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Independent Auditors’ Repoi-t

To the shareholders of
OAO RBC Information Systems

We have audited the accompanying consolidated balance sheet of OAO RBC Information Systems and its
subsidiaries (the “Group™) as of 31 December 2004 and the related consolidated statements of income,
changes in equity and cash flows for the year then ended. These consolidated financial statements are the
responsibility of the Group’s management. Qur responsibility is to e«press an opinion on these financial
statements based on our audit.

We conducted our audit in accordance with International Standards on .Auditing. Those standards require that
we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free
of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessirg the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement presentation.
We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the consolidated financial statements present fairly, n all material respects, the financial
position of the Group as of 31 December 2004, and the results of its opurations and its cash flows for the year
then ended in accordance with International Financial Reporting Standards.

Without qualifying our opinion, we draw attention to the fact that we aave not audited the USD amounts in
the accompanying consolidated financial statements, which have been presented solely for the convenience
of users as described in note 2(d) to the consolidated financial statements.

KPMG Limited
1 August 2005




0AO RBC Information Systems
Consolidated Income Statement for the year ended 31 December 2004

2004 2003 2004 2003

Note 000 RUR ’000 RUR ’000 USD* ’000 USD*
Revenues 6 2,212,872 1,429,1 1-1— 79,747 51,502
Cost of sales 7 (1,479,852) (948,112) (53,330) (34,168)
Gross profit 733,020 480,98_9—_ 26,417 17,334
Distribution expenses 8 (268,881) (275,038) (9,690) (9,914)
Administrative expenses 9 (166,073) (114,336) (5,985) (4,120)
Other operating expenses, net 10 (8,451) (24,713) (305) (891)
Profit from operations 289,615 66,8 gZ—_ 10,437 2,409
Net financial income 12 50,936 72,015 1,836 2,621
Profit before tax 340,551 139,267 12,273 5,030
Income tax expense 13 (51,585) (30,£52) (1,859) (1,101
Net profit for the year 288,966 109,015 10,414 3,929
Basic ecamings per share 25 2.80 1.09 0.10 0.04
Diluted earnings per share 25 2.79 1.07 0.10 0.04

The consolidated financial statements were approved on 1 August 2005:

Chief Executive Officer Chief Financial Officer

German Kaplun Dmitry Belik

The consolidated income statement is to be read in conjunctior. with the notes to and forming part
of the consolidated financial statements set out on pages 11 to 4).

*  The USD equivalent figures are provided for information purposes only and do not form part of the
audited financial statements — refer note 2(d).



ASSETS

Non-current assets

Property, plant and equipment

Intangible assets
Loans granted

Other investments

Current assets

Other investments

Loans granted

Inventories

Deferred expenses

Trade and other receivables

Cash and cash equivalents

Total assets

Note

15
17
16

16
17
18
19
20
21

OAO RBC Information Systems
Consolidatcd Balance Sheet as at 31 December 2004

2004 2003 2004 2003
’000 RUR *000 RUR 000 USD* ’000 USD*
660,991 716,719 23,821 25,829
331,273 211,735 11,938 7,638
4,440 - 160
- 20 - 1
996,704 928,54— 35,919 33,468
504,024 - 18,164
77,832 108,993 2,805 3,927
85,984 22,655 3,099 816
7,387 - 265 .
980,687 291,181 35,342 10,494
569,476 423,550 20,523 15,264
2,225,390 846,379 80,198 30,501
3,222,094 1,775,053 116,117 63,969
5

The consolidated balance sheet is to be read in conjunction with the notes to and forming part of
the consolidated financial statements set out on pages 11 to 40.

*  The USD equivalent figures are provided for information purposes only and do not form part of the
audited financial statements — refer note 2(d).




EQUITY AND
LIABILITIES

Equity

Share capital
Share premium
Treasury shares

Retained earnings

Non-current liabilities
Loans and borrowings

Deferred tax liabilities

Current liabilities
Loans and borrowings
Deferred income

Trade and other payables

Total equity and liabilities

0AO RBC Information Systems
Consolidatec' Balance Sheet as at 31 December 2004

2004 2003 2004 2003

Note *000 RUR *000 RUIR ’000 USD* *000 USD*
2

149 174 6 5

1,464,267 679,87 52,768 24,500

(3,573) - (129)

761,576 472,6.0 27,446 17,032

2,222,419 1,152,501 80,091 41,537

23 322,563 163,816 11,625 5,903

24 112,329 88,677 4,048 3,196

434,892 252,493 15,673 9,099

23 40,731 - 1,468 ;

19 29,645 ; 1,068 ;

26 494,407 369,569 17,817 13,333

564,783 369,569 20,353 13,333

3,222,094 1,775,053 116,117 63,969

6

The consolidated balance sheet is to be read in conjunction with the notes to and forming part of
the consolidated financial statements set out on pages 11 to 40.

* The USD equivalent figures are provided for information purposes only and do not form part of the
audited financial statements — refer note 2(d).




OPERATING ACTIVITIES
Net profit for the year
Adjustments for:

Non-cash transactions
Depreciation and amortisation

Loss/(gain) on disposal of property,
plant and equipment

Loss on disposal of intangible assets
Gain on disposal of promissory notes
Interest expense

Interest income

Revaluation to fair value of trading
investments

Income tax €xpense

Operating profit before changes in
working capital

(Increase)/decrease in inventories
Increase in trade and other receivables

Increase/(decrease) in trade and other
payables

Cash flows (used in)/from operations
before income taxes and interest paid

Income taxes paid
Interest paid

Cash flows (used in)/from operating
activities

0AO RBC Information Systems
Consolidated Statement of Cash Flows for the year ended 31 December 2004

2004 2003 2004 2003
*000 RUR *000 RUR '000 USD* 2000 USD*
288,966 104,015 10,414 3,929
22,258 - 802 -
259,414 16,300 9,349 5,957
(880) 13,306 (32) 660
1,888 . 356
(58,615) (101,124) (2,112) (3,644)
77,064 47,580 2,777 1,714
(34,980) (32,687) (1,261) (1,178)
(10,609) - (382) -
51,585 33,552 1,859 1,101
594,203 245,830 21,414 8,895
(63,329) 36,440 2,282) 1,313
(682,793) (6:,212) (24,606) (2,350)
109,063 (:,054) 3,930 (74)
(42,856) 216,004 (1,544) 7,784
(12,558) (12,252) (453) (441)
(51,384) (29,905) (1,852) (1,078)
(106,798) 173,847 (3,849) 6,265
.

The consolidated statement of cash flows is to be read in conjurction with the notes to and forming
part of the consolidated financial statements set out on pages 11 to 40.

*  The USD equivalent figures are provided for information purpcses only and do not form part of the
audited financial statements — refer note 2(d).




INVESTING ACTIVITIES

Proceeds from disposal of property,
plant and equipment

Proceeds from disposal of investments
Repayment of loans granted

Loans provided

Interest received

Acquisition of property, plant and
equipment

Acquisition of intangible assets
Acquisition of investments

Cash flows used in investing activities

FINANCING ACTIVITIES
Proceeds from issue of share capital
Transaction costs

Proceeds from borrowings
Warrants redeemed

Acquisition of treasury shares

Net proceeds from sale of treasury
shares

Proceeds from issuance of warrants
Cash flows from financing activities

Net increase/(decrease) in cash and
cash equivalents

Cash and cash equivalents at beginning
of year

Cash and cash equivalents at end of
year (note 21)

0OAO RBC Information Systems
Consolidated Statement of Cash Floss for the year ended 31 December 2004

2004 2003 2004 2003
*000 RUR *000 RUR *000 USD* *000 USD*
33,171 3,891 1,195 140
58,615 101,493 2,112 3,658
108,993 - 3,927 -
(82,272) (108,993) (2,964) (3,928)
28,267 4; 278 1,019 1,524
(129,318) (467 583) (4,660) (16,851)
(225,997) (126 918) (8,144) (4,574
(493,395) - (17,781) -
(701,936) (555,832) (25,296) (20,031)
807,698 - 29,108 -
(14,616) - (527) -
173,798 151,176 6,263 5,448
(17,317 - (624) -
(749,216) - (27,000) .
754,313 - 27,184 .
. 20,144 - 726
954,660 171,320 34,404 6,174
145,926 (211),665) 5,259 (7,592)
423,550 6:4,215 15,264 22,856
569,476 413,550 20,523 15,264
8

The consolidated statement of cash flows is to be read in conjur ction with the notes to and forming
part of the consolidated financial statements set out on pages 11 to 40.

*  The USD equivalent figures are provided for information purposes only and do not form part of the
audited financial statements — refer note 2(d).




’000 RUR

Balance at 1 January 2003

Net profit for the period
Warrants issued

Contribution by shareholders
Acquisition of treasury shares
Issuance of treasury shares

Balance at 31 December 2003

Net profit for the period

Warrants redeemed

Shares issued

Transaction costs

Surplus on issue of treasury shares
Acquisition of treasury shares
Issuance of treasury shares

Balance at 31 December 2004

OAO RBC Information Systems
Consolidated Statement of Changes in Equity for the year ended 31 December 2004

Share Share Treasury Retained
capital premium shares earnings Total
134 645,273 - 363,595 1,009,002
- 109,015 109,015
- 18,612 18,612
- 15,962 - - 15,962
- {63,327) - {63,327)
- 63,327 - 63,327
134 679,847 - 472,610 1,152,591
- 288,966 288,966
(17,317) - - (17,317)
135 807,683 807,698
(14,616) - - (14,616)
. 8,670 - - 8,670
- (749,216) - (749,216)
- - 745,643 - 745,643
149 1,464,267 . (3,573) 761,576 2,222,419
9

The consolidated statement of changes in equity is to be read in conjunction with the notes to and

forming part of the consolidated financial statements set out on pages 11 to 40.

*  The USD equivalent figures are provided for information purroses only and do not form part of the
audited financial statements — refer note 2(d).




’000 USD*

Balance at | January 2003

Net profit for the period
Warrants issued

Contribution by shareholders
Acquisition of treasury shares
Issuance of treasury shares

Balance at 31 December 2003

Net profit for the period

Warrants redeemed

Shares issued

Transaction costs

Surplus on issue of treasury shares
Acquisition of treasury shares
Issuance of treasury shares

Balance at 31 December 2004

OAO RBC Information Systems
Consolidated Statement of Changes in Equity ‘or the year ended 31 December 2004

Share Share Treasury Retained
capital premium shares earnings Total
5 23,254 - 13,103 36,362
- - - 3,929 3,929
- 671 - - 671
- 575 - - 575
- - (2,282) - (2,282)
- - 2,282 - 2,282
5 24,500 - 17,032 41,537
- - - 10,414 10,414
- (624) - - (624)
1 29,107 - - 29,108
- (527 - - (527
- 312 - - 312
- - {27,000) - {27,000)
- - 26,871 - 26,871
6 52,768 B (129) 27,446 80,091
10

The consolidated statement of changes in equity is to be read in conjunction with the notes to and

forming part of the consolidated financial statements set out on pages 11 to 40.

*  The USD eguivalent figures are provided for information purpo.es only and do not form part of the
audited financial statements ~ refer note 2(d).
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0AO RBC Information Systems
Notes to the Consolidated Financial Statemen's for the year ended 31 December 2004

Background

Organisation and operations

OAO RBC Information Systems (the “Parent Company”) and its subsidiaries (together referred to
as the “Group™) comprise Russian Federation open joint stock ¢mpanies as defined in the Civil
Code of the Russian Federation, and companies located abroad. 7The Parent Company’s shares are
traded on the Moscow Stock Exchange and RTS.

The Parent Company’s registered office is at Russian Federatior, Moscow, Profsoyuznaya street,
78.

The Group’s principal activities are advertising and information services, operation of a TV
channel and development and sale of software. These services are rendered in the Russian
Federation.

Russian business environment

The Russian Federation has been experiencing political and economic change that has affected, and
may continue to affect, the activities of enterprises operating in this environment. Consequently,
operations in the Russian Federation involve risks that typically ¢o not exist in other markets. The
accompanying consolidated financial statements reflect management’s assessment of the impact of
the Russian business environment on the operations and the finencial position of the Group. The
future business environment may differ from management’s asses sment.

Basis of preparation

Statement of compliance

These consolidated financial statements have been prepared in accordance with International
Financial Reporting Standards (“IFRSs”) and related interpretaiions adopted by the International
Accounting Standards Board (“IASB”).

Basis of measurement

The consolidated financial statements are prepared on the historical cost basis except that
instruments held for trading and available for sale are stated at fiiir value; and the carrying amounts
of assets, liabilities and equity items in existence at 31 December 2002 include adjustments for the
effects of hyperinflation, which were calculated using conversion factors derived from the Russian
Federation Consumer Price Index published by the Russian Statistics Agency, GosKomStat. Russia
ceased to be hyperinflationary for IFRS purposes as of 1 January 2003.

Measurement and presentation currency

The national currency of the Russian Federation is the Russian Rouble (“RUR”), which is the
Parent Company’s measurement currency and the currency in which these consolidated financial
statements are presented. All financial information presented in RUR has been rounded to the
nearest thousand.

11

* The USD equivalent figures are provided for information purpcses only and do not form part of the
audited financial statements — refer note 2(d).
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OAO RBC Information Systems
Notes to the Consolidated Financial Statemer ts for the year ended 31 December 2004

Ceonvenience tfranslation

The Parent Company’s measurement currency is RUR because i: reflects the economic substance
of the underlying events and circumstances of the company. In addition to presenting the
consolidated financial statements in RUR, supplementary informiation in USD has been prepared
for the convenience of users of the financial statements.

The supplementary information has been prepared by translating from RUR to USD at the Official
rate of the Central Bank of the Russian Federation as at 31 December 2004 of RUR 27.7487 to
USD 1.

All financial information presented in USD has been rounded to ihe nearest thousand, unless stated
otherwise.

Going concern

The accompanying consolidated financial statements have been prepared on a going concern basis,
which contemplates the realisation of assets and the satisfaction of liabilities in the normal course
of business. The recoverability of the Group’s assets, as well as the future operations of the Group,
may be significantly affected by the current and future economic environment (see note 1(b)). The
accompanying consolidated financial statements do not include any adjustments should the Group
be unable to continue as a going concern.

Use of estimates

Management has made a number of estimates and assumptions relating to the reporting of assets
and liabilities and the disclosure of contingent assets and lizbilities to prepare these financial
statements in conformity with IFRS. Actual results could differ irom those estimates.

Significant accounting policies

The following significant accounting policies have been applied in the preparation of the
consolidated financial statements. These accounting policies have been consistently applied.

Basis of consolidation

Subsidiaries

Subsidiaries are those enterprises controlled by the Group. Control exists when the Group has the
power, directly or indirectly, to govern the financial and operating policies of an enterprise so as to
obtain benefits from its activities. The financial statements of subsidiaries are included in the
consolidated financial statements from the date that control e fectively commences until the date
that control effectively ceases.

Transactions eliminated on consolidation

Intragroup balances and transactions, and any unrealised gains arising from intragroup transactions,
are eliminated in preparing the consolidated financial statemeats. Unrealised losses are eliminated
in the same way as unrealised gains except that they are only eliminated to the extent that there is
no evidence of impairment.

12

*  The USD equivalent figures are provided for information purposes only and do not form part of the
audited financial statements — refer note 2(d).
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0AO RBC Information Systems
Notes to the Consolidated Financial Statemen s for the year ended 31 December 2004

Foreign currencies

Transactions in foreign currencies are translated to RUR at the foreign exchange rate ruling at the
date of the transaction. Monetary assets and liabilities denominated in foreign currencies at the
balance sheet date are translated to RUR at the foreign exchange rate ruling at that date. Non-
monetary assets and liabilities denominated in foreign currencies that are stated at historical cost
are translated to RUR at the foreign exchange rate ruling at the date of the transaction. Foreign
exchange differences arising on translation are recognised in the ircome statement.

Property, plant and equipment

Owned assets

Property, plant and equipment is stated at cost less accumulaied depreciation and impairment
losses. The cost of self-constructed assets includes the cost of materials, direct labour and an
appropriate proportion of production overheads.

Where an item of property, plant and equipment comprises mijor components having different
useful lives, they are accounted for as separate items of property, plant and equipment.

Leased assets

Leases under which the Group assumes substantially all the risks and rewards of ownership are
classified as finance leases. Plant and equipment acquired by way of finance lease is stated at an
amount equal to the lower of its fair value and the present value >f the minimum lease payments at
inception of the lease, less accumulated depreciation and impairment losses.

Subsequent expenditure

Expenditure incurred to replace a component of an item of property, plant and equipment that is
accounted for separately, is capitalised with the carrying amount of the component being written
off. Other subsequent expenditure is capitalised only when it increases the future economic
benefits embodied in the item of property, plant and equipment. All other expenditure is
recognised in the income statement as an expense as incurred.

Depreciation

Depreciation is charged to the income statement on a straight-line basis over the estimated useful
lives of the individual assets. Depreciation commences on the -ate of acquisition or, in respect of
internally constructed assets, from the time an asset is completec and ready for use.

The estimated useful lives are as follows:

o TV equipment 5 years
o Computer equipment 5 years
¢ Office equipment 5 years
o  Other assets 5 years

13

*  The USD equivalent figures are provided for information purpises only and do not form part of the
audited financial statements — refer note 2(d).
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OAO RBC Information Systems
Notes to the Consolidated Financial Statemer.ts for the year ended 31 December 2004

Intangible assets

Web-site

Costs relating to the development of a web-site are capitalized if “*he site is functional in nature (i.c.
it is designed to generate revenue from online sales).

Expenditure on design, content and appearance of the site is expensed as incurred.

Software

Software acquired is carried at historical cost less any accumulated amortisation and any
accumulated impairment losses.

Research and development

Expenditure on research activities, undertaken with the prospect of gaining new scientific or
technical knowledge and understanding, is recognised in the ircome statement as an expense as
incurred.

Expenditure on development activities, whereby research findir gs are applied to a plan or design
for the production of new or substantially improved products «nd processes, is capitalised if the
product or process is technically and commercially feasible and the Group has sufficient resources
to complete development. The expenditure capitalised includes the cost of materials, direct labour
and an appropriate proportion of overheads. Other development expenditure is recognised in the
income statement as an expense as incurred. Capitalised development expenditure is stated at cost
less accumulated amortisation and impairment losses,

Amortisation

Amortisation is charged to the income statement on a straight-line basis over the estimated useful
lives of intangible assets. Intangible assets are amortised from t e date the asset is available for use.

The estimated useful lives are as follows:

¢ Trade marks 7 years
o Software 3 years
o  Web-site 3 years
e Development costs 3 years
Investments

Investments are recognised (derecognised) when the Group obtains (loses) control over the
contractual rights inherent in that asset.

Except as outlined below, investments are accounted for as follows:

¢ Investments held for trading are stated at fair value with any resulting gain or loss recognised in
the income statement;

o Other investments are classified as available for sale and are stated at fair value, with any
resultant gain or loss being recognised in the income staterient.
14

*  The USD equivalent figures are provided for information puryoses only and do not form part of the
audited financial statements — refer note 2(d).
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0A40 RBC Information Systems
Notes to the Consolidated Financial Statements for the year ended 31 December 2004

The fair value of investments held for trading and available for sule is their quoted bid price at the
balance sheet date. Investments in equity securities that are not jJuoted on a stock exchange, and
where fair value cannot be estimated on a reasonable basis by other means, are stated at cost less
impairment losses.

Inventories

Inventories are stated at the lower of cost and net realisable vialue. Net realisable value is the
estimated selling price in the ordinary course of business, less the estimated costs of completion
and selling expenses.

The cost of inventories is based on the weighted average prnciple and includes expenditure
incurred in acquiring the inventories and bringing them to their existing location and condition.

Trade and other receivables

Trade and other receivables are stated at cost less impairment losses.

Cash and cash equivalents

Cash and cash equivalents comprise cash balances and call depos ts.

Impairment

The carrying amounts of the Group’s assets, other than inventories and deferred tax assets, are
reviewed at each balance sheet date to determine whether there i3 any indication of impairment. If
any such indication exists, the assets’ recoverable amounts are :stimated. An impairment loss is
recognised when the carrying amount of an asset exceeds its recoverable amount. Impairment
losses are recognised in the income statement.

Calculation of recoverable amount

The recoverable amount of the Group’s loans and receivables, is calculated as the present value of
expected future cash flows, discounted at the original effective interest rate inherent in the asset.
Receivables with a short duration are not discounted.

The recoverable amount of other assets is the greater of their ne: selling price and value in use. In
assessing value in use, the estimated future cash flows are discounted to their present value using a
pre-tax discount rate that reflects current market assessments o the time value of money and the
risks specific to the asset. For an asset that does not generate cash inflows largely independent of
those from other assets, the recoverable amount is determined for the cash-generating unit to which
the asset belongs.

Share capital

Repurchase of share capital

When share capital recognised as equity is repurchased, the imount of the consideration paid,
including directly attributable costs, is deducted from equity.

15

*  The USD equivalent figures are provided for information purpcses only and do not form part of the
audited financial statements ~ refer note 2(d).
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0AO RBC Information Systems
Notes 1o the Consolidated Financial Statemen s for the year ended 31 December 2004

Convertible notes

Convertible notes that can be converted to share capital at the option of the holder or give right to
receive shares, where the number of shares issued does not vary with changes in their fair value,
are accounted for as compound financial instruments, net of attributable transaction costs. The
equity component of the convertible notes is calculated as the exczss of the issue proceeds over the
present value of the future interest and principal payments, discounted at the market rate of interest
applicable to similar liabilities that do not have a conversicn option. The interest expense
recognised in the income statement is calculated using the effective interest rate.

Loans and borrowings

Loans and borrowings are recognised initially at cost. Subsequent to initial recognition, loans and
borrowings are stated at amortised cost with any difference between cost and redemption value
being recognised in the income statement over the period of the borrowings on an effective interest
basis.

Employee benefits

The Group makes contributions for the benefit of employees tc Russia’s State pension fund. The
contributions are expensed as incurred.

Trade and other payables

Trade and other payables are stated at cost.

Income tax

Income tax for the year comprises current and deferred tax. Income tax is recognised in the income
statement except to the extent that it relates to items recognisec directly in equity, in which case it
is recognised in equity.

Current tax expense is the expected tax payable on the taxable income for the year, using tax rates
enacted or substantively enacted at the balance sheet date, and any adjustment to tax payable in
respect of previous years.

Deferred tax is provided using the balance sheet liability method, providing for temporary
differences between the carrying amounts of assets and liabili:ies for financial reporting purposes
and the amounts used for taxation purposes. The following terporary differences are not provided
for: initial recognition of assets or liabilities that affect neither accounting nor taxable profit; and
investments in subsidiaries where the Parent Company is able to control the timing of the reversal
of the temporary difference and it is probable that the tempor:ry difference will not reverse in the
foreseeable future. The amount of deferred tax provided is. based on the expected manner of
realisation or settlement of the carrying amount of assets and liabilities, using tax rates enacted or
substantively enacted at the balance sheet date.

A deferred tax asset is recognised only to the extent that it i1 probable that future taxable profits
will be available against which the asset can be utilised. Deoferred tax assets are reduced to the
extent that it is no longer probable that the related tax benefit v/ill be realised.

16

*  The USD equivalent figures are provided for information purposes only and do not form part of the
audited financial statements — refer note 2(d).
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OAO RBC Information Systems
Notes to the Consolidated Financial Statements for the year ended 31 December 2004

Revenues

Revenue from the sale of goods is recognised in the income statement when the significant risks
and rewards of ownership have been transferred to the buyer.

Revenue from services rendered is recognised in the income state nent in proportion to the stage of
completion of the transaction at the balance sheet date. The stuge of completion is assessed by
reference to surveys of work performed.

Revenue from non-cash transactions is recognised when goods or services are exchanged for
dissimilar goods and services. Revenue is measured at the fai: value of the goods or services
rendered, including any cash or cash equivalents received. However, when goods or services are
exchanged for goods and services that are similar in nature and value, the exchange is considered
as a transaction that does not generate revenue.

Financial income and expenses

Financial income and expenses comprise interest expense on borrowings, interest income on funds
invested, foreign exchange gains and losses, and gains and losses on the revaluation and disposal of
investments held for trading and available-for-sale.

All interest and other costs incurred in connection with borrowin zs are expensed as incurred as part
of financial expenses,

Interest income is recognised as it accrues, taking into account the effective yield on the asset.

Other expenses

Payments made under operating leases are recognised in the income statement on a straight-line
basis over the term of the lease. Lease incentives received are 1ecognised in the income statement
as an integral part of the total lease payments.

Segment reporting

A segment is a distinguishable component of the Group that is eagaged either in providing products
or services (business segment), or in providing products or services within a particular economic
environment (geographical segment), which is subject to risks ind rewards that are different from
those of other segments.

Comparative information

During the current year the Group modified the classification of loans granted in the balance sheet.
Comparatives were reclassified for consistency, which resulted in RUR 108,993 thousand/USD*
3,927 thousand of loans provided being reclassified from tride and other receivables to loans
granted.

17

*  The USD equivalent figures are provided for information purposes only and do not form part of the
audited financial statements — refer note 2(d).
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0OAO RBC Information Systems
Notes to the Consolidated Financial Statements for the year ended 31 December 2004

Segment reporting

Segment information is presented in respect of the Group’s business segments, The primary format,
business segments, is based on the Group’s management and internal reporting structure. Segment
information is not presented in respect of the Group’s geographical segment as the Group operates
in one economic environment.

Inter-segment pricing is not determined on an arm’s length basis.

Segment results, assets and liabilities include items directly atttibutable to a segment as well as
those that can be allocated on a reasonable basis. Unallocated items comprise mainly income-
earning assets and revenue, interest-bearing loans, borrowings and expenses, and corporate assets
and expenses.

Business segments

Management runs the Group by distinguishing between two raain segments: the Group’s core
business and its TV business. The Group’s core business ircludes the provision of internet
advertising services and information services; and the development and sale of software products.
Although the two elements of the core business have distinct re venue streams, they use the same
assets and infrastructure. Consequently, management is not able 10 reasonably split expenses, assets
and liabilities between the two elements of the core business. The separate revenue amounts are
disclosed in note 6.

The Group comprises the following main business segments:

Core-business. Provision of internet advertising, information services, developing and selling
software products.

TV. Operation of a satellite TV-channel and related services.
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OAO RBC Information Systems
Notes 1o the Consolidated Financial Statements for the year ended 31 December 2004

Acquisition and disposals of subsidiaries

In 2003 the Group acquired 100% in RBC Investments Cyprus for a consideration of RUR 52
thousand/USD* 2 thousand. Negative net identifiable assets of the acquired company amounted to
RUR 235 thousand/USD* 8 thousand.

In 2003 the Group disposed of 100% of ZAO Publishing House RBC for nil. The majority of the
assets and liabilities of ZAO Publishing House RBC were transferred to other companies of the
Group before disposal. At the date of the disposal the net icentifiable assets of the company
amounted to RUR 657 thousand/USD* 24 thousand.

Revenues
2004 2003 2004 2003

000 RUR 100 RUR ’000 USD* ’000 USD*
Revenues from advertising services 1,380,714 863,314_ 49,758 31,112
Revenues from developed software 701,787 468,136 25,291 16,871
Revenues from information services 113,199 94 808 4,079 3,417
Revenues from other activities 17,172 2,853 619 102
2,212,872 1,429,111 B 79,747 51,502

Revenue from non-cash transactions amounted to RUR 38,420 thousand/USD* 1,385 thousand
(2003: nil).
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* The USD equivalent figures are provided for information purpises only and do not form part of the
audited financial statements — refer note 2(d).



Cost of sales

Depreciation and amortisation
Outsourced cost of programming
Labour costs

Cost of goods sold

Marketing communication

Cost of advertising services
Information services

Qutsourced labour costs

Content costs

Signal network distribution

Other

Distribution expenses

OAO RBC Information Systems
Notes to the Consolidated Financial Statements for the year ended 31 December 2004

2004 2003 2004 2003
*000 RUR ’000 RUR *000 USD* *000 USD*
(259,414) (165,300) (9,349) (5,957)
(248,081) (187,322) (8,940) (6,751)
(247,112) (125,090) (8,905) (4,508)
(241,205) (87.073) (8,692) (3,138)
(105,848) (89,592) (3,815) (3,229)
(104,757) (57,603) (3,775) (2,076)
(85,809) (58,504) (3,092) (2,108)
(72,181) (93,435) (2,601) (3,367)
(49,841) . (1,796)
(42,832) (28,781) (1,544) (1,037)
(22,772) (55,422) (821) (1,997)
(1,479,852) (048,122) (53,330) (34,168)

Distribution expenses include services received from non-cash transactions amounting to RUR

16,162 thousand/USD* 582 thousand (2003: nil).
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* The USD equivalent figures are provided for information purpcoses only and do not form part of the
audited financial statements — refer note 2(d).
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0AO RBC Information Systems

Notes to the Consolidated Financial Statemcnis for the year ended 31 December 2004

Administrative expenses

Wages and salaries
Consulting and legal
Communication
Rent

Insurance

Repair

Housing
Maintenance of cars
Representation costs
Stationary

IT outsourced services
Recruitment services

Other

Other operating expenses, net

Taxes, other than on profit
Depository services
Penalties

Bank and other charges
Rental income

Gain/(loss) from disposal of
property, plant and equipment

Loss on disposal of intangible
assets

Other operating
(expenses)/income

2004 2003 2004 2003
*000 RUR *000 RUR *000 USD* 2000 USD*
(55,334) (43,966) (1,994) (1,584)
(37,291) (8.635) (1,344) G311
(13,942) (7,511) (502) Q)
(11,338) (4,529) (409) (163)
(10,518) (3,331} (379) (120)
(6,637) (15,724 (239) (566)
(6,140) (3,321 (221) (120)
(3,355) (1,706 (121) (62)
(2,664) 2,312 (96) (83)
(1,960) (3,985 (71) (144)
(1,707) (62) -
(866) 2,016 G1) (73)
(14,321) (17,300 (516) (623)
(166,073) (1143361 (5,985) (4,120)

2004 2003 2004 2003
*000 RUR *000 RUR *000 USD* *000 USD*
(4,451) (5,846) (160) @11
(3,982) (258) (144) (9)
(2,016) . (73) .
(1,743) (1,092) (63) (40)
3,869 4,861 139 175
880 (18,306) 32 (660)
- (9,888) - (356)
(1,008) 5,816 (36) 210
(8,451) Q4713 (305) (891)
23
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12

13

Total personnel costs

OAO RBC Information Systems
Notes to the Consolidated Financial Statemonts for the year ended 31 December 2004

The average number of employees during 2004 was 1,403 (2003: 1,160).

Total staff costs for the year amounted to 388,726 thousani RUR/ 14,009 thousand USD*
(2003: 339,144 thousand RUR/ 12,222 thousand USD*).

Net financial income

2004 2003 2004 2003
000 RUR ’000 RUR 000 USD* *000 USD*
Interest expense (77,064) (47,580 i— 2,777) (1,714)
Gain on disposal of promissory '
notes 58,615 101,124 2,112 3,644
Interest income 34,980 32,687 1,261 1,178
Foreign exchange gain/(loss) 12,953 (13,516) 467 (487)
Revaluation to fair value of
trading investments 10,609 382 -
Gain from trading investments 10,843 391 -
50,936 72,7 15— 1,836 2,621
Income tax expense
2004 2003 2004 2003
000 RUR 000 RUR *000 USD* 000 USD*
Current tax expense B
Current year {27,933) (20,761) (1,007) (748)
(27,933) (20,761)— (1,007) (748)
Deferred tax expense B
Origination and reversal of
temporary differences (23,652) 5,68(} (852) 205
Change in tax rate - (15,471) - (558)
(23,652) (9,791)_ (852) (353)
(51,585) (30,552; (1,859) (1,101)

The Parent Company’s applicable tax rate is 24%. The subsidiaries pay income tax in accordance
with the legislative requirement of their tax jurisdictions. For the entities located in Cyprus, the
applicable tax rate is the corporate income tax rate of 4.25'%4. The same rates were used for

measuring deferred taxes.

The Group’s applicable tax rate is the corporate income tax rate of 24% (2003: 24%).

24
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0AO RBC Information Systems

Notes to the Consolidated Financial Statements for the year ended 31 December 2004

Reconciliation of effective tax rate:

2004 2003
’000 RUR %o 000 RUR %
Profit before tax 340,551 100 139,567 100
Income tax at applicable tax rate (81,732) (24) (33,496) (24)
Income taxed at lower rates 110,725 33 72,643 52
Change in tax rate - - (15,471) (11)
Non-deductible/non-taxable items (80,578) (24) (54,228) (39
(51,585) (15) (30,552) (22)
2004 2003
000 USD* %% 000 USD* %

Profit before tax 12,273 100 5,030 100
Income tax at applicable tax rate (2,945) 24) (1,207) (24)
Income taxed at lower rates 3,990 33 2,618 52
Change in tax rate - - (558) (11
Non-deductible/non-taxable items (2,904) (24) (1,954) 39

(1,859) (15) (1,100 (22)
Property, plant and equipment

Equipment
TV Computer Office for
000 RUR equipment  equipment equipment Other assets installation Total
Cost
At | January 2004 377,424 354,059 20,223 10,853 86,027 848,586
Additions 66,005 53,143 1,762 2,426 5,982 129,318
Disposals (120) - - (1,387) (31,396) (32,903)
Transfers 4,660 1,430 - - (6,090) -
At 31 December 2004 447,969 408,632 21,985 11,892 54,523 945,001
25
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000 RUR
Depreciation

At | January 2004
Depreciation charge
Disposals

At 31 December 2004

Net book value
At 1 January 2004

At 31 December 2004

’000 USD

Cost

At | January 2004
Additions
Disposals
Transfers

At 3] December 2004

Depreciation

At 1 January 2004
Depreciation charge
Disposals

At 31 December 2004

Net book value
At | January 2004

At 31 December 2004

0A40 RBC Information Systems
Notes to the Consolidated Financial Statements for the year ended 31 December 2004

Equipment
TV Computer Office for
equipment  equipment  equipment Other assets installation Total
(43,979) (74,912) (8,431 (4,545) - (131,867)
(74,481) {70,575) (4,414) (3,285) - (152,755)
12 - - 600 - 612
(118,448) (145,487) (12,845) (7,230) - (284,010)
333,445 279,147 11,792 6,308 86,027 716,719
329,521 263,145 9,140 4,662 54,523 660,991
Equipment
TV Computer Office for
equipment  equipment equipment Other assets installation Total
13,602 12,759 729 391 3,100 30,581
2,379 1,915 63 87 216 4,660
(4 - (50) (1,131) (1,185)
168 52 - - (220) -
16,145 14,726 792 428 1,965 34,056
(1,585) (2,699) (304) (164) - (4,752)
(2,684) (2,544) (159) (118) - (5,505}
- - 22 - 22
(4,269) (5,243) (463) (260) (10,235)
12,017 10,060 425 227 3,100 25,829
11,876 9,483 329 168 1,965 23,821
26
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(b)
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0AO RBC Information Systems
Notes to the Consolidated Financial Statements for the year ended 31 December 2004

Depreciation charge

Depreciation charge of RUR 10,922 thousand/USD* 394 thousand (2003: RUR 18,876
thousand/USD* 680 thousand) is capitalised as web-site and development costs.

Security

TV equipment with a carrying amount of RUR 118,185 thousand / USD* 4,259 thousand (2003:
nil) is subject to a registered debenture to secure bank loans (see note 23).

Intangible assets

Development
000 RUR Trade marks  Software W:b-site costs Total
Cost
At | January 2004 - 50,464 143,086 179,083 382,633
Additions 51,120 91,221 115,460 59,118 236919
At 31 December 2004 51,120 141,685 148,546 238,201 619,552
Amortisation
At 1 January 2004 - (5,499) (05,617) (99,582) {170,698)
Amortisation charge (4,538) (18,847) («4,133) (50,063) (117,581)
At 31 December 2004 (4,538) (24,346) (109,750) (149,645) (288,279}
Net book value
At 1 January 2004 - 44,965 87,469 79,501 211,935
At 31 December 2004 46,582 117,339 78,796 88,556 331,273

27
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audited financial statements — refer note 2(d).



(a)

(b)

*000 USD*

Cost

At | January 2004
Additions

At 31 December 2004
Amortisation

At | January 2004
Amortisation charge
At 3] December 2004
Net book value

At 1 January 2004

At 31 December 2004

Amortisation charge

OAO RBC Information Systems

Notes to the Consolidated Financial Statements for the year ended 31 December 2004

Development
Trade marks Software Wi:b-site costs Total

1,819 5,517 6,454 13,790

1,842 3,287 1,278 2,130 8,537
1,842 5,106 6,795 8,584 22,327

- (198) 12,365) (3,589) (6,152)

(164) (679) '1,550) (1,804) (4,237)

(164) (877) 13,955) (5,393) (10,389)

- 1,621 3,152 2,865 7,638

1,678 4,229 2,840 3,191 11,938

The amortisation charge for the year is included in “cost of sales’.

Trade marks

During 2004 the Group acquired two trade marks: “Company of the year” and “Brand of the year”.
Crosby Group Corporation, the Company that sold the trade mark “Company of the year” to the
Group, was involved in a law suit with another party over the ¢wnership of this brand. Due to an
infringement of Crosby Group Corporation’s right, on 18 Maich 2005 the Moscow Arbitration
Court cancelled the registration of the Trade Mark. However, in July 2005 Crosby Group
Corporation won an appeal in respect of this case (see note 32).

28
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0OAO RBC Information Systems
Notes to the Consolidated Financial Statemunts for the year ended 31 December 2004

Other investments

2004 2003 2004 2003
000 RUR 000 RUR *000 USD* 000 USD*

Non-current -
Available for sale investments - 20 - l
Current -
Trading investments 166,295 - 5,993 -
Bank promissory notes available
for sale 337,729 - 12,171 -

504,024 - 18,164 -

The fair value of trading investments with a carrying amount of RUR 166,295 / USD* 5,993, was
determined by reference to their quoted market prices; these inve stments are listed on the RTS.

Bank promissory notes available for sale include RUR 151,700 -housand/USD* 5,467 thousand of
promissory notes repayable in February 2005 and bearing no interest and RUR 147,829
thousand/USD* 5,327 thousand of bank promissory notes repavable in March 2005 bearing 14%
interest. Also, they include bank promissory notes of RUR 34,900 thousand/USD* 1,258 thousand
with a maturity date 2006-2007 and bearing 14% interest and USD bank promissory notes of RUR
3,300 thousand/USD* 119 thousand with a maturity date 2007 and bearing 9% interest. These
promissory notes were repaid in January 2005.

Available for sale investments as at 31 December 2003 stated :t cost comprised unquoted equity
securities in associates and subsidiaries. These subsidiary compinies were not consolidated in the
Group financial statements as of and for the year ended 31 December 2003 as the impact of
consolidation would not be material to the Group financial stat:ments. The associated companies
were not accounted using the equity method in the Group financial statements as of and for the year
ended 31 December 2003 as the impact of this would not be riaterial. As at 31 December 2004
these subsidiaries are consolidated and the associated companies were disposed of.

Loans granted

Non-current loans granted represent a loan provided to the executive director (see note 30(b)). The
loan is repayable in 2010 and bears 6% interest.

Current loans granted include RUR 8,360 thousand/USD* 301 thousand of 9.75% interest bearing
loans provided to the shareholders (sec note 30(b)); RUR 53,508 thousand/USD* 1,928 thousand
of 5-6% interest bearing loans provided to third parties and 13,840 thousand/USD* 499 thousand
of short-term loans granted to related parties at an effective interest rate of 4% pledged by flats in
Moscow (see note 30(c)). In 2003 the current loans granted repr:sented loans provided to a related
party bearing 0.5% interest and repayable in March 2004.

29
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0A40 RBC Information Systems
Notes to the Consolidated Financial Statemnts for the year ended 31 December 2004

Inventories
2004 2003 2004 2003
000 RUR 000 RUR *000 USD* '000 USD*
Raw materials and consumables 7,908 3,164 - 285 114
Work in progress 2 382 - 14
Goods for resale 78,074 19,109 2,814 688
85,984 22,655 ) 3,099 816

Deferred expenses and deferred income

Deferred expenses represent future advertising expenses and deferred income represent future
revenue from advertising services. Such expenses and income resilt from barter transactions.

Trade and other receivables

2004 2003 2004 2003

000 RUR v 000 RUR *000 USD* 000 USD*

Accounts receivables — trade 536,055 52,662 i 19,318 1,898
Prepayments 124,196 123,171 4,476 4,439
VAT receivable 82,759 79,713 2,982 2,873
Interest receivable 9,122 2,409 329 87
Other receivables 228,555 33,226 8,237 1,197
980,687 291,181 ) 35,342 10,494

Other receivables include a receivable for the sale of treasury shares of RUR 169,397 thousand
/USD* 6,105 thousand (2003: nil) and a receivable for the sale: of trading investments of RUR
46,063 thousand/USD* 1,660 thousand (2003: nil).

Cash and cash equivalents

2004 2003 2004 2003
000 RUR 000 RUR ’000 USD* ’000 USD*
Cash in bank and on-hand 129,969 423,550 ) 4,684 15,264
Cash held by brokers 439,507 - 15,839 -
Cash and cash equivalents in the -
statement of cash flows 569,476 423,550 20,523 15,264
30

* The USD equivalent figures are provided for information purposes only and do not form part of the
audited financial statements — refer note 2(d).
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(b)

(c)
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OAO RBC Information Systems
Notes 1o the Consolidated Financial Statements for the year ended 31 December 2004

Cash held by brokers represents cash expected to be used for the: purchase of trading investments.
This cash could be received at any time with a 10 days’ notification.

Equity
Share capital and share premium

Ordinary Ordinary

Number of shares unless otherwise stated shares shares
2004 2003

Authorised shares 115000000 100 000 000
Par value RUR 0.001 RUR 0.001
Issued at beginning of year 100 000 000 100 000 000
Issued for cash 15 000 000 -
Issued at end of year, fully paid 115000000 100000 000
Treasury shares

At the balance sheet date the Group held 150 000 (2003: nil) of its own shares.

Dividends

In accordance with the Russian legislation the Parent Company’; distributable reserves are limited
to the balance of accumulated retained earnings as recorded in the Parent Company’s statutory
financial statements prepared in accordance with Russian Accounting Principles. As of
31 December 2004 the Parent Company had a cumulative retair ed loss, including the loss for the
current year, of RUR 3,687 thousand (USD 133 thousand converted at the closing exchange rate of
27.7487). As of 31 December 2003 the Parent Company hid cumulative retained earnings,
including the profit for the year, of RUR 1,940 thousand (U3D 70 thousand converted at the
closing exchange rate of 27.7487).

Warrants

No new shares were issued in order to settle the warrants. For this purpose, the Group acquired and
issued treasury shares.

31
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Notes to the Consolidated Financial Stateme nts for the year ended 31 December 2004

23 Loans and borrowings

(a)

This note provides information about the contractual terms of the Group’s loans and borrowings.

2004 2003 2004 2003
000 RUR ’000 RUR ’000 USD* *000 USD*
Non-current B
Secured bank loans 154,883 - 5,582 -
Unsecured bond issue 167,680 163,816 6,043 5,903
322,563 163,816 - 11,625 5,903
Current -
Current portion of secured bank
loans 31,052 1,119
Unsecured borrowings 9,679 - 349 -
40,731 - 1,468 -

For more information about the Group’s exposure to interest rite and foreign currency risk, see
note 28.

Terms and debt repayment schedule

000 RUR Tatal Under 1 year 1-5 years

Secured bank loans:

USD - fixed at 13.25% 185,935 31,052 154,883
Unsecured bond issues
USD - fixed at 15.25% 167,680 - 167,680
Unsecured borrowings
USD - fixed at 5% 9,679 9,679
363,294 40,731 322,563

32
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(a)

’000 USD*

Secured bank loans:
USD - fixed at 13.25%
Unsecured bond issue
USD - fixed at 15.25%
Unsecured borrowings

USD - fixed at 9%

0AO RBC Information Systems
Notes to the Consolidated Financial Statements for the year ended 31 December 2004

Toral Under 1 year 1-5 years
€,701 1,119 5,582
€,043 - 6,043

349 349 -
13,093 1,468 11,625

The secured bank loans are received from KB O0OQ Moskonmerzbank. The bank loans are
denominated in USD and have an effective interest rate of 13.25%. They are secured by TV
equipment with a carrying amount of RUR 118,185 thousand /USD* 4,259 thousand (see note
14(b)) and 3,661,774 shares of RBC Information Systems pledged by shareholders (see note 30).

In February 2003, the Group issued long term 15.25% bonds witt: a par value of USD 6 million and
a maturity date of February 2006. The bonds have an effective ir terest rate of 19.25%. Subscribers
to the bonds received a warrant to acquire 10,000 shares in REC Information Systems for every
bond held exercisable at any time after a 12 month period from issue of the bonds. The warrant
exercise price is nil. Following their issue, the warrants are detachable from the bonds, At 31
December 2004 there are 15 warrant unexercised, equal to 150 000 shares. The interest on the
bonds is payable on 30 June and 31 December in each year starting from 30 June 2003.

Deferred tax assets and liabilities

Recognised deferred tax assets and liabilities

Deferred tax assets and liabilities are attributable to the following items:

000 RUR Assets lLiabilities Net
2004 2003 2004 2003 2004 2003
Property, plant and equipment - (70,2 5?) (61,471)  (70,259)  (61,471)
Intangible assets - - (38,719)  (29,493)  (38,719)  (29,493)
Inventories - - - (2,394) - (2,354)
Trade and other receivables 1,199 1,505 - 1,199 1,505
Loans and borrowings - (5,549) (3,956) (5,549) (3,956)
Trade and other payables 999 6,276 - - 999 6,276
Tax loss carry-forwards 856 - - - 856
Tax assets/(liabilities) 2,198 8,637 (114,5 27) (97,314) (112,329)  (88,677)
33
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(b)

000 USD*

Property, plant and equipment
Intangible assets

Inventories

Trade and other receivables
Loans and borrowings

Trade and other payables

Tax loss carry-forwards

Tax assets/(liabilities)

OAO RBC Information Systems
Notes to the Consolidated Financial Statements for the year ended 31 December 2004

Movement in temporary differences during the year

000 RUR

Property, plant and equipment
Intangible assets

Inventories

Trade and other receivables
Loans and borrowings

Trade and other payables

Tax value of loss carry-
forwards recognised

Assets Liabilities Net
2004 2003 200« 2003 2004 2003
- (2,515 (2,215) (2,532) (2,215)
- - (1,393) (1,063) (1,395) (1,063)
- - - (86) - (86)
43 54 - - 43 54
- - (200) (143) (200) (143)
36 226 - - 36 226
31 - - - 31
79 311 4, I‘E (3,507) (4,048) (3,196)
1 January Recognised 31 December
1004 in income 2004
(51,471) (8,788) (70,259)
(29,493) (9,226) (38,719)
(2,394) 2,394 -
1,505 (306) 1,199
(3,956) (1,593) (5,549)
6,276 (5,277) 999
856 (856) -
(88,677) (23,652) (112,329}
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1 Junuary Recognised 31 December

’000 USD* 004 in income 2004
Property, plant and equipment (2,215) (317) (2,532)
Intangible assets (1,063) (332) (1,395)
Inventories (86) 86 -
Trade and other receivables 54 (11) 43
Loans and borrowings (143) (57 (200)
Trade and other payables 226 (190) 36
Tax value of loss carry-
forwards recognised 31 3n -
(3,196) (852) (4,048)

Earnings per share

The calculation of basic earnings per share at 31 December 2004 was based on the net profit for the
year and the weighted average number of ordinary shares outstanding during the year of
103,347,500 (2003: 100,000,000) calculated as follows:

In thousands of shares 2004 2003

Issued ordinary shares at 1 January o 100,000 100,000
Effect of own shares held (403) -
Effect of shares issued in October 3,750 -
Weighted average number of ordinary shares at 31 December T 103,347 100,000

A weighted average number of dilutive potential shares (warraats) of 402,500 (2003: 1,130,000)
was taken into account in the calculation of diluted earnings per share. The assumed issue of
warrants had no effect on the net profit for the year.

35

* The USD eguivalent figures are provided for information purpoces only and do not form part of the
audited financial statements — refer note 2(d).




26

27

OAO RBC Information Systems
Notes to the Consolidated Financial Statements for the year ended 31 December 2004

Trade and other payables

2004 2003 2004 2003

000 RUR 000 RUR 000 USD* 000 USD*

Accounts payable - trade 136,062 93,143 4,903 3,357

Advances received 40,348 120,405 1,454 4,339

Payables to shareholders 135,070 136,347 4,868 4,914

Income tax payable 23,884 8,509 860 306
Other payables and accrued

expenses 159,043 11,565 5,732 417

494,407 369,965 17,817 13,333

Other payables and accrued expenses include RUR 114,261 thcusand/USD* 4,118 thousand of
payables for the purchase of treasury shares (2003: nil).

Share options

In July 2002, the compensation committee of the Group set up an option program for the members
of the Board of directors. Under this program within a 3-year period a performance assessment
needs to be made of each member. The result of the performance assessment will determine the
number of shares to be granted to each of the members. The follo'ving maximum number of shares
to be granted were determined by the compensation committee:

German Kaplun 500,000
Alexander Morguichik 500,000
Dmitry Belik 500,000
Sergei Lukin 250,000
Oleg Diatlov 250,000
Yuri Mostovoy 250,000
Givi Topchishvili 250,000
Hans-Joerg Rudloff 250,000
Neil Osborn 250,000
Michael Hammond 250,000

The shares will be exercisable at 130% of the $0.83 share price: at which the Parent Company’s
ordinary shares were initially offered to the public in April 2002.

As at 3] December 2004 the performance assessments had not bezn made and the number of shares
to be granted to each member of the Board of directors had not been determined. The total number
of shares reserved for the share option program for Board inembers amounts to 3% of the
Company’s total issued shares.

At present the Group does not have a share option program for raiddle management but the Board

of directors is considering such a program. After introduction of such program the total number of
shares reserved for share option programs may reach up to 5%.
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Financial instruments

Exposure to credit, interest rate and currency risk arises in the riormal course of the Group’s
business.

Credit risk

The Group does not require collateral in respect of financial assets. Credit evaluations are
performed for all customers, other than related parties, requiring cre«lit over a certain amount.

At the balance sheet date there were no significant concentrations of credit risk. The maximum
exposure to credit risk is represented by the carrying amount of each financial asset in the balance
sheet.

Interest rate risk

The Group adopts a policy of ensuring that the major part of its 3xposure to changes in interest
rates on loans and borrowings is on a fixed rate basis.

Foreign currency risk

The Group incurs foreign currency risk on sales, purchases and borrowings that are denominated in
a currency other than RUR. The currencies giving rise to this risk are primarily USD and Euro.
Management does not hedge the Group’s exposure to foreign currency risk.

Fair values
The fair value of investments is discussed in note 16.

In other cases fair value has been determined as of the balanc: sheet date by discounting the
estimated future cash flows using market interest rates for similar instruments. As a result
management believes that the fair value of its financial assets and liabilities approximates their
carrying amounts.

Contingencies

Insurance

The insurance industry in the Russian Federation is in a developing stage and many forms of
insurance protection common in other parts of the world are rot yet generally available. The
Group does not have full coverage for its plant facilities, bus.ness interruption, or third party
liability in respect of property or environmental damage arising from accidents on Group property
or relating to Group operations. Until the Group obtains adequite insurance coverage, there is a
risk that the loss or destruction of certain assets could have a material adverse effect on the Group’s
operations and financial position.

Taxation contingencies

The taxation system in the Russian Federation is relatively new and is characterised by frequent
changes in legislation, official pronouncements and court decisions, which are often unclear,
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contradictory and subject to varying interpretation by different ta:¢ authorities. Taxes are subject to
review and investigation by a number of authorities, which have the authority to impose severe
fines, penalties and interest charges. A tax year remains open ifor review by the tax authorities
during the three subsequent calendar years; however, under certiin circumstances a tax year may
remain open longer. Recent events within the Russian Federation suggest that the tax authorities
are taking a more assertive position in their interpretation and enforcement of tax legislation.

These circumstances may create tax risks in the Russian Federation that are substantially more
significant than in other countries. Management believes that it has provided adequately for tax
liabilities based on its interpretations of applicable Russian tax le;zislation, official pronouncements
and court decisions. However, the interpretations of the relevant authorities could differ and the
effect on these consolidated financial statements, if the authoriies were successful in enforcing
their interpretations, could be material.

The way in which the Group structured its activities within the (iroup may possibly be challenged
by the tax authorities of the Russian Federation. In addition, some: transactions of the Group, aimed
at reduction of tax costs, may be not in compliance with the tran:fer pricing provisions of Russian
tax legislation. In case of successful challenge by the tax autlorities, additional tax payments,
including fines and penalties, could be assessed.

Based on the facts available, no provision for potential tax liibilities has been made in these
consolidated financial statements, as management believes that it is not likely that an outflow of
funds will be required to settle such obligations,

Management has determined that it is not practicable to estimate the amount of potential tax
liabilities, relating to the current and previous financial years, which could be imposed on the
Group as a result of the above.

Related party transactions

Control relationships

The Parent Company is owned by individuals. Top managem«nt control 65.54% of the voting
shares of the Parent Company. In addition, the Group has a con'rolling relationship with all of its
subsidiaries (see note 31 for a list of subsidiaries).

Transactions with management and close family members

Loans to executive directors amounting to RUR 4,440 thousand / USD* 159 thousand (2003: nil)
are included in “non-current loans granted” and RUR 8,360/USD* 301 thousand (2003: nil)
included in “current loans granted” (see note 17). The non-current loan granted bears 6% interest
and is repayable in 2010. Current loans granted bear 9.75% interest and are repayable in 20035,

In addition 3,661,774 shares of RBC Information Systems owred by shareholders were pledged
under the non-current secured bank loan (see note 23(a)).
Transactions with other related parties

Related parties comprise the shareholders of the Parent Company and all other companies in which
those shareholders, either individually or together, have a controliing interest.
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During 2004 the Group received financial services from its related parties for RUR 3,080
thousand/USD* 111 thousand (2003: nil).

During 2004 the Group received IT services from their related parties for RUR 10,169
thousand/USD* 366 thousand (2003: nil).

As at 31 December 2004 the Group has granted loans ¢f RUR 13,840 thousand/USD*
499 thousand to its related parties at an effective interest rate of ¢%. The loans are pledged by flats
in Moscow (see note 17).

During 2004 the Group received bridge financing from its related parties of RUR 110,995/USD*
4, 000 thousand at effective interest rate of 12% (2003: nil).

During 2004 the Group received an interest free loan from tte sharcholders of RUR 641,700
thousand/USD* 23,125 thousand. The loan was repaid close t¢ the year end. Also in 2004 the
Group provided a loan at effective interest rate of 9,75% of RUL. 572,161 thousand/USD* 20,619
thousand to its sharcholders. The loan was repaid in 2004.

Pricing policies

Prices for related party transactions are determined by the Group «n an ongoing basis.

Significant subsidiaries

Country of incorporation Ownership/voting
2004 2003

ZAQ “RosBusinessConsulting” Russia 100% 100%
“RBC-Publishing” Ltd. Russia 100%
“RBC Information Systems (Europe)” N.V. The Netherlands 100% 100%
RBC Investments (Cyprus) Limited Cyprus 100% 100%
000 “It Grupp” Russia 100%
ZAOQ “RBC Soft” Russia 100% 100%
OO0 “RBC Center” Russia 100% 100%
Information Research Center PECOM Russia 100% -
Politics, Economics, Marketing
000 “Art Systems” Russia 100% 100%
000 “Art Reclama” Russia 100% 100%
000 “RBC-Reclama” Russia 100% -
ZAO “RBC-TV” Russia 100% 100%
000 “RBC-TV Production” Russia 100% 100%
ZAO “RBC Holding” Russia 100% -
00O *“Niken” Russia 60% 60%
000 “Merkot” Russia 60% -
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000 Niken and OO0 Merkot are consolidated based on 100% ¢wnership as 40% of their shares is
held by nominal shareholders for the benefit of the Group.

Events subsequent to the balance sheet date

The Group established a Level-l ADR program (ticker symbol: RINFY, CUSIP number:
75523Q102) for its common stock on March 24, 2005. One AUR represents four ordinary shares.
ADRs are tradable on the OTC market. The main goal of the istue is to enable international retail
and institutional investors to participate in the share capital of RE.C.

The Group purchased the trademark “Company of the year” from Crosby Group Corporation (see
note 15(b)). However, due to an infringement of Crosby Group Corporation’s right, on 18 March
2005 the Moscow Arbitration Court cancelled the registration of the trade mark. Crosby Group
Corporation filed an appeal against the decision of the court, which it won in July 2005. The next
appeal is not expected until the end of 2005.
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Dear Shareholders,

The Company had a tremendous 2004 - we reached
all key targets on our agenda for the year, which
resulted into significant growth of RBC's business.
RBC further reinforced its position as a provider of a
broad range of advertising services and an undisput-
able leader in bringing practical, user-friendly and

advertisig revenue reache .
was comparable 1o RBC's revenue from online
advertising

#: RBC TV is strongly on track 1o reach an opera-
tional break-even point in the 2nd quarter of
2005

# RBC was given 51st place on the Deloitte
Technologry Fast 500 rating of the fastest grow-
ing bi-tech companies in EMEA
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@ RBC was ranked 14th in the S&P Transparency and Disclosure
Survey 2004 of 60 largest Russian puslic companies

#: The Company was granted the highes: A-class corporate governance
rating by Expert RA rating agency and the Russian Institute of
Directors

All segments of our media business demonstrated leadership in its field.

base by about 2% to otal 250 various state. argamzanons
and medium-size enterprises. An impressive growth in this area was achieved
thanks to a well-diversified product portfolio, strong project implementation
capabilities and a favorable market situation.

We are extremely proud of the talented and professional RBC team. Our
leadership primarily depends on our people, 1s it is their skill, application
and dedication that create independent current news and top-notch IT
products.
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We are benefiting from strong execu:ion of our growth initiatives and
Russia's good economic performance. As a result, we are going into 2005
with excellent momentum and solid bisis for further expansion. Looking
forward, we are planning to build on our successes as we launch more
new media and IT projects in 2005 and beyond. We are also confident
that our organic growth will be considerably accelerated through acqui-
sitions.

German Kaplun

Di Yuri Rovensky
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RBC is a leading, and the most reliable, source of business information in
Russia, and one of the main players on the domestic software programming
market. Since its establishment in 1993, the Company has developed into a
prominent media & IT group showing strong double-digit growth,

RBCs media business is reptesented by information agency RIA
RosBusinessConsulting, Russia’s largest financial & economic news portal
wwwrbcru and a number of other onl ine resources rnamy targeted at the

RBC was the 1st company to conduct a successful PO in Russia. It keeps the
focus on implementing sound principles of corporate governance and infor-
mation transparency, which are an indispensable precondition for obtaining
and retaining the trust of shareholders. Achievements in this area have been
recognized by S&P and the Expert RA rating agency. RBC’s Board is one third
comprised of independent members, who guarantee the rights of minority
shareholders and bring in additional exp>rtise.
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Subsidiaries and joint ventures

RBC's ultimate holding company was incorporated and registered on 18
August 2000 as a Russian open joint-stock company called OAO Netrus
Holding in the register of the Moscow Registration Chamber under number
002.010.991. OAO Netrus Holding was tenamed into OAO RBC Information
Systems on 13 September 2001 and re-registered as such on 24 September
. 2001 _On 31 October 2002 OAO RBC Informauons Systems was entered into.

— represents the holdmg in jOH’]t ventures and/or in
the share capital of other companies.

ZAORBCTV
— the business news television station of tha holding.

RBC Information Systems (Europe) N.'/. — founded in the Netherlands
for the provision of media and IT services or foreign markets.

000 RBC-Publishing
— founded for the marketing of RBC's advertising services.
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000 RBC-Reklama
= promotes RR('s advertising services on different markets,

ZAO Information and Research Center "Politics, Economics, Marketing'

The Company participates in joint ventures where itis necessary to con-

sider the needs of it customers and the requirements of specific transac-

tons. I is the Company's pojic i ownership i
. Lok

, 1Cy..to. hold a.m nimy
joint ventur s

000 Merkot /0% venture that owns or
T est banner exchange networks, 3s well as
Internet forum (www.webforum.ru). The com-
N __Mp,as[\“yA»i§”c.o.r3r‘r.o_lfaed)\{_ia ZAQMRBC Helding.

------------------------- e N i ottt sy,

ZAORBC This joint ventyre is wholly ownec by the hoig- 100%
Engineering ing Ccompany (RBC Holding has 9oy of the
shares, and RBCG-Center has 19%). The venture is
the founder of the electronic newspaper RRC-
Daily (Certificate No. 77-8050 deted June 20,
2003, issued by the Russian Media Ministry),
RBCDaily specializes in financial, €conomic and
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he joint venture is wholl owned by the ho
ing company (RBGTV has 119% of the shares, and
RBC information Systems has 196). The venture
was founded for the prod Jction of different TV

000 RBC-TV
Production

RBC This joint venture s wholly owned Dy the 100%
(RBC information. Systems
% of the shares).

ppbyide services
holding company

Our leadership depends on OUr people. L is their skill, application and dedi-
cation that create independent current A€WS and top-notch IT products. In
this respect, RBC's human resources pelicy is focused on building 2 highly
efficient, responsible and cohesive team capable of securing 2 leading posi-
tion for the Company ind competitive market to meet the manifold demands

of ali clients.
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The Company views the following issues as basic HR policy objectives:
Hncreasing work motivation, creating employees' direct interest in
achieving bigh results
“ building and training a personne: reserve to be promoted 1o manage-
rial positions based on a career-planming system and continued
personnel training
& creating a system of social benefis for employees

“ providing opportunities for barrionious personal and professional
deyelopment of employees

spaper of the year 200

RBC is implementing corporate social projects for its employees and their
families. The Company has launched a syster of social benefits, and has adopted
short- and long-term plans for professiona. skills development. The Company
has obtained special insurance, crediting anci other offers for its employees. Also,
the Company organizes corporate contests and offers various sports, as well as
arranges contests and team-building events for employees and their families.
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E 'The'payroll total reflected an mcreése inthe number of reporters and analy

Average staffing numbers by department are shown in the following table:

RBC TV and RosBusinessConsulting information agency resulting from the launch
of new TV programs and Internet resources. The number of sales specialists was
also increased. The Company believes that a strong sales force is key for being suc-
cessful in the advertising business. In the area of IT services, more programmers
and project managers were recruited to carry out the increasing numbet of IT
projects.




Annual Report |




Annual Report

Organizational structure
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Macroeconomic review for 2004

By and large, the year 2004 proved succzssful for Russia from the macroeco-
nomic perspective. Faster growth rates of the world's largest economies fur-
nished a favorable foreign economic situ: tion for Russian exporters, permitted
the Bank of Russia to considerably augment the country's gold and currency
reserves (up by 61.87% to $128.5bn at year-end), yie ded a substantial sur-
. plus m the federal budget and allowed [0 increase_th

credmng, decent growth of services purchased by the public (up 7%), and a
decreased addiction to ruble-denominated personal savings observed in 2004
compared with 2003,

In 2004, inflation on the consumer market was 11.7% compared with 12% in
2003. The insignificant inflation slowdown was accounted for by outpacing
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growth of commodity prices closely linked to dynamics of global prices (prices
for gasoline, diesel oil, principal foodstuffs).

Further economic growth and the relatively low inflation rate facilitated an increase
in real disposable personal incomes, which rose by 7.8% compared with 2003. The

monthly average nominal gross wages grew by 18.3% against 2003, to 8 736 rubles
The growth rate of real gross wages per employee amounted to 10.8%.
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St. Petersburg is the leader among Russian regions, with an advertising market
estimated at 8200 million. It is followed by Ekaterinburg, Novosibirsk, Samara
and Krasnoyarsk. The overall volume of the advertising market in Russian cities
with a population of 1 million or more (without Moscow and St. Petersburg)
totaled over $300 million, and that in 20 cities with inhabitants of 500,000 to
1 million, $210 million.
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According to data of the BBDO Group, the advertising market expanded
37%, and this year is expected to grow at leasi. 30% due to higher attractive-
ness of advertising for Russian advertisers and :itrengthening competitiveness.
Moreover, western companies which have not dealt with Russia have started
entering the Russian market.

According to the UK's ZenithOptimedia, th2 Russian advertising market
has. remamed a phenomenon in comparlson i0. European and global acti

o AL o s By e
Source: AKAR ZowithOptmadia, Aqgls, Buresal

Under estimates of TNS Gallup AdFact, the growth rate of the Russian advertis-
ing market could remain high since spending 01 advertising per capita surged
to 824 from $18 but has not reached the average global level.
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by an increase in television's share. In 2005, TV channe

Advertising spending per capita in 2004

s will account for
about 45.6% of advertisers' spending and in 2006, this rate will reach 47.2%.
According to data from TNS Gallup Ad?act, in 2004 certain changes in the
most advertised entities in various media were reported. In 2003, beer, refresh-
ment drinks and cleaning agents were leaders in TV advertising, and in 2004,
mobile communications services were in the top 3.
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Share of the advertising market in GDP, (%)

_ *Contextual onim adve
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online adverusmg market is expected to reach 190 million and show annual
growth of 60%. It is forecast to outpace other segments until it achieves a 5%
share of the advertising market, as in the US. Under estimates of the Russian
Communications Ministry, the increase in Interr et traffic has already exceeded
160% and the overall number of Russians using the global network totals,
under various estimates, 16 to 18 million peopl:.

Thus, the Russian market is programmed to grow ahead of the global rates.
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IT market overview

The Russian IT market has remained ore of the fastest-growing segments of
the economy, with an annual average growth rate of 23-25%.

Russian IT market growth ($ billion)

 As is clear from the table, IT market sh:
continuously.

e in-the nation’s°GDP 1§ increasing

For the present, the market has remr ained technically-oriented since
equipment supplies account for the iargest share. Yet equipment sup-
plies are gradually declining in volume, perfectly in keeping with gen-
eral global trends where services tak:e up the largest share. Decrease
in the IT equipment share is prompted mainly by IT consulting's
expansion.
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IT services demonstrate the greatest growth potential since corporations have
already been through the first IT equipment «situration» phase, now moving
gradually to building business processes based on information technologies.
IT costs account for 21% in the expenditure pattern of Russian enterprises,
below the rates of western Europe where IT services take up around 30% of
budgets. Hence, Russia possesses an excellent opportunity for considerable
growth.

1T services share of IT markets in certain (ou

he greatest part (33% and 27% respecnve y) of revenue “service
market. Software and hardware implementation and maintenance (18%) also
represent a sizeable market sector.

Rated on their growth pace, the least-develoded market segments outrun
average market rates. Hence, in 2003, overall mirket growth totaled 20% only
while revenue from IT companies' outsourcing and consulting services grew by
almost 40%, and from training services sales by up to 30%.
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IT services ma

rkat breakdown by sector in 2004

ly

services, the energy sector, consumer products and retail
their efficiency under conditions of tougher competition, they demonstrated
increasing demand for business proces: automation software, for instance
enterprise resource-planning (ERP) and client relations management (CRM)
systems. Furthermore, the banking sectol and the services sector are expected
to expand rapidly, and by 2008, banks will join the top three largest IT con-
sumers.

sales. To enhance
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The government's intention to create a favorable climate for IT development
could be a2 major growth driver for the industyy. For example, in November
2004, the Cabinet approved ‘The Concept of Development of the Information
Technology Market in Russia’, which, among ottier important measures, envis-
ages the establishment of several technology parks (technoparks). Their main
advantage is the creation of a large pull of IT speialists, offering good telecom-
munication infrastructure and tax privileges to sarticipating companies.

mpany has also developed a number of -
ucts, online financial tools, instruments for graphic analysis, interactive data-
bases and trading platforms for subsctibers to its paid resources. RBC provides
online quotes and interactive graphs from m:tjor Russian and international
exchanges. RBC's information terminal QuoteTotal with huge volumes of data
on the Russian market has become one of the Company's top selling products
intended for financial market professionals.
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New product launches made in 2004 include an online
bulletin board service to connect buyers and sellers of
different businesse:: (wwwbiztorg.ru), an aggregation of
a wide array of raiings and rankings on different top-
ics (RBC Ratings) and an online board on real estate
and construction intended primarily for premium class
housing offerings (RBC Real Estate). The Company
Irive its subscription, revenue, going .

e rowth in usag combmed:wnh »thev-v
high demogtaphic quality of the audience, enabled RBC
to raise its Internet advertising rates by 30% in 2004, and
to announce that the next 30% rate increase would be
in April 2005.

Among the companies that became RBC's new advertis-
ing clients in 2004 are Autokey, AvtoSpecCentre Audi na
Taganke, Arbat Prestige, Web-invest Bank, Glavmosstroy,
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ts. chents It has a strong sales force, generating 80% of

Guta Insurance, Eurose: Irkut, Konfael, CIT Asset
Management, Prospect Investment, Rosgosstrakh,
Citibank, Construction Gtoup Su-155, TNK-BP, Citroen,
Kyocera, LG, Mercedes Benz Center, MUSA MOTORS,
Panasonic, SAP and Sun Microsystems. The total number
of RBC's advertisers reach2d 1,700. The Company offers
Internet + TV' advertising packages to the majority of

with other mass media as vzell as experience gained in the
sphere of organization of ¢fficient advertising campaigns,
RBC continues to develcp its marketing communica-
tions branch. The Compariy holds international business
conferences and acts as an advertising agency for clients
spending a considerable part of their advertising budgets
on RBC's media resources The Company also organizes
such prestigious national business contests as «Person
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of the Year» and «Company of the Year» In 2004, RBC
acquired rights to the «Best Brand/EFFIE» award program
in marketing and aclvertising given to the most successful
projects and campzigns in the field of creation and pro-
motion of brands 01 the Russian market.

E5¢ TV, The RBC TV channel, one of the Company's most
ambitious projects, was launched in September 2003

and created by the Company’svstaff:-
is complemented vith general and business internation-
al news coverage provided by CNBC, CNN, Bloomberg
and other foreign information providers.

RBC TV has mode:n studious with cutting-edge equip-
ment and high-grade technical capabilities. It widely
employs continucusly updated graphic and textual
video-materials (criwlers, multi-image screens) that serve
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to illustrate and promptly reflect recent market changes. The television signal
is beamed via the satellite channels of NTV-Plus and Cosmos TV, as well as via
cable networks, through regional terrestrial operators and via the Internet.

In 2004, RBC TV continued to actively develop, expand its coverage and
gain audience. According to the results of a research report produced by
COMCON-Media, an independent media reseurcher, the television channel
almost doubled its weekly auchence from 1. 562 million viewers in April 200

the 3Company’s esumauons :

Sowurce: COMCON-Meddin, October 2004
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Breakdown of RBC TV viewers by age

As a result of rapidly growing audience statistics and visible quality improve-
ments, the total number of RBC TV advertisers increased to around 100. The
key advertisers of RBC TV consist of finincial organizations, including banks
and insurance companies, real estate a3encies, construction firms, business
service providers, telecommunications and hi-tech companies, luxury goods
producers as well as listed companies ¢nd debt issuers. These include Aton
Capital, Aquarius, Aeroflot, Gazprom, Kizkommertsbank, Caligula Boutiques,
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Capital Group, Konti Group, LUKoil, Industrial Group MAIR, MDM-Bank, IFC
Metropol, Norilsk Nickel, Promsvyazbank, Rossiya Insurance Company, Tatneft,
Troika Dialog, UralSib Financial Corporation, Audi, Blackwood Realty, BMW,
Fujitsu Siemens, Genser, Hansgrohe and Partick Hellman Collection.

RBC s IT Busmevss

lored nd off’ the-shelf solutions. (Cor” rate Por
' :Momtormg &Ana”

compamesum 2004 A dxvemﬁed product port 'olio; strong project execution
capabilities as well as a favorable market conditi»n became key drivers of RBC's
growth in this field.

In the year under review, the Company significantly increased the number
of contracts with different government ager cies and state organizations.
These involved large infrastructure projects, including establishment
of distributed inter-regional computer networks, data storages, large-
scale training of customer employees, etc. Such unique projects have
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been accomplished or are being implemented for the Federal Agency
for Education, the Federal State Statictics Service (Rosstat), the Federal
Customs Service, the Federal Agency ror Atomic Energy (Rosatom) and
other government agencies.

--up customs procedures and 1elp protect the nghts of honest:buyers-of motor-
vehicles.

Another example of a unique infrastructure project carried out by RBC is the
development of 2 modern secured system aimed at controlling and tracking all
credit transactions secured with movable: property in the Russian Federation.
The system was ordered by the Russian Finance Ministry and the funding was
provided by the World Bank. The project was implemented in association with
IRIS Center at the University of Maryland whose role was to create a general
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concept for the implementation of the project and give recommendations
regarding necessary amendments 1o law in order Lo eliminate contradictions
hampering the development of such type of credit deals,

The Company is successtully Promoting its IT scilution for the leasing industry
developed on the basis of Microsoft Navision platform. RBC has designed addi-
tional modules fesponding to the specific needs of Russian leasing companies,
This solution s enj large

irst Internati

s been assigne
ked among the 1op hunits BC R
company assigned 2 rating by Deloitte in 2004. he Company's annua} average
8rowth rate over the [as five years amounts (o 1,569%. RBC was also ranked
Number 11 among leading software developers on the Russian IT market on
the iOne-2004 rating list, with such giants as Microsoft and SAP occupying top
positions.

In the year under review, the Company developzd and implemented 4 career-
planning system, €ncouraging employees to im prove their professional skills,
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The latest certification audit of the quality management system prolonged
RBC's certificate of compliance with the requirements of international stand-
ard ISO 9001:2000 as applicable to the d:sign, development and implementa-
tion of IT solutions until 2008.

In 2004, RBC's clients included Russia's largest institutions and companies,
such as Kazkommertsbank, KamAZ-Leasing, LUKoil, Perekrestok retail chain,
the Ministry. of Finance of the Russum Federamon the Federal Agency for
Educanon the Federal : ‘

2
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Directors' Report

Strategic achievements, In media, RBC further reinforced its position as

a leading provider of business and fnancial information for Russian-
speaking audiences. The successful development of RBC TV, Russia's first
business television station, as well as “he launch of new Internet media
products, enhanced the number of users of RBC‘s information resources,
and allowed

The Company outperformed it preliminary top-line growth targe
and generated $79.7m against $71m prcjected initially. The Company's total
full-year revenue (including RBC TV) soared 55% from $51.5m in 2003 to
$79.7m in 2004. Media and IT revenue (excluding RBC TV) was up 38% from
$45.5m in 2003 to $62.6m in 2004, driv>n by dynamic expansion in Online
Advertising and IT Services. Media Serv ces accounted for 46% of the total
RBC sales, with IT Services bringing 32% ind the remaining 22% coming from
RBCTV.
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The breakdown of revenue by business lire

formed the management's forecast, delivering 317.1m in revenues compared
to the initially forecasted §16.0m, due to effici>nt marketing and impressive
audience statistics.

According to the independent media research:r COMCON-Media, RBC TV's
weekly audience in Russia almost doubled, soaring from 1.563 million view-
ers in April 2004 to 3.094 million in Octobe: 2004. The coverage, ie. the
number of people who can watch the channel in Russia, reached 37.456 mil-
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lion. This means that RBC TV's core audience rose from 5.4% to 8.3% of the
total coverage. The average daily audience reached 1.680 million people on
weekdays. As a result of rapidly growing udience statistics and visible quality
improvements, the total number of RBC TV advertisers increased to around
100, and the average capacity utilization ate reached around 15% of available
advertising time.

et income dramaucally mtfeased from 83
$§104m (13% of revenue) in 2004.
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Strategy

The Company has been growing intensively over the past four years — its
revenue has risen by at least 50% annually. Tt e main objective of the RBC
management for the next few years will be to sustain the current growth rate.
The Company intends to reach this objective through the development and
implementation of new projects as well as throuzh the acquisition of attractive
media and [T assets. ...

RBC also plans to expand into the Ukrainian media market, which has enor-
mous growth potential. Statistics show that Ukriine's population is only three
times less than the population of Russia, wherzas the Ukrainian advertising
market is about ten times smaller. This ratio is very likely to level out in the
next few years, driven by the advancement of democratic reforms, overall eco-
nomic growth in the country and increasing ccoperation with the European
Union.
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RBC TV's primary objective for 2005 will be to expand its distribution in
Moscow so that to make the channel avzilable to every household in the city.
The management believes an increase in the Moscow audience coverage will
be the main driving force behind the growth of the advertising revenue of the
business TV channel.

The Company is going into 2005 with an excellent momentum and solid basis
. for further expansion. Looking forward, RBC intends to build on its current
success and develop its business e e
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Risk structure

The Company's commercial operations depend on a lot of external and inter-
nal factors and may be subject to negative impact. Both quarterly and annual
results of the company's operations may substantially change in the future
because of many factors, most of whica are not under the control of the
Company or its managerial bodies. Such ractors include the following:

'be‘de’ lopment of_the p ztz

the extent to wbzcb 1the Cor
: ;m tbe marleets fo nfo
- Services,

@ the rate of new client and subscriber acquisitions

@ the timing and effectiveness of the Company's marketing efforts to
acquire subscribers and promo.e the Company's brand

i expenses related 10 upgrading the Company's computer systems and
related infrastructure and

i the timing and effectiveness o) the Company's investment into the
development of new software products.
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The Company may be unable to reduce its expenses quickly enough to offset
any unexpected revenue shortfall, and this coulc have a material adverse effect
on its business, operating results and financial condition. There is therefore
some likelihood that in the future the Company's quarterly operating results
may fall below these expectations of market ana ysts and investors. In such cir-
cumstances, the price of the Company's shares rnay suffer a negative impact.

investments

@ policies and procedures for the management of financial risk, com-
Dliance with a centralized corporate commercial policy to decrease
credit risk

% Code of Business Conduct which is apflicable to all employees

@ unified IT standards and timely renewal of the Company's technical
equipment 1o minimize information rik




Annual Report

& assistance from independent aclvisors 1o receive an unbiased profes-
sional opinion on complex transactions.

An internal audit function operates under a Charter which defines objectives,
authority and responsibility of the Internal Audit Department. The goals of
the Internal Audit Department is to provide an independent assessment of
risk, condition of assets, commercial and financial discipline at the Company;,
assessment of the effectiveness of the accounting and int ol syste

: Company The full text of the Charterof the
able on the Company's web site.

‘Audit Department is avai
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Authorized Capital

All shares in the Company are commor. shares. Each common share in the
Company has an equal par value and gives an equal amount of rights to its
holder. Holders of common shares of the Company can participate in 4 gen-
eral meeting of shareholders in accordaace with the Federal Law ‘'On Joint-
Stock Companies' and have a right to vote on all issues within the bounds of
ceive dividends, and. in the event of
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Major Shareholders (over 5%)
(as of 31.12.2004)

25~

the abbreviated ticker symbol is
Trading System (RTS), the dbbre
"the'end of 2003 RBC shares were included in th> R

RBC established a Level-1 ADR program (ticker symbol: RINFY, CUSIP number:
75523Q102) for its common stock on March 24, 2005. One ADR represents
four ordinary shares. ADRs are tradable on the OTC market. The main goal
of the issuance is to enable international retail and institutional investors to
participate in the share capital of RBC.
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Dividends

RBC is a growth story. It operates in tapidly growing industries, develops
new products and services and enters new sectors of the media and IT mat-
kets, which requires the implementation of a comprehensive investment
program. In accordance with recommendations of the Board of Directors
by the, Annual General Meetm of Shareholders

7'7’by the Execuuve Board and the Board of Dlrectors of the ompany ‘At the
end of the options maturity period, which is set by the Board of Directors,
the Compensations Committee determines the number of options that will be
actually granted based on the evaluation of performance of eligible employees
and submits its decision for approval by the Board of Directors. In accordance
with the conditions of the share option program, the Company will have a
priority right to purchase shares from employees, who received them under
the framework of the share option program.
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Corporate Governance Principles

The main principles of the Company's ccrporate governance policy are:
i 10 observe the ethical principles of business conduct

#: 10 have an equal attitude towads all shareholders

# to give sharebolders a real opportunity 10 exercise their rights

fo disclose mformatzon abouz t e Compcm ina tzmely manmner

ro obserye tbe ngbr'
Ompqﬁy;’s‘ jemp’loy

rtaken a range of heightened ot i
corporate governance standards to minimize the risks of infringement of
shareholder rights.

RBC's internal documents do not envisage any restrictions on minority or for-
eign shareholders having stakes in the Company. A shareholder owning more
than 2% of the Company's shates can exercise his rights as provided in the
Company's Articles of Association and current Russian legislation upon pre-
senting the statement of depositary account (in the event that share ownership
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rights are registered in the depositary account). Maintenance of the registry of
shareholders is in the hands of a registrar, which is completely independent
from RBC.

To minimize the risks connected with mergers and acquisitions as well as
reorganization processes and to ensure transpa-ency of decisions taken while
making material transactions, RBC has adopted the Regulation on Material
Corporate Transactions. This docum

areholders. Strategic issu ont
oy by the Company's management the ‘the
Directors. To increase the quality of the Boards performance in general and
the efficiency of decisions made, the Audit and Compliance Committee and
the Compensations Committee have been created. They consist of independ-
ent and non-executive ditectors. Each comm ttee has its own duties. The
Audit and Compliance Committee is responsible for risk management and
control over the financial and economic activities of the Company, and the
Compensations Committee determines remuneiation policies.
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..document, Evaluation of the internal con[rol system by the Board of Directors.

Among the members of the Board of Dir:ctors are five foreign nationals, who
bring in their professional experience to -he Company. Four of them are inde-
pendent directors playing an important rle in protecting the rights of minot-
ity shareholders. The Board of Directors held 12 meetings in 2004,

Internal control over financial and economic activities in RBC is exercised by
the Internal Audit Department, whose zctivities are regulated by a separate

nsmnt Jmp Vement ot mt' nal Control

Information Disclosure

The Regulation on Information Policies, approved by the Company's Board of
Directors, determines the type and volume of information to be disclosed as
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well as its timeliness and equal availability for all interested persons. To ensure
control over the use of insider information, RBC has adopted the Regulation
on Insider Information.

All current information about RBC's activities is presented on the corporate
website. The Company discloses its internal regulatory documents, including
regulations on governing bodies, the Articles 01" Association, etc. Information

ay seriously influence the price of the C 's shares is also avail-

2004. RBC has improved its corporate gavernance figures considerably
over the past six months and has climbed from «B++ » to the ratings
top group. In addition, according to “he results of the Transparency
and Disclosure Survey of Russia's 60 leading public companies con-

ducted by Standard & Poor's intetr ational rating agency, RBC has

ranked among the 14 most transparent companies. The Company
has also received an IR Magazine award for achievements in the field of inves-
tor relations among Russian small- and mid-cap companies.
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Board of Directors

German Kaplun

d | _and has participated in
enures, including 2 sm

. PN
eyt TN
SR il i

Mr. Belik has been a partner in other ventures along with Mr. Kaplun
and Mr. Morgulchik, and is still a partner in a real estate firm. He
has served as the RBC Chief J'inancial Officer since 1998. In 2004,
MrBelik was named among tte 30 most professional chief financial
officers in the rating of the Russian Managers Association.

Shares held in the Company: 21.07%
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Hans Joerg Rudloff

Mr Rudloff began hlS cateer at K1dder Peabody, he worked for this
firm in America and Europe and becaine Chairman of Kidder Peabody
International in 1978, In 1980, he moved to Credit Suisse First Boston,
where he became the driving force in the development of the firm’s
international busmess as weH as the International Capital markets

- Mr. Hammond is a Partner of City Capital Corporation Ltd. Recently he
held the position of Managing Director 1t ABN-AMRO Rothschild. Prior
to this, Mr. Hammond held executive director positions at Flemings,
UBS Warburg and Swiss Bank Corporation. He began his career at Credit
Suisse First Boston in 1982 and held various senior syndicate/capital
market management positions in New York, Tokyo and London.

Shares held in the Company: 0%.
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Yuri Mostovoy

‘‘‘‘‘‘‘‘‘

Pr1or to joining the RBC Bo( rd in 2002 Mr Mostovoy served as
the Global Head of Quantitative Fixed Income Research Group at
Barclays Capital. In this capacity he was leading research and devel-
opment of the global Fixed Income portfolio management system
presently instal ed in over fifty large Europe:m institutional investor

Since 1991, Mr. Lukin has held management positions at Russian
system integration firms in the il and gas sector and in the banking
sector. He began his career at Zeroflot in 1987. Education: graduate
business education.

Shares held in the Company: 0.80%.
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Oleg Dyatlov

Mr. Dyatlov began his career with orie of the major system integra-
tors in Western Siberia, and has he d management positions at 2
number of system integration companies since 1989. Education:
graduate business education.
Shares held in the Company: 0.19%.

AL the beginning of her car
the Tekhnobank and ever

the Company in 1998, Mr. KI
on at a Moscow bank where he was responsit le for informat
Education: Undergraduate degree in Managerial Economics from Moscow
External Humanitarian University.
Shares held in the Company: 0%.

Remunerations to members of the Board of Ditectors were not paid over the
past financial year. There were no changes in thz composition of the Board of
Directors in 2004.
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General Director

Yuri Rovensky

Prior to joining the Company in 2000, Mr. Rovensky worked for
the State Investment Corporztion of Russia as a Counselor to the
-~ Chairman. Other relevant work experience | i

Executive Board members:
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Material Transactions

In 2004 the Company made a deal that is considered a material transaction
under the federal law «On Joint-Stock Companies. » The company (as a bor-
rower) concluded a contract with the Moskommertsbank commercial bank
(as a creditor) on opening a credit line on the following terms: credit limit
- $4,500,000; interest rate — 13.25% per annuin; commission for the opening
and maintenance of the loan account - $96 SO maturity — 5 vears; inter-

5 Tbe prowszon of 4 laan of RURjO 000 durmg tbép' dunitt
: f':.to ZAO RBC Holdmg Tbe deal was approued by tbe 7_‘_, 2 :

6 .Tbe pmvmon of a oan af RUR2 5 000 during the pe; od umzl 26 1 2 2005 by the Company
to ZAO RBC Holding. The deal was approved by the ;ieneral meeting of sharebolders.

7. The provision of a loan of RUR2,000 during the perird until 26.12.2005 by the Company
to ZAO RBC Engineering. The deal was put to vote al the general meeting of sharebolders.

8. The provision of a loan of RURGm during the period until 25.05.2007 by the Company to
ZAO RBC SOFT. The deal was approved by the gener al meeting of sharebolders.

9. The provision of a loan of RURS7.135m during he period until 31.12.2004 by the
Compary to ZAO RBC SOFT. The deal was approved by the general meeling of sharebold-
ers.

10. The provision of a loan of RURI 5m during the perioa until 31.12.2004 by the Company fo
ZAQ RBC SOFT. The deal was approved by the gener 4l meeting of sharebolders.
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11.The provision of a loan of RUR25m during the period uniil 28.02.2005 by the Company fo
ZAO RBC SOFT. The deal was approved by 1be general meeting of shareholders.

12. The provision of a loan of RURI Im during tie period until 29.12.2005 by the Company to
ZAO RBC SOFT. The deal was approved by 1he general meeting of shareholders.

13. The provision of a loan of RUR7S.25m durin3 the period until 31.12.2004 by the Company
to OO0 RBC-Publishing. The deal was put o vote at the general meeting of shareholders.

14.The provision of a loan of RUR8m during thz period until 31.12.2004 by the Company to
00O RBC-Publishing. The deal was put to vote at the general meeting of sharebolders.

15. The provision of & loan of RUR3Gm during th e period until 16.12.2005 by the Company fo
Q00 RBC Publubmg Tbe deal was pul 1o wite at the general meeting of sharehol

promszoﬁ Uf a lorm oj RURZ durmg ke pe
OO Nzleeiz Tbe deal was puz i

24.The provision. of a loan of RUR41 032 41 dmng the per
Compm_} RBC Inuestments (Cyprus) 1%

25 e:promszon of a Ioan of RUR48 5‘ 2 per Py
to RBC Investments (Cyprus) Limited. The dzal was approved by the general meeting of
sharebolders.

26. Tbe provision of a loan of RUR4S.Gm during 'he period until 17.02.2004 by the Company
to RBC Investments (Cyprus) Limited. The dzal was approved by the general meeting of
sharebolders.

27. The provision of a loan of RUR206m during . be period until 17.02.2004 by the Company
fo RBC Investments (Cyprus) Limited. The deal was put to vote at the general meeting of
sharebolders.

28. The provision of a loan of RUR34m during the period until 24.12.2005 by ZAO RBC TV to
the Company. The deal was approved by the general meeting of sharebolders.

29. The provision of a loan of RUR35.5m during the period until 28.12.2005 by ZAO RBC TV
to the Company. The deal was approved by tie general meeting of shareholders.













