Company also invested money in modernization of the
production process, in particular, in the quality control system. The quality of VSMPA’s products has
been approved by more than 120 quality certificates, including certificates from largest manufacturers of
aircraft and their suppliers.
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In 1998 VSMPA bought out the shares of OAO AVISMA, the world’s largest producer of titanium
sponge and one of the largest European producers of magnesium and its alloys; the VSMPA-AVISMA
corporation was created with the common corporate management.

Now the VSMPA-AVISMA group is the largest producer of titanium sponge and rolled stock,
magnesium and magnesium alloys. Judging by financial effectiveness, the group of companies ranks
among the 50 best enterprises in Russia. The VSMPA-AVISMA group has such customers as the

following aircraft-building companies: Airbus, Boeing, Embraer, GE Aircraft Engines, Snecma,
Pratt& Whitney, Rolls-Royce.

VSMPA’s operation is aimed at increasing the share of products with higher added value in the total
volume of production: thin titanium sheet, welded thin-walled titanium pipes, forgings. In addition, the
works has been configured to produce unconventional products, such as wheels, dishware, heat-exchange
equipment from titanium, gas-cleaning production systems, construction business is under development.

More than 64% of the Company’s titanium products is exported basically for use in the aerospace

industry of the USA and Europe. VSMPA cooperates with more than 260 firms from 39 countries of the
world.

3.2. General Information on the Company

The full (abridged) commercial name of the Company in Russian is "Otkrytoye aktsionernoye
obsgcgestvo Verkhnesaldinskoye metallurgicheskoye proizvodstvennoye ob’edineniye" (OAO VSMPA).

The full (abridged) commercial name of the Company in English is VERKHNYAYA SALDA
METALLURGICAL PRODUCTION ASSOCIATION Joint Stock Company (VSMPA).

The previous full and abridged commercial name of the Company is Joint Stock Company of open type
“Verkhnaja Salda Metallurgical Production Association” (AOOT “VSMPA”). Date and grounds for
changing the name: Resolution of the general meeting of shareholders dated 14.06.1996 and Ordinance of
the head of administration of the town of Verkhnaja Salda No. 250-x dated 26.06.1996.

Taxpayer ID number (MHH): 6607000556.

Legal address: Russia, Sverdlovsk region, Verkhnaja Salda, 1 Parkovaya Str.

Postal address: 624760, Russia, Sverdlovsk region, Verkhnaja Salda, 1 Parkovaya Str.

Phone / fax number: (34345) 2-13-60, 5-20-05 / 2-47-36.

E-mail: shavahmetova@VSMPA. .

Official web site: www.VSMPA ru.
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3.3. Company’s State Régistration Information and Availability of Licenses

Legal entity state registration number: 162 U-BH.

Date of state registration: 18.02.1993.

Name of authority which has carried out the state registration: administration of the municipal formation
“Verkhnyaya Salda region”.

Principal legal entity state registration number: 1026600784011.

Name of registration authority (in accordance with the data specified in the certificate of making the entry
in the Unified Public Register of legal entities on a legal entity registered before 1 July 2002): Regional
Inspection of the Ministry of Taxation of the Russian Federation No.3 in charge of Sverdlovsk region.

Date of making the entry: 11.07.2002.

As of the date of valuation, VSMPA has licenses for the following activities (Table 3.1):
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Table 3.1
License No. |Date of Issue| Validity Period | Authority Issuing Types of Activities
License
TB 6476 13.09.2002  jup to 13.09.2007 |RF Ministry of TV broadcasting
Press and
Information
b 302358 25.09.1998 |up to 17.12.2004 |Division of RF Performance of operations associated with
Federal Security  |using information constituting the state
Service in charge |secret
of Sverdlovsk
region
b 302766 17.12.2001  jup to 17.12.2004 |Division of RF Performance of activities and rendering of
‘ Federal Security  |services in the field of the state secret
Service in charge |protection
of Sverdlovsk
region
I 120275 25.07.2001 |up to 25.07.2004 |RF Construction |Construction of buildings and facilities
Committee
63-KA-1535 23.11.2000 |up to 23.11.2005 |Gosgortekhnadzor |Training of personnel for basic professions
of Russia, Ural of metallurgical enterprises
Department
63-1TM-000410 {06.02.2004  |up to 06.02.2009 | Gosgortekhnadzor |Carrying out of underground surveys
of Russia, Ural (watching the state of mining allotments
Department and justification of their boundaries;
keeping mining graphic documentation,
record and justification of volumes of
mining developments)
63-KA-1462 13.08.2001 {up to 13.08.2006 | Gosgortekhnadzor |Training of managers, specialists and
of Russia, Ural personnel for gas facilities
Department
10509/910009 [14.03.2003 |up to 14.03.2006 |Nizhni Tagil For creating a temporary storage warehouse
Customs .
10509/0027 23.10.2002  |up to 23.10.2005 |Nizhni Tagil For creating customs storage warehouse
Customs
CT-68 18.01.2002 |up to 18.01.2007 |Gosgortekhnadzor |Installation of gas-distributing points and
of Russia, Ural units for pipelines and gas equipment of
{Department industrial, agricultural enterprises and
industrial and public services
63-I1P-1174 04.09.2000  |up to 04.09.2005 |Gosgortekhnadzor {Projecting metallurgical plants and
of Russia, Ural facilities
Department
J1 086713 26.12.2001 |up to 26.12.2004 |State Committee |Manufacture of building structures and
for construction  |materials affecting the bearing capacity of
and housing buildings, constructions and environment
complex
cep PTHU 72 24.12.2001  jup to 31.12.2004 |Sverdlovsk Activities on motor roads and road
No071386 department of buildings
transport
inspection
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License No. |Date of Issue | Validity Period | Authority Issuing Types of Activities
License
b 813989 16.08.2001 |up to 16.08.2006 |Sverdiovsk Pharmaceutical activities
regional committee
for licensing and
accrediting health
service
63-DK-1532 23.11.2000 |up to 23.11.2005 |Gosgortekhnadzor |Production of ferroalloys, special steels,
of Russia, Ural nonferrous metal alloys, sheet and rolled
Department sections, pipes
63-PT-1534 23.11.2000 |up to 23.11.2005 |Gosgortekhnadzor |Repair of melting facilities and equipment
of Russia, Ural of metallurgical plants and units
Department
63-MT-1533 23.11.2000 |up to 23.11.2005 |Gosgortekhnadzor |Installation (commissioning) of
of Russia, Ural melting facilities and equipment of
Department metallurgical plants and units
63-0K-874 21.07.2000 |up to 21.07.2005 |Gosgortekhnadzor |Development of mineral deposits, open-cast
of Russia, Ural mining
Department
Y0-03-209- 10.09.2001  |up to 10.09.2004 {Gosgortekhnadzor |Operation and storage of items containing
0606 of Russia, Ural radioactive agents
Department
626604 073 {10.10.2001  jup to 10.10.2004 |Gosgortekhnadzor |Procurement, processing and selling of
of Russia, Ural nonferrous scrap
Department '
626603 073 {10.10.2001  |up to 10.10.2004 |Gosgortekhnadzor |Procurement, processing and selling of
‘ of Russia, Ural iron-and-steel scrap
Department
b 420448 28.12.2001  jup to 28.12.2004 |RF Federal Service |Operations and services in the domain of
‘ for nydrometeorology and
hydrometeorology |adjacent fields
and environmental
monitoring
cep TCOH-69 [12.11.2001  |up to 12.11.2004 |Gosgortekhnadzor {Activities associated with agents of
No0001143 of Sverdlovsk infection
region
CBE No01256 (23.09.2002 |up to 01.07.2027 |General Office for |Use of natural resources
natural resources
and environmental
protection attached
to the Ministry of
Natural Resources
of Russia in charge
of Sverdlovsk
region
CBE No00330 |11.03.2002 |up to 11.03.2007 | Department of Use of water
' natural resources
in charge of Ural
area
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License No. |Date of Issue| Validity Period | Authority Issuing Types of Activities
License
J1 378805 28.07.2003  {up to 27.06.2008 |RF Ministry of Storage of oil, gas and associated products
Energy
PPC-63-00047 (07.07.2003 |upto 7.07.2008 [Gosgortekhnadzor |Manufacture and use of vessels and devices
of Russia, Ural under pressure according to the attached list
Department of austenitic and carbon steels, titanium and
aluminum alloys
cep. POA- 18.06.2003  jup to 31.12.2005 |Concern Certificate for accrediting and recording in
PNo0118 Rosenergoatom  |the register of potential suppliers of
Concern Rosenergoatom
3-6-031202-499(12.03.2002 |up to 12.03.2005 |RAO UES of Certificate for accrediting an enterprise
Russia manufacturing equipment for electric-
power industry facilities
Y0-12-106- 04.05.2001 |upto Ural Regional Manufacture of equipment for facilities and
0450/01 01.05.2004' Department of complexes with commercial reactors
GosAtomNadzor |specified in this license conditions
of Russia
YO-11-101- 20.08.2002  {up tc 01.10.2006 |Ural Regional Design engineering of equipment for
0774 Department of nuclear stations
GosAtomNadzor
of Russia
YO-12-115- {12.09.2002 |up to 20.09.2007 |Ural Regional Manufacture of equipment for facilities,
0787 Department of complexes, installations with nuclear
GosAtomNadzor |materials intended for production,
of Russia processing, transportation of nuclear fuel
and nuclear materials
63-CT-68 18.01.2002  jup to 18.01.2007 |Gosgortekhnadzor |Construction of gas-distributing points and
of Russia, Ural units for pipelines and gas equipment of
Department industrial, agricultural enterprises and
industrial and public services
YO-12-101- (12.09.2002 |up to 20.09.2007 |Ural Regional Manufacture of equipment for nuclear
0786 Department of stations
GosAtomNadzor
of Russia
A 118095 18.01.2002  |up to 18.01.2007 |Gosgortekhnadzor |Construction of gas-distributing points and
' of Russia, Ural units for pipelines and gas equipment of
Department industrial, agricultural enterprises and
industrial and public services
CBE 01114 07.09.2001  |up to 31.12.2005 |Uralgeokom Right for development of an area of the

peat deposit Ozerskoye

Source: quarterly report on securities of OAO VSMPA for I quarter of 2004

According to the Company management, License No. y0-12-106-0450/01 has been renewed for 3 years.
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3.4. Structure of Governing Bodies

1. General Meeting of Shareholders

Competence:

1) Introduction of alterations and additions into the Articles of Association or approval of the Articles
amended (except as stipulated in par.2-5 cl.12 of the Federal Law “On Joint-Stock Companies”);

2) Reorganization of the Company;

3) Liquidation of the Company, assignment of liquidation commission and approval of intermediate and
final liquidation balance sheets;

4) Determination of the numerical strength of the Board of Directors, election of its members and early
termination of their authorities;

5) Election of the one-person executive body;

6) Early termination of the powers of the one-person executive body;

7) Determination of the numerical strength of the Audit Commission, election of the Audit Commission
and early termination of its powers;

8) Approval of the Company's auditor;

9) Determination of quantity, nominal value, category (type) of authorized shares and the rights
empowered by these shares;

10) Increase of the authorized capital of the Company by way of increasing the share denomination;

11) Increase of the authorized capital of the Company by way of placing additional shares as provided for
by the Federal Law and the Articles of association;

12) Increase of the authorized capital of the Company by way of placing additional shares to the extent of
quantity and categories (types) of authorized shares on account of the Company’s equity when
placement of additional shares is carried out by means of distributing them between the shareholders
if the Board of Directors has not reached unanimity on this issue;

13) Decrease of the authorized capital of the Company by way of decreasing the share denomination by
means of acquiring a part of the shares by the Company with a view to reducing their total number as
well as by means of retiring acquired and bought out shares by the Company (shares at the disposal
of the Company); _

14) Approval of annual reports, annual financial statements including profit-and-loss reports (profit-and-
loss accounts) of the company as well as distribution of profits, including payment (announcement)
of dividends, and losses of the Company according to the results of the financial year;

15) Determination of the rules of order of the General Meeting of Shareholders;

16) Splitting and consolidation of shares;

17) Making decisions on approval of transactions as provided for in cl.83 of the Federal Law “On Joint-
Stock Companies”;

18) Making decisions on approval of large-scale transactions as provided for in par.2 c1.79 of the Federal
Law “On Joint-Stock Companies”;

19) Making decisions on approval of large-scale transactions as provided for in par.3 cl.79 of the Federal
Law “On Joint-Stock Companies”;

20) Making decisions on participation in holding companies, financial industrial groups, associations and
other incorporations of commercial organizations;

21) Approval of the internal documentation regulating activities of the Company’s bodies;

22) Making decisions on remuneration and (or) compensation for the expenses of the Audit Commission

associated with performing its duties during the period of these duties; establishing amounts of such
remuneration and compensations;
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23) Making decisions on remuneration and (or) compensation for the expenses of the members of the
Board of Directors associated with performing their functions as members of the Board of Directors
during the period of these functions; establishing amounts of such remunerations and compensations;

24) Making decisions on remuneration at the cost of the Company’s fund for the expenses associated
with preparation and holding of the Extraordinary General Meeting to persons and bodies initiating
such General Meeting;

25) Determination of the list of documents which are mandatory to be kept in the Company;

26) Other issues assigned by the Federal Law to the competence of the General Meeting of Shareholders.

The General Meeting is not entitled to consider issues and take decisions on them which have not been
assigned by the Federal Law and the Articles of Association to its competence.

The General Meeting is not entitled to take decisions on issues not included into the agenda of the
General Meeting and alter the agenda. '

2. Board of Directors

The Board of Directors has overall charge of activities of the Company, except for solving the issues
assigned by the Federal Law and the Articles of Association to the competence of the General Meeting of
Shareholders.

Competence:

1) Determination of priority trends in activities of the Company;

2) Convening of annual and extraordinary General Meetings of Shareholders, except for cases described
in par.8 cl.55 of the Federal Law “On Joint-Stock Companies”;

3) Approval of the agenda of the General Meeting of Shareholders;

4) Establishing the date for making a list of persons having the right to take part in the General Meeting
of Shareholders, and other issues assigned to the competence of the Board of Directors pursuant to
the provisions of Chapter VII of the Federal Law “On Joint-Stock Companies” and associated with
preparation and holding of the General Meeting of Shareholders;

5) Prior approval of annual reports of the Company;

6) Increase of the authorized capital of the Company by way of placing additional shares to the extent of
quantity and categories (types) of authorized shares on account of the Company’s equity when
placement of additional shares is carried out by means of distributing them between the shareholders;

7) Increase of the authorized capital of the Company by way of placing additional shares to the extent of
quantity and categories (types) of authorized shares by means of public subscription for ordinary
shares to the number being 25 and less per cent of the previously placed ordinary shares;

8) Increase of the authorized capital of the Company by way of placing additional shares to the extent of
quantity and categories (types) of authorized shares by means of public subscription for preference
shares;

9) Placement of additional shares at the cost of the Company’s equity when such placement of
additional shares is carried out by way of distributing them between the shareholders;

10) Placement of bonds not to be converted into shares and other emission securities not to be converted
into shares; ' _

11) Approval of a decision on issuing securities, a prospectus of securities, a report on the results of the
securities issued, introduction of amendments into them,

12) Determination of the price (money value) for the equity, the price for placement and buying out of
emission securities as provided for by the Federal Law “On Joint-Stock Companies”;
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13) Acquisition of shares placed by the Company pursuant to par.2 cl.72 of the Federal Law “On Joint-
Stock Companies”;

14) Acquisition of bonds and other securities placed by the Company as provided for by the Federal Law
“On Joint-Stock Companies”;

15) Approval of the report on the results of acquisition of shares acquired pursuant to par.l c1.72 of the

' Federal Law “On Joint-Stock Companies”,

16) Recommendations to the General Meeting of Shareholders in terms of amounts of remunerations and
compensations paid to the members of the Audit Commission of the Company;

17) Determination of the size of payment for services rendered by the auditor of the Company,

18) Recommendations to the General Meeting of Shareholders in terms of amounts of dividends on
shares of all categories and the procedure of paying them;

19) Recommendations to the General Meeting of Shareholders in terms of the procedure for distributing
profits and losses of the Company based on the results of the financial year;

20) Use of the reserve capital and other funds of the Company;

21) Approval of internal documents of the Company, except for the internal documents regulating
activities of the Company’s bodies approved by resolution of the General Meeting as well as other
internal documents of the Company the approval of which is assigned by the Articles to the
competence of the one-person executive body of the Company, introduction of amendments into
these documents;

22) Creation and liquidation of affiliates, opening and closing of the Company’s representative offices,
approval of provisions on affiliates and representative offices, introduction of amendments into them;
assignment of managers of affiliates and representative offices and termination of their powers;

23) Introduction into the Articles of Association of alterations associated with creation of affiliates,
opening and closing of representative offices of the Company;

24) Approval of large-scale transactions as provided for in Chapter X of the Federal Law “On Joint-Stock
Companies’; ’

25) Approval of transactions as provided for in Chapter XI of the Federal Law “On Joint-Stock
Companies”;

26) Approval of the registrar of the Company and terms and conditions of agreement signed with it as
well as cancellation of the agreement;

27) Making decisions at any time on auditing the financial and economic activities of the Company;

28) Defining a person authorized to sign an agreement on behalf of the Company with the one-person
executive body;

29) Determination of the list of documents which are mandatory to be kept in the Company;

30) Approval of the agreement signed with the person exercising the authority of the one-person
executive body of the Company; '

31) Making decisions on suspension of the authority of the one-person executive body of the Company;

32) Other issues stipulated by the Federal Law “On Joint-Stock Companies” and the Arcticles of
Association.

The issues assigned to the competence of the Board of Directors must not be remitted to the executive
body of the Company. '

3. One-Person Executive Body (Director General)

Management of the Company day-to-day operation is carried out by the Director General (one-person
executive body of the Company).
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The one-person executive body is accountable to the General Meeting of Shareholders and the Board of
Directors.

The competence of the Director General includes all issues of day-to-day operation of the Company,

except for the issues assigned to the exclusive competence of the General Meeting of Shareholders and
the Board of Directors.

The Director General arranges execution of the decisions taken by the General Meeting of Shareholders
and the Board of Directors.

The Director General acts on behalf of the Company without the power of attomey, including:

—  exercises operational management of the Company activities;

—  has the right of first signature in financial documents;

— disposes of the Company’s equity with a view to providing its day-to-day operation within the limits
established by the Articles;

— represents the interests of the Company both inside the Russian Federation and outside the country
including in foreign states;

— approves the personnel, concludes employment agreements w1th employees of the Company, assigns
rewards to these employees and imposes penalties on them;

— makes transactions on behalf of the Company, except for the cases provided for by the Federal Law
“On Joint-Stock Companies” and the Articles of Association;

—  issues powers of attorney on behalf of the Company;

— opens the Company’s accounts in banks;

— arranges accounting procedure and statements of the Company;

— issues orders and gives instructions which shall be subject to compulsory implementation by all
employees of the company;

—  performs other functions required for achieving goals of the Company activities and providing its
normal operation in accordance with the applicable laws and the Articles, except for the functions
assigned by the Federal Law “On Joint-Stock Companies” and the Articles to other managerial
bodies of the Company.

The Director General is elected by the General Meeting of Shareholders for the period of 4 years.

3.5. Organizational Arrangement of the Company

As of 07.01.2004 there are 15,434 employees at OAO Verkhnaja Salda Metallurgical Production
Association.

As of 07.01.2004 OAO VSMPA includes the following affiliated and subsidiary business entities.
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Full (Abridged) Location of Company’s Affiliated Description of | Description of
Commercial Company’s Ownership Entity’s Primary Activity Affiliated
Name of Affiliated Entity Interest in Ownership of Affiliated Entity’s
Company’s Affiliated Entity Interest in Entity Importance for
Affiliated Entity Company Company’s
Operation
“TIRUS 375033, Armenia, Holding activity Holding activity
HOLDING” Yerevan, 18 Viktor
Limited Liability  |Ambartsumyan Str.,
Company (“TIRUS |8 100% 0%
HOLDING” LLC) ’
“TIRSHOP” 624760, Verkhnaja Retail and Retail and
Limited Liability  |Salda, Sverdlovsk wholesale of wholesale of
Company region, 36 Engels consumer goods consumer goods;
(“TIRSHOP” LLC) |Str. 70% 0% not bound by
economic ties with
OAO VSMPA
Closed Joint-Stock |624760, Verkhnaja Retail business Verification of
Company “TRADE |Salda, Sverdlovsk 70% 0% competitiveness of
HOUSE “TITAN” |region, 61 Engels ' consumer goods
(ZAO “Trade Str. manufactured by
House “TITAN”) emitter in the local
market; not bound
by economic ties
with OAO VSMPA
Joint Stock 618421, Russia, 42.06% Production of non- |[Provision of
Company Berezniki, Perm (Affiliated entity’s ferrous metals Company’s
“AVISMA region fraction of shares production of
TITANIUM- owned by the 0% titanium semi-
MAGNESIUM Company - products with basic
WORKS” 56.08%) raw material
(JSC “AVISMA™) (spongy titanium)
Open Joint Stock 624760, Verkhnaja Manufacture of Use of previously
Company “URAL” |Salda, Sverdlovsk flatware and created fixed assets
(OAO “URAL”)  ({region, | Parkovaya 51% 0% kitchen utensils, and personnel
Str. provision of
services to principal
workshops
manufacturing
small items of
consumer goods
Closed Joint Stock 624760, Verkhnaja Activity in the Medical insurance
Company Salda, Sverdlovsk sphere of and other forms of
“MEDICAL region, 105 82% 0% compulsory social [social protection of
INSURANCE township of security the Company’s
COMPANY “Tirus-|Molodezhny employees;
MEDSERVIO” not bound by
(ZAO MIC “Tirus- economic ties with
MEDSERVIO™) 0OAQ VSMPA
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Full (Abridged) Location of Company’s Affiliated Description of | Description of
Commercial Company’s Ownership Entity’s Primary Activity Affiliated
Name of Affiliated Entity Interest in Ownership of Affiliated Entity’s
Company’s Affiliated Entity Interest in Entity Importance for
Affiliated Entity Company Company’s
Operation

Open Joint Stock 125413, Moscow, Manufacture of Creation of future
Company 24/1 Onezhskaya medical equipment; |service center; not
“TECHNOLOG” |Str. 50,07% 0% the company gains |bound by economic
(OAO major profits from {ties with OAOQ
“Technolog”) lease of property  |VSMPA

Limited Liability  {624760, Russia, Insurance services |OAQO VSMPA has
Company Verkhnaja Salda, 14% 0% concluded several
“INSURANCE Sverdlovsk region, agreements with
COMPANY 71A Engels Str. this insurance
“SALDA-ASKO” company for
(“INSURANCE insuring property,
COMPANY liability car
“SALDA-ASKO” insurance, health
LLC) insurance of the

company
employees

Source: quarterly report on securities of OAOQ VSMPA for I* quarter of 2004

The Company has no affiliates and representative offices.

3.6. Authorized Capital, VSMPA Members
3.6.1. Information on Authorized Capital of OAO VSMPA

As of the date of valuation, the authorized capital of the Company has been formed to the amount of
10,625,600 (ten million six hundred and twenty five thousand six hundred) rubles and divided into
10,625,600 (ten million six hundred and twenty five thousand six hundred) registered ordinary shares.
The nominal value of one share is 1 (one) ruble.

State registration number of the first issue is 62-111-189. Date of state registration: 28.04.1993.
State registration number of the second issue is 1-02-30202-D. Date of state registration: 6.04.1998.
State registration number of the third issue is 1-03-30202-D. Date of state registration: 22.05.1998.

The Company is entitled to place in addition to already placed shares preference (authorized) shares to the
number of 2,500,000 (two million five hundred thousand) shares with the nominal value of 1 ruble per
share.

Shareholders’ Rights

Holders of shares of all categories (types) have the right to:

e alienate shares owned by them without permission from other shareholders and the Company
according to the procedure stated in the Articles;
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¢ the Company shareholders who voted against or did not take part in the voting on the subject of
the placement by way of private offering of shares and emission securities convertible into shares
have a preferred nght to acquire additional shares and emission securities convertible into shares
placed by way of private offering to the amount proportional to the number of the shares of this
category (type) owned by them.

This rule does not apply to the placement of shares and other emission securities convertible into
shares which is carried out by way of private offering among the shareholders only if the
shareholders have the possibility to acquire a whole number of the placed shares and other
emission securities convertible into shares proportionally to the number of shares of related
category (type) owned by them.

e receive a share of the net profit (dividends) to be distributed between the shareholders according
to the procedure stated in the law and the Articles, depending on the category (type) of shares
owned by them;

e receive a part of the Company’s property (liquidation quota) remained after liquidation of the
Company proportionally to the number of shares of related category (type) owned by them;

e have access to the documents of the Company according to the procedure stated in the law and the
Articles and receive copies of them at a charge;

o transfer all or part of the rights provided by a share of related category (type) to their
representative (representatives) on the basis of a power of attormey;

e exercise other rights stipulated by the RF legislation, the Articles and the resolutions of the
General Meeting of Shareholders taken according to its competence.

Ordinary Shares

Each ordinary share of the Company has the same nominal value and provides to the shareholders owning
them an equal scope of rights.

Ordinary shares of the Company are voting shares on all issues included into the competence of the
General Meeting. ‘

The shareholders owning ordinary shares of the Company may participate in the General Meeting of
Shareholders, in accordance with the Federal Law “On Joint-Stock Companies” and vote on all issues
included into its competence.

The shareholders owning ordinary shares have a right to receive dividends but only after the holders of
preference shares the size of dividends on which is specified in the Articles of Association.

The shareholders owning ordinary shares can take part in distributing the property of the Company in
case of its liquidation in the order of third turn, after payments on the shares which must be bought out in
the first place, after payment of accrued but not paid dividends on preference shares and the share of the

property value (liquidation value) on preference shares remaining after liquidation of the company
(second tum).

Preferred Shares

Preferred shares of the Company of the same type have the same nominal value and provide to the
shareholders owning them an equal scope of rights.

The shareholders owning preference shares may participate in the General Meetings of Shareholders
without vote, except for the cases provided for by the applicable Russian laws and the Articles.
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Preference shares have not been placed as of the date of valuation.

A shareholder owning preference shares may participate in the General Meeting of Shareholders with
voting power on issues concerning reorganization of the Company. ‘
A shareholder owning preference shares has a priority right as compared to owners of ordinary shares to
receive:
e dividends at the rate and in the order prescribed by the Articles; accrued but not paid dividends
during liquidation of the Company;
e apart of the Company’s property (liquidation value) remaining after liquidation of the Company.

The amount of annual dividend on one preference share is defined as 9 nominal values of one preference
share.

Declared Preferred Shares

a right to receive annual dividend at the rate of 2.25 of the nominal value of the share;
a priority right as compared to ordinary shares to receive accrued but not paid dividends;

a priority right to receive a part of the property (liquidation value) on preference shares remaining
after liquidation of the Company.

Voting Shares

A voting share is the share providing to the shareholder owning it the voting power either on all issues
included into the competence of the General Meeting or on individual issues stipulated in the Federal
Law.

The following shares are voting on all issues in the competence of the General Meeting:

- a fully paid ordinary share, except for the shares being at the disposal of the Company;

- a preference share the size of dividend on which is specified in the Articles, starting from the
meeting following the Annual General Meeting at which, regardless of reasons, there was not
adopted a decision to pay dividends or there was adopted a decision on incomplete payment of
dividends on preference shares. The right of shareholders owning preference shares to take part in
the General Meeting of Shareholders with voting power is cancelled from the moment of full
payment of dividends on these shares.

A preference share of any type grants the voting power during making decisions on reorganization and
liquidation of the Company.

A preference share of definite type grants the voting power during making decisions on introducing
amendments into the Articles restricting the rights of the shareholders owning preference shares of this
type, including cases of determining or increasing the size of dividends and (or) determining or increasing
the liquidation value paid on the preference shares of the previous turn as well as providing to

shareholders owning preference shares of another type the advantages in the prionity of payment of the
dividend and (or) the liquidation value of the shares.

The shares voting on all issues in the competence of the General Meeting provide to their owner the
following rights:
e take part in absentee voting or by presence at the General Meetings on all issues of their
competence;
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e nominate candidates and elect them to the Company bodies in the order and on the conditions
established by the law and the Articles;

e submit a proposal into the agenda of the Annual General Meeting of Shareholders in the order and
on the conditions established by the law and the Articles;

e elect working bodies of the meeting in the cases stipulated by the Articles;

o request calling of an extraordinary General Meeting of Shareholders, checking of the Company
financial and economic activities by the Audit Commission of the Company in the order and on
the conditions established by the law and the Articles;

e demand buying out by the Company of all or part of the shares owned by them in the order and in
the cases established by the Federal Law “On Joint-Stock Companies”;

s request calling of the Board meeting in the order and on the conditions stated in the Articles.

The preferred shares voting only on certain issues in the competence of the General Meeting of
Shareholders provide to their owner the right to:

¢ take part in absentee voting or by presence at the General Meetings only during solving these
particular issues;

e demand buying out by the Company of all or part of the shares owned by them in the cases
established by the Federal Law.

Information on Payment of Dividends

In OAO Verkhnaja Salda Metallurgical Production Association, decisions on distribution (announcement)
of dividends for 2001 and 2002 have not been adopted.

On 14 May 2004, the annual general meeting of shareholders of OAO VSMPA adopted a decision on
distribution of dividends according to the balance of the work for 2003 at the rate of 11 rubles on one
ordinary share of the Company.

The Company’s shares are transacted in the open stock market. As of the date of valuation, dealing in
OAO VSMPA shares is carried out at RTS.
3.6.2. VSMPA Members

Following is the structure of the corporate ownership as of the date of valuation:
Table 3.2. Participants of OAO VSMPA as of 07.01.2004

Name Number of Ordinary Shares, Share of Participation in
pes. Authorized capital, %
Physical bodies (2,487) 377,038 3.55%
Legal bodies (23) 10,248,562 96.45%
Total: 10,625,600 100

The materials have been provided by the OAO VSMPA administration.

The state (municipal formation) has no share in the Company’s authorized capital.

There is no special right provided for participation of the Russian Federation, subjects of the Russian
Federation, municipal formations in controlling the issuer, a joint-stock company (“‘golden shares”).
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Table 3.3. Participation Interest of Shareholders Owning More Than 5% of RC of OAO VSMPA
as 0f 07.01.2004

Name of Owner : Number of Ordinary Shares, Share in the Authorized
pes. Capital, %
ZAO “Depository Clearing 8,411,534 79.16%
Company” (nominee shareholder)
ZAO “ING Bank Eurasia” (nominee 758,070 7.13%
shareholder)
Others 1,455,996 13.70%
36
Name of Owner Number of Ordinary Shares,| Share in the Authorized
pcs. Capital, %
Total: 10,625,600 100

The maternals have been provided by the OAO VSMPA administration.
3.7. Business of the Company

Pursuant to the approved Articles, the main objective of the VSMPA is to derive profits and protect the
shareholders’ interests.

The VSMPA mission is to provide life activity of the company, preserve the titanium industry in Russia,
integrate into the world economy.

The principal business activity of the Company is production of items from titanium alloys.

Index 1999 2000 2001 2002 2003 2004,
1% quarter

Volume of sales of 2,584,651 | 3,480,655 | 6,019,441 | 6,656,904 | 6,731,795 | 1,871,152

titanium products, thous.

rubles

including exports, thous. 1,903,620 | 2,571,894 | 4,805,518 | 4,491,934 | 4,138,730 | 1,197,344
rubles
Share of exports of 73.7 73.9 79.8 67.5 61.5 64.0
titanium products in the
total volume of titanium
products, thous. rubles, %
Share of supplies of N/A 435 384 234 322 33.90
titanium products for
export by regions, thous.

rubles, %:

USA

Germany N/A 233 20 212 15.2 19.76
Japan N/A 6.1 11.7 21.7 15.9 12.88
France N/A 10.5 10.2 7.2 1.6 0.00
UK N/A N/A N/A N/A 4.6 4.81

Taiwan N/A N/A N/A N/A 5.9 8.97

Switzerland N/A N/A N/A N/A 20.1 17.73
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The materials have been provided by the OAO VSMPA administration.

At the same time, VSMPA is a diversified enterprise and is engaged in different types of activities

approved by the Articles:
manufacture of technical and industrial goods mcludmg using precious metals;

= manufacture of consumer goods including using precious metals;

» manufacture of agricultural goods and reprocessing them;

=  manufacture of food products;

=  building operations;

= research and development, contractual installation and maintenance operations, manufacture of
engineering structures;

*  construction and maintenance of underground services;

» functioning as a parent organization in planning, accounting, collecting and processing of titanium

~ waste products;

= shipping and transport operations and other activities associated with transport process, repair and
maintenance of transport means in the motor transport sector;

» motor transport operations in transportation of passengers and cargoes, expeditionary service,
handling operations, services for cargo storage;

= shipping operations by air transport owned by the Company providing for production and economic
needs, urgent deliveries;

= conveyance of the Company’s personnel and other persons on the territory of the Russian Federation
and foreign countries, provision of measures to ensure aircraft safety of the Company airborne
vehicles;

=  shipping, transport and other activity connected with transport process, repair and maintenance of
transport means in the railway sector;

»  activity associated with electric power distribution;

= activity associated with rendering of communications services;

= operation of engineering installations;

» performance and participation in research and developments of equipment and technologies in all
types of activity with the purpose of improving the quality and certification of products;

» acquisition, reception and transfer free of charge or on lease and sales of plots of land, storage,
trading or other premises;

=  obtaining and granting of credits;

= medical practice;

= public catering;

» retail trade, outdoor trading in pavilions, kiosks, stalls and other temporary facilities, including sales
of wine, spirits and tobacco products;

= provision of household services to population and enterprises including hotel business;

=  agency business;

= publishing of a weekly newspaper, radio and television broadcasting, rendering of paid services to
organizations and private persons in advertisement and announcement positioning;

= advertising and typographic activities using the town area, surfaces of buildings, constructions,
streets, roadside areas;

= arrangement of cultural, festive, sports and entertainment events;

= public demonstration of cinema and video movies;

* publishing activities;

= arrangement of exhibitions and sales;

= obtaining and issue of economic, legal, social-political and other information;
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*  sales of purchased new motor transport vehicles, units and assemblies as well as commission sales of
motor vehicles and units;

» training and continuing education including of personnel for mass technical professions with a view
to meeting the requirements of physical and legal bodies in such services on a contractual basis;

* operation and maintenance of boiler inspection facilities and lifting devices (boilers, lifting cranes,
elevators, car lifts, vessels operating under pressure);

*» manufacture of removable weight-handling devices, containers, removable load-handling devices;

» training, certification of managers, specialists and workers;

»  operation of metallurgical units and facilities;

» repair and maintenance of gas equipment, gas pipelines of the company;

= operation and maintenance of gas facilities;

» repair and maintenance of gas equipment of boiler houses;

* maintenance of gas equipment of industrial enterprises;

* maintenance of gas-distributing points;

* maintenance of equipment of gas-using installations (boilers, industrial furnaces etc.);

* commissioning of gas facilities (gas-distributing points and units, gas pipelines, gas-fired heating
equipment);

» in-house monitoring over compliance with the sanitary norms, physical factors and the environment,
functioning of labor protection systems, including compliance control over execution of related
regulations of Gosgortekhnadzor, checking knowledge of the rules by technical, engineering and
servicing personnel and the system of responsibility of managers in charge of labor protection as well
as provision of services outside the company;

» activity associated with rendering services to population, entrepreneurs and legal entities in radiation
monitoring and radioecological measurements according to the field of certification of the radiation
monitoring and radioecological measurement service of VSMPA;

» planning, control of operations for meeting the requirements of the laws, regulations, norms in the
sphere of environmental protection as well as comphance control over execution of the sanitary
norms and regulations in production;

» making measurements and analyses in the field of ecoanalythical monitoring;

»  carmrying out of surveys and measurements of the environmental qualitative parameters;

*  manufacture, setup and operation of environmental equipment, measuring means and monitoring of
ecological parameters of production units and transport vehicles;

» operations and services for ecological certification of equipment, production units, enterprises;

= operations and services for disposal, storage, transfer, positioning, burying, elimination of industrial
wastes (other than radioactive wastes);

» protection of the state and commercial secret is a type of activity of the Company.

Further development of VSMPA is planned to carry out in two directions:

-~ modernization of existing production units with a view to improving the quality of products and
reducing specific material, financial and power-consuming costs during manufacturing products;
— creation of new production units with more advanced processing of metallurgical raw products.

In terms of titanium rolled stock which is the principal type of the Company activity, it is planned to

preserve the tendency of volume gain: '

— inexports on account of increasing supplies of rolled products for aviation;

— in the domestic market on account of extending the scope of application of titanium rolled products,
primarily in the heat power industry.
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4. FINANCIAL ANALYSIS OF THE COMPANY

4.1. General

The financial situation of a company is a set of parameters reflecting its capability to redeem its debts.
The financial activity covers processes of formation, movement and provision of integrity of the company
assets as well as control over their usage. The financial situation is the result of interrelations between the
elements of the company financial system and is characterized by the totality of parameters.

The basic objective of this financial analysis is to obtain the most informative parameters giving an
objective and precise picture of the company financial status, its profits and losses, alterations in the
profile of assets and liabilities, in settlements with debtors and creditors.

The used methods of analyzing the company’s financial state include the following blocks:
general valuation of the financial state and its alteration for the accounting period;
analysis of financial stability of the company;

analysis of the balance liquidity;

analysis of the parameters of economic activity and operating efficiency of the company;
diagnosis of inconsistency (bankruptcy).

Valuation of the financial state and its alterations for the accounting period according to the comparative
analytical balance sheet as well as analysis of the financial stability parameters are the starting point for
the financial analysis.

The general valuation of the company financial situation characterizes placement and usage of funds
(assets) and the sources of their formation (owned capital and liabilities). This point of the analysis is
carried out by way of constructing a comparative analytical balance sheet which actually includes the
parameters of horizontal and vertical analysis. All parameters of the comparative balance sheet can be
divided into three groups:

s Dbalance sheet structure parameters;

e balance sheet dynamics parameters;

e structural dynamics parameters.

The company financial stability is characterized by a system of absolute and relative parameters. It is
defined by correlation of the value of the material current assets (stocks and costs) and the amount of
owned and borrowed sources of their formation. Stocks and costs coverage by the source of their
formation is the basic point of the company financial stability.

The most resumptive parameter of financial stability is conformity or inconformity (surplus or shortage)
of the sources of funds for forming stocks and costs, i.e. the difference between the size of the sources
and the amount of stocks and costs. By this we mean coverage by the sources of owned and borrowed
funds, excluding the credit indebtedness.

The balance sheet liquidity is defined as the coverage of the company debts by its assets with the term of
conversion into monetary form corresponding to the term of repayment. Liquidity of assets is the value
inverse to the liquidity of the balance sheet according to the time of conversion of the assets into
monetary funds. The balance sheet liquidity analysis consists in comparing the assets grouped together
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according to the degree of their liquidity to the liabilities grouped together according to the terms of their
redemption and arranged in the order of increasing of the terms. But analysis of absolute parameters of
the balance sheet liquidity gives no idea in terms of the company capabilities as far as redemption of
exactly short-term liabilities is concerned. Therefore, valuation of the company paying capacity uses three
relative liquidity parameters which differ by a set of liquid funds considered as the coverage of short-term
liabilities: '

¢ the cash ratio shows which portion of the short-term liabilities can be redeemed by the company in
the nearest future;

o the marginal liquidity ratio (intermediate coverage ratio) reflects the company predicted paying
capacity on condition of timely settlements with debtors, 1.e. characterizes its paying capacity for
the period equal to the average duration of one debt turnover;,

¢ the current ratio (coverage ratio) shows the company’s paying capacities valuated on condition of
not only timely settlements with debtors but also in case of need sales of other elements of the
material current assets. In other words, it characterizes expected paying capacity for the period
equal to average duration of one turnover of all current assets.

The market environment obliges the company to have at any time the possibility to urgently discharge
external liabilities (i.e. be able to pay). For this reason, a separate point of the analysis is detection of the

company paying capacity which is carried out by way of comparing long-term and short-term liabilities to
its total assets.

To valuate the business activity, profitability indexes of its capital and products are used.
The company business activity in financial terms is mainly characterized by the rate of funds turnover.

The company profitability reflects the degree of earning power from its activity. The business activity and
profitability analysis consists in studying dynamics levels of different financial furnover and profitability
ratios which are relative parameters of the company financial results.

Incompleteness of provided financial information on the company activity accounts for lack of accuracy
and prevents detection of the reason for development of any economic and financial indexes.

The method used by us corresponds to the objective of this analysis.

The analysis was carried out based on the accounting statements for the period of 2001 - 07.01.2004. We
proceeded from the assumption that there had been no material events from that time which could greatly
affect and change the Company’s financial situation as of the date of valuation.

4.2. Balance Sheet Structure Trend Analysis

A necessary preliminary phase before the analysis is the transformation of the standard form No. 1
"Balance Sheet" into such form that, on the one hand, makes possible a prudent analysis, and on the other
hand, is most suitable to make the estimates analysed. Such transformed form is called "comparative
analytical net balance sheet" (Tables 4.1, 4.2).

The analysis of the structure of the balance sheet accounts gave the following results.

During the period analysed, the value of assets of the enterprise increased by 6,618,439 thousand rubles,
to 11,119,087 thousand rubles as of 07.01.2004 (Table 4.1). Those changes were mainly due to an
increase in circulating assets by 4,174,965 thousand rubles (an increase by 137.33% compared to
01.01.2001). The biggest changes in the value of mobile assets occurred in 2002, when it increased by
1,789,415 thousand rubles compared to 01.01.2002. This increase is due to an increase in short-term
accounts receivable (by 780,480 thousand rubles, or 85%, as compared to 01.01.2002).
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As 0of 07.01.2004, the value of stores was equal to 4,385,154 thousand rubles, while the specific weight of
tangible circulating assets decreased during the period analysed by 10.59% and as of 07.01.2004 was
equal to 39.44% of the total value of assets.

The value of the most liquid circulating assets, i.e. cash and short-term financial investments, increased
during the period analysed by 50,200 thousand rubles, while their specific weight in the circulating assets
decreased from 2.36% to 1.41%. This factor indicates, on the one hand, that the structure of circulating
assets has improved, and, on the other hand, that the current paying capacity (liquidity) of the enterprise
has increased, i.e. that an opportunity has appeared to mobilise the available funds for the purpose of
payment of its debts at a stated time.

The specific weight of Section 2 of the balance sheet decreased by 2.66%.

The increase in the value of assets is also due to an increase in non-circulating assets by 2,443,474
thousand rubles (or by 167.29% compared to 01.01.2001). As of 1 July 2004, the absolute value of
immobilised assets was equal to 3,904,057 thousand rubles. The biggest changes in the value of non-
circulating assets occurred in 2003, when it increased by 1,609,598 thousand rubles compared to
01.01.2003. This growth is mostly due to an increase in the value of long-term financial investments by
844,995 thousand rubles, or by 1,202.69% compared to 01.01.2003, and an increase in the value of fixed
assets (buildings, structures, machinery and equipment) by 626,688 thousand rubles, or by 46.77%
compared to 01.01.2003, and an increase in construction in progress by 137,891 thousand rubles
compared to 01.01.2002. In this case, the existence of construction in progress may be considered as an

additional burden for the financial system of the enterprise (funds must be found to finance the
commissioning).

During the period analysed, the value of long-term financial investments, evidencing the investing
operations of the Company, increased by 913,144 thousand rubles compared to 01.01.2001, and as of
07.01.2004 was equal to 977,487 thousand rubles.

An increase in the assets of the enterprise during the period by 147.06% was by 153.57% due to an
increase in the amount of equity capital, and by 134.57% due to an increase in liabilities of the enterprise
(Table 4.2).

During the period analysed, the equity capital of the Company increased by 4,542,158 thousand rubles, to
7,499,939 thousand rubles as of 07.01.2004. The share of the equity capital in the total amount of sources
of creation of funds of the enterprise increased by 1.73%, to 67.45% by the end of the period analysed.
This fact of increasing share of the equity capital in the total amount of sources of creation of funds of the
enterprise may indicate a reduction of the financial risk in the Company. However, an unambiguous
conclusion cannot be made yet, because all factors contributing to such increase must be considered.

The amount of borrowed funds increased by 2,076,281 thousand rubles compared to the beginning of
2001, indicating an increasing dependence of the enterprise on external sources. The share of the

borrowed funds in the total amount of sources of creation of funds of the enterprise decreased from
34.28% as 0f 01.01.2001 to 32.55% as of 07.01.2004.

Conclusion: According to the results of the analysis of the comparative analytic balance sheet, favourable

trends of development of the enterprise can be seen. The Company's operations can be characterised as
satisfactory.
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4.3. Analysis of Financial Strength and Autonomy of the Enterprise

Table 4.3 shows that the financial standing of the company as at the end of the period under study could
be described as unstable.

Table 4.3. Analysis of financial strength

No Indicators Legend| Calculation | 01.01.01 | 01.01.02 | 01.01.03 | 01.01.04 01.04.03 | 01.07.04
formula

1 | Sources of intemal funds Uc | 490+640+650 | 2,957,781 14,234,416 1 5,615,354 | 6,908,993 | 7,456,942 | 8,053,458

2 |Fixed assets and investments F 190 1,460,583 | 1,748,659 12,114,656 | 3,724,254 | 3,799,967 | 3,904,057

3 | Availability of own circulating Ee Uc-F 1,497,198 | 2,485,757 | 3,500,698 | 3,184,739 1 3,656,974 | 4,149,401
assets

4 | Long-term credits and long-term Kt 590 4,335 455 0 12,415 14,637 16,969
borrowed funds

5 | Availability of own and Et Uc+Kt-P | 1,501,533 (2,486,212 | 3,500,698 | 3,197,154 | 3,671,612 | 4,166,370

long0Otime and medium-term
sources of formation of reserves
and expenses

6 | Short-term credits and borrowed K1 610 422,964 | 593,615 | 1,319,722 1,694,902 1,599,984 | 1,428,052
funds

7 | Total value of the main sources E Uc+KT+Kt-F | 1,924,497 | 3,079,827 | 4,820,420 | 4,892,056 | 5,271,596 |5,594,422
of reserves and expenses

8 | Total value of reserves and Z 210 2,251,699 2,781,023 § 3,215,343 | 4,405,988 | 4,192,652 |4,385,154
expenses

9 |Excess (+) or lack (-) of own +-E¢ Ec-Z -750,501 | -295,266 | 285,355 | -1,221,249 | -535,677 | -235,753
circulating assets (pp- 3-8)

10 |Excess (+) or lack (-)of own and | +-Et Et-Z -750,166 | -294,811 | 285,355 | -1,208,834 | -521,040 | -218,784

long-term sources of reserves and
expenses (pp. 5-8) .
11. | Excess (+) or lack (-) of total +-E E-Z -327,202 | 298,804 | 1,605,077 | 486,068 1,078,944 | 1,209,268
amount of the main sources of
reserves and expenses (pp. 7-8)
12 | Three-component indicator of the S (0,0,0) (0,0,1) (1,L,1) (0,0,1) 0,0,1) 0,0,1)
type of financial situation (5+5

(£.9),5 (p.7). 5.1

2003—2" half of 2004, calculations :
Source: data of bookkeeping accounts, Rosexpertiza company

Calculation of three indicators of supply and expenses provision by sources of funds for their forming
allows classifying financial situations according to the extent of their steadiness. While determining the
type of a financial situation three-dimensional (three-component) indicator is used:

S = {Si(xEc), Sa(FEr, S3(2E)}
Where the function is determined in the following way:

Sx)=1ifX>0
S(x)=0ifX <0

Using these formulae, one can mark out four types of financial situations
1. Absolute steadiness of financial situation: the situation three-dimensional indicator S = (1,1,1).

2. Normal steadiness of financial position of the enterprise guarantying its solvency: the situation
three-dimensional indicator S = (0,1,1).
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Absolute and normal steadiness of financial position is characterized by high level of the enterprise
profitability and absence of violation of financial discipline.

3. Unsteady financial situation associated with the violation of solvency. But there is a possibility to
recover the balance by replenishment of own funds sources and additional debt financing; the
situation three-dimensional indicator S = (0,0,1). Unsteady financial situation is characterized by
violation of financial discipline, interruptions in entering monetary assets to the settlement
account, and the decrease of the enterprise activities profitability.

4. Crisis financial situation when the enterprise is on the verge of a bankruptcy, since monetary
assets, short-term securities, and receivables do not cover even its liabilities and other loans; the
situation three-dimensional indicator S = (0,0,0). Crisis financial situation of the enterprise is
characterized, except the above mentioned features of unsteady financial situation, by occurrence
of irregular payments (bank bad debts, overdue debt to suppliers, presence of budget arrears).

As it can be seen from Table 4.3, the financial situation of VSMPA OJSC in 2002 was absolutely steady.
At the same time according to results of 2003 — the first half of 2004 the financial situation can be
characterized as unsteady.
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Table 4.4. Indicators of financial steadiness and self-sufficiency

Indicators Calculation formula Normal 01/01/01 | 01/01/02 | 01/01/03 | 01/01/04 | 04/01/04 | 07/01/04
limitation

1 2 3 4 5 6 7 8 9
!. Ratios characterizing the ratio of own funds and borrowed sources of the enterprise property formation
1.Self-sufficiency Ka=(Hc+1+Pn)/B |Ka>=0.5 0.657 0.710 0.691 0.687 0.703 0.724
ratio
2. Debt ratio Ka/e=(Kr+K(+rpy |Ka/e<] 0522 0.409 0.446 0456 0.423 0.381

(Uc+J1+Pn)

3. Maneuverability |Km=Et/ Km>=0.5 0.506 0.587 0.623 0.461 0.490 0.515
ratio . ((Mec++Pn)+KT)
1. Ratios characterizing the condition of the enterprise fixed assets
1. Mobile/immobile | Km/u= Ra/F - 2,081 2412 2,840 1,702 1,793 1,848

assets (current/non-
current assets)
correlation factor

111. Ratios characterizing the condition of the enterprise current assets

1.Ratio of mobility of | KM.c.=Ra/B - 0,675 0,707 0,740 0,630 0,642 0,649
al] enterprise assets

2. Ratio of current KM.o.=d/Ra - 0,035 0,076 0,122 0,033 0,032 0,022
assets mobility

3. Ratio of provision |Ko.3.=EV/Z 0,8>Ko0.3.>0,6 0,667 0,894 1,089 0,726 0,876 0,950
of supply and

expenses by own
sources of formation

IV. Coefficients of the enterprise assets structure

1.Coefficient of Kn.n=(F+Z)/B Kn.n.>0,5 0,825 0,759 0,656 0,808 0,753 0,745
industrial property

2. Coefficient of KF=F/B - 0,325 0,293 0,260 0,370 0,358 0,351
fixed assets (non-

current assets) in the
cost of the enterprise
property

3. Coefficient of KZ=7/B 0,6>K>0,7 0,500 0,466 0,396 0,438 0,395 0,394
material current
assets to the balance
currency

Accounting data for 2001 — the 1" half of 2004, calculations of Rosexpertiza

Self-sufficiency ratio is an integral indicator, characterizing financial steadiness of an enterprise. The ratio
value testifies that by the end of the analyzed period financing of the enterprise activities is made from
own sources at 72.43%. As on 01/01/2001 the enterprise attracted 52 kopecks of borrowed assets for each
Ruble of own funds. According to the results of the 1° half of 2004 the amount of borrowed assets
decreased to 38 kopecks per one Ruble of invested assets, which suggests the decrease of the enterprise
dependence on external sources. During the analyzed period the value of the debt ratio stays within the
frames of normative limitation being less than one.

Calculated indicators of maneuverability ratio, which values improved during for the period under review,
reflect favorable tendencies in the enterprise development. As on July 1, 2004 the management of
VSMPA OJSC has a possibility to maneuver freely by own funds.

Final conclusions on the Company financial situation can be made according to findings of ability factors
analysis.
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4.4. Liquidity Analysis

4.4.1. Balance Liquidity Analysis

It follows from Table 4.5 Analysis of the Balance Liquidity that there was a deﬁcie'ncy in the most liquid
assets for covering the most urgent liabilities to the amount of 1,463,992 thousand Rubles.

Table 4.5. Analysis of the balance liquidity, thousand Rubles

Indicator denomination |Calculation Symbol | 01/01/01 | 01/01/02 | 01/01/03 | 01/01/04 | 04/01/04 | 07/01/04
formula (line
of form Nol)
The most liguid assets | 250+260 Al 106,416 | 320,226 | 730,388 207,949 | 214,808 156,616
The most urgent 6204630 L1 1,115,568 | 1,137,142 | 1,185,964 | 1,446,225 | 1,541,675 | 1,620,608
liabilities
Deficit/surplus (-,+) Al-Ll1 -1,009,152| -816,916 | -455,576 |-1,238,276|-1,326,867 | -1,463,992
Quick assets 240+270 A2 509,627 | 912,935 | 1,693,415 [ 1,724,344 | 1,873,389 | 2,116,926
Short-term liabilities 610+660 L2 422,964 | 593,615 | 1,319,722 | 1,694,902 | 1,599,984 | 1,428,052
Deficit/surplus (-,+) A2-12 86,663 319,320 | 373,693 29,442 273,405 | 688,874
Slow assets 210- A3 2,423,669 | 2,982,803 | 3,575,235 | 4,397,731 | 4,718,735 | 4,936,274
216+220+2390
Long term liabilities 590 L3 4,335 455 0 12,415 14,637 16,969
Deficit/surplus (-,+) A3-L3 2,419,334 | 2,982,348 | 3,575,235 | 4,385,316 | 4,704,098 | 4,919,305
Sticky assets 190+216 A4 1,460,936 | 1,749,664 | 2,122,002 | 3,732,511 | 3,806,306 | 3,909,271
Permanent liabilities 490+640+650 L4 2,957,781 | 4,234,416 | 5,615,354 | 6,908,993 | 7,456,942 | 8,053,458
Deficit/surplus (-,+) A4-L4 -1,496,845-2,484,752|-3,493,3521-3,176,482 | -3,650,636 | -4,144,187

Accounting data for 2001 — the I* half of 2004, calculations of Rosexpertiza

The above deficit of the most urgent assets was covered by the excess of quick assets over the value of
short-term liabilities, by 688,874 thousand Rubles as at the end of the analyzed period, that did not

eliminate the possibility of undue settlement under liabilities but decreases significantly the risk of
conflict situations with counteragents. '

During the period under review slow assets (mainly supply) exceeded the value of long-term liabilities in
average by 3,830,939 thousand Rubles (on 07/01/2004 — by 4,919,306 thousand Rubles).

There was the deficit of sticky assets for coverage of permanent liabilities amount, 3,074,376 thousand
Rubles in average, during the period under review.

Analysis of absolute indicators of the balance liquidity confirms previous conclusions on the enterprise
financial situation.

4.4.1. Analysis of Relative Indicators of the Balance Liquidity

It can be concluded from Table 4.6 Analysis of Relative Indicators of the Balance Liquidity that most

major coefficients characterizing liquidity has recommended or little less than recommended values,
exclusive of cash ratio.

At the end of the period under review the enterprise can immediately repay 5.1% of total amount of short-
term liabilities, which is beyond the limits of optimal limitation. It witnesses of low extent of absolute
liquidity of the enterprise and characterizes the enterprise solvency as on 01/07/2004 from negative side.
As a rule, in the domestic practice actual average values of this ratio do not reach normative value.
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Table 4.6. Analysis of relative indicators of the balance liquidity

Denomination of Calculation Normal 01/01/01 | 01/01/02 | 01/01/03 | 01/01/04 | 04/01/04 | 07/01/04
groups and financial formula * limitation
coefficients
1 2 3 4 5 6 7 8 9
1. Cash ratio Ka = 0.5>Ka.n.>0.2 0.069 0.185 0.291 0.066 0.068 0.051
A1/(T11+112)

2. Marginal liquidity |Krk.1. =(A1+A2)/| 1>Kk.1.>0.8 0.400 0.712 0.967 0.615 0.665 0.746
ratio (I11+112)

3. Current ratio Kn (Kt.n) = Kn>2 1.976 2436 | 2394 | 2015 | 2.167 | 2.365
(A1+A2+A3)
(I114112)

Accounting data for 2001 - thel® half of 2004, calculations of Rosexpertiza

As it was noted above, value of marginal liquidity ratio falls little outside the limits of normative
limitation during all analyzed period (except 2002). But as on the date of valuation, ratio value
a_pprofgchgd to 0.8, i.e. payment capabilities of the enterprise allow paying for current liabilities within the
time fixed.

Different liquidity coefficients not only provide many-sided characteristics of steadiness of the enterprise
financial situation at different extent of liquid assets accounting but serve the interests of different
external users of analytical information. Thus suppliers of raw and other materials are mostly interested in
cash ratio. A bank crediting the enterprise pays more attention to marginal liquidity ratio. Buyers,
shareholders and bondholders of the enterprise valuate in a greater degree the enterprise’s financial
stability using current ratio.

During the period under review current ratio changed significantly (increased by 0.389 in comparison
with the value as on 01/01/2004) and reached normative value 2.365 on 07/01/2004. The level of this
ratio suggests the high level of the enterprise expected solvency for the period equal to average duration
of one circle of all current assets subject to not only timely settlements with creditors and favorable sales
of finished products but, in case of necessity, the sale of other elements of current assets. Thus as on
07/01/2004 the enterprise can repay current liabilities at the expense of productive supplies, finished
products, monetary assets, receivables, and other current assets.

4.5. Analysis of Major Indicators of the Enterprise Economic Activity

It can be concluded from the analysis of major indicators of the enterprise economic activity (Table 4.7)
that major indicators of the enterprise activities effectiveness became worse notably. It is caused by the
growth of production costs, incommensurable with insignificant increase of sales proceeds as well as by
the growth of management expenses and other extraordinary charges.

During 2001-2003 the decrease of effectiveness of current assets use occurred — current assets turnover
ratio decreased by 0.67 and reached 1.36. Value of total turnover rate changed in a similar manner — it
decreased by 0.48. Dynamics of profitability indices in 2001-2003 is unfavorable; one can observe the
dramatic tendency to recession and decrease of positive characteristics of all indicators attributable to this

group.
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Table 4.7. Analysis of major indicators of the enterprise economic activity

Indicator

2001 2002 2003
Sales proceeds according to measure of prices of the corresponding period 7,346,341 | 8,768,747| 8,369,550
Production costs of goods (works, services) 4,981,792 5,939,376{ 6,351,999
Sales profit 2,364,549| 2,829,371 2,017,551
Balance sheet profit 2,220,578 | 2,041,553} 1,760,802
Annual average value of the enterprise own funds 3,591,941 4,920,630{ 6,254,867
Annual average value of property 5,233,138 7,043,334| 9,091,788
Annual average value of non-current assets 1,604,621 1,931,658 2,919,455
Annual average value of current assets 3,628,517| 5,111,677( 6,172,333
Annual average value of fixed assets 1,137,874| 1,269,139| 1,653,241
Current assets turnover ratio 2.02 1.72 1.36
Ratio of capital turnover 1.40 1.24 0.92
Profitability of current assets according to balance sheet profit 138.4% 105.7% 60.3%
Profitability of fixed assets according to balance sheet profit 195.2% 160.9% 106.5%
Profitability of invested capital according to sales profit 45.2% 40.2% 22.2%
Profitability of invested capital according to balance sheet profit 42.4% 29.0% 19.4%
Profitability of own funds according to sales profit 65.8% 57.5% 32.3%
Profitability of own funds according to balance sheet profit 61.8% 41.5% 28.2%
Gross profitability products sold (profit margin per unit) 44.6% 44.1% 37.6%

Accounting data for 2001 — the 1° half of 2004, calculations of Rosexpertiza

4.6. Valuation of Bankruptcy Probability

There is a number of domestic and foreign methods of business-diagnostics and express analysis of
enterprise financial situation with a view to determining possible bankruptcy and the scale of crisis
condition. One domestic (Russian Federal Service for Financial Recovery and Bankruptcy) and one of
western methods have been used in the present study. Relevant calculations are presented below.

The Russian IFRS method used to analyse the balance sheet structure and assess the paying capacity of

the enterprise is based on the following three critena:

> current liquidity ratio, standard value: no less than 2;

> own funds sufficiency ratio, standard value: no less than 0.1,

> paying capacity recovery/loss ratio, threshold value: 1.

Should any one of the first two criteria be less than the standard value, this shall be the basis for
assessment of the balance sheet structure as unsatisfactory and the enterprise as insolvent.

A third ratio shall be estimated for enterprises having an unsatisfactory balance sheet structure, which
characterises the abilities to recover/maintain the paying capacity of the enterprise. The results of the

estimates are given in Table 4.8.

Table 4.8. Analysis of paying capacity, using the Russian IFRS method

Description 01.01.02 01.01.03 01.01.04 01.04.04 01.07.04
Current liquidity ratio 242 2.40 2.01 2.12 2.00
Own funds sufficiency ratio 0.59 0.58 0.50 0.53 0.50
Balance sheet structure satisfactory | satisfactory | satisfactory | satisfactory | satisfactory
{satisfactory, unsatisfactory)

Source: Information contained in the accounting statements for the period from 2001 to 01.07.2004. Estimates by
"Rosekspertiza".
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The information given in Table 4.8 makes possible to arrive at the following conclusions: throughout the

period analysed, the Company has a satisfactory balance sheet structure, which means that the enterprise
is solvent in this time period.

In order to substantiate this conclusion, we shall use the second method of assessment of the paying
capacity. Taking into account the peculiarities of the Russian economy, scientists from the Irkutsk State

Economic Academy proposed their own four-way model of forecasting the risk of bankruptcy (model R),
namely: '

R=8.38*K1+K2+0.054*K3+0.63*K4

The probability of bankruptcy of the enterprise, in accordance with the model value R, is determined as
follows.

R value Probability of bankruptcy, per cent
Less than 0 Maximum (90-100) ‘
0-0.18 High (60-80)
0.18-0.32 Average (35-50)
0.32-0.42 Low (15-20)
More than 0.42 Minimum (up to 10)

Table 4.9. Estimate of probability of bankruptcy (model R)
Description Symbol | 01.01.02 | 01.01.03 | 04.01.04 | 01.04.04 | 07.01.04
Own circulating assets /Assets K1 0.42 0.43 0.32 0.34 0.37
Operating profit / Equity capital K2 0.35 0.12 0.19 0.07 0.08
Sales revenues /Assets K3 1.23 1.08 0.83 0.22 0.45
Operating profit / Integrated costs K4 0.14 0.05 0.10 0.13 0.08
Model of forecasting the R 4.00 3.82 2.95 3.05 3.28
probability of bankruptcy
Probability of bankruptcy Minimum [Minimum [Minimum |Minimum |{Minimum

Source: Information contained in the accounting statements for the period from 2001 to 01.07.2004. Estimates by
"Rosekspertiza”.

Based on the results of the four-way model of forecasting the risk of bankruptcy (model R), developed by
scientists from the Irkutsk State Economic Academy, which are represented in Table 4.9, the conclusion
can be made that the financial situation in OAO "VSMPA" is stable and the probability of bankruptcy is
minimum throughout the period analysed.

Based on the results of the analysis performed, the financial situation in OAO "Verkhnyaya Salda
Metallurgical and Production Association” has been found to be good in general. The values of the main
financial ratios meet the recommended standards.
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5. ASSESSMENT METHODOLOGY

In order to determine the method of performing the works, we based on the definition of the term
"shares", given in Article 2 of the RF Law "On the Securities Market", stating:

"Share" means a security evidencing the rights of its holder/shareholder to obtain a part of the profit of
the joint stock company in the form of dividends, to participate in the management of the joint stock
company, and to obtain a part of the assets remaining after the liquidation of the joint stock company".

There are numerous ways to determine the value of a company carrying on its business as a going
concern; however, most of them can be grouped into three approaches:

> cost-based;

> comparative; and

> income-based.

The cost-based (pecuniary) approach implies the assessment of the value of an enterprise from the
point of view of costs incurred. The book value of assets and liabilities of the enterprise is, as a rule, due
to inflation, changes in the market situation, accounting methods used, not always equal to the market
value. So, the cost-based approach to assessment of shares is based on the determination of the value of a
part of the assets, corresponding to a security, after the fulfilment by the enterprise of all its obligations.

In case of the market-based approach, the value of an object is estimated, based on the prices of market
transactions with objects having similar properties. Any differences between the objects compared are
analysed in order to take them into account in the conclusion concemning the value of the object evaluated.
The main aspect of this analysis is the detailed financial and market/price information concerning a group
of matching enterprises and their shares.

The income-based approach implies the capitalisation of the income, the amount of which is considered
constant, and the determination of the current value of the income flow expected in future. Usually, the
amounts of previous/historical incomes, standardised current incomes, or future incomes are taken at the
annual level in the process of capitalisation. In case of the income-based approach, the discounted cash
flow method may also be used. The discounted cash flow method is based on forecasting the future net
cash inflows during the forecast period. Depending on the determination of the income used to analyse
the discounted net cash inflow, the discount rate reflects the bank rate, weighted average cost of capital
for the buyer, and risks associated with investments in such assets.

One or more appraisal methods can be used within the framework of each approach. More than one
method can be used to achieve better substantiation and evidence of the conclusions contained in the
appraisal report.

The value assessment procedure implies the use of a particular method within a certain approach. An

assessment method means the aggregate and the consistent application of specific techniques and tools,
estimates, analytic calculations, and adjustments.

Based on an analysis of shares in OAO "VSMPA" and the market of enterprises/shares in non-ferrous
metallurgy, a conclusion was made that three assessment approaches could be used to perform the
assessment: cost-based approach (net assets method), market-based approach (analogous company
method, or capital market method), and income-based approach (discounted cash flow method).

The substantiated market value of the Company was used as the base price in order to determine the value
of blocks of shares, subject to the following surcharges and discounts.
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A surcharge/discount depending on the size of the block of shares acquired. It would be correct to assume
that in case of acquiring any shares in the Company, a potential investor would determine the potential
value of the shares, subject to the extent of the rights and opportunities to direct the management of the
Company. This factor is always taken into account by an investor, as a surcharge paid in case of acquiring
a large block of shares for the purpose of exercising the strategic control over the Company's operations.

The amounts of surcharges and discounts depending on the nature of the block of shares evaluated
(minority block of shares) were applied, based on the results of a study conducted by experts of OO0
"Rosekspertiza" beyond the framework of this work. We analysed transactions made with shares in
companies carrying on their business in various branches of the industry for the period from 1997 to the
end of the first quarter of 2003. In addition, we conducted a poll among financial market makers, such as
representatives of the "big four" consulting companies, large Russian investment banks, large
international investment banks.

Adjustment for lack of liquidity. The liquidity of a security means the ability to have such security sold
fast and converted into money without material losses incurred by the holders. Accordingly, a discount

for insufficient liquidity means an amount or portion (%), by which the value of the object appraised is
decreased in order to reflect the insufficient liquidity.

. Rosexpertiza (MRI) Member of Moores Rowland Intemational,

.. R Intemational Association of Independent Accounting and Auditing Firms’
Limited Liability Company : P g g 55



ROSEXPERTIZA VSMPA SHARES VALUATION REPORT

6. COST-BASED METHOD OF ASSESSMENT
6.1. General

The cost-based method based on the value of assets is focused not on the ability of the Company to draw
incomes (potential incomes), but on the assessment of assets of the Company in the hypothetical situation
of their possible sale. This approach encompasses two main methods:

* Net assets value (NAV) method. Using this method, assets and liabilities of the Company are
adjusted to their estimated market value, which determines the aggregate value of the share capital of
the Company.

= Liquidation value (LV) method. Using this method, the net revenues gained after the liquidation of
assets of the Company and payment of debts are discounted to the current value.

The net assets value method is applied within the framework of the cost-based approach to the assessment
of the value of enterprises in accordance with the Order dated 29 January 2003 of the Russian Ministry of
Finance and the Federal Securities Market Commission No. 03-6/n3 "On the Approval of the Manner of
Assessment of the Value of Net Assets of a Joint Stock Company".

The net assets value method (or adjusted book value method) provides for the following assessment
stages:

= analysis of balance sheets;

= adjustment of the balance sheet;

= translation of financial assets into the net realisable value;

= gassessment of the reasonable market value of tangible assets (land, buildings, structures, transfer
devices, machinery and equipment);

identification and evaluation of intangible assets;

= translation of liabilities into the current value.

As a result of the works performed, the value of the equity capital of the enterprise shall be determined as
the market value of the total assets minus the current value of all liabilities.

6.2. Assessment of Market Value Using the Net Assets Value Method

Upon an analysis of the composition of assets and liabilities of the Company, a conclusion was made that
the cost-based evaluation approach was expedient. As stated above, the net assets value method was used
to implement the cost-based approach.

Table 6.1.

No Description Balance | Balance sheet amounts as
sheet item | of 01.07.2004, thousand
code rubles
Assets

1  |Intangible assets 110 1,164
2 |Fixed assets 120 2,040,642
3 |Construction in progress 130 884,695
4  |Income-bearing placements in material valuables 135 0
5 |Long-term financial investments 140-411 977,487
6 |Short-term financial investments 250 537
7  {Other non-circulating assets 150 + 145 69
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No Description Balance | Balance sheet amounts as
sheet item | of 01.07.2004, thousand
code rubles
8 |Stores 210 4,385,154
9 |VAT on assets acquired 220 556,334
10 [Accounts receivable 230+240- 2,116,926
244
11 |Cash 260 156,079
12 |Other circulating assets 270 0
Total assets (sum of items 1 to 12) 11,119,087
Liabilities
13 |Long-term liabilities under loans and credits 510 0
14 |Other long-term liabilities 520 + 515 16,969
15 |Short-term liabilities under loans and credits, 610 1,428,052
16 |[Accounts payable 620 1,620,608
17 |Dividends payable to members/founders 630 0
18 |Provisions for liabilities 650 553,059
19 |Other short-term liabilities 660 0
Total liabilities (sum of items 13 to 19) 3,618,688
Total net assets (total assets minus total liabilities) 7,500,399

ADJUSTMENT OF BALANCE SHEET ACCOUNTS

The total amounts of balance sheet accounts, taken into account for the purpose of assessment of the
value of shares, based on the net assets value, may not always reflect the amount of assets actually
available in the Company at a certain time, primarily due to different liquidity of assets.

ASSESSMENT OF THE MARKET VALUE OF INTANGIBLE ASSETS

The book value of intangible assets of OAO "VSMPA" as of 01.07.2004 is equal to 1 164 thousand
rubles. According to the Company, the value of intangible assets means the costs related to the
registration of such assets (Table 6.2).
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Table 6.2. Intangible assets of OAO "VSMPA"

Descripticn Value, Depreciable | Date of entry
‘ rubles |value, rubles
Licence agreement 30,000.00 1,680.00;{ 02.28.1999
Recommendations on reconstruction of furnaces 30,000.00 4,000.001 29.02.2000
Right to use a circular emulsifier at the enterprises 60,000.00 0.00{ 29.02.2000
Technology of manufacture of nitrogen-containing ligature 60,000.00 0.00{ 12.29.2000
Licence agreement No. 9088 355,835.03 0.00] 12.29.2000
Bucket design 24,897.09 11,913.21] 12.29.2000
Can design 26,132.35 14,699.53] 12.29.2000
"Ural-M" radiator design 25,226.93 10,216.97] 12.29.2000
Frying pans design 25,292.87 12,456.83] 12.29.2000
Pans design 24,897.09 12,261.81]  12.29.2000
Hollow-ware design 18,978.17 9,080.87 12.29.2000
Pan design 24,725.53 11,831.11] 12.29.2000
Strainer design 24,553.97 11,749.01f 12.29.2000
Sections system for assembly of window and door and frame 89,945.92 70,742.26 12.29.2000
* packaged units A
Thermal insert design 51,172.65 40,247.19 12.29.2000
Technology of manufacture of titanium pieces, artificial 51,327.83 28,332.83 12.29.2000
valve '
Technology of manufacture of titanium alloy ingots 52,948.84 42,941.50 12.29.2000
Design of a furnace coiler for a hot-rolling mill 39,377.02 31,245.82] 12.29.2000
Technology of the continuous casting of titanium alloy 48,172.26 34,009,.44| 12.29.2000
ingots
Technology of the heating of ingots 38,185.25 30,300.17| 12.29.2000
Design of a crystallizer pan for a vacuum arc furnace 59,148.90 27,474.601 12.29.2000
| Technology of manufacture of non-compact steel ingots 56,199.38 45,184.46] 12.29.2000
Technology of hydroabrasive treatment of titanium sheets 40,424.73 32,501.43 12.29.2000
Technology of manufacture of magnesium alloy wheels 43,332.14 34,384.04] 12.25.2000
Technology of metallization of the surface of titanium alloy 47,449.66 37,651.48 12.29.2000
slabs
Technology of the hot-rolling of titanium alloy rods 46,912.07 36,567.89] 12.29.2000
Technology of the electroslag melting of ferrotitanium 40,594 .36 29,085.94 12.29.2000
Technology of metallisation of titanium alloy ingots 47,106.53 37,378.91 12.29.2000
Design of a crystallizer pan for a vacuum arc furnace 48,848.63 31,238.87| 12.29.2000
Technology of the pressing of laminated titanium products 46,754.24 36,772.10( 12.29.2000
MPE project 416,082.50 0.00] 28.02.2001
"Rys" trade mark for wheels 500.00 288.62( 03.30.2001
VSMPA trade mark 500.00 204.38] 03.30.2001
"VSMPA" trade mark 500.00 204.38]  03.30.2001
"Cut-off die" design patent no. 2127645 13,500.00 10,911.18] 03.30.2001
"Vacuum arc remelting method" technology patent 18,600.00 15,214.80] 03.30.2001
"Pipe pressing method" technology patent No. 2094148 48,250.00] 37,743,401 03.30.2001
"Pipe pressing method" technology patent No. 2097158 28,250.00f  22,282.22( 03.30.2001
"Pipe surface reeling device" patent No. 2150365 16,500.00 13,497.00{ 03.30.2001
"Hollow products pressing tool"” patent No. 2134622 16,500.00 13,335.93 03.30.2001
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"Hot pressing device" patent No. 2146977 28,600.00 23,301.,85( 03.30.2001
"Vacuum arc remelting method" technology patent 23,600.00 19,458.20| 03.30.2001
"Non-ferrous metal pipes manufacture method" patent No. 17,400.00 12,480.15| 03.30.2001
2048219

Technology of manufacture of hollow sections in nitrogen 42,206.01 39,054.65] 02.28.2003
environment

Technology of manufacture of titanium alloy ingots  37,348.95 34,560.15( 02.28.2003
Technology of surface treatment of half-finished products 40,158.31 37,159.75 02.28.2003
Design of a vacuum arc fumace 31,342,.37 29,085.73 02.28.2003
Design of an installation for melt granulation 37,332.95 34,545.43 02.28.2003
Design of a die for die forging 36,708.08 33,967.28] 02.28.2003
Technology of deposition welding and thermal treatment of 81,373.00 60,989.08| 09.30.2003
rolls

TOTAL: 2,513,691.61| 1,164,232.45

Three approaches exist to the evaluation of intangible assets: income-based, cost-based, and comparative
approaches.

Within the framework of the cost-based approach, the value of asset(s) is assessed from the point of view
of costs incurred in the process of creation thereof. Those costs include the design costs, legal protection
costs, and marketing and advertising costs. The value of intangible assets created by the organisation
itself is assessed as the sum of the actual costs incurred in the process of creation thereof, manufacturing
costs (including material costs, labour costs, payment for services provided by outside organisations,
patent fees, costs related to obtaining patents and certificates), etc.

It should be pointed out that currently the book value of intangible assets in most organisations is, on the
one hand, equal to the sum of actual costs of registration of the title to the assets, and, on the other hand,
is not a value that could be used to assess the market value of such assets.

The use of the comparative approach is rather difficult due to the underdevelopment of the intellectual
property market and the lack of standards in respect thereto, available to the public, and due to the

extremely distinctive nature of such type of industrial property as intangible assets and the diversity of
essential characteristics thereof.

The main methods of implementation of the income-based approach are:
1. Surplus profit method (routinely used to evaluate the goodwill).

2. Royalty release method.

3. Profit split method. ‘

4. Profit benefit method.

5. Discounted cash flow method.

In order to implement this approach, the information concerning the additional profit generated by a
separate object of intellectual property is required. According to a statement presented, OAO "VSMPA"
has no information concerning the amount of the economic benefits from the use of certificates and
intangible assets of the Company, so this evaluation approach was not used.

As follows from the above, no adjustment of the value of intangible assets of the Company was made,
and the book value was used. In negotiating the final result of evaluation of the block of shares in OAO
"VSMPA", the Appraisers take this fact into account and apply the relevant weight coefficient under this
approach. ;
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As a result, the market value of intangible assets of OAO "VSMPA" is equal to 1 164 thousand rubles as
of the date of assessment.

ASSESSMENT OF THE MARKET VALUE OF FIXED ASSETS

According to the accounting statements, the total value of fixed assets is equal to 2 040 642 thousand
rubles, as of 01.07.2004. According to the details presented, fixed assets of the enterprise are divided into
the following groups: land and natural resources, buildings, structures, and transfer devices, machinery

and equipment, transport vehicles, tools, fixtures and fittings, perennial planting, capital expenditures on
reclamation, etc.

LAND APPRAISAL

Sverdlovsk Oblast Land Market

The territory of Sverdlovsk Oblast covers 19 400 thousand hectares of land, including 686 thousand
hectares of land in cities and settlements, 4 100 thousand hectares of agricultural land, 386 thousand

hectares of land under industrial, construction, transport, communications facilities, and 13 600 thousand
hectares of the forest fund.

The land market and its infrastructure in Sverdlovsk Oblast is at the initial stage of development. The
existing mechanisms of disposal, possession, and use of land restrict the access to land resources and
prohibit land redistribution and transfer of land to efficient business entities. Meanwhile, payments related

to the use of land in cities and settlements constitute the main source of incomes in the regional budget
and municipal budgets.

The implementation of the land reform in the territory of Sverdlovsk Oblast for 2004 to 2008 revealed a

number of problems impeding the efficient use of land resources in the interests of all parties to the land
relations:

1. Problem of correspondence of regional legislative acts to federal legislative acts. Currently, local land
laws and regional normative and legislative acts do not yet fully correspond to federal laws and normative
and legislative acts, hence serious legal problems at the stage of implementation of new federal laws.

2. Incomplete process of land registration in the territory of Sverdlovsk Oblast. Currently, 5% to 7% of
lands used for business purposes are not registered, because the land owners have not obtained the
documents of title.

3. Lack of boundaries in most municipal formations, established under the laws. Boundaries are
determined by regional laws in 17 municipal formations only, situated in the territory of Sverdlovsk
Oblast. The problem is even more complicated because the Government of Sverdlovsk Oblast has not
appointed an authorised body responsible for the interaction with the local authorities of mun1c1pa1
formations on the matters of development of the said draft regional laws.

4. Surveying problem. It often happens so that individuals entitled to free privatisation have to pay for the
surveying procedure, i.e. for the procedure of precise determination of the plot boundaries and the
gridding. Such situation is a consequence of the fact that the land registration system in the regions is at
an early stage of development yet.

5. Lack of a unified approach in the territory of Sverdlovsk Oblast to matters related to the execution and
movement of documents conceming the allocation of land. Not all local authorities have signed
agreements with the Ministry of Management of State Property of Sverdlovsk Oblast, being the
authorised body of the Ministry of Property Relations of the Russian Federation and the Government of
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Sverdlovsk Oblast in the sphere of management of land resources. Those problems affect the speed of
adoption and the quantity of decisions related to land allocation.

The key result of the first stage of the land reform in Sverdlovsk Oblast has been the creation of the land
market infrastructure, primarily in the form of a state land cadaster system. Currently, both an agricultural
land cadaster and a settlement land cadaster have been created in Sverdlovsk Oblast. The necessary
institutional framework of land turnover in the market situation has been created, the transition has begun
to market-oriented forms of land ownership and use and to the paid land use, with the determination of
the market value of land.

Works are carried on in order to attain one of the most difficult objects of the reform, namely: division of
lands into federal, regional, and municipal lands.

By the end of 2008, the portion of lands owned by legal entities and individuals in the Middle Ural is
expected to be as much as 20 % of the total lands in the region. In this regard, officials plan that legal
entities and individuals will own the most actively used land categories, namely: agricultural, settlement,
and industrial lands. Thereby, an active land market will be created in the territory of Sverdlovsk Oblast.

ASSESSMENT OF THE MARKET VALUE OF THE VSMPA LAND TITLES

The objects under assessment are plots in Sverdlovsk Oblast, having the total area of 299.45 hectares, that
are owned by the VSMPA.

Nothing but the right of ownership means the opportunity to exercise the powers in full and at its own
discretion, related to the possession, use, and disposal of land, though subject to restrictions imposed by
the governmental regulation in respect of the use of land for the purposes of protection of certain public
interests, such as protection of the environment, historical and cultural monuments, picturesque
landscapes, etc. All other land rights are subject to certain restriction as to the exercise thereof.

Rosexpertiza (MRI) Member of Moores Rowland Intemational,

.. P Intemational Association of Independent Accounting and Auditing Firms
Limited Liability Company P 9 9 61



ROSEXPERTIZA VSMPA SHARES VALUATION REPORT
Table 6.3. Land owned by the VSMPA
No. [Cadastral |Area, sq. |Address Objects of use  |State registration
number m certificate (series,
No., date of issue)
1 66:08:08 011 182 828 |Sverdlovsk Oblast, For industrial 66 AB 962243 of
004:0003 Verkhnyaya Salda, 1 Parkovaya |purposes 25 March 2003
St
2 66:08:08 01125 309 Sverdlovsk Oblast, For industral 66 AB 962016 of
012:0063 Verkhnyaya Salda, 1 Parkovaya |purposes 11 March 2003
St
3 66:08:08 01 (1 301 456 |Sverdlovsk Oblast, For industrial 66 AB 962005 of
007:0010 Verkhnyaya Salda, 1 Parkovaya |purposes 11 March 2003
St
4 66:08:08 01 (22 708 Sverdlovsk Oblast, For industrial 66 AB 962015 of
008:0004 Verkhnyaya Salda, 1 Parkovaya |purposes 11 March 2003
St
5 66:08:08 01 (124 757 Sverdlovsk Oblast, For industrial 66 AB 962007 of
003:0002 Verkhnyaya Salda, 1 Parkovaya |purposes 11 March 2003
A St
6 66:08:08 0151 985 Sverdlovsk Oblast, For industnal 66 AB 962017 of
003:0003 Verkhnyaya Salda, 1 Parkovaya |purposes 11 March 2003
St :
7 66:08:00 00233 008 |Sverdlovsk Oblast, For industrial 66 AB 962019 of
000:0019 Verkhnyaya Salda, 1 Parkovaya |purposes 11 March 2003
St ;
8 66:08:08 0113 261 Sverdlovsk Oblast, For industrial 66 AB 962018 of
008:0005 Verkhnyaya Salda, 1 Parkovaya |purposes 11 March 2003
St
9 66:08:08 018 636 Sverdlovsk Oblast, For industrial 66 AB 962006 of
003:0004 Verkhnyaya Salda, 1 Parkovaya [purposes 11 March 2003
St
10 66:08:08 0119 393 Sverdiovsk Oblast, For industrial 66 AB 962008 of
008:0006 Verkhnyaya Salda, 1 Parkovaya |purposes 11 March 2003
St
11 66:08:08 0211 777 Sverdlovsk Oblast, For industrial 66 AB 962009 of
010:0056 Verkhnyaya Salda, 1 Parkovaya |purposes 11 March 2003
St
12 66:08:00 0019 369 Sverdlovsk Oblast, For industrial 66 AB 962010 of
000:0018 Verkhnyaya Salda, 1 Parkovaya |purposes 11 March 2003
St
Total 2 994 487

We examined the land market in Verkhnyaya Salda, Sverdlovsk Oblast. According to the results of the
analysis, and based on comments by employees of OAO "VSMPA", we came to the conclusion that there
were no offers to sell any land similar to the land under assessment in the relevant real property market

segment.
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As the Company is the core city enterprise, given the underdeveloped land relations market in
Verkhnyaya Salda, Sverdlovsk Oblast, where the state is the sole market-maker, the Appraisers decided to
use an indirect method of land evaluation, by evaluation of the standard price of land.

The legal power means the statutory capacity of a party to legal relations to perform certain acts.
In analysing the current legal environment, the Appraisers relied on the following assumptions:

1. Order of the Government of Sverdlovsk Oblast dated 30 June 2003 No. 387-I1I1 "On Determination of
Standard Price of Land" governing the standard price of the following land categories:

= agricultural land;
= gettlement land,
s horticultural, gardening, and summer house land.

2. Order of the Government of Sverdlovsk Oblast dated 18 July 1997 No. 606-n "On Determination of
Standard Price of Land" (as amended on 30 August 1999, 1 February 2002) governing the zonal standard
prices of land actively involved in the land market of Sverdlovsk Oblast.

Order of the Government of Sverdlovsk Oblast dated 18 March 1998 No. 255-n "On Determination of
Standard Price of Land in the Territories of Municipal Formations of Sverdlovsk Oblast" (as amended on
30 August 1999) governing the standard prices of state-owned land also actively involved in the land
market, in the territories of municipal formations of Sverdlovsk Oblast.

The aforementioned normative acts cover the following land categories:

* land used as personal subsidiary plots, for gardening purposes, or for the purposes of building.
residential houses or summer houses;

» land of agricultural designation.

Thus, the only regional legislative act governing the turmover of industrial land in the territory of
Sverdlovsk Oblast, as of the date of the assessment, 1s the Order of the Government of Sverdlovsk Oblast
dated August 30, 1999 No 1021-IT[1 "On Making Amendments and Addenda to t