

















FROM THE BEGINNING, THE COMPANY’S OPERA-
TIONS HAVE BEEN BASED ON SUSTAINABLE DE-
VELOPMENT PRINCIPLES THAT INCLUDE THREE
FOCUS AREAS: THE GREEN AGENDA, THE NEEDS
OF LOCAL COMMUNITIES, AND THE COMPANY'S
OWN PEOPLE, INCLUDING ENCOURAGING THEIR
PROFESSIONAL GROWTH AND CREATING WORK-
ING CONDITIONS THAT ARE SAFE AND FAIR. THE
COMPANY HAS ISSUED REGULAR GRI REPORTS
(GLOBAL REPORTING INITIATIVE) AND PLANS
TO ISSUE ITS THIRD GRI REPORT SOON, WHICH
WILL COVER THE PERIOD 2008-2009. SOME OF
THE KEY SUSTAINABILITY ASPECTS, WHICH ARE
PRESENTED IN DETAIL IN THE GRI REPORTS,
HAVE BEEN SUMMARIZED IN THIS REPORT.

14. SUSTAINABLE DEVELOPMENT

ENVIRONMENTAL PROTECTION
AND ENVIRONMENTAL PRODUCTION SAFETY

Environmental protection activities have been one of
the key tasks over this reporting year. In 2009, all units
within the Group continued their efforts to reduce their
environmental impact and ensure the prudent use of
natural resources.

In accordance with Russian legislation, all of the Group’s
companies used a system to monitor the quality of
atmospheric air and bodies of water located near their
facilities. The Company implemented measures aimed at
creating waste dumps that mitigate the negative impact of
waste on the environment.

Apart from statutory regular environmental measures,
some of the Group’s companies continued with

the implementation of an environment management
system (SEM), in accordance with the principles

of International Standard ISO 14001:2004. SEM
implementation is currently continuing at the Olimpiada,
Kuranakh, and Zapadnoye Mines.

A complex of measures, aimed at encouraging

the reasonable use of water resources and their
protection from pollution, was implemented throughout
the Company’s business units. Water intake for domestic
and industrial water supplies is from surface water and
underground sources. Water supplies and sewage systems
at gold extraction plants are arranged according to

the closed water turnover cycle. In 2009, there were no
emergency discharges of polluted effluents into bodies of
surface water.

Environmental production safety measures are

the responsibility of environmentally trained
professionals. In 2009, 18 of the Company’s specialists
underwent training (seminars and courses) in industrial
environmental protection.
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INDUSTRIAL AND LABOR SAFETY The number of hazardous production facilities at
the Group’s business units
In 2009, the Group’s efforts were aimed at providing In 2009, the units of the Group operated 207 hazardous
safe working conditions and also ensuring employee production facilities, an increase of 26 from 2008.
compliance with statutory regulations and rules on The increase was due to the Konstantinovsky building
industrial and labor safety. Each business unit within stone quarry (the Verninskoye deposit), areas for
the Group’s companies operates in compliance with the transportation of hazardous cargo by rail and
locally developed Production control regulations special purpose vehicles, and portal crane platforms
with regard to compliance with the requirements at the Zapadnoye mine and the Delbe quarry (the
of industrial safety when operating hazardous Kurakhan mine), which were commissioned and
production units, as approved by the regional registered in the State Registry for Hazardous Facilities.
authorities representing the Federal Agency for The total number of hazardous facilities also increased
Ecological, Technological and Atomic Supervision by 21, due to KazakhGold Group companies being
(RosTekhNadzor). included into the Group.

Incidents, accidents

and emergencies at the Company

There were no emergency situations at any of the Group’s
units in the reporting period. However, the Kuranakh mill
registered one incident, namely a fire in the reactivation
section. No incidents occurred at other units of the Group.

During 2009, the Group units registered 49 accidents,
including 5 fatal accidents.

Table 6.1. Accidents in the Group’s business units in 2008 and 2009

Business unit Number of accidents Number of casualties “
No.

fatal cases severe casualties

9 12 10 12 0 5

Krasnoyarsk business unit
Irkutsk ore business unit 15 10 15 10
Irkutsk alluvial business unit 12 21 12 21
Yakutia (Kuranakh) business unit

Magadan business unit

o O O B O W

1
0 2
1 2
0 2
0 0
0 0

o o A~ W N P
o O O B+ B

Yakutia (Nezhdaninskoye)
business unit

7 Companies in the KazakhGold - 5 - 5 - 3 - 2
Group?

Total 43 49 44 49 2 5 11 6

! KazakhGold Group data are reported for the period of August — December 2009.
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Table 6.2. The number and type of hazardous production facilities of the Group

Business unit (company)

Number of hazardous production facilities

Mineral Explosive | Crane Trans- Hazardous
mining and storage faci- | storages | portation production
exploration lities facilities facilities at
sites mills
1 Krasnoyarsk business unit 32 32 3 2 7 5 3
Irkutsk ore business unit (LZRK, LLC) 33 37 10 4 5
3 Irkutsk alluvial business unit 71 71 52 3 3 2 8 3
(ZDK Lenzoloto, CJSC)
4 Yakutia business unit 25 26 6 1 6 1 2 6 4
(Aldanzoloto GRK, 0JSC)
Matrosov Mine, OJSC 11 11 1 1 2 2 3 2
6 SVMC, 0JSC 9 9 1 2
Companies in the KazakhGold Group? - 21 10 3 6 2
Total 181 207 88 13 22 13 28 27 16
In 2009, each unit within the Group developed and All of the Company’s units perform regular medical checks of
implemented industrial and labor safety initiatives. In employees working in health hazard areas. Medical aid posts
2009, the total expenditure on industrial and labor safety are established at all of the Group’s business units, to carry out
was RUB 128.5 million, compared with RUB 106.1 million amedical inspection on employees before their shift begins,
in 2008.

during working hours and at the end of their shift.

2 KazakhGold Group data are reported for the period of August — December 2009.
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Industrial and labor safety training

All units of the Company have introduced industrial

and labor safety training programs. New hires undergo

a safety induction and are appointed a mentor for

the duration of their training. All units of the Company
conduct regular appraisals of the management and
professionals working in industrial and labor safety.
During the reporting year, the Company completed
appraisals of 1,174 managers, specialists and white collar
workers, and 10,798 blue-collar workers.

SOCIAL RESPONSIBILITY AND CHARITY

The Company has social programs in place to support
local people in the regions where it carries out its
operations. The Company works with local authorities,
assisting with the reconstruction of local infrastructure,
and implementing sponsorship and charity programs.

In 2009, the total cost of such programs amounted to
RUB 261.16 million.

In 2008, OJSC Polyus Gold entered into a social and
economic cooperation agreement with the Irkutsk

Region Administration to provide financial support over
the period 2008-2010. This financial support totals RUB
61 million, which is to be spent on the reconstruction of
the municipal infrastructure, as well as on sponsorship
and charity programs. This agreement addresses the needs
of the Bodaibo District of the Irkutsk Region, providing

for repairs to be made to the municipal water intake, as
well as for the renovation of kindergartens, schools and
medical institutions. It also addresses the issues related to
the delivery of goods to northern areas and provides for
targeted charity and material assistance. In 2008-2009,
the total cost of initiatives covered by this agreement came
to RUB 54.8 million.

In the reporting period, the Company continued its efforts
towards the Polyus Gold Grant Competition — CAF (the
“Program”), which seeks to select and support the most

promising social initiatives, programs and projects proposed
by citizens and non-profit organizations, while encouraging
participation from local people and attracting public interest
for social initiatives.

As part of this program, non-profit organizations (including
governmental, local and non-governmental organizations)
may apply for a grant in the regions, in which the Company
operates. Winners are awarded project grants.

Since its launch, the program has received 276 applications,
including 49 applications in 2009. More than 20 projects
have received funding under the Program.

SOME OF THE PROJECTS FUNDED
BY THE PROGRAM

Muzey v chemodane (Museum in a trunk): This
initiative was proposed by the Municipal Museum of

the Northern-Yenisei district (the industrial settlement

of Severo-Yeniseyskiy in the Krasnoyarsk Region. The
initiative, which is aimed at children from remote
settlements in the Northern-Yenisey district, is designed to
provide children with a basic education about the culture
of museums.

“Creative” Cine Laboratory for physically challenged
teenagers: This project was established by a branch of
the Nekrasov Library (Krasnoyarsk). The project provides
social integration for 20 disabled children, who work

in a film studio to produce short videos of their own and
learn basic film shooting and editing skills.

Mom’s School: This project was proposed by the Severo-
Yeniseysk Kindergarten No. 3 in the industrial settlement
of Severo-Yeniseyskiy (the Krasnoyarsk Region).

The project seeks to improve the problems related to

the lack of boarding capacity at preschool organizations
in the district. More than 30 families from the remote
settlements of Teya, Bryanka, Vangash and Novaya
Kalami, who currently have to keep their young children
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FREE-STYLE WRESTLING CONTEST, KRASNOYARSK. POLYUS WAS THE GOLDEN SPONSOR OF THE EVENT

at home, will be able to consult specialists on issues
such as parenting, education, and the physical and
psychological well-being of their children.

Pravovoy Praktikum (Legal Hands-on Training): This
project was proposed by the A.M. Gorky municipal library
(Krasnoyarsk). The project will provide socially insecure
groups of people living in Krasnoyarsk with consultancy
and practical assistance on social and legal issues. A legal
assistance agency and a hotline will be organized and
staffed with volunteer law seniors.

Grown-ups and Children: This project was proposed by

a club in the settlement of Marakan (in the Irkutsk Region).
The project aims to provide the settlement with a family
club entitled “Ochag”, which will be a modern sports and
leisure center, offering sports clubs and a variety of hobby
groups, such as women'’s aerobics, board games for adults
and children, computer literacy, and so on.

Preventing breast cancer among the women of
the Bodaibo district: The project was initiated by
the Baikal Cancer Association (Irkutsk). The project
is a medical education campaign, aimed at the early

detection of cancer among women and teenage girls from
Bodaibo, and the settlements of Mamakan, Balakhninsky,
Artemovsky, Vasiliyevsky and Marakan. The project will
also provide expertise from regional medical specialists
and a wealth of educational materials on the issue.

Mountaineering Classes project: The project is an
initiative by School No. 3 (Bodaibo, Irkutsk Region),
which will provide the Irkutsk Region’s first mobile
mountaineering wall, to be used at summer health camps
for tourist gatherings, military exercises, and so on.

The project will also see mountaineering classes being
organized for kids and teenagers living in Bodaibo.

As winning applicants progress through their projects,
they receive the necessary training and advice from
regional coordinators.

Thus, 23 workshops were provided in 2009, with
participation from 459 people, and 497 people received
free advice on project activities. In 2009, the regional
coordinators held 12 public events, including project
fairs, best project presentations, prizes for competition
participants, and so on.
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MATROSOV MINE'S HOCKEY TEAM AT THE MAGADAN CHAMPIONSHIP

Important social initiatives realized as a part of

the Program have been widely acclaimed. In 2009,

the Program was a winner of the Efficient Project
Management award, which is part of the PEOPLE
INVESTOR competition, an initiative to assist in selecting
and promoting best practices and innovations in the area
of talent management, as well as building partner
relationships and developing local communities to
improve the transparency and efficiency of the operations
of Russian businesses. This award has recognized

the importance of the Group’s social investments.

In 2009, the Company continued its focused assistance
program designed to support orphanages, which is a joint
project with the RF Chamber of Commerce and Industry’s
“Orphan Support Center” charity fund. 21 orphanages

in the Krasnoyarsk Region, the Irkutsk Region, Yakutia
and the Magadan Region received support from

the program in 2009. The program provided children

at orphanages with computer classrooms, sensory

rooms, musical instruments and sports equipment.

The total expense incurred was RUB 5.4 million.

Sewing and carpentry equipment was supplied to
provide occupational guidance to the children. In 2009,

the Bodaibo Mining College in the Irkutsk region received
support from a joint project, which was designed to
provide orphanage alumni with training and education
at vocational schools and technical colleges, located

in the regions, in which the Group operates. The college
received advanced computers, display stands and
laboratory benches worth a total of RUB 1.252 million,
which has helped to improve its learning environment.

The Company traditionally takes part in cultural and sports-
related projects. In 2009, the Group sponsored the football
club Dinamo Moscow, and also became a general sponsor
of the Students’ Basketball Association of Russia’s basketball
tournament. The Company also sponsored a military band
parade in Red Square, organized by the Central Military
Orchestra of the RF Ministry of Defense.

HuMAN RESOURCES MANAGEMENT

The Company’s people are one of its core assets, ensuring
the success of its growth strategy. The Company has

in place motivational and talent development systems

at all levels, ranging from the operating mines to
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OLIMPIADA MINE CAMP

the management. As a part of its substantial growth

plans for the near future, the Company has been working
with higher education institutions, vocational schools

and students, to ensure that its business units will be
adequately staffed with qualified specialists, even if it sees
a significant increase in production capacity.

The personnel motivation system is developed as
a balanced combination of material and psychological
incentives.

The material incentives include KPIs, both team and
individual, annual and monthly KPI reviews, and KPI
bonuses. This year, the Company has successfully
completed a project to implement KPI systems

in the operational business units, and has also started a a
KPI project for participants in investment activities.

Identifying and rewarding excellence in employees

is the most important tool to boost motivation.

In 2009, 12 employees received the Excelling Worker
Award, while 12 other employees were conferred
Excelling Specialist titles, and a further 6 received

the honorary title of Excelling Manager. 12 employees

were awarded with honor certificates. 20 employees
received merit certificates established by the General
Director of Polyus Gold.

With the operations of its units located in areas that are
remote from education and cultural centers, the Company
also organizes leisure activities for its people, including
corporate parties, on-site performances, and creativity
contests for employees and their families (photo and
drawing competitions).

The Group’s companies have all of the necessary
leisure and sports facilities. For example, the Kuranakh
mine in the Republic of Sakha (Yakutia) offers its
employees training classes in swimming, basketball,
futsal, aerobics and other sports. A well-organized
recreation zone is available in a shift camp at

the Olimpiada mine, offering employees a modern gym,
as well as cycling, skiing and regular classes in futsal,
volleyball, and basketball.

In 2009, the Group carried out a corporate-wide
employee survey, designed to improve the existing
motivation system. The survey covered all business
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units, apart from the Kazakh business unit established

in 2009. Based on the survey results, the Company
management developed recommendations to be used by
managers to improve management efficiency and contact
with employees, as well as to make a more active use of
psychological incentives. The survey results have also
been used in manager development plans.

In 2009, over 33% of the Company’s employees took
part in training programs. As a result, in 2009, around
17% of trainees improved their qualifications and were
promoted. More than 50% of the professional training
program was completed using the Company’s own
corporate training facilities.

Eight corporate seminars were held, which saw
participation from 200 managers and specialists from all
over the Group. The meetings were aimed at coordinating
activities, formulating universal approaches to solving
business tasks, and creating agreed competences for

the group’s CEO and specialists.

In 2009, the Group’s management also organized

13 internal seminars, which have become an integral
part of the Company’s corporate culture. The seminars
were designed to develop internal communications and
improve efficiency with regard to decision-making on
cross-functional issues.

In 2009, the Group continued to actively use remote
training and education. A new hire orientation program,
“Gold is Our Work”, has been developed, based on a set of
educational and instructional materials, and is now being
implemented. Remote education packages, including
“Personnel Motivation”, “Is It Easy to be a Manager?”, four
courses in MS Office (Word, Excel, Outlook, PowerPoint),
“Successful Negotiations”, “The Basic Principles of
Industrial Safety”, and “Project Management (a basic
course)”, are available to all of the Group’s employees.

In 2008, the Company launched a corporate program
entitled “Learn the Price of Gold!”, in order to encourage

collaboration with higher ediucational institutions.
This program is designed to promote long-term,
mutually beneficial cooperation with universities, as
well as to ensure that young specialists are adapted
to the Company’s industrial and social environment.
In the course of implementing the program,

the Company entered into general agreements with
universities such as the Siberian Federal University,
Irkutsk Technological University and North-East
University (Magadan).

The program offers senior students salaried practical
training in their particular fields and enables

them to adapt to the corporate culture with a view
to their future employment. Mutually beneficial
cooperation with universities is one of the most
important components of the program, as it includes
the participation of university specialists in scientific
research work and assistance from professors and
teachers in implementing the Company’s employee
training programs, as well as the participation

by leading specialists and enterprise heads

in the universities’ educational activities.

In 2009, 340 university students underwent practical
training at the Group’s enterprises in the Krasnoyarsk
Region, the Irkutsk Region and Yakutia.

The compensation of trainees during this training period
was between RUB 15,000 and 40,000. The transportation
and accommodation costs incurred by the Group came to
approximately RUB 2.5 million. 95 students have received
regular positions since the program started.

The Magadan business unit expects to commission a new
gold-mining plant (the Natalka mine) at some point

in the next several years, and has been actively engaging
schools and universities to ensure that the new mine

will have adequate staffing. A multilateral occupational
guidance program includes secondary school-leavers
meeting with Company representatives, as well as
university lectures, a local TV series about the progress of
the Natalka project, and so on.
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According to Mr. A. I. Shirokov, the principal of

the North-East State University, this initiative has resulted
in a higher number of applicants to the university’s
technical faculties.

The Company is equally focused on the development of
managers at various levels. In 2009, a strategic session
was held for the first time with participation from

the heads of the Group’s enterprises who are part of

the Company’s senior management reserve. The session
brought together participants from all business units

and was aimed at improving the strategic and tactical
management skills of the senior reserve managers,
including practical training in new management roles and
integration with the Company’s senior management.

2009 also saw the launch of a new corporate educational
program for managers in the middle management
reserve. The program is based on the educational and
instructional materials developed by the International
Institute of Management LINK and the Open University
Business School (UK). The educational program provides
its participants with knowledge and skills, in accordance
with the NOS requirements (National Occupational
Standards for management and leadership).

As of 31 December 2009, the actual head-count!

in the Group was 19,208 people, an increase of 26.3% on
2008 figures. The increase is primarily due to the launch
of the Titimukhta project, as well as the ongoing

project to construct the Blagodatnoye mine, as well as
the acquisition of KazakhGold Group assets.

The personnel structure® remained generally unchanged, as
compared with the previous reporting periods. As at the end
of 2009, the average production personnel head-count was
15,435 people (81.2% of total personnel). The share of
blue-collar workers and managers in this total was 77.8%
and 8%, respectively. The gender structure of employment
is dominated by men (82.3% of the average head-count, as
at the end of the year). The number of retirees employed
across the Group comes to 9.9%, equaling 2008 figures,

3This figure reflects an average staffing level consisting of the average head-count, the
number of external secondary job holders and external employees employed during the
year under civil-law contracts.

with female retirees making up 3.65% of total personnel.
The average age across the Group is 40.5.

With the number of personnel engaged in investment
projects decreasing by 6%, the number of employees
working in the operations business units has increased
from 83% to 89%.

The Group generated an additional 460 jobs in 2009,
including 308 jobs at JSC MMC Kazakhaltyn and 142 jobs
at LLC CHOP Polyus Shield.

In order to achieve a leaner employment structure,

the Group cut 382 jobs and, between December 2008
and the end of 2009, cut 659 jobs in total. The completed
exploration resulted in substantial staff reductions at
0OJSC SVMC (the Nezhdaninskoye deposit) and OJSC
Matrosov Mine (the Natalka depoist). Personnel cuts
also affected CJSC Polyus (the Olimpiada mine) with 17,
LLC LZRK (the Zapadnoye deposit) with 70, Lenzoloto
(alluvial operations) with 14, and JSC MMC Kazakhaltyn
with 53 redundancies, respectively.
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Employment breakdown by region (average head-count)
@ Krasnoyarsk Regionregion
@ Irkutsk Region
® The Republic of Sakha (Yakutia)
® Magadan Region
Corporate Center
Kazakhstan

2008

6,738 5,498 2,010 799 160

2009

7,350 5,485 1,769 449 193 3,962

Employment breakdown between operational and investment business units (average head-count)
@ Operational business units

® Investment business units

® Other business units
@ Including the Kazakhstan business unit

2008

12,656 2,090 459

2009

12,939 1,634 673 3,962
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Mr Evgueni L. Ivanov, General Director of OJSC Polyus Gold confirms on behalf of the Board of Directors that:

(a) the consolidated financial statements for 2009, prepared in accordance with International Financial Reporting
Standards (“IFRS”) as issued by the International Accounting Standards Board, give a true and fair view of the assets,
liabilities, financial position and profit or loss of OJSC Polyus Gold and its consolidated subsidiaries (hereinafter
referred to as the “Group”); and

(b) the management report for the year 2009 includes a fair review of the development and performance of the
business and the position of the Polyus Group, together with a description of the principal risks and uncertainties that
it faces.

Neither OJSC Polyus Gold nor the directors accept any liability to any person in relation to the management report
except to the extent that such liability could arise under English law. Accordingly, any liability to a person who has
demonstrated reliance on any untrue or misleading statement or omission shall be determined in accordance with
Section 90A of the Financial Services and Markets Act 2000.

EVGUENI I. IVANOV

General Director
29 April 2010



The following Management report (Management discussion and analysis of the Polyus Group’s financial condition and
results of operations) should be read in conjunction with the Polyus Group’s consolidated financial statements and the
related notes.

The Polyus Group is an international mining company, the largest gold producer in the Russian Federation and among
the largest gold mining companies in the world, based on mineral resources and production volumes.

Polyus Gold Shares are traded on the leading Russian stock exchanges, MICEX and RTS. Polyus Gold’s ADRs are listed
on the main market of the London Stock Exchange and are traded on the over-the-counter markets in the United States
and off the listing at the Frankfurt Stock Exchange. Polyus Gold Shares are included in the key Russian stock exchange
indices of MICEX and RTS, and international stock exchange indices such as FTSE Gold Mines, FTSE Russia, MSCI
Russia, MSCI Emerging Markets, Dow Jones Global and Dow Jones Russia. The Polyus Group produced 1.3 million troy
ounces of gold in 2009.

The Partial Offer made by Jenington International Inc., an indirect wholly-owned subsidiary of Polyus Gold , to acquire
a 50.15% stake in KazakhGold Group Limited (“KazakhGold Group”) was completed at 30, July 2009*. KazakhGold
Groups’s results of operations are consolidated into Polyus Gold from August 2009 to December 2009. On 14 April
2010 KazakhGold Group announced, in response to press comments concerning a possible transaction involving
KazakhGold Group and Polyus Gold, that it had applied for approval from the Government Commission on Monitoring
Foreign Investment in the Russian Federation for the acquisition of control over Polyus Gold by KazakhGold Group.

It noted that its consideration of a possible transaction remained at a preliminary stage, no decision had been made
regarding any possible transaction, and any transaction would remain subject to a number of approvals and pre-
conditions, including various corporate and government approvals. Consequently, there can be no certainty that any
transaction will be forthcoming.

The following discussion and analysis represents management’s opinion in relation to the Polyus Group’s operating and
financial results, including discussions of:

key performance indicators;

financial position as at 31 December 2009, 31 December 2008 and 31 December 2007;

results of operations for the years ended 31 December 2009, 31 December 2008 and 31 December 2007;

the Polyus Group’s liquidity, solvency and capital sources;

significant events affecting the Polyus Group’s operating performance for these periods;

description of principal risks; and

description of the key features of internal control and risk management system in relation to the financial reporting
process.

! On 30 July 2009, the Partial Offer had become unconditional as to acceptances and, on 14 August 2009 became unconditional in all respects.
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The results of the Polyus Group are significantly affected by movements in the national currency exchange rates, and
the price of commodities, such as gold, oil and steel.

The market price of gold is one of the most significant factors in determining the profitability of the Polyus Gold
Group. During 2009, the global gold price experienced high volatility, reaching its lowest level of USD 810 per troy
ounce (London p.m. fixing) in January and the highest of USD 1,212.5 per ounce in December. In 2009 the average
gold p.m. fixing price in London was USD 972.4 per ounce, compared to USD 872 per ounce in the previous year. For
the whole year, the global price of gold increased by 24% from USD 874.5 on January, 2 to USD 1087.5 per ounce on
30 December, the first and the last business days in 2009, respectively.

Currency exchange rates can have a material impact on the Polyus Group’s results. Polyus Group’s revenue from gold
sales is denominated in USD, whereas most of the Polyus Group’s operating expenses and capital expenditures are
denominated in the national currencies of Russia and Kazakhstan. In late 2008, the RUB depreciated significantly.

The depreciation continued in early 2009, reaching 36.43 RUB per USD. In 2009, the RUB traded in the wide range

of RUB 28.67 per USD to RUB 36.43 per USD and closed the year at RUB 30.24 per USD. The average exchange rate

for 2009 was 31.72 (2008: 24.86), which led to lower costs in USD for salaries and other operating costs. Since its
acquisition of a controlling stake in KazakhGold Group, in August 2009 the Polyus Group has also been exposed to USD/
KZT exchange rate movements. In February 2009, in response to deterioration of global macroeconomic conditions

the National Bank of the Republic of Kazakhstan devaluated the KZT. The exchange rate band for the KZT changed,
which lead to immediate increase in the KZT exchange rate from KZT 120 per USD to the level of KZT 150 per USD.

A significant portion of costs included in the Polyus Group’s cost of sales are also directly or indirectly impacted by
the prices of oil and steel. Changes in oil prices impact the prices of heating oil, diesel fuel, gasoline and lubricants for
mining and construction equipment. Steel forms the basis for the price of all rolled metal products, pipes, machinery
and vehicles. Global prices for oil and steel had been increasing through the second half of 2008, when, following

the deterioration of global markets in the second half of 2008, prices for oil and steel declined substantially. Average
rates for key external market factors are:

Average London p.m. gold fixing price (USD per troy ounce)* 972.4 872.0 695.4
Oil (Brent brand) (USD per barrel)? 62.4 98.7 72.5
Steel (hot rolled) (USD per tonne)® 582 955 682
Average USD/RUB rate* 31.72 24.86 25.58
Period end USD/RUB rate 30.24 29.38 24.55
Average USD/KZT rate® 147.50 n/a n/a
Period end USD/KZT rate 148.36 n/a n/a

! Source: London Bullion Market Association.
2 Source: Bloomberg.

3 Source: Steel Business Briefing.

#Source: The Central Bank of Russia.

° Source: The National Bank of Kazakhstan.
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Summary of performance results
The following table shows the summary of performance results of the Polyus Group’s operations in 2009, 2008 and
2007 related to financial statements:

USD’000 2009 2008
against 2008 against 2007
%

Gold sales 1,199,088 1,062,331 849,023 12.9 25.1
Other sales 26,136 24,987 18,096 4.6 38.1
Cost of gold sales (5675,122) (558,118) (449,216) 3.0 24.2
Cost of other sales (25,541) (25,061) (25,866) 1.9 (3.1)
Gross profit, including 624,561 504,139 392,037 23.9 28.6
Gross profit on gold sales 623,966 504,213 399,807 23.8 26.1
Gross profit margin 51.0% 46.4% 45.2% - -
:fg;’:ieie”era' and administrative (155,012) (134,960) (261,776) 14.9 (48.4)
Profit before income tax 432,020 122,471 177,107 252.8 (30.8)
Pre-tax margin 35.3% 11.3% 20.4% - -
Income tax expense (108,837) (62,110) (85,299) 75.2 (27.2)
Profit for the year 323,183 60,361 91,808 435.4 (34.3)
mf;g;ﬁt/(l()SS) attributable to minority 1,579 8.854 5,999 (82.2) 1476
t'\:f; ;F));?:rt]f::tor::g;ant;e {oshaehoers of 321,604 51,507 85,809 524.4 (40.0)
Net profit margin 26.4% 5.6% 10.6% - -
Earnings per share — basic and diluted (USD) 1.80 0.29 0.49 520.7 (40.8)

1 Refer to Note 5 of consolidated financial statements for the year ended 31 December 2007 included in the 2008 Annual Report.
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The following table shows the summary of performance results of the Polyus Group’s operations in 2009, 2008 and
2007 related to non-GAAP financial measures:

USD’000 Years ended 31 December 2009 2008
m 2008 2007 (restated)* against 2008 against 2007

Operating profit? 435,239 347,164 113,715

Operating profit margin 35.50% 31.90% 13.10% - -
EBITDA® 548,624 436,470 331,154 25.7 31.8
EBITDA margin 44.8% 40.1% 38.2% - -

! Refer to Note 5 of consolidated financial statements for the year ended 31 December 2007 included in the 2008 Annual Report.
2 Operating profit is calculated as Gross profit, less Selling, general and administrative expenses, Research and exploration expenses and Other expenses, net.
3 For details of the calculation EBITDA refer to section 16.2.1 of this document.

16.1.2 GOLD SALES

The following table shows the results and breakdown of the Polyus Group’s gold sales for the years ended 2009, 2008
and 2007:

USD’000 Years ended 31 December 2009 2008

2008 2007 (restated) against 2008 against 2007
% %

Gold sales (USD thousands) 1,199,088 1,062,331 849,023 12.9 25.1
Gold sales (thousand troy ounces) * 1,238 1,226 1,210 1.0 1.3
In the domestic market (thousand troy 1,207 1,226 1,050 (1.6) 16.8
ounces)

In the domestic market (%) 97 100 87 - -
For export (thousand troy ounces) 31 - 160 - -
Weighted-average gold selling price 968.7 867.3 701.7 1.7 236
(USD per troy ounce)

Average p.m. gold fixing price in London 972.4 872 695.4 115 25.4

(USD per troy ounce)?

Excess/(deficit) of average selling price
over/(under) average p.m. fixing price (3.7) (4.7) 6.3 - -
(USD per troy ounce)

1,207 thousand troy ounces of refined gold sold by business units in Russia and 31 thousand troy ounces of gold in semi-products sold by KazakhGold Group.
2 Source: London Bullion Market Association.
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In 2009, the Polyus Group’s revenue from gold sales reached a record of USD 1,199,088 thousand, an increase of
12.9% as compared to 2008.

The increase in gold sales revenue was largely driven by higher realized gold prices, and a nominal increase in sales
volumes. The sales volumes for the Polyus Group in 2009 were 1,238 thousand troy ounces, including 31 thousand
ounces sold by the recently acquired by the Kazakhstan business unit. The comparable sales volume in 2008 was 1,226
thousand troy ounces. Sales volumes in Russia declined slightly in 2009 as a result of technical difficulties late in

the year at Olimpiada, which delayed conversion of some production into final product.

In 2009, the Polyus Group produced 1,261 thousand troy ounces (39.2 tonnes) of refined gold, showing a 2.9% growth
over 2008 levels when it produced 1,222 thousand troy ounces (38.0 tonnes). The growth in production is primarily

a result of the launch of the Titimukhta project in the Krasnoyarsk region, and the acquisition in the third quarter of
2009 of a controlling stake in KazakhGold Group, one of the leading gold producers in the Republic of Kazakhstan.
Enhanced production at alluvial business unit also contributed to production growth.

In 2009, the weighted-average gold selling price was USD 968.7 per troy ounce, reflecting a 12% growth as compared
to 2008. The Group has a policy to sell gold at spot market prices. The weighted-average gold selling price for

the Group was USD 3.7 per troy ounce lower than the average p.m. gold fixing price on the London market. The slight
deficit is attributable to the Kazakhstan business unit which sells gold in a form of semi-products at a considerable
discount to the London fixing price.
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16.1.3 COST OF GOLD SALES

The following table shows the results of the Polyus Group’s cost of gold sales for the years ended 2009, 2008 and 2007:

USD’000 Years ended December 2009 2008

20 stated) against 2008 against 2007
% %

Cash operating costs1 573,870 587,332 442,224 (2.3) 32.8
Labour 175,080 207,403 144,008 (15.6) 44.0
Consumables and spares, out of which: 248,143 239,522 200,601 3.6 19.4

Materials and spares 168,885 150,503 137,956 12.2 9.1
Fuel 79,258 89,019 62,645 (11.0) 42.1
Utilities, out of which: 25,386 26,646 23,340 (4.7) 14.2
Power 24,572 25,753 19,494 (4.6) 32.1
Other 814 893 3,846 (8.8) (76.8)
Tax on mining 90,080 72,588 51,138 24.1 41.9
Outsourced mining services 8,258 15,105 8,826 (45.3) 71.1
Refining costs 4,332 5,383 3,569 (19.5) 50.8
Sundry costs 22,591 20,685 10,742 9.2 92.6

:?Sc;;tsisation and depreciation of operating 95,023 98,999 87,196 (4.0) 135

Change in deferred stripping costs 50,736 (112,804) (68,065) (145.0) 65.7

Change in gold-in-process and refined gold (151,886) (6,879) (12,621) 2108.0 (45.5)

Change in provision for land restoration 7,379 (8,530) 482 - -

Cost of gold sales 575,122 558,118 449,216 3.0 24.2

1 The presentation of cash operating costs is more detailed than that presented in the financial statements. The amounts are derived from the management accounts, and agree in total with
the amounts presented in the financial statements.

In 2009, cost of gold sales increased by 3% or USD 17,004 thousand, to USD 575,122 thousand. The change is a result
of several factors, and combines the effects of the addition of KazakhGold in the amount of USD 24,848 thousand,
enhanced mining works, increase in local currency costs offset by decreased exchange rates, the amortisation of
previously deferred stripping costs, and an increase in gold-in-process/finished goods.

Cash operating costs

Cash operating costs make up the major part of cost of gold sales. During 2009, cash operating costs were USD

573,870 thousand compared to USD 587,332 thousand in the previous year. The decrease in cash operating costs in
USD reflects strong depreciation of the RUB in 2009 compared to 2008. Cash operating costs of business units in Russia
calculated in RUB increased by 21%, which reflects enhanced mining and processing works.

In 2009, expenses for consumables and spares were the largest component of cash operating costs (43% of cash
operating costs). These included materials and spares (spare parts for trucks, excavators and for construction
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machinery, expenses on rolled metal products and cables, technological materials for plants and other materials and
spare parts used during the mining, concentration and smelting) and fuel.

The cost of materials and spare parts consumed in the reporting period represented 29% of the Polyus Group’s cash
operating costs and amounted to USD 168,885 thousand as compared to USD 150,503 thousand in 2008. The primary
reason for the changes were increased chemical and materials consumption due to modifications to processes at
Olimpiada facilities and commencement of ore treatment at Titimukhta, and also includes purchases of the Kazakhstan
business unit since its acquisition by the Polyus Group.

A significant portion of consumables and spares is mainly fuel, diesel oil and lubricants for trucks and excavators and
fuel for oil-fired power plant operating at the Nezhdaninskoye deposit and the diesel power plant at the Olimpiada
mine. In the period under review expenses on fuel accounted for 14% of the Polyus Group’s cash operating costs. These
expenses decreased by 11% from USD 89,019 thousand in 2008 to USD 79,258 thousand in 2009, consistent with

the decline in global prices for oil products.

The cost of gold sales for the Krasnoyarsk business unit accounted for 57% of the Polyus Group’s total cost of gold
sales. The following sets forth the principal consumables and spares procured by the Krasnoyarsk business unit in
2009, 2008 and 2007, to illustrate the Group’s cost components:

Item Years ended 31 December
| 2000 | 2008 [ 2001

Volume, Cost, Volume, Cost, Volume, Cost,
tonnes uUSD’000 tonnes uUSD’000 tonnes USD’000

Spare parts for tipper trucks and digging

machines 15,185 10,371 12,958
Grinding balls 17,876 16,633 11,020 13,511 6,580 5,505
Pipes for current operations 1,042 1,212 1,198
Spare parts for road-building machines 2,619 3,428 1,787
Rolled metal products for current operations 1,224 1,859 784
Summer diesel fuel 46,353 25,050 45,600 31,954 50,075 29,588
Winter diesel fuel S5, 51l5) 23,915 30,400 24,182 5Ei652) 22,740
Ai-80 gasoline 351 235 360 316 360 289
Ai-92 gasoline 508 377 420 417 300 285
Explosives 7,999 15,575 17,202
Cyanides 16,950 47,108 19,565 62,232 8,639 18,377
Total 141,387 165,057 110,713
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The following table shows costs per unit of consumables and spare parts procured by the Krasnoyarsk business unit in
2009 and 2008:

USD per tonne Years ended 31 December 2009
%
930 .

Grinding balls 1,226
Summer diesel fuel 540 701
Winter diesel fuel 673 795
Ai-80 gasoline 670 877
Ai-92 gasoline 743 994
Cyanides 2,779 3,181

The amount of purchases of consumables and spare parts by the Krasnoyarsk business unit in monetary terms reduced
by 14% from USD 165,057 in 2008 to USD 141,387 thousand in 2009. This decrease relates primarily to a substantial
decline in the purchase prices for materials, spares and fuel, which resulted partly from the RUB depreciation and
partly from the decreased global market prices of underlying commodities, such as hot rolled steel and oil.

The volume of purchases in physical terms increased primarily due to additional purchases of grinding balls as a result
of processing of more refractory ores at the Olimpiada mine in comparison to the previous periods and the start-

up of operations at Titimukhta, and purchases of gasoline and diesel fuel for the construction works carried out at

the Titimukhta, and Blagodatnoye mines. Enhanced ore mining at the Olimpiada deposit (in 2008 most part of the ore
was supplied to the mills for processing from the stockpile), commencement of ore mining and on-going construction
activities at the Titimukhta and Blagodatnoye deposits required additional purchases of spare parts for tipper trucks
and digging machines. While cost of purchases of spare parts for road-building machines, rolled metal products and
pipes declined under the influence of the exchange rate factor. In 2008, an explosive workshop was constructed at

the Olimpiada mine, which allowed to reduce purchases of explosives from third parties.

The second largest item included in cash operating costs in 2009 was labour expenses (31% of cash operating costs).
Labour expenses for production personnel were USD 175,080 thousand in 2009, representing a 16% decrease in
comparison to 2008 levels, largely driven by the exchange rate movements. The Polyus Group managed to restrain
growth of payroll costs denominated in the RUB and KZT even despite an increase in the average number of operating
personnel by 3,190 employees following integration of Kazakhstan business unit into the Polyus Group.

Expenses on power represent 4% of the Polyus Group’s cash operating costs. In the reporting period power costs
declined by 5%, to USD 24,572 thousand reflecting growth in the electricity rates throughout Russia and consolidation
of the Kazakh business unit results for the final five months of the year (which, however, has lower power tariffs than
other business units), which were more than offset by the impact of the exchange rate factor.
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In 2009, the Polyus Group paid USD 90,080 thousand in mining tax, which was USD 17,492 thousand more than in
the previous year due to increased production volumes and higher gold selling price. In accordance with Chapter 26
of the Tax Code of the Russian Federation, the tax on mining base includes concentrate or any other semi-product
containing precious metal obtained by extraction of this metal from ore, alluvial or industrial deposits, including gold
produced by the Polyus Group. Concentrates and other semi-products containing gold are subject to the tax at the rate
equal to 6% of the cost of these semi-products. The cost is determined based on selling prices for the relevant tax
period. The tax is accruable on gold, which the ore under processing contains, and thus is payable not only on gold
sold, but also on gold lost during processing. Additionally the Group recorded unsettled mining tax for the previous
periods.

Mining tax in the Republic of Kazakhstan is calculated with reference to the value of the reserves of commercially
useful minerals which are contained in mineral raw materials, which are extracted. The value of the reserves of
commercially useful minerals contained in mineral raw materials is determined on the basis of the average exchange
price for such commercial minerals for the tax period. The average exchange price is the arithmetic mean of the daily
average quotations for each commercial mineral recorded on the London Metal Exchange. The mining tax rate for gold,
silver, platinum and palladium from 1 January 2009 is 5%.

Amortisation and depreciation of operating assets included in cost of sales decreased by 4% from USD 98,999 thousand
in 2008 to USD 95,023 thousand in 2009. This decrease primarily resulted from the changes in the currency exchange
rates, more than offsetting the effect of asset base enlargement on Olimpiada, Blagodatnoye and Titimukhta and
addition of the Kazakhstan business unit’s assets. The sum of amortisation and depreciation amount included
amortisation of the mineral rights in the amount of USD 14,943 thousand.

In 2008, the Polyus Group capitalized excessive stripping works relating to the extension of the Vostochny pit of
Olimpiada (Krasnoyarsk business unit) in the transition of production from oxide to sulfide ores. The amount of
deferred stripping costs capitalized during 2008 amounted to USD 112,804 thousand. In 2009, the Polyus Group
started to amortise previously capitalized stripping costs from Olimpiada. The Polyus Group’s accounting policy
stipulates that stripping costs incurred in the period are deferred to the extent that the current period stripping ratio
exceeds the expected life-of-mine ratio. In case the current stripping ratio falls below the average life-of-mine stripping
ratio, the stripping costs are charged to operating costs. Deferred stripping costs expensed for the reporting period
amounted to USD 50,736 thousand.

In the reporting year the Polyus Group’s metal inventories substantially increased, mainly due to the fact that in 2009,

some stock of ore from the Olimpiada and Titimukhta mines had been mined, but not processed during 2009 and have

been recorded at net production cost. In addition, as at 31 December 2009 some stock of refined gold in the amount of
30 thousand troy ounces (including gold contained in semi-products produced by KazakhGold Group), remained. Total
gold-in-process and refined gold of USD 151,886 thousand were recorded to inventory from cost of gold sales.
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16.1.4 SELLING, GENERAL AND ADMINISTRATIVE EXPENSES

The following table sets forth the selling, general and administrative expenses of the Polyus Group for the years ended
2009, 2008 and 2007:

uUSD’000 Years ended 31 December 2009 2008
B 2007 (estated) | ENS12008 | against 2007
0 (]

Salaries 76,918 73,742 76,291

Taxes other than mining and income taxes 16,105 18,318 20,724 (12.1) (11.6)
Professional services 21,738 13,321 8,288 63.2 60.7
Depreciation S 3,782 3,969 (0.2) (4.7)
Administrative overheads 36,476 25,797 19,956 41.4 29.3
Share option plan - - 132,548 - -
Total 155,012 134,960 261,776 14.9 (48.4)

In 2009, the Polyus Group’s selling, general and administrative expenses increased by 15% from

USD 134,960 thousand in 2008 to USD 155,012 thousand in 2009. This increase resulted mainly from

the consolidation of the Kazakhstan business unit’s selling, general and administrative expenses, for the last 5 months
of 2009.

Salaries

In the reporting period, the Polyus Group’s administrative labour costs increased from USD 73,742 thousand in 2008 to
USD 76,918 thousand in 2009, resulting primarily from an increased number of administrative staff by approximately
890 people, mainly relating to acquisition of the controlling stake in KazakhGold Group. However, the increase in
labour expenses denominated in the national currencies of Russia and Republic of Kazakhstan was significantly offset
by depreciation of the RUB and KZT during 2009, resulting in a modest payroll cost increase of 4%.

Taxes, other than mining and income taxes

In addition to tax on mining and income taxes, the Polyus Group pays property tax, VAT (which for the purpose of

this item includes only non-recoverable VAT), unified social tax and other taxes. In 2009, the Polyus Group accrued
USD 16,105 thousand in federal and regional taxes other than tax on mining and income tax, which was 12% less than
in 2008, primarily due to the RUB depreciation.

The amount of property tax denominated in the national currencies increased substantially as a result of
commissioning of property related to the new projects development (relating to Titimukhta, Blagodatnoye and Natalka
projects) and the modernization of existing production facilities (Zapadnoye mine, alluvial enterprises), and tax
payments by KazakGold Group for the relevant period.

PoLryus GoLp
ANNUAL REPORT 2009

116



Management report

The following table shows the components of taxes, other than mining and income taxes, for 2009, 2008 and 2007:

uUSD’000 Years ended 31 December 2009 2008

2008 2007 (restated) against 2008 against 2007
% %

Taxes, other than mining and income taxes 16,105 18,318 20,724 (12.1) (11.6)
VAT 2,648 3,100 10,092 (14.6) (69.3)
Property tax 11,478 11,561 8,231 (0.7) 40.5
Other taxes 1,979 3,657 2,401 (45.9) 52.3

Professional services

In 2009, professional services expenses increased by 63%, from USD 13,321 thousand in 2008 to USD 21,738 thousand
in 2009. The increase in professional services expenses was mainly due to legal and consulting services provided on
the acquisition of the controlling stake in KazakhGold Group.

Administrative overheads

Administrative overheads represent rent expenses, communication services, bank charges, repair and maintenance
costs and other expenses. In the reporting period rent expenses, repair and maintenance and expenses on
communication services declined from 2008 levels primarily reflecting the effect of changes in exchange rates.
The following table shows the components of administrative overheads for 2009, 2008 and 2007:

UsSD’000 Years ended 31 December 2009 2008

2008 2007 (restated) against 2008 against 2007
% %

Administrative overheads 36,476 25,797 19,956 41.4 29.3
Rent expenses 3,587 4,609 1,799 (22.2) 156.2
Repair and maintenance 1,030 1,541 1,734 (33.2) (11.1)
Communication services 1,420 1,749 1,278 (18.8) 36.9
Other 30,439 17,898 15,145 70.1 18.2

16.1.5 RESEARCH EXPENSES

In 2009, research costs decreased by USD 3,694 thousand, or 74%, from USD 4,959 thousand in 2008 to USD 1,265
thousand in 2009. The volume of initial research works within greenfield projects was substantially reduced due to
cost reduction measures undertaken in response to deterioration of global market conditions in the second half of
2008.
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In the reporting period, other operating expenses almost doubled from USD 17,056 thousand in 2008 to

USD 32,955 thousand in 2009. This increase is attributable to increased impairment charges (USD 10,859 thousand as
compared to USD 1,831 thousand in 2008) at the Krasnoyarsk business unit and losses on disposal of property, plant
and equipment (USD 3,875 thousand as compared to USD 548 thousand in 2008) mainly relating to the Krasnoyarsk,
Kazakhstan and Irkutsk hard rock business units. Change in allowance for obsolescence of inventory also contributed
to increased expenses (USD 3,639 thousand as compared to USD 1,489 thousand in 2008). In 2009, charity
contributions decreased by 3% in the USD terms, but amounts denominated in the RUB and KZT increased.

In 2008, the Polyus Group realized other operating income totaling USD 5,569 thousand, which comprised deferred
consideration in the sum of USD 3,152 thousand and other operating income in the sum of USD 2,417 thousand. In
2008, other operating expenses totaled USD 22,625 thousand. This included charity contributions in the amount

of USD 7,135 thousand, changes in the allowance for reimbursable VAT totaling USD 7,078 thousand, impairment
charges and loss on disposal of property, plant and equipment (in the sum of 2,379 thousand), change in allowance
for obsolescence of inventories and inventories written off (in the sum of USD 2,243 thousand) and other operating
expenses (USD 3,790 thousand).

The following table sets forth the components of financial and investment activity in 2009, 2008 and 2007:

Finance costs (18,870) (4,417) (6,629) 327.2 (33.4)
Income/(loss) from investments 14,197 (217,591) 61,537 (106.5) -
Foreign exchange gain/(loss) 1,364 (2,685) 8,484 (150.8) -

In the period under review, the Polyus Group’s finance expenses increased substantially from USD 4,417 thousand
in 2008 to USD 18,870 thousand. This increase reflects primarily interest charged on KazakhGold Group’s USD 200
million 9.375% senior notes due November 2013 (“Senior Notes”) and other bank loans held at KazakhGold.

In 2009, the Polyus Group recognized net income from investments totaling USD 14,197 thousand.

Following acquisition of a 50.15% stake in KazakhGold, the Polyus Group obtained call options to acquire all rights
and obligations under convertible loan agreements between KazakhGold and its previous major shareholder Gold
Lion Holdings Limited (“Gold Lion”). At the date of acquisition the fair value of the call options for convertible loans
was recognized at USD 89,872 thousand. These derivatives were classified as held for trading investments carried

at fair value through profit and loss. At the end of the reporting year, the fair value of call options amounted to

USD 109,911 thousand. The increase in fair value of the instrument in the amount of USD 20,039 thousand was
recognized in the consolidated income statement, and arises from increases in the trading price of KazakhGold shares.



In the reporting period, the Polyus Group received income from investments in securities held for trading. These
investments are carried at fair value through profit and loss. As a result of financial markets recovery during 2009,
the value of these investments, increased by USD 13,702 thousand.

In addition, the Polyus Group holds an investment share in the Management Company Rosfund which is accounted
for as available-for-sale investments carried at fair value. For the reporting year, the Polyus Group disposed of USD
23,500 thousand of these investments, which resulted in a gain on disposal of investments in the amount of USD 696
thousand recognized in its income statement. The fair value of the remaining available-for-sale investments grew by
USD 17,505 thousand. This increase, net of gain on disposal of available-for-sale investments, was recognized directly
in equity within the investment revaluation reserve.

In 2009, the Polyus Group sold all the promissory notes, which led to a loss of USD 34,928 thousand. Although these
notes were not previously impaired, as a result of declining markets early in the year, the Group decided to dispose of
the notes, and realized amounts significantly less than the carrying value.

In 2009 the Polyus Group received interest income on bank deposits in the amount of USD 14,688 thousand (USD
31,646 thousand in 2008), the decrease is reflective of reduced cash balances.

During 2009, although there was significant volatility in the RUB/USD and KZT/USD, the change between opening
and closing rates in RUB/USD was relatively small. As a result, the Polyus Group recognized a net foreign exchange
gain of USD 1,364 thousand, compared to a net loss of USD 2,685 thousand in the previous period.

During 2009, the Polyus Group accrued USD 108,837 thousand in income tax, which was 75% more than in 2008.

The increase in income tax expense was mainly driven by higher income before taxation. The effective income tax

rate (ratio of current and deferred tax expense to IFRS income before tax) in 2009 was 25% (50% in 2008), whereas
the statutory income tax rate in Russia established during 2009 was 20% (compared with 24% on 31 December 2008).
The difference between the statutory and the effective tax rates was mainly because of a significant amount of non-
deductible items for tax purposes and other permanent differences.

Revenue received by the Polyus Group from the sale of products other than gold and services grew by 5% in 2009 and
amounted to USD 26,136 thousand compared to USD 24,987 thousand in the previous period. This revenue includes
sales of electricity, rent services sales, revenue from transportation, handling and storage services, and other sales.
The growth in RUB terms was more significant and resulted primarily from increased sales of electricity. Sale of
electricity to third parties accounts for the largest part of other revenues — USD 10,993 thousand. These sales relate to
CJSC Vitimenergosbyt, the Polyus Group’s subsidiary located in the Bodaibo district of the Irkutsk region.
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Cost of other sales was USD 25,541 thousand, which is almost the same as in 2008. Cost of other sales included, in
addition to electricity costs, depreciation, expenses on materials and fuel, and payroll costs related to non-mining
activities. In 2009, revenue from other sales exceeded cost of their sales which resulted in a net gain from other sales in
the amount of USD 595 thousand, compared to a net loss of USD 74 thousand in 2008.

16.2. NON-GAAP FINANCIAL MEASURES
In its analysis of the Polyus Group’s results, Polyus Gold uses key performance indicators which are not measures
determined in accordance with IFRS.

16.2.1 EBITDA

“EBITDA” is defined by Polyus Gold as profit before finance costs, income tax, income (losses) from investments,
depreciation, amortisation and interest, and is further adjusted by certain items included in the table below. As these
line items are not of a recurring nature, Polyus Gold has made these adjustments in calculating EBITDA to provide

a clearer view of the performance of its underlying business operations and to generate a metric that it believes will
give greater comparability over time with peers in its industry. Polyus Gold believes that EBITDA is a meaningful
indicator of its profitability and performance. This measure should not be considered as an alternative to profit for

the year and operating cash flows based on IFRS and should not necessarily be construed as a comprehensive indicator
of the Polyus Group’s measure of profitability or liquidity.

The following table sets forth the Polyus Group’s EBITDA for the years ended 31 December 2009, 2008 and 2007:

USD’000 Years ended 31 December
B 2008 2007 (restated)

Profit for the year 323,183 60,361 91,808
+ Income tax charged 108,837 62,110 85,299
+ Depreciation and amortisation for the year 98,561 86,927 82,066
+ Interest expense 18,870 4,417 6,629
— Interest payable written off - - (4,055)
— Interest income (14,688) (47,106) (51,493)
— Gain on disposal of investments 34,232 (13,770) -
+ Loss/(gain) from investments in listed companies held for trading (13,702) 178,377 (9,898)
+ Impairment of available-for-sale investments - 100,090 -
— Foreign exchange (gain)/loss (1,364) 2,685 (8,484)
+ Loss from disposal of property, plant and equipment and work-in-progress 3,875 548 6,421
+ Impairment of property, plant and equipment 10,859 1,831 313
+ Charge from share option plan obligations - - 132,548
— Change in fair value of derivative (20,039) - -
EBITDA 548,624 436,470 331,154

The Polyus Group’s EBITDA in 2009 was USD 548,624 thousand, which was USD 112,154 thousand or 26% more than
in 2008 as a result of growth in gold selling prices and slightly higher sales volumes.
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16.2.2 ToTAL CAsH COSTS

The Polyus Group presents the financial items “total cash costs” (“TCC”) and “total cash costs per troy ounce” which
have been calculated and presented by management as TCC presentation is common industry practice, although

its calculations of these items may differ from those of its industry peers. These items are not [IFRS measures. An
investor should not consider these items in isolation or as alternatives to cost of sales, profit for the year attributable
to shareholders of the parent company, net cash generated from operating activities or any other measure of financial
performance presented in accordance with IFRS. The calculation of total cash costs may vary significantly among
gold mining companies, and by themselves do not necessarily provide a basis for comparison with other gold mining
companies.

Total cash costs are defined by the Polyus Group as cost of sales reduced by property, plant and equipment
depreciation, provision for annual vacation payment, provision for land rehabilitation and adjusted by non-monetary
changes in inventories and non-monetary changes in deferred stripping works. Total cash costs per troy ounce are
the attributable total cash costs divided by the attributable troy ounce of gold sold.

The following table shows the Polyus Group’s TCC for the years ended 31 December 2009, 2008 and 2007:

USD’000, unless otherwise indicated Years ended 31 December 2009 2008
R 2007 (estated) | EANS12008 | against 2007
0 0

Cost of gold sales 575,122 558,118 449,216 3.0 24.2
;ezr;’;far;’;s'a”t and equipment (95,023) (98,999) (87,196) (4.0) 135
— provision for annual vacation payment (3,062) (6,124) (4,190) (50.0) 46.2
— provision for land rehabilitation (7,379) 8,530 (482) (186.5) -
+ non-monetary changes in inventories* 22,939 1,140 2,383 - (52.2)
:t:gglrg’;g::g changes in deferred (8,528) 17,490 10,429 (148.8) 67.7
TCC 484,068 480,155 370,160 0.8 29.7
Gold sales, thousand troy ounces 1,238 1,226 1,210 1.0 1.3
TCC (USD/0z) 391 392 306 (0.3) 28.0
TCC (RUB/0z) 12,404 9,737 7,825 27.4 24.4

1 “Non-monetary changes in inventories” is a calculation to estimate the non-cash portion of costs included in the change in the amount of inventory, primarily representing depreciation and
amortisation.

2 “Non-monetary changes in deferred stripping works” is a calculation to estimate the non-cash portion of costs included in the change in the amount of deferred stripping costs, primarily
representing depreciation and amortisation.

In 2009, TCC per troy ounce grew by 27% on a RUB basis and remained approximately at 2008 levels on a USD basis.

The increase in TCC resulted from the increase in cost of gold sales due to the initiated expense of previously
capitalized stripping costs, enhanced mining works at the Polyus Group’s mines under construction and operating
mines in Russia and consolidation of production results of KazakhGold for the last 5 months of 2009, strongly offset by
depreciation of the RUB in 2009 compared to 2008. See paragraph 16.1.3 above (“Cost of gold sales”).
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16.2.3 ANALYSIS OF PROFITABILITY INDICATORS

Adjusted net profit is defined as net profit attributable to shareholders of the parent company adjusted for the charge
from stock option plan obligations in 2007 and investment losses/gains and impairment of investments in 2008 and
2009. Adjusted return on assets is calculated as the adjusted net profit divided by the average assets for the year.
Adjusted return on equity is calculated as the adjusted net profit divided by the average equity attributable to
shareholders of the parent for the year. Adjusted return on invested capital is calculated as the adjusted net profit
divided by the sum of the average equity attributable to shareholders of the parent and average non-current and
current loans and borrowings for the year.

We have made these adjustments as these items are not of a recurring nature, to provide a clearer view of

the performance of our underlying business operations and to generate a metric that we believe will give greater
comparability over time with peers in our industry. Polyus Group believes that adjusted net profit, adjusted return on
assets, adjusted return on equity and adjusted return on invested capital are meaningful indicators of its profitability
and performance. These measures should not be considered alternatives to profit for the year and operating cash
flows based on IFRS and should not necessarily be construed as a comprehensive indicator of Polyus Group’s measure
of profitability or as a measure of liquidity. The following table shows the Polyus Group’s calculation of adjusted net
profit, adjusted return on assets, adjusted return on equity and adjusted return on invested capital for the years ended
31 December 2009, 2008 and 2007:

USD’000, unless otherwise indicated Years ended 31 December 2009 against 2008 against
2008 2007 (restated) 2008 2007
% %

Net profit attributable to shareholders of

321,604 51,507 85,809 524.4 (40.0)
the parent company
+ Qharge from share option plan _ _ 132,548 _ _
obligations
+ Loss/(gain) on disposal of investments 34,232 (13,770) - - -
+ Loss/(.galn) from mve:?tments in listed (13,702) 178,377 (9.898) _ _
companies held for trading
.+ Impairment of available-for-sale _ 100,090 _ _ _
investments
- Income on derivatives classified as held (20,039) _ _ _ _
for trading
Adjusted net profit 322,095 316,204 208,459 1.9 51.7
Assets (average for the year) 3,434,871 3,426,156 3,627,817 0.3 (2.9)
Equity attributable to shareholders of 2.916.417 3,009,254 3,043,901 3.1) (1.1)
the parent (average for the year)
Non-cu.rrent and current loans and 99.916 10,455 17.955 855.7 (41.8)
borrowings (average for the year)
Adjusted return on assets 9.38% 9.23% 5.91% - -
Adjusted return on equity 11.04% 10.51% 6.85% - -
Adjusted return on invested capital 10.68% 10.47% 6.81% - -
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In 2009, the Polyus Group’s profitability indicators increased. This was due to a multiple increase in net profit adjusted
for net gain from investments. In the reporting period the asset base remained approximately at the levels of 2008.
Retained loss of KazakhGold Group resulted in the decreased amounts of equity attributable to shareholders of

the parent and invested capital, which contributed to the increase of adjusted return on equity and invested capital.

16.3. SUMMARY TABLE OF PERFORMANCE RESULTS BY BUSINESS UNITS
The following table shows the Polyus Group’s performance results by business units for the years ended 31 December
2009, 2008 and 2007:

Years ended 31 December

2008 2007

Gold sales | Production Gold sales | Production Gold sales | Production
revenue revenue

Krasnoyarsk 833,466 878 854 761318 873 877 603,649 861 856
business unit
Irkutsk alluvial

h ) 185,237 194 194 154,907 181 181 124,111 179 179
business unit
vakutsk Kuranakn 129,789 135 135 124,640 144 144 98,032 142 142
business unit*
Irkutsk ore

) . 23,678 24 24 21,466 25 25 23,231 32 88
business unit
Kaz.akhstan. 26,918 30 31 _ _ _ _ _ _
business unit?
Group total® 1,199,088 1,261 1,238 1,062,331 1,222 1,226 849,023 1,214 1,210

! For the purpose of the Management report for 2009 operating and financial results of the Yakutsk Kuranakh business unit include the results of the Exploration business unit (See Note 5 to the
consolidated financial statements for the year ended 31 December 2009).

2 Operating results of the Kazakhstan business unit include amounts of gold produced and sold in August — December 2009 in the form of sludge, flotation and gravitation concentrates and other
semi-products.

* Totals may not add due to the rounding error.

16.3.1 KRASNOYARSK BUSINESS UNIT (OLIMPIADA AND TITIMUKHTA DEPOSITS)

USD’000, unless otherwise indicated “

Gold sales revenue 833,466
Cost of gold sales (324,287)
Gross profit on gold sales 509,179
Gross profit margin 61%
TCC (USD/02) 322

The Krasnoyarsk business unit is the Polyus Group’s largest mining operation. The Krasnoyarsk business unit also acts
as a distributing agent and sells its own gold and that of its subsidiaries.
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Refined gold output at the Mills No. 2 and 3 of the Olimpiada mine (which process the ores of the Olimpiada and
Olenye deposits) totaled 839 thousand ounces and refined gold output at the Mill No. 1 of the Olimpiada mine (which
process the ores of the Titimukhta deposit) equalled 40 thousand ounces from the ores of Titimukhta, compared to
873 thousand ounces in the previous year. The successful modernization of the Plant No. 1 and commissioning of the
Titimukhta deposit, helped to stabilize and increase the production of the Olimpiada mine.

In 2009, gold sales of the Krasnoyarsk business unit were USD 833,466 thousand, as compared to USD 761,318
thousand in 2008. The sales volumes were 854 thousand troy ounces.

Despite full conversion to the processing of sulfide ores in 2009, the Krasnoyarsk business unit TCC indicator remains
one of the lowest in the world gold industry. The gross profit margin in 2009 was 61%.

16.3.2 IRKUTSK ALLUVIAL BUSINESS UNIT (ALLUVIAL DEPOSITS)

USD’000, unless otherwise indicated “

Gold sales revenue 185,237
Cost of gold sales (125,003)
Gross profit on gold sales 60,234
Gross profit margin 33%
TCC (USD/0z2) 554

In 2009, gold production at the alluvial deposits in the Irkutsk region totaled 194 thousand troy ounces, while in 2008
the alluvial deposits produced 181 thousand troy ounces. The increase of quantity of gold sold in the Irkutsk alluvial
business unit was caused by the increase of average gold grade and acquisition of a new alluvial enterprise in 2008.

During the reporting period all of the gold produced by the Irkutsk alluvial business unit was sold. The positive gold
price movements resulted in a 20% increase in revenues over the 2008 levels to USD 185,237 thousand in 2009.
The gross profit margin was 33%.

Alluvial deposits’ TCC amounted to USD 554 per troy ounce in the reporting year, compared to USD 633 per troy
ounce in 2008. This decrease reflects the impact of the exchange rate factor, while in RUB terms TCC increased due
to increased salaries, electricity, repair and maintenance costs and mining tax expense resulting from increased sales
volumes and realized gold price.

16.3.3 YAKUTSK KURANAKH BUSINESS UNIT (KURANAKH MINE)

USD’000, unless otherwise indicated “

Gold sales revenue 129,789
Cost of gold sales (86,226)
Gross profit on gold sales 43,563
Gross profit margin 34%
TCC (USD/0z) 551

PoLryus GoLp
ANNUAL REPORT 2009

124



In 2009, the Kuranakh mine in the Sakha Republic (Yakutia) produced 135 thousand troy ounces of refined gold,
compared to 144 thousand troy ounces in 2008. A slight decrease in production was due to implementation of
a modernization works aimed at raising the mine’s processing capacity.

In 2009, the gold sales revenue of the Yakutia business unit totaled USD 129,789 thousand compared to USD 124,640
thousand in 2008. The revenue growth resulted from the increased gold selling price. The gross profit margin equalled
34%.

The Kuranakh mine’s TCC decreased from USD 681 per troy ounce in 2008, to USD 551 per troy ounce in 2009
primarily under the influence of the RUB depreciation. RUB-denominated TCC increased by 3% as a result of slight
growth in materials and spares costs, expenses on electricity and increased salaries.

The Kuranakh mill was commissioned in 1965 and is one of the oldest in the Russian gold mining industry.
Obsolescence of its production facilities have resulted in a gradual reduction of profitability. The Polyus Group is in
the process of modernizing the mill in order to increase its capacity from 3.6 mtpa to 4.5 mtpa.

Gold sales revenue 23,678
Cost of gold sales (33,072)
Gross profit on gold sales (9,394)

Gross profit margin -

TCC (USD/02) 709

In 2009, refined gold production of the Zapadnoye mine was 24 thousand troy ounces, which is approximately
the same as in the previous year.

Gold sales revenue increased from USD 21,466 thousand in 2008 to USD 23,678 thousand in 2009. A substantial part
of cost of gold sales was high amortization and depreciation charges, including amortization of mineral rights.

The Zapadnoye mine’s TCC amounted to USD 709 per troy ounce in 2009, compared to USD 895 per troy ounce in
2008. The decrease resulted from the USD/RUB exchange rate movements. The RUB-denominated TCC remained at
the levels of 2008.

The Zapadnoye deposit is a western flank of the Sukhoi Log ore field, the largest gold deposit in Russia, which is

a perspective area of a potential interest for the Polyus Group.The Zapadnoye mill was commissioned in 2004 and
cannot be considered as a rigorous producing business unit, but as a pilot plant for modelling of industrial technologies
for processing of ores similar to the ores of Sukhoi Log. The mine’s production volumes and TCC contributed only 2%
and 4% to the total Group’s output and TCC, respectively, in 2009.



Gold sales revenue 26,918

Cost of gold sales (24,848)
Gross profit on gold sales 2,070
Gross profit margin 8%
TCC (USD/0z) 542

From August to December 2009 the Kazakhstan business unit, KazakhGold Group, produced 30 thousand troy ounces
and sold 31 thousand ounces of gold in the form of sludge, flotation and gravitation concentrates and other semi-
products.

Gold sales revenue for the appropriate period was USD 26,918 thousand. Poor condition of production facilities at
all the three producing mines of the Kazakhstan business unit (Aksu, Bestobe and Zholymbet located in Stepnogorsk
area of Akmola region of the Republic of Kazakhstan) led to a high cost of sales, and, as a result, high TCC and low
profitability levels. A large part of cost of gold sales was amortization and depreciation of operating assets. High
amortization and depreciation charges resulted from revaluation of fixed assets by an independent appraiser and,
consequently, change in book value, useful life and depreciation methods of some operating assets. The gross profit
margin for the period under review was 8%.

Following the acquisition of a controlling stake in KazakhGold by the Polyus Group, efforts to arrest the deterioration
in production levels and stabilise the KazakhGold Group’s financial situation were undertaken. An immediate injection
of working capital was made, and urgent maintenance and repair works were performed at the mines. In the third
quarter of 2009, measures aimed at streamlining the KazakhGold Group’s structure, improving control systems

and upgrading production assets were taken. During the final five months of 2009, an upgrading programme of
underground mine equipment was initiated at all mines. As a result of the ongoing production upgrades, improved
gold production results are expected in 2010 and annual gold production is targeted at approximately 106 thousand
ounces.
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16.4. REVIEW OF FINANCIAL SUSTAINABILITY AND SOLVENCY
16.4.1 ANALYSIS OF STATEMENT OF FINANCIAL POSITION ITEMS

The table below offsets forth key items from the Polyus Group’s consolidated statement of financial position as at 31
December 2009, 2008 and 2007:

[0]0] As at 31 December
2009 2008 2007 (restated)

ASSETS

Non-current assets

Property, plant and equipment 2,299,071 1,772,319 1,783,432
Goodwill 132,906

Investments in securities and other financial assets 114,792 4,095 2,147
Deferred stripping costs 106,088 163,988 82,061
Other non-current assets?* 46,631 50,415 11,824
Total non-current assets 2,699,488 1,990,817 1,879,464
Current assets

Inventories 415,238 233,001 224,209
Investments in securities and other financial assets 312,733 285,236 1,270,918
Cash and cash equivalents 173,360 398,826 226,174
Other current assets? 190,060 170,982 172,685
Total current assets 1,091,391 1,088,045 1,893,986
TOTAL ASSETS 3,790,879 3,078,862 3,773,450
Equity attributable to shareholders of the parent company 3,076,100 2,756,733 3,261,774
Non-controlling interest 64,871 37,808 47,187
TOTAL EQUITY 3,140,971 2,794,541 3,308,961
Total non-current liabilities 313,427 182,623 281,950

Current liabilities

Short-term borrowings 173,437 - 20,909
Trade and other payables and accrued expenses 116,812 83,527 105,583
Other current liabilities® 46,232 18,171 56,047
Total current liabilities 336,481 101,698 182,539
TOTAL LIABILITIES 649,908 284,321 464,489
TOTAL EQUITY AND LIABILITIES 3,790,879 3,078,862 3,773,450

! Other non-current assets consist of the long-term portion of reimbursable value added tax and other non-current assets.
2 Other current assets consist of reimbursable value added tax, accounts receivable, advances paid to suppliers, income tax receivable and other current assets.
3 Other current liabilities consist of contingent consideration on acquisition of subsidiaries, income tax payable and other taxes payable.
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Non-current assets

The table below sets forth the components of the Polyus Group’s property, plant and equipment at 31 December 2009,
2008 and 2007:

Exploration and evaluation assets 240,900 214,920 301,238
Mining assets 1,567,117 1,218,349 1,253,565
Non-mining assets 36,816 39,814 41,084
Capital construction-in-progress 454,238 299,236 187,545

In 2009 the Polyus Group continued its construction and mine development works. As a result, the value of capital
construction-in-progress showed a substantial increase from USD 299,236 thousand in 2008 to USD 454,238 thousand
in 2009. In the reporting year, the value of mining assets, which represent the largest group of assets in the Polyus
Group, grew by 29% from USD 1,218,349 thousand as at 31 December 2008 to USD 1,567,117 thousand as at 31
December in 2009. This growth resulted primarily from substantial additions and transfers from capital construction-in-
progress, and consolidation of the Kazakhstan business unit’s assets as at the year end. At the end of the reporting year,
mining assets included mineral rights of USD 547,961 thousand. Exploration and evaluation assets increased by 12%
and amounted to USD 240,900 thousand as at 31 December 2009. This growth was primarily the result of the reduction
in exploration works throughout the Polyus Group as most of its large exploration projects reached their final stages.
The decrease in the value of non-mining assets by 8% resulted from translation to presentation currency more than
offsetting additions during the year. The closing balance of the Polyus Group’s property, plant and equipment was USD
2,299,071 thousand as at 31 December 2009, compared to USD 1,772,319 thousand as at 31 December 2008.

Pursuant to the Polyus Group’s accounting policy, in 2009 the Polyus Group started to expense previously capitalized
deferred stripping costs, related to excessive stripping works implemented at the Krasnoyarsk business unit in order
to access the sulfide ore body after the depletion of the oxide ores of Olimpiada. As a result, this item declined from
USD 163,988 thousand as at 31 December 2008 to USD 106,088 thousand at the same date of 2009. In 2008, these
stripping costs were capitalised, resulting in a twofold growth of deferred stripping costs as compared to 2007.

Following its acquisition of a 50.15% stake in KazakhGold Group, the Polyus Group obtained call options to acquire

all rights and obligations under convertible loan agreements between KazakhGold and its previous major shareholder
Gold Lion. Under the loan agreements the Lender may convert the principal amounts of USD 31,025 thousand together
with accrued interest into ordinary shares of KazakhGold at the price of USD 1.5 per share. At acquisition date the fair
value of the call options for convertible loans was determined in the amount of USD 89,872 thousand. The fair value
of the call options is determined by financial modeling, with reference to the difference between the market price of
KazakhGold share at the date of acquisition less conversion price. As at 31 December 2009 the fair value of call options
for convertible loans amounted to USD 109,911 thousand and increase in fair value of the instrument in the amount of
USD 20,039 thousand was recognized in the consolidated income statement.



As a result of acquisition of a controlling stake in KazakhGold Group, the Polyus Group recognized goodwill in

the amount of USD 132,906 thousand. During 12 months following the date of acquisition the Polyus Group will be
required to finalize the provisional acquisition accounting and this amount may either be classified as mineral rights
within property, plant and equipment or written off as an impairment on acquisition.

Current assets

In 2009, the value of the Polyus Group’s current assets did not change materially, but the asset structure changed,
mostly due to a USD 225,466 thousand decrease in cash and cash equivalents and a USD 182,237 thousand increase in
inventories.

During the year, cash was partly used for financing of working capital, acquisition of the controlling stake in
Kazakhgold Group in July 2009, an extensive capital expenditure program at the mines located in Russia and
Kazakhstan and payment of dividends, and partly placed on bank deposits. As a result, at 31 December 2009, cash and
cash equivalents amounted to USD 173,360 thousand, showing a 57% year-on-year decrease.

In the reporting year, inventories increased by 78% to USD 415,238 thousand. The major contributor to growth of
inventories was a multiple increase in gold-in-process, which amounted to USD 202,647 thousand as at the end of
2009. The principal reason for the increase was the fact that some stock of ore from the Olimpiada and Titimukhta
mines that had been mined, but not processed during 2009, was recorded in the Polyus Gold’s accounts at net
production cost. At 31 December 2009, the residual balance of refined gold produced, but not sold during the year,
amounted to 30 thousand troy ounces (including gold contained in semi-products produced by KazakhGold Group),
while at the end of 2009 there was no gold left at the refinery. This led to a USD 12,760 thousand increase in metal
inventories. The value of stores and materials at cost, net of allowance for obsolescence, increased by 9%. This was
primarily related to the growing cost of grinding balls and spare parts procured for mining equipment as a result of
processing of more refractory ores at the Olimpiada mine and the start-up of operations at Titimukhta, as well as
increased fuel stocks for the needs of construction at the Titimukhta and Blagodatnoye mines.

As at 31 December 2009, the short-term investments in securities and other financial assets totalled USD 312,733
thousand, compared to USD 285,236 thousand as at 31 December 2008, showing a 10% year-on-year increase. At
the end of the reporting year, these were presented by available for sale equity investments, bank deposits and equity
investments in listed company held for trading.
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Movements in investments and other financial assets during the year ended 31 December 2009 are presented in
the table below:

USD ‘000 Years ended 31 December Movements

The Groups’s available-for-sale investments include a share in Rosfund which
declined by USD 5,304 thousand and amounted to USD 203,376 thousand as at
31 December 2009. During the reporting year, the Polyus Group disposed of USD
22,804 thousand of these investments at a realized price of USD 23,500 thousand
203,376 208,680 which resulted in a gain on disposal of investments in the amount of USD 696
thousand, reflected in the income statement. For the reporting year, the fair value of
the remaining available-for-sale investments grew by USD 18,201 thousand. This
increase, net of gain on disposal of available-for-sale investments, was recognized in
equity through an increase in the investment revaluation reserve.

Available-for-sale
investments

Investments in listed companies held for trading are represented by financial assets
carried at fair value through profit and loss. During the year 2009, the Polyus Group
Equity investments in disposed of USD 14,173 thousand of these investments. By the end 2009, the value
listed companies held for 39,199 40,628 of held for trading investments increased by USD 13,702 thousand, which was
trading recognized as an investment income. As at 31 December 2009, the investments in
listed companies held for trading amounted to USD 39,199 thousand, compared to
USD 40,628 thousand at 31 December 2008.

In the reporting period, the Polyus Group deposited cash on bank accounts in the total
Bank deposits 70,158 - amount of USD 70,158 thousand. These RUB-denominated funds are deposited in
VTB, Rosbank and Gazprombank and bear annual interest rates of 7.5-10.5%.

In 2009, the Polyus Group disposed of all the promissory notes, which amounted to

Promissory notes - SRS e smems tisuean i e e e e e

Total investments in
securities and other 312,733 285,236
financial assets:

16.4.1.2 CAPITAL AND LIABILITIES

Share capital and reserves

As at 31 December 2009, share capital and reserves were USD 3,140,971 thousand compared to USD 2,794,541
thousand as at 31 December 2008. This increase comes mainly from growth in retained earnings and a decrease in
treasury shares and related additional paid-in capital.

During the period, the Polyus Group’ retained earnings increased by USD 285,278 thousand, reflecting a net profit
attributable to the parent company of USD 321,604 thousand less dividends paid of USD 38,378 thousand (in respect
of the first half of 2009 results) and proceeds from issuance of treasury shares in the amount of USD 2,052 thousand.

In August 2009, the Polyus Group issued shares from treasury shares as a part of consideration for acquisition of
the controlling stake in KazakhGold Group. This led to a USD 98,614 decrease in the value of treasury shares and
a USD 35,029 thousand decrease in additional paid-in capital.
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As a result of currency exchange rate movements, translation reserve decreased by USD 47,001 thousand and
amounted to USD 90,407 thousand as at 31 December 2009. The investment revaluation reserve equalled
USD 17,505 thousand due to the increase in fair value of available-for-sale investments.

Non-controlling interest increased by USD 27,063 thousand and was USD 64,871 thousand as at the end of 2009,
reflecting acquisition of non-controlling interest of KazakhGold Group of USD 30,545 thousand less profit for the year
and other comprehensive income attributable to minorities for the sum of USD 1,514 thousand, and dividends paid to
shareholders of non-controlling interest of USD 4,996 thousand.

Non-current liabilities
Following consolidation of the Kazakhstan business unit’s liabilities, the Polyus Group recorded long-term borrowings
of USD 26,394 thousand, primarily representing loans payable to Gold Lion, previously its major shareholder.

At 31 December 2009, environmental obligations of USD 90,518 thousand were almost three times higher than at
the same date of 2008. This was mainly due to a substantial re-estimation of decommissioning assets and provision
for land restoration as a result of decrease in the applied discount rate from 15% to the range 6.6-10.2%. Additional
obligations also related to the Kazakhstan business unit.

In 2009, deferred tax liabilities totalled USD 180,989 thousand which is 22% more than in the previous year
(USD 148,244 thousand) resulting primarily from an increase in income tax liabilities in respect of valuation of
inventory and amortised deferred stripping costs. The increase in the liability was recognized through the income
statement for the period in the amount of USD 14,936 thousand.

Other non-current liabilities included liabilities for bank guarantees and for historical costs liability assumed upon

the acquisition of KazakhGold Group and its consolidation with the Polyus Gold financial statements. The bank
guarantee liability was incurred by a KazakhGold Group’s subsidiary JSC “MMC KazakhAltyn” in 2006 in respect

of finance lease agreements. At 31 December 2009 the Polyus Group fully provided for potential losses related

to the bank guarantee liability in the amount of USD 11,014 thousand (full amount of USD 13,249 thousand less

USD 2,235 thousand representing the current portion of this amount). The historical costs liability relates to amounts
oweing for geological studies due to the Government of Kazakhstan, which were reflected in the statement of financial
position as at 31 December 2009 at a net present value of USD 4,512 thousand.



Current liabilities

Current liabilities increased from USD 101,698 as at 31 December 2008 thousand to USD 336,481 thousand, mostly
related to short-term borrowings at KazakhGold Group, which were consolidated within the Polyus Gold Group
financial statements following the acquisition.

At 31 December 2009, the statement of financial position reflected KazakhGold Senior Notes at fair value and bank
loans obtained by KazakhGold Group’s principal subsidiary, JSC “MMC KazakhAltyn” redeemable within three
months, while at 31 December the Polyus Group had no short-term borrowings. In connection with the acquisition of
KazakhGold, Polyus Gold has become a limited liability guarantor of the outstanding USD 200 million Senior Notes
issued by KazakhGold. At 31 December 2009, the liability under the Senior Notes was reflected in the Polyus Group’s
statement of financial position at fair value at acquisition and carried at amortized cost and was classified as a current
liability, as a result of KazakhGold Group’s default under certain terms of the Senior Notes.

Trade payables increased by USD 6,414 thousand primarily as a result of addition of the Kazakhstan business unit
liabilities and abandon from advances for purchasing and moves to increase payables due to unstable financial
situation on the market. There was a tendency to renegotiate terms of contracts with existing suppliers and negotiate
after-delivery payments with new suppliers. Other payables grew by 41% mainly due to accrual of dividends payable
to minority shareholders of OJSC Lenzoloto (Irkutsk alluvial business unit) and some payables of KazakhGold Group.
Wages and salaries payable increased from USD 37,159 thousand to USD 43,212 thousand, mainly on account of

the consolidation of the Kazakhstan business unit. The latter also accrued interest on a loan from Jenington and
interest on the Senior Notes for the total amount of USD 2,821 thousand. Accrued annual leave payments totalled
USD 27,530 thousand at the end of the reporting period, compared to USD 18,542 thousand at the end of the previous
period. The 48% increase mainly comes from the Krasnoyarsk and the consolidation of the Kazakhstan business unit.

At an extraordinary General Shareholders’ meeting which took place on 14 September 2009, the decision was made
to pay dividends based on the first half Of 2009 results. During 2009 the Polyus Group paid USD 40,387 thousand as
dividends to Polyus Gold shareholders. As at the end of the reporting year, there was no dividends payable liability
relating to shareholders of Polyus Gold.

At the end of 2009, income tax payable amounted to USD 2,609 thousand. Other taxes payable grew substantially
from USD 16,827 thousand to USD 43,623 thousand with the addition of KazakhGold, as there are VAT obligations at
KazakhGold which were not part of the Group in the previous year. In 2009, the Polyus Group’s mining tax payable
increased by 79% as a result of additional charges for the previous periods.
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16.4.2 CASH FLOW ANALYSIS

The following table sets forth the main components of the Polyus Group’s consolidated cash flow statement for
the years ended 31 December 2009, 2008 and 2007:

USD ‘000 As at 31 December

Operating activities

Profit before income tax 432,020 122,471 177,107
Adjustments® 194,413 308,564 159,594
Operating profit before working capital changes 626,433 431,035 336,701
Changes in working capital (172,706) (145,947) (40,197)
Cash flows from operations 453,727 285,088 296,504
Interest paid (10,795) (2,434) (1,671)
Income tax paid (99,832) (90,421) (50,187)
Net cash generated from operating activities 343,100 192,233 244,646

Investing activities

Capital expenditures, acquisition of subsidiaries and

deferred stripping costs? (495,990) (629,842) (459,394)
Other investments spendings/proceeds?® (20,075) 700,728 90,648
Net cash (used in)/generated from investing activities (516,065) 70,886 (368,746)
Net cash generated from/(used in) financing activities (56,698) (43,588) 42,337
Effect of translation to presentation currency 4,197 (46,879) 13,740
Net (decrease)/increase in cash and cash equivalents (225,466) 172,652 (68,023)
Cash and cash equivalents at beginning of the year 398,826 226,174 294,197
Cash and cash equivalents at end of the year 173,360 398,826 226,174

! Adjustments for non-cash items include: the share option plan, amortisation and depreciation, expensed stripping costs, finance costs, loss on disposal of property, plant and equipment, change
in allowance for obsolescence of inventory, change in provision for land restoration, impairment of property, plant and equipment, change in allowance for reimbursable value added tax, income/
(loss) from investments, change in fair value of derivative, foreign exchange (gain)/loss, net and other items.

2 Capital expenditures, acquisition of subsidiaries and deferred stripping costs include purchases of property, plant and equipment, acquisition of shares in subsidiaries, deferred stripping costs
capitalised, proceeds from sale of property, plant and equipment and proceeds from sale of shares in subsidiaries.

3 Other investments spendings/proceeds include repayment of contingent consideration, dividends received, interest received, purchase of promissory notes and other financial assets and proceeds

from sale of promissory notes and other financial assets.

In 2009, the Polyus Group generated income before tax in the amount of USD 432,020 thousand. Operating profit
before working capital changes amounted to USD 626,433 thousand, which was 45% higher than in the previous
year. In 2009 working capital changes were 18% higher than in 2008 and were affected mainly by growth in metal
inventories. In the reporting period, net cash generated from operating activities increased by USD 150,867 thousand
to USD 343,100 thousand.
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Management report

In the reporting year, capital expenditures and acquisition of subsidiaries totalled USD 495,990 thousand, compared
to USD 629,842 thousand in the previous period. Deferred stripping costs were capitalized in 2009 but were charged
to operating costs in accordance with the Polyus Group’s accounting policy. In addition, in the period under review

the Polyus Group deposited cash on bank accounts, which resulted in a USD 170,811 thousand cash outflow. This was
partly offset by proceeds from disposal of deposits, available-for-sale investments and investments in securities held
for trading for a total consideration of USD 137,702 thousand. As a result, in 2009 the Polyus Group used USD 516,065
thousand in investment activities, while in 2008 it received USD 70,886 thousand in investment activities.

Cash outflow from financing activities in the year ended 31 December 2009 totalled USD 56,698 thousand, as
compared to USD 43,588 in the year ended 31 December 2008. The major cash outflows during the reporting year
were payment of dividends in respect of the first half 2009 results and repayment of borrowings by KazakhGold Group
during the final 5 months of 2009.

16.4.3 CAPITAL EXPENDITURES, ACQUISITIONS OF SUBSIDIARIES AND DEFERRED STRIPPING COSTS

Capital expenditures represent the Polyus Group’s purchase of property, plant and equipment adjusted for the proceeds
from the sale of property, plant and equipment. The Polyus Group also presents capitalised deferred stripping costs and
the acquisition of subsidiaries adjusted for the repayment of contingent consideration and proceeds from the disposal
of such subsidiaries.

The following table shows the Polyus Group’s capital expenditures, acquisition of subsidiaries and deferred stripping
costs for the years ended 31 December 2009, 2008 and 2007:

USD ‘000 As at 31 December

+ Purchase of property, plant and equipment 302,405 481,504 382,802
— Proceeds from sale of property, plant and equipment (1,270) (5,747) (17,952)
Net capital expenditures 301,135 475,757 364,850
{\cqwsmon ofsubS|d.|a.r|es, neF t.)fc.ash acquired, and 182247 39.156 _
increase of ownership in subsidiaries

+ Re.pe?yrr-lent of contingent consideration on acquisition of _ 10616 38,228
subsidiaries

- Proceeds from disposal of subsidiary, net of cash _ _ (1,320)
disposed of

Acquisition of subsidiaries, net of adjustments above 182,247 58,772 36,908
+ Deferred stripping costs capitalised 12,608 95,313 57,636
Total capital expenditures, acquisition of subsidiaries and 495,990 629 842 459,394

deferred stripping costs
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In 2009, total capital expenditures, acquisition of subsidiaries and deferred stripping costs equalled

USD 495,990 thousand, which was 21% less than in 2008. In the reporting period, the Polyus Group implemented its
capital expenditures programme and expended USD 301,135 thousand on property, plant and equipment, including
equipment for mills under construction, mining and construction equipment and rolled metal products. The largest
amounts were spent on the construction of the Blagodatnoye mine, modernization program at Olimpiada aimed at
raising the mine’s operating efficiency after complete transition to refractory sulfide ores processing, and development
of key growth projects: Natalka, Titimukhta and Verninskoye.

In 2009, the Polyus Group expended USD 182,247 thousand on acquisition of subsidiaries, reflecting cash
consideration of acquisition of a 50.15% stake in KazakhGold Group.

In the reporting period the Polyus Group capitalised stripping costs in the amount of USD 12,608 thousand.

The activities of the Polyus Group (hereinafter the Company) are associated with a number of risks that may affect
the Company’s production and financial results. The current global financial crisis has exacerbated the risks facing
the mining industry, though the Company believes that gold mining companies, in general, are in a better position to
weather such additional risks than producers of other metals.

The Company is committed to achieving successful development, including through ensuring an effective risk
management system designed to achieve optimal results, an efficient distribution of resources, and a strengthening
of the Company’s competitiveness. Successful risk management requires, amongst other things, the identification
and assessment of potential threat parameters, and the development of measures aimed at the mitigating potential
risks. The Company has developed internal procedures governing the process though which risks are managed. Such
procedures require that each business unit has a designated risk manager, identifies risks facing the unit, and takes
measures aimed at lowering its risk levels.

One of the consequences of the global financial crisis is a material drop in the financial status or credit ratings of

a number of enterprises in Russia and internationally that manufacture and supply spare parts and equipment. Any
possible suspension of their activities would increase the risk of them failing to perform their contractual obligations,
possibly resulting in the late delivery of equipment and materials. Further failures to observe the Company’s logistic
schedules may affect the launch time of new production capacities and the fulfilment of the Company’s production plans.

To attempt to mitigate the risk of late delivery, the Company monitors the financial status of its major counterparties
on a regular basis and takes measures to increase the number of actual, and potential, counterparties with which it
conducts business.



The Company currently has no significant debts payable and is currently facing high prices and demand for gold..
Coupled with ample liquidity reserves in the form of the Company’s own cash resources, the Company believes it

has a sufficient level of capital to continue the current activities of the Company’s enterprises and to fulfil currently
approved plans aimed at the expansion of production capacities and production volumes. However, the global financial
crisis has resulted in little, if any, access to the capital markets and increased the costs associated with securing credit
lines. If the Company is unable to access credit, or if this credit is more costly to it, the implementation of a number of
major projects may need to be adjusted.

As a result of various economic and political factors, including current economic recession, it is likely that
the Government of the Russian Federation will have to revisit the priorities of the Investment Fund of the Russian
Federation project with due regard for its social consequences and regional effects.

The absence of accurate forecasts of economic growth and uncertain macroeconomic trends may lead to a reduction
in the Government’s investment budget, which could impact the Government’s ability to co-finance a number of
the Company’s projects, leading to such projects being indefinitely postponed.

Ore and mineral reserves are difficult to quantify, actual volumes may be inaccurate

and are therefore subject to significant correction

The Company’s activities are heavily reliant upon its available stocks and resources. The evaluation of ore and mineral
reserves depends to a certain extent on statistical conclusions made on the basis of the results of limited volumes of
drilling and other analyses that may turn out to be incorrect. The evaluation and classification of ore and mineral
reserves may also be affected by the changes in the prices of gold. If the quantity and quality of the explored reserves
are not confirmed, the production efficiency may deteriorate as a result of labor consuming mining operations.

The Company engages independent experts to conduct audits on prospective and existing deposits and to provide
reports on the results of the exploration activity, mineral and ore resources and reserves. The Company’s reserves were
audited by Micon International from 2006 to 2008.

Risks connected with mining and production activity

The Company’s production activities are carried out in remote regions, which are subject to severe climatic conditions.
As a result, the delivery of equipment, technological materials and spare parts is more difficult, thus affecting
production costs. Mining machinery, transport and new technologies, including those developed by the Company, are
used for operations in areas which have complicated geological and climatic conditions.



There are increased risks of flooding, pit slope and rim slide, accidents caused by the use of the mining transport
equipment and preparation and performance of explosion works in the pit, reduction of gold production due to
adverse weather conditions and problems in the power supply facilities and recovery plants. These risks could
result in suspended ore production and recovery, increased costs, health, safety and environmental issues and affect
the Company’s production activities.

The Company aims to mitigate the risks associated with unplanned production interrupions through various processes,
including probability analysis and effective risk management. Such risk management includes the identification of
potential threat parameters, the identification of defined risk categories and the adoption of measures designed to
prevent accidents and emergencies. A risk reduction programme is also currently in the process of being developed.

The implementation of the Company’s investment projects is subject to market, technical, production and operational
risks.

Market risks induced by the changes in the price of gold, exchange rates and inflation may affect the implementation of
the Polyus Group’s projects. Technical, production and operational risks include construction delays, and malfunction
due to errors in the design, construction or installation, which may lead to higher costs and affect the Company’s
results.

To reduce these project risks the Company has developed a procedure for a careful and comprehensive study, selection
and analysis of investment projects proposed for implementation. Each project is subject to approval by the Company’s
Investment Committee, which is constituted by members with expertise in economics, production and law. Control
over investment projects is exercised at all the stages of implementation.

Risks connected with acquisition and merger transactions

The Company actively looks for opportunities to invest in the gold mining industry both in Russia and abroad. Such
acquisitions and mergers inevitably entail a variety of risks. To reduce the risks connected with any acquisition and
merger transaction, the Company conducts a comprehensive analysis of the pending transactions and an assessment of
the consequences with due regard for the political, economic, ecological and social factors.

Increased inflation induced by the current economic climate may have an adverse impact on the Company’s financial
results. Costs which are subject to inflationary changes are denominated in Russian rubles and the Kazakhstan

tenge and, in particular, include materials and utilities, wages and services. Furthermore, increasing tariff rates of
the natural monopolies may result in increased costs.

In order to reduce the impact of increasing tariff rates, the Company seeks to develop and modernize its own energy-
generating facilities and to purchase and consume energy resources based on long — term fixed-price contracts.
Prospective inflationary changes are also considered as a part of the analysis when planning budget and costs of
implementing investment projects.



The Company’s income is sourced from gold sales, which are generally effected at spot prices. Gold prices are quoted
in international markets in US dollars. Accordingly, the economic results of the Company depend, to a considerable
extent, on the fluctuations in gold prices. The gold market is cyclical and sensitive to any economic changes. The price
of gold is subject to substantial fluctuations and are affected by a number of factors which are beyond control of

the Company. A substantial continued price reduction may result in a reduction in profitability of gold exploration and
extraction activities. In the current economic climate, gold is used to hedge potential losses in currency and capital
markets. Therefore currently the level of demand for gold remains stable and maintains high price levels.

Management of liquidity risk is intended to maintain a sufficient level of monetary resources to fund production-,
management-, and investment-related needs, to ensure stability of compliance with the financial obligations of

the Company and to develop the appropriate capital structure. The Company monitors on a regular basis the following
risks: production levels, operational expenditures, prices of raw materials, volumes of floating assets and capital
expenditure. The enterprises of the Company implement a co-ordinated and automatic program of cash asset record-
keeping. The measures taken to regulate liquidity risk enable the Company to maintain its competitiveness and long-
term financial solvency.

The ability of the Company to carry out its activities depends on its licenses, in particular those licenses relating to

the use of mineral resources, and on being able to obtain new licenses and complying with their terms. The terms

of the license agreements require the Company to comply with a number of industrial standards, employ qualified
personnel, ensure that the necessary equipment and operation quality control systems are available, maintain relevant
documentation and provide information to the licensing authorities when requested. Failure to comply with such
terms may result in the termination of the licenses critical to the operations of the Company or confer obligations on
the Company, which may decrease its profitability.

The Company is focused on improving the system control over compliance with license agreements and industrial
standards requirements. These control activities include the analysis and response to comments or reports made by
state regulatory and supervisory authorities in connection with inspections of the Polyus Group’s business activities.

As with all Russian mining companies, the Company pays a significant amount of taxes. The tax obligations of

the Company can result in uncertainties due to the ambiguity of certain tax legislation. The risks include: ambiguous
interpretation of law, inconsistent application of legislation, amendments to tax legislation or change in application.
Such risks may result in fines, penalties and other sanctions. One of tasks of managing the risks of the Company is to
promptly identify, assess and eliminate the risks.



The Company’s activities are subject to environmental control and regulation as a result of the use of environmentally
hazardous substances, and the disposal of operational waste and hazardous substances into the environment, soil
disturbance, potential harm to wildlife and other factors.

The Company seeks to comply with its environmental obligations and follows the requirements of Russian and
international standards, agreements, conventions and protocols applicable to it. The task of enhancing efficiency of
Company performance is intended, among other things, to reduce emissions of hazardous substances and develop
waste disposal sites. The changes in environmental legislation and introduction of stricter licensing requirements may
result in additional expenditures to modify industrial process and an increase in environmental charges.

The Company has internal control and risk management system in place, primarily aimed at insuring fairness and
reliability of the Company’s financial statements.

Given bellow are the key elements of the system:

1. Internal financial and economic control act approved by the Board of directors. The following procedures are
regulated by the document:
Activity allocation and delegations of powers on key functions, ensuring best interaction between departments.
Organization of data collection, processing and transmission, which includes formation of reports and messages
containing operational, financial and other kinds of information about the Company’s activities, creating efficient data
channels and communication tools supporting both vertical and horizontal corporate interactions.
Communicating to all the Company’s employees of their obligations in respect of internal control.
Choosing appropriate methods of accounting of events, operations and transactions.
Ensuring that all activities are carried out by authorized people.
Segregation of key duties between people, including duties relating to approval and confirmation of certain operations,
accounting of operations, access to resources, analyses and verification of operations.
Regular assessments of internal control systems.

2. Audit Committee, responsible for:
Review of financial statements, review of financial statements audit results, discussions with external auditor and
management, before the financial statements and financial statements audit results are submitted to the Board;
Consideration of significant accounting and auditing issues, such as amendments and changes in the accounting policy,
that may affect the financial results of the Company;
Preparation of auditor’s report assessment, which is included into the list of materials for the annual general
shareholders meeting (refer to Corporate governance report for more information about Audit Committee).



3. Internal audit Group, one of the key responsibilities of which being monitoring of existing procedures of risk
management and internal control in relation to the financial reporting process.

4.  Audit commission, responsible for ensuring fairness and reliability of the Company’s annual report, balance sheet
and income statement prepared in accordance with Russian accounting standards.

While preparing and improving its internal control and risk management systems, the Company relies, among others,
on recommendations of Codex of corporate conduct, approved by the Government of the Russian Federation on
November 28th, 2001.

The Company’s accounting policy is approved by its management and is used for the preparation of audited annual
financial statements in accordance with IFRS. The accounting policy is revised annually to adopt of new and revised
Standards, Interpretations and changes in IFRS and to ensure more reliable and relevant presentation of information
about the Company’s assets, liabilities and financial results.

The Audit committee manages the relationship with the External Auditor on behalf on the Board. It considers
the remuneration and other terms of the engagement of the External Auditor and makes recommendations in
connection therewith to the Board.

The Audit committee reviews the integrity, independence and objectivity of the External Audit through the regular
meetings with auditors. The External Auditor also certifies its independence to the Audit committee.

Approximately once every two to three years the management considers proposals from leading auditing companies
to become its external auditor, and makes a decision whether to keep the existing auditor or change to another.

The last competitive audit tender was in 2009 when ZAO “Deloitte and Touche CIS” was appointed by the Board on
the recommendation of Audit committee.

Although the External Auditor does provide some non-audit services, the objectivity and independence of the External
Auditor is safeguarded through restrictions on the provision of these services.

Based on the review by the Audit committee, the Board confirms that the External Auditor is independent.
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The following statement, which should be read in conjunction with the independent auditors’ report set out on pages
2-3, is made with a view to distinguishing the respective responsibilities of management and those of the independent
auditors in relation to the consolidated financial statements of Open Joint Stock Company “Polyus Gold” and its
subsidiaries (the “Group”).

Management is responsible for the preparation of the consolidated financial statements that present fairly the financial
position of the Group as of 31 December 2009, and the results of its operations, cash flows and changes in
shareholders’ equity for the year then ended, in compliance with International Financial Reporting Standards (“IFRS”).

In preparing the consolidated financial statements, management is responsible for:

properly selecting and applying accounting policies;

presenting information, including accounting policies, in a manner that provides relevant, reliable, comparable and
understandable information;

providing additional disclosures when compliance with the specific requirements in IFRSs are insufficient to enable
users to understand the impact of particular transactions, other events and conditions on the Group’s consolidated
financial position and financial performance; and

making an assessment of the Group’s ability to continue as a going concern.

Management is also responsible for:

designing, implementing and maintaining an effective and sound system of internal controls, throughout the Group;
maintaining adequate accounting records that are sufficient to show and explain the Group’s transactions and disclose
with reasonable accuracy at any time the consolidated financial position of the Group, and which enable them to
ensure that the consolidated financial statements of the Group comply with IFRS;

maintaining statutory accounting records in compliance with legislation and accounting standards in the jurisdictions
in which the Group operates;

taking such steps as are reasonably available to them to safeguard the assets of the Group; and

preventing and detecting fraud and other irregularities.

The consolidated financial statements of the Group for the year ended 31 December 2009 were approved by the Board
of Directors on 27 April 2010:

Ivanov E.I. Ignatov O.V.

General Director Deputy General Director

Moscow, Russia
29 April 2010



To shareholders of Open Joint Stock Company “Polyus Gold”:

We have audited the accompanying consolidated financial statements of Open Joint Stock Company “Polyus Gold” and
its subsidiaries (hereinafter refer to as the “Group”), which comprise the consolidated statement of financial position
as at 31 December 2009 and the consolidated statements of income, comprehensive income, cash flows, changes in
equity for for the year then ended, and a summary of significant accounting policies and other explanatory notes.

Management’s responsibility for the consolidated financial statements

Management is responsible for the preparation and fair presentation of these consolidated financial statements in
accordance with International Financial Reporting Standards.

This responsibility includes: designing, implementing and maintaining internal control relevant to the preparation
and fair presentation of the financial statements that are free from material misstatement, whether due to fraud or
error; selecting and applying appropriate accounting policies; and making accounting estimates that are reasonable in
the circumstances.

Auditors’ responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on our audit. We
conducted our audit in accordance with International Standards on Auditing.

Those standards require that we comply with ethical requirements and plan and perform the audit to obtain reasonable
assurance whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial
statements. The procedures selected depend on the auditors’ judgment, including the assessment of the risks of
material misstatement of the financial statements, whether due to fraud or error. In making those risk assessments,
the auditors consider internal control relevant to the Group’s preparation and fair presentation of the financial
statements in order to design audit procedures that are appropriate in the circumstances, but not for the purpose

of expressing an opinion on the effectiveness of the Group’s internal control. An audit also includes evaluating

the appropriateness of accounting policies used and the reasonableness of accounting estimates made by management,
as well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinion.



Opinion

In our opinion, the accompanying consolidated financial statements present fairly, in all material respects, the financial
position of the Group as at 31 December 2009, and the results of its operations and its cash flows for the year then
ended in accordance with International Financial Reporting Standards.

Moscow, Russia
29 April 2010



Consolidated financial statements
for the year ended 31 December 2009

CONSOLIDATED INCOME STATEMENT FOR THE YEAR ENDED 31 DECEMBER (in thousands of US Dollars)

_m‘_

Gold sales 1,199,088 1,062,331
Other sales 26,136 24,987
Total revenue 1,225,224 1,087,318
Cost of gold sales 7 (575,122) (558,118)
Cost of other sales (25,541) (25,061)
Gross profit 624,561 504,139
Selling, general and administrative expenses 8 (155,012) (134,960)
Research expenses (1,265) (4,959)
Other expenses, net 9 (32,955) (17,056)
Finance costs 10 (18,870) (4,417)
Income/(loss) from investments 11 14,197 (217,591)
Foreign exchange gain/(loss), net 1,364 (2,685)
Profit before income tax 432,020 122,471
Income tax 12 (108,837) (62,110)
Profit for the year 323,183 60,361

Attributable to:
Shareholders of the parent company 321,604 51,507
Non-controlling interest 1,579 8,854
S28NIISS 60,361

Earnings per share
Weighted average number of ordinary shares in issue during the year 178,803,493 178,138,065
Basic and diluted (US cents) 180 29

The accompanying notes are an integral part of these consolidated financial statements.
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CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME
FOR THE YEAR ENDED 31 DECEMBER (in thousands of US Dollars)

Profit for the year 323,183 60,361
Increase/(decrease) in fair value of available-for-sale investments 18,201 (8,549)
:ﬁ?gzgc;ga:Do;ygggciiiluc;;i\g|IabIe for-sale investments (net of tax in the amount of USD (696) (28,358)
Exchange difference on translation of foreign operations 36,219 214,920
Effect of translation to presentation currency (81,233) (691,274)
Other comprehensive loss for the year (27,509) (513,261)
Total comprehensive income/(loss) for the year 295,674 (452,900)

Attributable to:
Shareholders of the parent company 294,160 (454,226)
Non-controlling interest 1,514 1,326
295,674 (452,900)

The accompanying notes are an integral part of these consolidated financial statements.
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CONSOLIDATED STATEMENT OF FINANCIAL POSITION AT 31 DECEMBER (in thousands of US Dollars)

00 [ nmete | 2000 | 2008
assers |

ASSETS
Non-current assets
Property, plant and equipment 13 2,299,071 1,772,319
Goodwill 15 132,906 -
Deferred stripping costs 14 106,088 163,988
Inventories 17 40,732 39,063
Investments in securities and other financial assets 16 114,792 4,095
Long-term portion of reimbursable value added tax 5,899 9,188
Other non-current assets - 2,164
2,699,488 1,990,817
Current assets
Inventories 17 415,238 233,001
Reimbursable value added tax 103,688 104,872
Trade and other receivables 18 17,810 15,513
Advances paid to suppliers 19 20,773 14,558
Investments in securities and other financial assets 16 312,733 285,236
Income tax prepaid 27,152 17,545
Other current assets 20 20,637 18,494
Cash and cash equivalents 21 173,360 398,826
1,091,391 1,088,045
TOTAL ASSETS 3,790,879 3,078,862
EQUITY AND LIABILITIES
Capital and reserves
Share capital 22 6,871 6,871
Additional paid-in capital 2,081,626 2,116,655
Treasury shares 22 (626,313) (724,927)
Investments revaluation reserve 17,505 -
Translation reserve (90,407) (43,4006)
Retained earnings 1,686,818 1,401,540
Equity attributable to shareholders of the parent company 3,076,100 2,756,733
Non-controlling interest 64,871 37,808
3,140,971 2,794,541
Non-current liabilities
Borrowings 25 26,394 -
Deferred tax liabilities 12 180,989 148,244
Environmental obligations 23 90,518 34,379
Other non-current liabilities 24 15,526 -
313,427 182,623
Current liabilities
Borrowings 25 173,437 -
Trade payables 26 24,332 17,918
Other payables and accrued expenses 26 92,480 65,609
Income tax payable 2,609 1,344
Other taxes payable 27 43,623 16,827
336,481 101,698
TOTAL LIABILITIES 649,908 284,321
TOTAL EQUITY AND LIABILITIES 3,790,879 3,078,862

The accompanying notes are an integral part of these consolidated financial statements.
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CONSOLIDATED STATEMENT OF CASH FLoOws
FOR THE YEAR ENDED 31 DECEMBER (in thousands of US Dollars)

| wts | 20 ]| 2008 |

Operating activities

Profit before income tax 432,020 122,471

Adjustments for:
Amortisation and depreciation 98,561 86,927
Finance costs 18,870 4,417
Expensed stripping cost 65,847 -
Loss on disposal of property, plant and equipment 3,875 548
Impairment of property, plant and equipment 10,859 1,831
Change in provision for obsolete inventory 3,639 1,489
Change in provision for land restoration 7,379 (8,530)
Change in allowance for reimbursable value added tax (171) 7,078
(Income)/loss from investments (14,197) 217,591
Foreign exchange (gain)/loss, net (1,364) 2,685
Other 1,115 (5,472)
626,433 431,035

Movements in working capital

Inventories (176,327) (101,665)
Trade and other receivables 1,562 (4,734)
Advances paid to suppliers (5,456) 8,140
Other current assets and reimbursable value added tax 4,772 (49,038)
Trade payables (8,416) (3,500)
Other payables and accrued expenses 13,501 5,884
Other taxes payable (2,342) (1,034)
Cash flows from operations 453,727 285,088
Interest paid (10,795) (2,434)
Income tax paid (99,832) (90,421)
Net cash generated from operating activities 343,100 192,233

Investing activities

Acquisition of subsidiaries, net of cash acquired, and increase of ownership in

subsidiaries 4 (182,247) (39,156)
Repayment of consideration on acquisition of subsidiaries - (19,616)
Purchase of property, plant and equipment (302,405) (481,504)
Deferred stripping costs capitalised (12,608) (95,313)
Proceeds from sale of property, plant and equipment 1,270 5,747
Interest received 13,034 43,967
Purchase of promissory notes and other financial assets (170,811) (7,390)
Proceeds from sale of promissory notes and other financial assets 137,702 664,151
Net cash (used in)/generated from investing activities (516,065) 70,886
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CONSOLIDATED STATEMENT OF CASH FLoOws
FOR THE YEAR ENDED 31 DECEMBER (CONTINUED) (in thousands of US Dollars)

| tees | 2000 | 2008 |

Financing activities

Repayments of borrowings (13,760) (19,034)
Repayments of finance lease obligations (400) (1,622)
Proceeds from issuance of Company’s shares from treasury shares 22 - 1,334
Dividends paid to shareholders of the Company 22 (40,387) (22,258)
Dividends paid to shareholders of non-controlling interest (2,151) (2,008)
Net cash used in financing activities (56,698) (43,588)
Net (decrease)/increase in cash and cash equivalents (229,663) 219,531
Cash and cash equivalents at beginning of the year 398,826 226,174
Effect of translation to presentation currency on cash and cash equivalents 4,197 (46,879)
Cash and cash equivalents at end of the year 21 173,360 398,826

Non-cash investing activities in 2009 also included issuance of treasury shares as a consideration for acquisition
of KazakhGold in the amount of USD 63,585 thousand (refer to note 4).

The accompanying notes are an integral part of these consolidated financial statements.
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CONSOLIDATED STATEMENT OF CHANGES IN EQUITY
FOR THE YEAR ENDED 31 DECEMBER 20009 (in thousands of US Dollars)

Equity attributable to shareholders of the parent company -
Share Additional | Treasury Invest- | Translation| Retained Non-con-
capital paid-in shares ments reserve earnings trolling
capital revalua- interest
tion
reserve
Balance at 31 December 2007 6,871 2,118,165 (730,450) 36,907 425,727 1,404,554 3,261,774 47,187 3,308,961
Profit for the year - - - - - 51,507 51,507 8,854 60,361

Other comprehensive loss (net

of tax of USD 7,200 thousand) - - - (36,907) (468,826) - (505,733) (7,528) (513,261)
Total comprehensive loss - - - (36,907) (468,826) 51,507 (454,226) 1,326 (452,900)
Dividends to shareholders of 22 ) i i i i (22,258) (22,258) i (22,258)
the parent company

Dividends to shareholders of ) i i i i i ) (2,008) (2,008)

non-controlling interest

Decrease in non-controlling
interest due to increase in 4 - - - - - (30,887) (30,887) (10,073) (40,960)
ownership in subsidiaries

Increase in non-controlling
interest due to change of

4 - - - - - 1,37 1,376 1,37 -

shareholding structure of (1.376) (1,376) 376
subsidiaries

Issuance of shares from
treasury shares under share 22 - (1,510) 53528 - (307) - 3,706 - 3,706
option plan

Balance at 31 December 2008 6,871 2,116,655 (724,927) - (43,406) 1,401,540 2,756,733 37,808 2,794,541
Profit for the year - - - - - 321,604 321,604 1,579 323,183
;’22:; L - . - 17505 (44,949 - (27444) (65)  (27,509)
Total comprehensive income - - - 17,505 (44,949) 321,604 294,160 1,514 295,674
Issuance of shares from
treasury shares as a part of 22 . (35029) 98614 - (2,052) 2052 63,585 . 63585
consideration for acquisition of
subsidiaries
Acqu.m_ed on acquisition of 4 ) ) ) ) ) ) . 30,545 30,545
subsidiary

Dividends to shareholders of 22 ) ) ) ) ) (38,378) (38,378) ) (38,378)
the parent company

Dividends tq shgreholders of ) i i i i i ) (4,996) (4,996)
non-controlling interest

Balance at 31 December 2009 6,871 2,081,626 (626,313) 17,505 (90,407) 1,686,818 3,076,100 64,871 3,140,971

The accompanying notes are an integral part of these consolidated financial statements.
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Open Joint Stock Company “Polyus Gold” (the “Company” or “Polyus Gold”) was incorporated in Moscow, Russian
Federation, on 17 March 2006. The Company was formed as a result of a spin-off from OJSC “Mining and Metallurgical
Company Norilsk Nickel” (“Norilsk Nickel”). The principal activities of the Company and its subsidiaries (the “Group”)
are the extraction, refining and sale of gold. Mining and processing facilities of the Group are located in the Krasnoyarsk
and Irkutsk regions and the Sakha Republic of the Russian Federation and in the Republic of Kazakhstan. The Group
also performs research, exploration and development works, primarily at the Natalka field located in the Magadan
region, Nezhdaninskoe field located in the Sakha Republic and in the Republic of Kazakhstan. Further details regarding
the nature of the business and of the significant subsidiaries of the Group are presented in note 32.

The consolidated financial statements of the Group have been prepared in accordance with International Financial
Reporting Standards (“IFRS”). IFRS include standards and interpretations approved by the International Accounting
Standards Board (“IASB”), including International Accounting Standards (“IAS”) and interpretations issued by

the International Financial Reporting Interpretations Committee (“IFRIC”).

The entities of the Group maintain their accounting records in accordance with the laws, accounting and reporting
regulations of the jurisdictions, in which they are incorporated and registered. The accounting principles and financial
reporting procedures in these jurisdictions may differ substantially from those generally accepted under IFRS.
Accordingly, such financial statements have been adjusted to ensure that the consolidated financial statements are
presented in accordance with IFRS.

The consolidated financial statements of the Group are prepared on the historical cost basis, except for mark-to-
market valuation of certain financial instruments, in accordance with IAS 39 Financial Instruments: Recognition and
Measurement.

In the preparation of the consolidated financial statements, the Group has adopted all of the new and revised
International Financial Reporting Standards and Interpretations issued by IFRIC that are relevant to its operations and
effective for the annual reporting periods reported herein. The principles changes due to implementation were as follows:

IFRS 8 Operating Segments (adopted 1 January 2009, revised in April 2009 and early adopted revisions from 1 January 2009)

This standard requires disclosure of financial information about the Group’s operating segments based on

the management reporting system and replaces the requirements to determine primary (business) and secondary
(geographical) reporting segments of the Group. Adoption of this standard did not have any effect of the financial
position or performance of the Group. Segment information presented in these consolidated financial statements

complies with management reporting system, including comparative information for the year ended 31 December
2008. Additional information and disclosure about each of the operating segments are presented in note 5.



IAS 1 Presentation of Financial Statements (as revised in 2007 and effective 1 January 2009)

This revised standard separates owner and non-owner changes in the statement of changes in equity. Based on
revised standard the statement of changes in equity includes only details of transactions with owner, with non-owner
changes in equity presented as a single line item and separately disclosed in the statement of comprehensive income.
In addition, the Standard introduces the statement of comprehensive income and introduces new names of some
statements. All information presented in these consolidated financial statements was amended, accordingly.

IFRS 3 Business Combinations (as revised in 2008 and effective 1 July 2009)

IFRS 3 (2008) has been adopted in the current year in advance of its effective date (business combinations for which
the acquisition date is on or after the beginning of the first annual period beginning on or after 1 July 2009). Its
adoption has affected the accounting for business combinations in the current period.

In accordance with the relevant transitional period, IFRS 3 (2008) has been applied prospectively to business
combinations for which the acquisition date is on or after 1 January 2009. The impact of adoption of IFRS 3 (2008)
has been to allow a choice on a transaction-by-transaction basis for the measurement of non-controlling interests
(previously referred to as “minority interest”) either at fair value or at the non-controlling interests’ share of the fair
value of the identifiable net assets of the acquiree. In the current period, when accounting for the acquisition of
KazakhGold Group Limited, the Group has elected to measure the non-controlling interests at non-controlling
interest’s share of the fair value of the identifiable net assets acquired at the date of acquisition. Adoption of IFRS 3
(2008) required acquisition-related costs being accounted separately from the business combination, generally leading
to those costs being recognised as an expense in profit or loss as incurred, whereas previously they were accounted as
a part of the cost of the acquisition.

In the current period, these changes have resulted in decrease in profit and other comprehensive income for the year
ended 31 December 2009 in the amount of USD 11,911 thousand as a result of inclusion of acquisition-related

costs into Selling, General and Administrative expenses. Under previous IFRS 3 the Group would have accounted
acquisition-related costs as a part of the cost of acquisition.

IFRS 3 (2008) has also required additional disclosures in respect of the business combinations in the period (refer to
note 4).

IFRS 7 Financial Instruments: Disclosures (revised and effective 1 January 2009)

This amended standard requires additional disclosure about fair value measurement and liquidity risk. Fair value
measurements are to be disclosed by source of inputs using a three level hierarchy for each class of financial
instrument. In addition, a reconciliation between the beginning and ending balance for Level 3 fair value
measurements is now required, as well significant transfers between Level 1 and Level 2 fair value measurements.
The amendments also clarify the requirements for liquidity risk disclosures. The Group has elected not to provide
comparative information for these expanded disclosures in the current year in accordance with the transitional
reliefs offered in these amendments. Additional information and disclosure about fair value are presented in note 30.
Liquidity risk disclosure is not significantly impacted by these amendments.



IAS 27 Consolidated and Separate Financial Statements (as revised in 2008 and effective 1 July 2009)

IAS 27 (2008) has been adopted in advance of its effective date (annual periods beginning on or after 1 July 2009).
The revisions to IAS 27 principally affect the accounting for non-controlling interest. Under the revised standard total
comprehensive income is attributed to the owners of the parent and to the non-controlling interests even if this results
in the non-controlling interests having a deficit balance.

In the current period, these changes have affected the accounting for non-controlling interest, resulting a decrease of
non-controlling interest in the amount of USD 3,492 thousand as a result of allocating losses to the non-controlling
interest.

In accordance with relevant transitional period, IAS 27 (2008) has been applied prospectively in respect of
the amendment for attributing total comprehensive income to the owners of the parent and to the non-controlling
interests even if this results in the non-controlling interests having a deficit balance.

The revisions and amendments to the following Standards and Interpretations presented below did not have any
significant impact on the accounting policies, financial position or performance of the Group:

IFRS 2 Share-based Payments;

IFRS 7 Financial Instruments: Disclosures;

IAS 7 Statement of Cash Flows;

IAS 16 Property, Plant and Equipment;

IAS 18 Revenue;

IAS 19 Employee Benefits;

IAS 20 Accounting for Government Grants and Disclosure of Government Assistance;
IAS 23 Borrowing Costs;

IAS 27 Consolidated and Separate Financial Statements;

IAS 28 Investments in Associates;

IAS 29 Financial Reporting in Hyperinflationary Economies;

IAS 31 Interests in Joint Ventures;

IAS 32 Financial Instruments: Presentation;

IAS 36 Impairment of Assets;

IAS 38 Intangible Assets;

IAS 39 Financial Instruments: Recognition and Measurement;

IAS 40 Investment Property;

IFRIC 15 Agreements for the Construction of Real Estate;

IFRIC 17 Distribution of Non-Cash Assets to Owners (adopted in advance of effective date of 1 July 2009);
IFRIC 18 Transfers of Assets from Customers (adopted for transfers of assets from customers received on or after 1 July
2009).



Notes to the Consolidated Financial Statements for the Year Ended 31 December 2009

Standards and interpretations in issue but not yet adopted

At the date of approval of the Group’s consolidated financial statements, the following new and revised standards and

interpretations have been issued, but are not effective for 2009:

Standards and interpretations Effective for annual periods beginning on or after

IAS 1 Presentation of Financial Statements (amended) 1 January 2010
IAS 7 Statement of Cash Flows (amended) 1 July 2009 and 1 January 2010
IAS 17 Leases (amended) 1 January 2010
IAS 21 The Effects of Changes in Foreign Exchange Rates (amendments) 1 July 2009

IAS 24 Related Parties: Disclosures (amended) 1 January 2011
IAS 28 Investments in Associates (revised due to revision of IFRS 3) 1 July 2009

IAS 31 Investments in Joint Ventures (revised due to revision of IFRS 3) 1 July 2009

IAS 32 Financial Instruments: Presentation (amended) 1 February 2010
IAS 36 Impairment of Assets (amended) 1 January 2010
IAS 38 Intangible Assets (amended) 1 July 2009

IAS 39 Financial Instruments: Recognition and Measurement (amended) 1 July 2009 and 1 January 2010
IFRS 1 First-time Adoption of International Financial Reporting Standards (amended) 1 July 2009
IFRS 2 Share-based Payment (amended) 1 January 2010
IFRS 5 Non-current Assets Held for Sale and Discontinued Operations (amended) 1 January 2010
IFRS 9 Financial Instruments 1 January 2013
IFRIC 14 1AS 19: The Limit on a Defined Benefit Asset, Minimum Funding Requirements and their

Interaction (amended) 1 January 2011
IFRIC 16 Hedges of a Net Investment in a Foreign Operations 1 July 2009
IFRIC 17 Distribution of Non-cash Assets to Owners 1 July 2009
IFRIC 18 Transfers of Assets from Customers 1 July 2009
IFRIC 19 Extinguishing Financial Liabilities with Equity Instruments 1 July 2010

Management anticipates that all of the above standards and interpretations will be adopted in the Group’s consolidated
financial statements for the respective periods. The impact of adoption of these standards and interpretations in
the preparation of consolidated financial statements in the future periods is currently being assessed by the Group’s

management.
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Subsidiaries

The consolidated financial statements of the Group include the financial statements of the Company and its
subsidiaries, from the date that control effectively commenced until the date that control effectively ceased. Control is
achieved where the Company has the power to govern the financial and operating policies of an entity so as to obtain
benefits from its activities.

Non-controlling interest in consolidated subsidiaries is identified separately from the Group’s equity therein.

The interest of non-controlling shareholders may be initially measured either at fair value or at the non-controlling
interest’s proportionate share of the fair value of the acquiree’s identifiable net assets. The choice of measurement
basis is made on an acquisition-by-acquisition basis. Subsequent to acquisition, the carrying amount of non-controlling
interest is the amount of those interests at initial recognition plus the non-controlling interest’s share of subsequent
changes in net assets since the date of the combination. Total comprehensive income is attributed to non-controlling
interests even if this results in the non-controlling interest having a deficit balance.

Changes in the Group’s interests in subsidiaries that do not result in a loss of control are accounted for as equity
transactions. The carrying amounts of the Group’s interests and the non-controlling interests are adjusted to reflect
the changes in their relative interests in the subsidiaries. Any difference between the amount by which the non-
controlling interests are adjusted and the fair value of the consideration paid or received is recognised directly in
equity and attributed to owners of the Company.

When the Group loses control of a subsidiary, the profit and loss on disposal is calculated as the difference between
the aggregate of the fair value of the consideration received and the fair value of any retained interest and the previous
carrying amount of the assets (including goodwill), and liabilities of the subsidiary and any non-controlling interests.
Amounts previously recognised in other comprehensive income in relation to the subsidiary are accounted for in

the same manner as would be required if the relevant assets or liabilities were disposed of. The fair value of any
investment retained in the former subsidiary at the date when control is lost is regarded as the fair value on initial
recognition for subsequent accounting under IAS 39 Financial Instruments: Recognition and Measurement or, when
applicable, the cost on initial recognition of an investment in an associate or jointly controlled entity.

All intra-group balances, transactions and any unrealised profits or losses arising from intra-group transactions are
eliminated on consolidation.

Business combinations

Acquisitions of subsidiaries and businesses are accounted for using the acquisition method. The consideration for each
acquisition is measured at the aggregate of the fair values (at the date of exchange) of assets given, liabilities incurred
or assumed, and equity instruments issued by the Group in exchange for control of the acquiree. Acquisition-related
costs are recognised in profit or loss as incurred.



Where applicable, the consideration for the acquisition includes any asset or liability resulting from a contingent
consideration arrangement, measured at its acquisition-date fair value. Subsequent changes in such fair values are
adjusted against the cost of acquisition where they qualify as measurement period adjustments. All other subsequent
changes in the fair value of contingent consideration classified as an asset or liability are accounted for in accordance
with relevant IFRSs.

Where a business combination is achieved in stages, the Group’s previously held interests in the acquired entity are
remeasured to fair value at the acquisition date (i.e. the date the Group obtains control) and the resulting gain or loss,
if any, is recognised in profit or loss. Amounts arising from interests in the acquiree prior to the acquisition date that
have previously been recognised in other comprehensive income are reclassified to consolidated income statement,
where such treatment would be appropriate if that interest were disposed of.

The acquiree’s identifiable assets, liabilities and contingent liabilities that meet the conditions for recognition under
IFRS 3 (2008) are recognised at their fair value at the acquisition date, except that:

deferred tax assets or liabilities and liabilities or assets related to employee benefit arrangements are recognised and
measured in accordance with IAS 12 Income Taxes and IAS 19 Employee Benefits respectively;

liabilities or equity instruments related to the replacement by the Group of an acquiree’s share-based payment awards
are measured in accordance with IFRS 2 Share-based Payment; and

assets (or disposal groups) that are classified as held for sale in accordance with IFRS 5 Non-current Assets Held for Sale
and Discontinued Operations are measured in accordance with that Standard.

If the initial accounting for a business combination is incomplete by the end of the reporting period in which

the combination occurs, the Group reports provisional amounts for the items for which the accounting is incomplete.
Those provisional amounts are adjusted during the measurement period, or additional assets or liabilities are
recognised, to reflect new information obtained about facts and circumstances that existed as of the acquisition date
that, if known, would have affected the amounts recognised as of that date.

Goodwill

Goodwill arising in a business combination is recognised as an asset at the date that control is acquired (the acquisition
date). Goodwill is measured as the excess of the sum of the consideration transferred, the amount of any non-
controlling interests in the acquiree, and the fair value of the acquirer’s previously held equity interest in the acquiree
(if any) over the net of the acquisition-date amounts of the identifiable assets acquired and the liabilities assumed.

If the Group’s interest in the fair value of the acquiree’s identifiable net assets exceeds the sum of the consideration
transferred, the amount of any non-controlling interests in the acquiree and the fair value of the acquirer’s previously
held equity interest in the acquiree (if any), the excess is recognised immediately in profit or loss as a bargain purchase
gain.



Goodwill is not amortised but is reviewed for impairment at least annually, on 1 July. For the purpose of impairment
testing, goodwill is allocated to each of the Group’s cash-generating units expected to benefit from the synergies of

the combination. Cash-generating units to which goodwill has been allocated are tested for impairment annually, or
more frequently when there is an indication that the unit may be impaired. If the recoverable amount of the cash-
generating unit is less than its carrying amount, the impairment loss is allocated first to reduce the carrying amount of
any goodwill allocated to the unit and then to the other assets of the unit pro-rata on the basis of the carrying amount
of each asset in the unit. An impairment loss recognised for goodwill is not reversed in a subsequent period.

On disposal of a subsidiary, the attributable amount of goodwill is included in the determination of the profit or loss
on disposal.
The individual financial statements of the Group’s subsidiaries are prepared in their functional currency.

The Russian Rouble (“RUB”) is the functional currency of the Company and all subsidiaries of the Group, except for
the following subsidiaries operating with significant degrees of autonomy:

Jenington International Inc. US Dollar
Polyus Exploration Limited US Dollar
Polyus Investments Limited US Dollar
JSC “MMC Kazakhaltyn” and its subsidiaries Kazakh Tenge
KazakhGold Group Limited US Dollar

The Group has chosen to present its consolidated financial statements in the US Dollar (“USD”), as management
believes it is a more convenient presentation currency for international users of the consolidated financial statements
of the Group as it is a common presentation currency in the mining industry. The translation of the financial
statements of the Group entities from their functional currencies to the presentation currency is made as follows:

all assets, liabilities, both monetary and non-monetary are translated at closing exchange rates at each reporting
period end date;

all income and expenses in each income statement are translated at the average exchange rates for the years presented;
resulting exchange differences are included in equity and presented as Effect of translation to presentation currency
within Translation reserve; and

in the statement of cash flows, cash balances at beginning and end of each reporting period presented are translated

at exchange rates at the respective dates. All cash flows are translated at the average exchange rates for the years
presented, except for significant transactions that are translated at rates on the date of transaction. Resulting exchange
differences are presented as Effect of translation to presentation currency.



Exchange rates used in the preparation of the consolidated financial statements were as follows:

31 December 30.24 29.38
Average for the year 31.72 24.86
31 December 148.36 n/a
Average for the year 147.50 n/a

Transactions in currencies other than the entity’s functional currencies (foreign currencies) are recorded at

the exchange rates prevailing on the dates of the transactions. All monetary assets and liabilities denominated in
foreign currencies are translated at the exchange rates prevailing at the reporting date. Non-monetary items carried
at historical cost are translated at the exchange rate prevailing on the date of transaction. Non-monetary items
carried at fair value are translated at the exchange rate prevailing on the date on which the most recent fair value was
determined. Exchange differences arising from changes in exchange rates are recognised in the consolidated income
statement.

Estimated ore reserves

Estimated proven and probable ore reserves reflect the economically recoverable quantities which can be legally
recovered in the future from known mineral deposits. The majority of the Group’s reserves are estimated in accordance
with the JORC code or using the Russian Resource Reporting Code for alluvial gold reserves.

Mineral rights
Mineral rights are recorded as assets when acquired as part of a business combination and are then amortised within
mining assets on a straight-line basis over the life of mines based on estimated proven and probable ore reserves.

Exploration and evaluation assets
Exploration and evaluation assets represent capitalised expenditures incurred by the Group in connection with
the exploration for and evaluation of gold resources, such as:

acquisition of rights to explore potentially mineralised areas;

topographical, geological, geochemical and geophysical studies;

exploratory drilling;

trenching;

sampling; and

activities in relation to evaluating the technical feasibility and commercial viability of extracting gold resource.



Exploration and evaluation expenditures are capitalised when it is expected that they will be recouped by future
exploitation or sale, and when the exploration and evaluation activities have not reached a stage that permits

a reasonable assessment of the existence of commercially recoverable gold reserves. When the technical feasibility and
commercial viability of extracting a gold resource are demonstrable, capitalised exploration and evaluation assets are
reclassified to mining assets.

Impairment of exploration and evaluation assets

Exploration and evaluation assets are assessed for impairment when facts and circumstances suggest that the carrying
amount of an exploration and evaluation asset may exceed its recoverable amount. The following facts and
circumstances, among other, indicate that exploration and evaluation assets must be tested for impairment:

the term of exploration license in the specific area has expired during the reporting period or will expire in the near
future, and is not expected to be renewed;

substantive expenditure on further exploration for and evaluation of gold resources in the specific area is neither
budgeted nor planned;

exploration for and evaluation of gold resources in the specific area have not led to the discovery of commercially
viable quantities of gold resources and the decision was made to discontinue such activities in the specific area; and
sufficient data exist to indicate that, although a development in the specific area is likely to proceed, the carrying
amount of the exploration and evaluation asset is unlikely to be recovered in full from successful development or by sale.

For the purpose of assessing exploration and evaluation assets for impairment, such assets are allocated to cash-
generating units, being exploration licence areas.

Any impairment loss is recognised as an expense in accordance with the policy on impairment of tangible assets set out
below.

Mining assets

Mining assets are recorded at cost less accumulated amortisation. Mining assets include the cost of acquiring and
developing mining properties, pre-production expenditure, mine infrastructure, mineral rights and mining and
exploration licenses and the present value of future decommissioning costs.

Mining assets are amortised on a straight-line basis over the life of mines of 7 to 23 years, which is based on estimated
proven and probable ore reserves. Amortisation is charged from the date on which a new mine reaches commercial
production quantities and is included in the cost of production.

Non-mining assets
Non-mining assets are stated at cost less accumulated depreciation. Depreciation is provided on a straight-line basis
over the economic useful lives of such assets:

buildings, structures, plant and equipment 5-50 years;
transport 3-11 years;
other assets 3-10 years.



Capital construction-in-progress

Capital construction-in-progress comprises costs directly related to mine development, construction of buildings,
infrastructure, processing plant, machinery and equipment. Amortisation or depreciation of these assets commences
when the assets are placed into commercial production.

Leased assets

Leases under which the Group assumes substantially all the risks and rewards of ownership are classified as finance
leases. Assets subject to finance leases are capitalised as property, plant and equipment at the lower of fair value or
present value of future minimum lease payments at the date of acquisition, with the related lease obligation recognised
at the same value. Assets held under finance leases are depreciated over their estimated economic useful lives or over
the term of the lease, if shorter. If there is reasonable certainty that the lessee will obtain ownership by the end of

the lease term, the period of expected use is useful life of the asset.

Finance lease payments are allocated using the effective interest rate method, between the lease finance cost, which is
included in interest paid, and the capital repayment, which reduces the related lease obligation to the lessor.

Impairment of tangible assets, other than exploration and evaluation assets

An impairment review of tangible assets is carried out when there is an indication that those assets have suffered
an impairment loss. If any such indication exists, the carrying amount of the asset is compared to the estimated
recoverable amount of the asset in order to determine the extent of the impairment loss (if any).Where it is not
possible to estimate the recoverable amount of an individual asset, the Group estimates the recoverable amount of
the cash-generating unit to which the asset belongs.

The recoverable amount is the higher of fair value less costs to sell and value-in-use. If the recoverable amount of an
asset (or cash-generating unit) is estimated to be less than its carrying amount, the carrying amount of the asset (or
cash-generating unit) is reduced to its recoverable amount. The impairment loss is recognised in the consolidated
income statement immediately, unless the relevant asset is carried at revalued amount, in which case the impairment
loss is treated as a revaluation decrease.

Where an impairment loss subsequently reverses, the carrying amount of the asset (or cash-generating unit) is
increased to the revised estimate of its recoverable amount, but only to the extent that the increased carrying amount
does not exceed the original carrying amount that would have been determined had no impairment loss been
recognised in prior periods.

A reversal of an impairment loss is recognised in theconsolidated income statement immediately, unless the relevant
asset is carried at a revalued amount, in which case the reversal of the impairment loss is treated as a revaluation
increase.



The Group accounts for stripping costs incurred using the average life of mine stripping ratio. The method assumes
that stripping costs incurred during the production phase to remove waste ore are deferred and charged to operating
costs on the basis of the average life of mine stripping ratio. The average stripping ratio is calculated as the number of
cubic meters of waste material removed per ton of ore mined based on proven and probable reserves. The average life
of mine ratio is revised annually or when circumstances change in the mine’s pit design or in the technical or economic
parameters impacting the reserves. Changes to the life of mine ratio are accounted for prospectively as changes in
accounting estimates.

Stripping costs incurred in the period are deferred to the extent that the current period stripping ratio exceeds
the expected life of mine ratio. Such deferred costs are then charged against profit and loss to the extent that, in
subsequent periods, the current ratio falls short of the life of mine ratio.

The cost of excess stripping is capitalised as deferred stripping costs and forms part of the total investment in

the relevant cash-generating unit, which is reviewed for impairment if events or a change in circumstances indicate
that the carrying value may not be recoverable. Amortisation of deferred stripping costs is included in cost of gold
sales.

Certain of the Group’s surface (alluvial) mining operations are located in regions with extreme weather conditions,
and gold at these locations can only be mined during certain months of the year. Costs incurred in preparation for
future seasons, usually during winter months, are deferred until summer of the following year. Such expenditures
mainly include excavation costs and mine specific administration costs, and are recognised on the consolidated
statement of financial position within other current assets.

Refined gold
Gold is measured at the lower of net production cost and net realisable value. The net cost of production per unit of
gold is determined by dividing total production cost, by the saleable mine output of gold.

Production costs include consumables and spares, labour, tax on mining, utilities, outsourced mining services, refining
costs, sundry costs, amortisation and depreciation of operating assets, adjustments for deferred stripping costs
capitalised/expensed, change in provision for land restoration and change in gold-in-process and refined gold.

Gold-in-process and stockpiles

Costs that are incurred in the production process are accumulated as stockpiles and gold-in-process. Net realisable
value tests are performed at least annually and represent the estimated future sales price of the product, based on
prevailing spot metal prices, less estimated costs to complete production and bring the product to sale.

Gold-in-process is valued at the net unit cost of production based on the percentage of completion method.
Stockpiles are measured by estimating the number of tonnes added and removed from the stockpile, the number of

contained gold ounces based on assay data, and the estimated recovery percentage based on the expected processing
method. Stockpiles are verified by periodic surveys.



Stores and materials
Stores and materials consist of consumable stores and are valued at the weighted average cost less provision for
obsolete and slow-moving items.

Financial assets are recognised on trade date where the purchase or sale of a financial asset is under a contract whose
terms require delivery of the financial asset within the timeframe established by the market concerned, and are
initially measured at fair value, plus transaction costs, except for financial assets classified as at fair value through
profit or loss, which are initially measured at fair value.

The Group’s financial assets are classified into the following categories:

financial assets at fair value through profit or loss (“FVTPL”);
held-to-maturity investments;

available-for-sale (“AFS”) financial assets; and

loans and receivables.

The classification depends on the nature and purpose of the financial asset and is determined at the time of initial
recognition.

Financial assets at FVTPL
Financial assets are classified as at FVTPL where the financial asset is either held for trading or it is designated as at
FVTPL.

A financial asset is classified as held for trading if:

it has been acquired principally for the purpose of selling in the near future; or

it is a part of an identified portfolio of financial instruments that the Group manages together and has a recent actual
pattern of short-term profit-taking; or

it is a derivative that is not designated and effective as a hedging instrument.

A financial asset other than a financial asset held for trading may be designated as at FVTPL upon initial recognition if:

such designation eliminates or significantly reduces a measurement or recognition inconsistency that would otherwise
arise; or

the financial asset forms part of a group of financial assets or financial liabilities or both, which is managed and its
performance is evaluated on a fair value basis, in accordance with the Group’s documented risk management or
investment strategy, and information about the grouping is provided internally on that basis; or

it forms part of a contract containing one or more embedded derivatives, and IAS 39 Financial Instruments: Recognition
and Measurement permits the entire combined contract (asset or liability) to be designated as at FVTPL.



Financial assets at FVTPL are stated at fair value, with any gains or losses arising on remeasurement recognised
in profit or loss. The net gain or loss recognised in profit or loss incorporates any dividend or interest earned on
the financial asset and is included in the Income/(loss) from investments line item in the consolidated income
statement. Fair value is determined in the manner described in note 30.

Held-to-maturity investments

Promissory notes with fixed or determinable payments and fixed maturity dates that the Group has the positive
intent and ability to hold to maturity are classified as held-to-maturity investments. Held-to-maturity investments
are recorded at amortised cost using the effective interest method less impairment, with revenue recognised on an
effective yield basis.

Available-for-sale financial assets
Available-for-sale financial assets mainly include investments in listed and unlisted shares.

Listed shares held by the Group that are traded in an active market are stated at fair value. Fair value of AFS is
determined as follows:

the fair value of AFS financial assets with standard terms and conditions and traded on active liquid markets are
determined with reference to quoted market prices; and

the fair value of other AFS financial assets are determined in accordance with generally accepted pricing model based
on discounted cash flow analysis using prices from observable current market transactions.

Gains and losses arising from changes in fair value are recognised directly in equity in the Investments revaluation
reserve with the exception of impairment losses, interest calculated using the effective interest method and foreign
exchange gains and losses on monetary assets, which are recognised directly in the consolidated income statement.
Where the investment is disposed of or is determined to be impaired, the cumulative gain or loss previously recognised
in the investment revaluation reserve is included in the consolidated income statement for the period.

Dividends on available-for-sale equity instruments are recognised in the consolidated income statement when
the Group’s right to receive the dividends is established.

The fair value of AFS financial assets denominated in a foreign currency is determined in that foreign currency and
translated at the exchange rate at the reporting date. The change in fair value attributable to translation differences
that result from a change in amortised cost of the asset is recognised in the consolidated income statement, and other
changes are recognised in equity.

Loans and receivables

Loans and receivables with fixed or determinable payments that are not quoted in an active market are classified as
loans and receivables. Loans and receivables are measured at amortised cost using the effective interest method less
any impairment. Interest income is recognised by applying the effective interest rate, except for short-term receivables
when the recognition of interest would be immaterial.



Impairment of financial assets

Financial assets, other than those at FVTPL, are assessed for indicators of impairment at each reporting date. Financial
assets are impaired where there is objective evidence that, as a result of one or more events that occurred after

the initial recognition of the financial asset, the estimated future cash flows of the investment have been impacted. For
financial assets carried at amortised cost, the amount of the impairment is the difference between the asset’s carrying
amount and the present value of estimated future cash flows, discounted at the original effective interest rate.

The carrying amount of the financial asset is reduced by the impairment loss directly for all financial assets with
the exception of trade receivables where the carrying amount is reduced through the use of an allowance account.

When a trade receivable is uncollectible, it is written off against the allowance account. Subsequent recoveries
of amounts previously written off are credited against the allowance account. Changes in the carrying amount of
the allowance account are recognised in the consolidated income statement.

With the exception of AFS equity instruments, if, in a subsequent period, the amount of the impairment loss decreases
and the decrease can be related objectively to an event occurring after the impairment was recognised, the previously
recognised impairment loss is reversed through the income statement to the extent that the carrying amount of

the investment at the date the impairment is reversed does not exceed what the amortised cost would have been had
the impairment not been recognised. In respect of AFS equity securities, any increase in fair value subsequent to an
impairment loss is recognised directly in equity.

Derecognition of financial assets

The Group derecognises a financial asset only when the contractual rights to the cash flows from the asset expire,

or it transfers the financial asset and substantially all the risks and rewards of ownership of the asset to another
entity. If the Group neither transfers nor retains substantially all the risks and rewards of ownership and continues

to control the transferred asset, the Group recognises its retained interest in the asset and an associated liability for
amounts it may have to pay. If the Group retains substantially all the risks and rewards of ownership of a transferred
financial asset, the Group continues to recognise the financial asset and also recognises a collateralised borrowing for
the proceeds received.

Effective interest method

The effective interest method is a method of calculating the amortised cost of a financial asset and of allocating interest
income over the relevant period. The effective interest rate is the rate that exactly discounts estimated future cash
receipts through the expected life of the financial asset, or, where appropriate, a shorter period.

Income is recognised on an effective interest rate basis for debt instruments other than those financial assets
designated as at FVTPL.



Financial liabilities, including borrowings, are initially measured at fair value, net of transaction costs, and
subsequently measured at amortised cost using the effective interest method, with interest expense recognised on an
effective yield basis.

Derecognition of financial liabilities
The Group derecognises financial liabilities when, and only when, the Group’s obligations are discharged, cancelled or
they expire.

Finance costs

Finance costs directly attributable to the acquisition, construction or production of qualifying assets, which are assets
that necessarily take a substantial period of time to get ready for their intended use or sale, are added to the cost of
those assets, until such time as the assets are substantially ready for their intended use or sale.

Investment income earned on the temporary investment of specific borrowings pending their expenditure on qualifying
assets is deducted from the finance costs eligible for capitalisation.

All other finance costs are recognised in the consolidated statement of financial position in the period in which they
are incurred.

Cash and cash equivalents comprise cash balances, cash deposits and highly liquid investments with original maturities
of three months or less, which are readily convertible to known amounts of cash and are subject to an insignificant risk
of changes in value.

Provisions are recognised when the Group has a present obligation (legal or constructive) as a result of a past event, it
is probable that the Group will be required to settle the obligation, and a reliable estimate can be made of the amount
of the obligation.

The amount recognised as a provision is the best estimate of the consideration required to settle the present obligation
at the reporting date, taking into account the risks and uncertainties surrounding the obligation. Where a provision is
measured using the cash flows estimated to settle the present obligation, its carrying amount is the present value of
those cash flows.

Remuneration to employees in respect of services rendered during a reporting period is recognised as an expense in
that reporting period.



Defined contribution plan

The Group contributes to the respective Pension Funds on behalf of all employees of subsidiaries in Russian Federation
and in other jurisdictions where the Group operates. These contributions are recognised in the income statement when
employees have rendered services entitling them to the contribution.

Defined benefit plans

In 2009, the Group has introduced defined benefits plans, which are unfunded. The cost of providing benefits under
the defined benefit plans is determined separately for each plan using the projected unit credit method. The past
service costs are recognised as an expense on straight-line basis over the average period until the benefits become
vested. The past service costs at the introduction of the plans are being deferred and amortised on a straight-line basis
over the expected average remaining working lives of the employees participating in the plans.

Income tax expense represents the sum of the tax currently payable and deferred tax. Income taxes are computed in
accordance with the laws of countries where the Group operates.

Current tax

The tax currently payable is based on taxable profit for the year. Taxable profit differs from profit as reported in

the consolidated income statement because it excludes items of income or expense that are taxable or deductible in
other years and it further excludes items that are never taxable or deductible. The Group’s liability for current tax is
calculated using tax rates that have been enacted or substantively enacted by the reporting date.

Deferred tax

Deferred tax is recognised on differences between the carrying amounts of assets and liabilities in the financial
statements and the corresponding tax bases used in the computation of taxable profit, and are accounted for

using the balance sheet liability method. Deferred tax liabilities are generally recognised for all taxable temporary
differences, and deferred tax assets are generally recognised for all deductible temporary differences to the extent
that it is probable that taxable profits will be available against which those deductible temporary differences can

be utilised. Such assets and liabilities are not recognised if the temporary difference arises from goodwill or from

the initial recognition (other than in a business combination) of other assets and liabilities in a transaction that affects
neither the taxable profit nor the accounting profit.

Deferred tax liabilities are recognised for taxable temporary differences associated with investments in subsidiaries
and associates except where the Group is able to control the reversal of the temporary difference and it is probable that
the temporary difference will not reverse in the foreseeable future.

Deferred tax assets arising from deductible temporary differences associated with such investments are only recognised
to the extent that it is probable that there will be sufficient taxable profits against which to utilise the benefits of
the temporary differences and they are expected to reverse in the foreseeable future.

The carrying amount of deferred tax assets is reviewed at each reporting date and reduced to the extent that it is no
longer probable that sufficient taxable profits will be available to allow all or part of the asset to be recovered.



Deferred tax assets and liabilities are measured at the tax rates that are expected to apply in the period in which

the liability is settled or the asset realised, based on tax rates (and tax laws) that have been enacted or substantively
enacted by the reporting date. The measurement of deferred tax liabilities and assets reflects the tax consequences
that would follow from the manner in which the Group expects, at the reporting date, to recover or settle the carrying
amount of its assets and liabilities.

Deferred tax assets and liabilities are offset when there is a legally enforceable right to set off current tax assets against
current tax liabilities and when they relate to income taxes levied by the same taxation authority and the Group
intends to settle its current tax assets and liabilities on a net basis.

Current and deferred tax for the period

Current and deferred tax are recognised as an expense or income in the consolidated income statement, except when
they relate to items that are recognised outside consolidated income statement, in which case the tax is also recognised
outside consolidated income statement, or where they arise from the initial accounting for a business combination.

In the case of a business combination, the tax effect is taken into account in calculating goodwill or determining

the excess of the acquirer’s interest in the net fair value of the acquiree’s identifiable assets, liabilities and contingent
liabilities over cost.

Gold sales revenue

Revenue from the sale of refined gold and other gold-bearing products is recognised when the risks and rewards of
ownership are transferred to the buyer. Gold sales revenue represents the invoiced value of gold shipped to customers,
net of value-added tax. Revenues from sale of by-products are netted off against production costs.

Other revenue

Other revenue consists of sales of electricity, transportation, handling and warehousing services, and other. Revenue
from sale of goods is recognised when significant risks and rewards of ownership are transferred to the buyer in
accordance with the shipping terms specified in the sales agreements. Revenue from service contracts are recognised
when the services are rendered.

The lease of assets under which all the risks and benefits of ownership are retained by the lessor are classified as
operating leases. Costs for operating leases are recognised in the consolidated income statement in the period in which
they are incurred in accordance with lease terms.

Dividends and related taxation thereon are recognised as a liability in the period in which they have been declared and
become legally payable.

Retained earnings legally distributable by the Company are based on the amounts available for distribution in
accordance with the applicable legislation and as reflected in the statutory financial statements of the individual
entities of the Group. These amounts may differ significantly from the amounts calculated on the basis of IFRS.



Environmental obligations include decommissioning and land restoration costs.

Future decommissioning costs, discounted to net present value, are capitalised and corresponding decommissioning
obligations raised as soon as the constructive obligation to incur such costs arises and the future decommissioning
cost can be reliably estimated. Decommissioning assets are amortised on a straight-line basis over the life of mine.

The unwinding of the decommissioning obligation is included in the consolidated income statement as finance costs.
Decommissioning obligations are periodically reviewed in light of current laws and regulations, and adjustments made
as necessary with correspondence to property, plant and equipment.

Provision for land restoration, representing the cost of restoring land that arises when environmental disturbance

is caused by the development or ongoing production of a mining property, is estimated at the net present value of

the expenditures expected to settle the obligation. Change in provision and unwinding of discount on land restoration
are recognised to the consolidated income statement and included in cost of production.

Ongoing restoration costs are expensed when incurred.

Preparation of the consolidated financial statements in accordance with IFRS requires the Group’s management to
make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent
assets and liabilities at the date of the financial statements, and the reported amounts of revenues and expenses during
the reporting period. The determination of estimates requires judgments which are based on historical experience,
current and expected economic conditions, and all other available information. Actual results could differ from those
estimates.

The following are the critical judgments, apart from those involving estimations (see below), that the management
has made in the process of applying the Group’s accounting policies and that have the most significant effect on
the amounts recognised in financial statements.

Exploration and evaluation assets

Management’s judgment is involved in the determination of whether the expenditures which are capitalised as
exploration and evaluation assets will be recouped by future exploitation or sale. Determining this, management
estimates the possibility of finding recoverable ore reserves related to a particular area of interest. However these
estimates are subject to significant uncertainties. The Group is involved in exploration and evaluation activities,
and some of its licensed properties contain gold reserves under the definition of ore reserves under internationally
recognised reserve reporting methodology. A number of licensed properties have no resource delineation. Many

of the factors, assumptions and variables involved in estimating resources are beyond the Group’s control and may
prove to be incorrect over time. Subsequent changes in gold resources estimates could impact the carrying value of
exploration and evaluation assets.



Contingencies

By their nature, contingencies will only be resolved when one or more future events occur or fail to occur.

The assessment of such contingencies inherently involves the exercise of significant judgments and estimates of
the outcome of future events.

The following are the key assumptions concerning the future, and other key sources of estimation uncertainty at
the end of the reporting period that have a significant risk of causing a material adjustment to the carrying amounts of
assets and liabilities within the next financial year.

The most significant areas requiring the use of management estimates and assumptions relate to:

useful economic lives of property, plant and equipment;
deferred stripping costs;

impairment of tangible assets;

calculation of allowances;

environmental obligations;

renewal of a license; and

income taxes.

Useful economic lives of property, plant and equipment

The Group’s mining assets, classified within property, plant and equipment, are amortised using the straight-line
method over life of mine based on proven and probable ore reserves. When determining life of mine, assumptions that
were valid at the time of estimation, may change when new information becomes available.

The factors that could affect estimation of life of mine include the following:

change of estimates of proven and probable ore reserves;

the grade of mineral reserves varying significantly from time to time;

differences between actual commodity prices and commodity price assumptions used in the estimation of ore reserves;
unforeseen operational issues at mine sites; and

changes in capital, operating mining, processing and reclamation costs, discount rates and foreign exchange rates
possibly adversely affecting the economic viability of ore reserves.

Any of these changes could affect prospective amortisation of mining assets and their carrying value.

Non-mining property, plant and equipment are depreciated on a straight-line basis over their useful economic

lives. Management periodically reviews the appropriateness of assets’ useful economic lives. The review is based on
the current condition of the assets and the estimated period during which they will continue to bring economic benefit
to the Group.



Deferred stripping costs
The Group defers stripping costs incurred during the production stage of its open-pit operations, on the basis of
the average life of mine stripping ratio.

The factors that could affect capitalisation and expensing of stripping costs include the following:

change of estimates of proven and probable ore reserves;

changes in mining plans in the light of additional knowledge and change in mine’s pit design, technical or economic
parameters; and

changes in estimated ratio of the number of cubic meters of waste material removed per ton of ore mined.

Impairment of tangible assets

The Group reviews the carrying amounts of its tangible assets to determine whether there is any indication that those
assets are impaired. In making the assessment for impairment, assets that do not generate independent cash flows are
allocated to an appropriate cash-generating unit. Management necessarily applies its judgment in allocating assets that
do not generate independent cash flows to appropriate cash-generating units, and also in estimating the timing and
value of underlying cash flows within the value-in-use calculation. Subsequent changes to the cash-generating unit
allocation or to the timing of cash flows could impact the carrying value of the respective assets.

Allowances

The Group creates allowances for doubtful debts to account for estimated losses resulting from the inability of
customers to make required payments. When evaluating the adequacy of an allowance for doubtful debts, management
bases its estimates on the current overall economic conditions, the ageing of accounts receivable balances, historical
write-off experience, customer creditworthiness and changes in payment terms. Changes in the economy, industry or
specific customer conditions may require adjustments to the allowance for doubtful debts recorded in the consolidated
financial statements.

Environmental obligations

The Group’s mining and exploration activities are subject to various environmental laws and regulations. The Group
estimates environmental obligations based on the management’s understanding of the current legal requirements in
the various jurisdictions, terms of the license agreements and internally generated engineering estimates. Provision

is made, based on net present values, for decommissioning and land restoration costs as soon as the obligation arises.
Actual costs incurred in future periods could differ materially from the amounts provided. Additionally, future changes
to environmental laws and regulations, life of mine estimates and discount rates could affect the carrying amount of
this provision.



Renewal of a license

The Group’s geological research license for Kyutchus field expired on 31 October 2009. Management is in the process
of applying for renewal and has assessed the probability of the renewal of the license as high. The consolidated
financial statements are prepared based on management’s expectation that either the term of this license will be
renewed, or the Group will obtain an exploration and production license for the same area. Management’s estimate is
based on competitive advantage of the Group and historical experience of renewal of the licence. If the license is not
renewed the Group will have to write off costs incurred in connection with this project with a carrying amount of USD
23,833 thousand as at 31 December 2009.

Income taxes

The Group is subject to income taxes in numerous jurisdictions. Significant judgment is required in determining

the worldwide provision for income taxes due to the complexity of legislation. There are many transactions and
calculations for which the ultimate tax determination is uncertain. The Group recognises liabilities for anticipated tax
audit issues based on estimates of whether additional taxes will be due. Where the final tax outcome of these matters
is different from the amounts that were initially recorded, such differences will impact the income tax and deferred tax
provisions in the period in which such determination is made.

Deferred tax assets are reviewed at each reporting date and reduced to the extent that it is no longer probable that
sufficient taxable profit will be available to allow all or part of the deferred tax asset to be utilised. The estimation

of that probability includes judgments based on the expected performance. Various factors are considered to assess
the probability of the future utilisation of deferred tax assets, including past operating results, operational plan,
expiration of tax losses carried forward, and tax planning strategies. If actual results differ from that estimates or if
these estimates must be adjusted in future periods, the financial position, results of operations and cash flows may be
negatively affected.

On 30 July 2009, the Group has acquired 50.2% of the outstanding share capital of KazakhGold Group Limited, a gold-
mining company with primary operations in the Republic of Kazakhstan.

The Group made an offer to acquire 50.1% of outstanding share capital of KazakhGold (the “Partial Offer”). According
to terms of the Partial Offer the Group offered 0.423 Polyus Gold shares (“Consideration Shares”) in exchange for each
KazakhGold share. On 30 July 2009, the partial Offer had become unconditional as to required number of acceptances
and on 14 August 2009 announced that it had become unconditional in all respects. The market capitalisation

of KazakhGold on 14 August 2009 (“Closing Date”), which represents the date on which approximately 96% of

the KazakhGold shareholders had accepted the Partial Offer, was estimated at USD 439 million based on the issued
and outstanding share capital of KazakhGold Group Limited at the Closing Date, and the closing price of Polyus Gold
ADR’s at that date.
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According to the Partial Offer terms, 84.86% of Consideration Shares were repurchased immediately by the Group for
cash at a price of USD 20 per each Consideration Share. The fair value of the remaining outstanding Consideration
Shares (1,700,240 shares) was USD 63,585 thousand based on market quotations of Polyus Gold’s shares on MICEX at
the date of acquisition.

In addition to the share purchase, the Group has acquired from a significant shareholder of KazakhGold call options to
acquire rights and obligations under convertible loan agreements. Under the convertible loan agreements the lender
may convert the principal amounts of USD 31,025 thousand together with accrued interest into ordinary shares of
KazakhGold at the price of USD 1.5 per share. The fair value of the call options for the convertible loans was estimated
as USD 89,872 thousand at the date of entering into the call option. The value of the option has been recorded as

a reduction to the consideration transferred for acquisition of KazakhGold.

Cash consideration for repurchased shares 190,615
Transfer of Company’s treasury shares at fair value at the date of acquisition 63,585
Less: Consideration allocated to acquisition of call options for convertible loans (89,872)
Total consideration transferred for the acquisition of KazakhGold 164,328

Acquisition-related costs amounting to USD 11,911 thousand have been recognised as an expense in the period, within
the “Selling, General and Administrative expenses”.

Assets acquired and liabilities assumed at the date of acquisition

Provisional values at
the date of acquisition

Property, plant and equipment 344,034
Inventories 14,419
Trade and other receivables 6,887
Cash and cash equivalents 8,368
Other assets 3,784
Borrowings 207,147
Deferred tax liabilities 21,092
Trade payables 11,148
Other payables and accrued expenses 17,135
Other taxes payable 32,814
Other liabilities 25,654
Identifiable net assets at the date of acquisition 62,502
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The initial accounting for the acquisition of KazakhGold has been provisionally determined at the end of the reporting
period. The necessary fair values and other calculations have not been finalised and therefore were provisionally
accounted based on management’s best estimate.

The receivables acquired (which principally comprised other receivables) in these transactions with a provisional value
of USD 6,887 thousand had gross contractual amounts of USD 16,595 thousand. The best estimate at acquisition date
of the contractual cash flows not expected to be collected are USD 9,708 thousand.

Non-controlling interest

The non-controlling interests (49.8%) in KazakhGold recognised at the acquisition date was measured at the non-
controlling interests proportionate share of the provisional value of the KazakhGold’s identifiable net assets and
amounted to USD 30,545 thousand.

Goodwill arising on acquisition

Consideration transferred 164,328
Plus: Non-controlling interest 30,545
Less: Provisional value of identifiable net assets acquired (62,502)

The Group also acquired the customer lists and customer relationships of KazakhGold as part of the acquisition.
These assets could not be separately recognised from goodwill because they are not capable of being separated from
the Group and sold, transferred, licensed, rented or exchanged, either individually or together with any related
contracts.

Net cash outflow on acquisition

Consideration paid in cash 190,615

Less: Cash and cash equivalents acquired (8,368)

Impact of acquisition on the results of the Group
KazakhGold contributed USD 26,918 thousand of revenue and USD 31,865 thousand of loss after tax from the date of
acquisition to 31 December 2009.

Had these business combinations been effected at 1 January 2009, the revenue of the Group would have been USD
1,229,462 million, and the profit for the year would have been USD 200,231 thousand. The directors of the Group
consider these “pro-forma” numbers to represent an approximate measure of the performance of the combined group
on an annualised basis and to provide a reference point for comparison in future periods.



0JSC “Matrosov Mine”

On 7 September 2007, the Group acquired 100% of additional shares issued by OJSC “Matrosov Mine” for a cash
consideration of USD 72,085 thousand (at 7 September 2007 exchange rate), bringing its ownership in the company
from 93.3% to 94.8%. This transaction resulted in an increase of non-controlling interest by USD 2,171 thousand.

During 2008, the Group has acquired the remaining shares of Matrosov mine from non-controlling shareholders for
cash consideration of USD 38,909 thousand, bringing its ownership to 100%. This transaction resulted in a decrease of
non-controlling interest by USD 9,292 thousand.

0JSC “Aldanzoloto GRK”

During 2008, the Group has acquired the remaining shares of OJSC “Aldanzoloto GRK” from non-controlling
shareholders for cash consideration of USD 247 thousand, bringing its ownership to 100%. This transaction resulted in
a decrease of non-controlling interest by USD 781 thousand.

CJSC “ZDK Lenzoloto”

During 2008, the Group acquired 100% of additional shares issued by CJSC “ZDK Lenzoloto” for a cash consideration
of USD 24,728 thousand, bringing its ownership in the company from 64.1% to 66.2%. This transaction resulted in an
increase of non-controlling interest by USD 1,376 thousand.

For management purposes the Group is organised by separate business segments identified by a combination of
operating activities and geographical area basis with separate financial information available and reported regularly
to the chief operating decision maker (“CODM?”), identified as the Budget Committee. The following is a description of
the Group’s seven identified reportable segments:

Krasnoyarsk business unit — located in Krasnoyarsk region of Russian Federation and includes extraction, refining
and sales of gold from Olimpiada mine, as well as research, exploration and development works at Blagodatnoe,
Titimukhta, Kvartsevaya Gora, Kuzeevskoe and Olimpiada deposits;

Kazakhstan business unit— located in Republic of Kazakhstan, Kyrgyzstan and Romania and includes extraction,
refining and sales of gold from Aksu, Bestobe, Zholymbet mines, as well as exploration and evaluation works in
Southern Karaultube, Akzhal, Kaskabulakskoe deposits;

Irkutsk alluvial business unit — located in Irkutsk region (Bodaibo district) of Russian Federation and includes
extraction, refining and sales of gold from several alluvial deposits;

Irkutsk ore business unit — located in Irkutsk region (Bodaibo district) of Russian Federation and includes extraction,
refining and sales of gold from Zapadnoe mine, as well as research, exploration and development works at Chertovo
Koryto, Pervenetc, Verninskoe, Zapadnoe, Medvezhiy Ruchei and Mukodek deposits. Irkutsk ore business unit also
includes electricity and utilities production and sales in Bodaibo district of Irkutsk region;

Yakutsk Kuranakh business unit — located in Sakha Republic of Russian Federation and includes extraction, refining
and sales of gold from Kuranakh ore field;
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- Exploration business unit comprising of Yakutsk (Nezhdaninskoe) and Polyus Exploration (PEL) business units —
represents two operating segments combined into single reportable segment in accordance with aggregation criteria.
Yakutsk (Nezhdaninskoe) business unit is located in Sakha Republic of Russian Federation and includes research and
exploration works at Nezhdaninskoe deposit; PEL business unit represents research and exploration works in several
regions of Russian Federation (Krasnoyarsk region, Irkutsk region, Amur region, and other);

« Magadan business unit — located in Magadan region of Russian Federation and represented by OJSC “Matrosov Mine”
which performs development works at Natalka deposit.

The reportable segments derive their revenue primarily from gold sales and substantial costs incurred are cost of

gold sold for the period. CODM performs analysis of operating results based on these business units separately and
evaluates reporting segments results based on profit before income tax. For the purposes of this analysis, the CODM
does not consider finance costs, other sales, cost of other sales and income from investments. Business segment assets
or liabilities are not reviewed by the CODM and therefore are not disclosed in these consolidated financial statements.
Segment financial information provided to CODM is prepared based on Russian or Kazakhstan accounting standards,
respectively.

The Group chose not to allocate segment results of companies that perform management, investing activities and
certain other functions.

Gold sales Statutory profit Capital Statutory

before income tax expenditures depreciation and
amortisation

Krasnoyarsk business unit 833,466 421,517 229,506 39,189
Irkutsk alluvial business unit 185,237 581999 9,888 7,304
Yakutsk Kuranakh business unit 129,657 9,751 7,540 5,639
Kazakhstan business unit 26,918 (32,890) 6,624 9,515
Irkutsk ore business unit 23,678 (1,016) 22,261 5,296
Exploration business unit 132 (19,440) 19,399 257
Magadan business unit - (11,940) 29,922 204
Segment result 1,199,088 399,981 325,140 67,404
Krasnoyarsk business unit 761,318 430,770 203,787 39,779
Irkutsk alluvial business unit 154,907 28,834 16,263 7,192
Yakutsk Kuranakh business unit 124,640 11,812 34,633 5,818
Irkutsk ore business unit 21,466 (6,983) 42,781 6,947
Exploration business unit - (42,733) 69,121 231
Magadan business unit - (14,070) 28,421 -
Segment result 1,062,331 407,630 395,006 59,967

Gold sales reported above represents revenue generated from external customers. There were no inter-segment gold
sales during 2009 year (2008: nil).
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Notes to the Consolidated Financial Statements for the Year Ended 31 December 2009

Reconciliation of segment result to IFRS profit before income tax

Segment result 399,981 407,630
Differences between IFRS and management accounts:
Capitalised exploration works 8,474 9,466
Provisions and accruals (47,138) 25,691
Additional depreciation charge and amortisation of mineral rights (33,521) (44,135)
Revaluation of gold-in-process at net production cost 16,265 5,502
Difference in stripping costs capitalisation (20,646) (2,278)
Other 3,905 3,776
Unallocated 104,700 (283,181)
Profit before income tax 432,020 122,471
Segment capital expenditures 325,140 395,006

Differences between IFRS and management accounts:

Differences in the moment of recognition of capital expenditures (7,333) 39,201
Szfll(asssiﬁcation of advances paid for property, plant and equipment and construction (17,854) 10,764
Reclassification of materials related to construction works 21,277 30,647
Differences in capitalised exploration and evaluation costs 12,482 28,242
Other (9,546) 1,088
Unallocated = 776
Capital expenditures 324,166 505,724

Segment depreciation and amortisation 67,404 59,967
Additional depreciation charge 21,248 28,608
Amortisation of mineral rights 12,412 15,842
Depreciation and amortisation 101,064 104,417

The Group’s information about its non-current assets by geographical location is as follows:

Russian Federation 2,103,062 1,986,722
Republic of Kazakhstan 432,584 -
Kyrgyzstan 35,815 -
Romania 13,108 -
United Kingdom 127 -
Total 2,584,696 1,986,722
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6. GOLD SALES

Refined gold 1,172,170 1,062,331
Other gold-bearing products 26,918 -
Total 1,199,088 1,062,331

7. COST OF GOLD SALES

Cash operating costs 573,870 587,332
Consumables and spares 248,143 239,522
Labour 175,080 207,403
Tax on mining 90,080 72,588
Utilities 25,386 26,646
Outsourced mining services 8,258 15,105
Refining costs 4,332 5,383
Sundry costs 22,591 20,685
Amortisation and depreciation of operating assets 95,023 98,999
Deferred stripping costs expensed/(capitalised) 50,736 (112,804)
Change in provision for land restoration 7,379 (8,530)
Increase in gold-in-process and refined gold (151,886) (6,879)
Total 575,122 558,118

8. SELLING, GENERAL AND ADMINISTRATIVE EXPENSES

| 200 | 2003

Salaries 76,918 73,742
Administrative overheads 36,476 25,797
Professional services 21,738 13,321
Taxes other than mining and income taxes 16,105 18,318
Depreciation 3,775 3,782
Total 155,012 134,960
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Notes to the Consolidated Financial Statements for the Year Ende

9. OTHER EXPENSES, NET

d 31 December 2009

Impairment of property, plant and equipment 10,859 1,831
Donations 6,932 7,135
Loss on disposal of property, plant and equipment 3,875 548
Change in allowance for obsolescence of inventory 3,639 1,489
Change in allowance for reimbursable value added tax (171) 7,078
Other 7,821 (1,025)
Total 32,955 17,056

10. FINANCE COSTS

2009 2008

Interest on borrowings 14,430 88
Unwinding of discounts 4,440 4,329
Total 18,870 4,417

1I. INCOME /(1.OSS) FROM INVESTMENTS

Income/(loss) from financial assets at fair value through profit and loss

Income on derivatives classified as held for trading

20,039

Income/(loss) from investments in listed companies held for trading

13,702 (178,377)

Income/(loss) from available-for-sale investments

Gain on disposal of available-for-sale investments 696 13,770
Impairment of available-for-sale investments - (100,090)
(Loss)/income from held-to-maturity investments

Loss on disposal of promissory notes (34,928) -
Interest income on promissory notes - 5,493

Income from loans gjiven

Interest income on bank deposits 14,688 31,646
Interest income on loans under repurchase agreements - 9,967
Total 14,197 (217,591)
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Notes to the Consolidated Financial Statements for the Year Ended 31 December 2009

12. INCOME TAX

| 200 | 2003

Current tax expense 93,901 85,003
Deferred tax expense/(benefit) 14,936 (22,893)
Total 108,837 62,110

The corporate income tax rates in the countries where the Group has a taxable presence vary from 0% to 28%.

A reconciliation of statutory income tax at the rate effective in the Russian Federation, location of the Group’s major
production entities and operations, to the amount of actual income tax expense recorded in the consolidated income
statement is as follows:

Profit before income tax 432,020 122,471
Income tax at statutory rate 86,404 29,393
Tax effect of non-deductible expenses and other permanent differences 7,070 7,396
Effect of different tax rates of subsidiaries operating in other jurisdictions 5,042 21,089
Deferred tax asset not recognised on loss from investments - 42,810
Effect f)n deferred tax balances due to change in statutory income tax rate from 24% to 20% i (29,649)
(effective from 1 January 2009)

Income tax at effective rate of 25% (2008: 51%) 108,837 62,110

The tax rate used for the 2009 reconciliations above is the income tax rate of 20% (2008: 24%) payable by
the Company in Russian Federation on taxable profits under tax law.

At 31 December 2009, the Group has not recognised deferred tax asset in the amount of USD 10,321 thousand in
respect of tax losses carried forward that are available for offset against future taxable profit of the Group. The tax loss

carried forward expire in periods up to ten years due to unpredictability of future profit streams.

The movement in the Group’s deferred taxation position was as follows:

Net liability at beginning of the year 148,244 200,609
Recognised in the income statement 14,936 6,756
Acquired on acquisition of subsidiaries (refer to note 4) 21,092 -
Revaluation of available-for-sale investments - 7,200
Recycled from equity on disposal of investments classified as available-for-sale - (7,200)

Effect on deferred tax balances due to change in statutory income tax rate from 24% to

20% (effective from 1 January 2009) ) (RS
Effect of translation to presentation currency (3,283) (29,472)
Net liability at end of the year 180,989 148,244
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Notes to the Consolidated Financial Statements for the Year Ended 31 December 2009

Deferred taxation is attributable to the temporary differences that exist between the carrying amounts of assets
and liabilities for financial reporting purposes and the amounts used for tax purposes. The tax effects of temporary
differences that give rise to deferred taxation are presented below:

Property, plant and equipment 148,333 132,083
Inventory valuation 33,592 4,542
Deferred stripping costs 20,158 32,798
Valuation of receivables (1,054) (290)
Accrued operating expenses (20,040) (20,889)
Total 180,989 148,244

The Group did not recognise a deferred tax liability for taxable temporary differences associated with investments in
subsidiaries of USD 214,271 thousand (2008: USD 135,279 thousand), because management believes that it is able to
control the timing of reversal of such differences and has no intention to reverse them in the foreseeable future.

13. PROPERTY, PLANT AND EQUIPMENT

Exploration and Mining assets Non-mining assets Capital Total
evaluation assets construction-in-
progress

Cost

Balance at 31 December 2007 301,238 1,584,243 60,739 193,716 2,139,936
Additions 138,366 104,876 13,734 248,748 505,724
Transfers (181,811) 261,400 - (79,589)

Change in decommissioning liabilities - (35,491) - - (35,491)
Disposals - (10,078) (1,335) (658) (12,071)
Efrer‘;‘:;tra"s'a”°" o presentation (42,873) (310,450 (11,903) (57,826) (423,052)
Balance at 31 December 2008 214,920 1,594,500 61,235 304,391 2,175,046
Additions 32,512 140,517 1,086 150,051 324,166
Transfers - 51,490 - (51,490)

Change in decommissioning liabilities - 30,689 - - 30,689
gzg:siidnzzeazguisition of subsidiaries i 272,534 1231 70,269 344,034
Disposals - (8,700) (589) (6,483) (15,772)
cIfzfrerztnz;translation to presentation (4.549) (30,956) (1,705) (3.093) (40,303)
Balance at 31 December 2009 242,883 2,050,074 61,258 463,645 2,817,860
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Notes to the Consolidated Financial Statements for the Year Ended 31 December 2009

Exploration and Mining Non-mining assets Capital Total
evaluation assets assets construction-in-
progress
Accumulated amortisation, depreciation
and impairment
Balance at 31 December 2007 (330,678) (19,655) (6,471) (356,504)
Charge for the year - (121,689) (6,692) - (128,381)
Disposals - 4,995 781 - 5,776
Impairment - (1,831) - - (1,831)
Ejﬁ;z;translation to presentation i 73.052 4145 1,016 78.213
Balance at 31 December 2008 (376,151) (21,421) (5,155) (402,727)
Charge for the year - (117,912) (3,800) - (121,712)
Disposals - 5,518 334 4,775 10,627
Impairment (1,891) = = (8,968) (10,859)
Ejizac;;translation to presentation 92) 5588 445 (59) 5,882
Balance at 31 December 2009 (1,983) (482,957) (24,442) (9,407) (518,789)
Net book value
31 December 2008 214,920 1,218,349 39,814 299,236 1,772,319
31 December 2009 240,900 1,567,117 36,816 454,238 2,299,071

Mining assets at 31 December 2009 included mineral rights of USD 547,961 thousand (31 December 2008: USD

433,112 thousand).

Amortisation and depreciation capitalised during the year ended 31 December 2009 amounted to USD 23,151
thousand (2008: USD 41,454 thousand).

At 31 December 2009 property, plant and equipment with a carrying value of USD 20,510 thousand (31 December
2008: nil) have been pledged to secure borrowings of the Group (refer to note 25).

Impairment loss recognised in respect of property, plant and equipment for the year ended 31 December 2009 in

the amount of USD 10,859 thousand (2008: USD 1,831 thousand) was attributable to the greater than anticipated
wear and tear of certain production assets and exploration and evaluation costs in the specific area that have not led
to the discovery of commercially viable quantities of gold resources and the decision was made to discontinue such

activities in the specific area.
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Notes to the Consolidated Financial Statements for the Year Ended 31 December 2009

14. DEFERRED STRIPPING COSTS

Balance at beginning of the year 163,988 82,061
Deferred stripping costs capitalised 15,111 112,804
Expensed stripping cost (65,847) -
Effect of translation to presentation currency (7,164) (30,877)
Balance at end of the year 106,088 163,988

15. GOODWILL

| 200 2008

Balance at beginning of the year S

Acquired on acquisition of subsidiary 132,371 -
Effect of translation to presentation currency 585 =
Balance at end of the year 132,906

16. INVESTMENTS IN SECURITIES AND OTHER FINANCIAL ASSETS

Non-current

Derivative financial asset 109,911 -
Loans advanced 4,562 3,772
Other 319 323
Total non-current 114,792 4,095
Current

Available-for-sale equity investments 203,376 208,680
Bank deposits 70,158 -
Equity investments in listed companies held for trading 39,199 40,628
Promissory notes receivable - 35,928
Total current 312,733 285,236

Financial assets at fair value through profit or loss, carried at fair value

In connection with the acquisition of KazakhGold, the Group obtained call options to acquire all rights and obligations
under convertible loan agreements between KazakhGold and its previous major shareholder (refer to note 4). At
acquisition date the fair value of the call options for convertible loans was USD 89,872 thousand. At 31 December 2009
the fair value of call options for convertible loans amounted to USD 109,911 thousand and increase of fair value of

the instrument in the amount of USD 20,039 thousand was recognised in the consolidated income statement.

Equity investments in listed companies held for trading are treated as financial assets at fair value through profit or
loss.
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Available-for-sale investments, carried at fair value

At 31 December 2009 and 2008, available-for-sale equity investments mainly represented investment in shares of
Rosfund, SPC (Cayman Islands) acquired in July 2006. The principal amounts invested by the Group to Rosfund, SPC
shares as of 31 December 2009 was USD 275,028 thousand (31 December 2008: USD 308,770 thousand).

Rosfund, SPC invests in securities and other financial assets. At 31 December 2009 and 2008 Rosfund, SPC included
equity investments in listed companies and loans provided under repurchase agreements.

Fair value of available for sale investment in Rosfund, SPC as at 31 December 2009 and 2008 was determined based on:

loans under securities repurchase agreements measured at amortised cost using the effective interest method less any
impairment; and
quoted market prices of securities, included in the portfolio.

Increase in fair value of available-for-sale equity investments during the year, ended 31 December 2009 in the amount
of USD 18,201 thousand was recognised in equity within investments revaluation reserve.

In 2008, the decline in the fair value of investment in shares of Rosfund, SPC below its cost was assessed as not
recoverable and was recognised in the consolidated income statement. As a result investments revaluation reserve was
recycled from equity at 31 December 2008.

In 2008, the Group sold 14.2% of shares of Rosfund, SPC for USD 35,000 thousand. As a result of this transaction
the Group recognised loss in the amount of USD 16,230 thousand in the consolidated income statement.

In July 2008, a subsidiary of the Group sold 350,000 ordinary shares of OJSC “Vysochaishy” for cash consideration for
USD 30,000 thousand. As a result, the Group has recognised gain in the consolidated income statement for the same
amount.

Investments, carried at amortised cost

During the year ended 31 December 2009, the Group has sold all the promissory notes for the total consideration of
USD 1,000 thousand. The loss on disposal of promissory notes was recognised in the consolidated income statement in
the amount of USD 34,928 thousand. In 2008, the promissory notes were expected to be collectible.

Loans and receivables, carried at amortised cost
Bank deposits at 7.5-10.5% per annum are denominated in RUB and mature in January - December 2010.



Notes to the Consolidated Financial Statements for the Year Ended 31 December 2009

17. INVENTORIES

Inventories expected to be recovered after twelve months

Stockpiles 40,732 39,063
Total 40,732 39,063
Gold-in-process at net production cost 202,647 49,052
Refined gold at net production cost 14,609 1,849
Total metal inventories 217,256 50,901
Stores and materials at cost 204,817 185,313
Less: Allowance for obsolescence (6,835) (3,213)
Total 415,238 233,001

18. TRADE AND OTHER RECEIVABLES

| 2000 2008

Trade receivables for gold sales 4,298 -
Other receivables 17,284 19,608

21,582 19,608
Less: Allowance for doubtful debts (3,772) (4,095)
Total 17,810 ill5) LS

Substantially all gold sales are made to banks with immediate payment terms. Average credit period on gold-
bearing product sales to customers, other then banks varied from 3 to 8 days in 2009. No interest is charged on trade
receivables.

Other receivables included amounts receivable in respect of sale of electricity, transportation, handling and
warehousing services and other services. In 2009 the average credit period for other receivables was 74 days (2008: 78
days). No interest is charged on other receivables.

The Group has fully provided for all receivables over 365 days because historical experience is such that receivables
that are past due beyond 365 days are generally not recoverable.

The procedure of accepting a new customer includes check by security department for business reputation, licenses
and certifications. At 31 December 2009, the Group’s largest customers individually exceeding 5% of the total balance
represented 39% (31 December 2008: 24%) of the outstanding balance of accounts receivable.

At 31 December 2009 included in the Group’s accounts receivable were balances of USD 3,465 thousand (31 December
2008: USD 3,185 thousand) which were past due but which were not impaired. The Group does not hold any collateral
over these amounts. The average age of these receivables was 184 days (31 December 2008: 166 days).
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Aging of past due but not impaired receivables:

Less than 90 days 1,213 1,054
91-180 days 234 720
181-365 days 2,018 1,411
Total 3,465 3,185

Movement in the allowance for doubtful debts:

| 200 2008

Balance at beginning of the year 4,095 8,357
Receivable balances written off (69) (3,229)
Recognised in income statement 1,389 1,008
Amounts recovered during the year (1,549) (1,390)
Effect of translation to presentation currency (94) (651)
Balance at end of the year 3,772 4,095

Included in the allowance for doubtful debts are individually impaired other receivables of companies which have

been placed under liquidation amounting to USD 632 thousand (31 December 2008: nil). The impairment recognised
represents the difference between the carrying amount of these other receivables and the present value of the expected
liquidation proceeds. The Group does not hold any collateral over these balances.

19. ADVANCES PAID TO SUPPLIERS
At 31 December 2009, advances paid to suppliers in the amount of USD 20,773 thousand (31 December 2008:
USD 14,558 thousand) were presented net of impairment of USD 2,643 thousand (31 December 2008: USD 2,085

thousand).

20. OTHER CURRENT ASSETS

Deferred expenditures 16,918 14,938
Other prepaid taxes 3,719 3,556
Total 20,637 18,494

Deferred expenditures relate to the preparation for the seasonal alluvial mining activities mostly comprised of
excavation costs, general production and specific administration costs.
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Bank deposits - RUB

— foreign currencies
Current bank accounts - RUB

— foreign currencies

Other cash and cash equivalents

73,245

44,416
44,137
11,562

70,375
208,074
25,645
81,409
113,528

Bank deposits are denominated in RUB and bear interest of 4.0-8.6% per annum with original maturity within three

months.

At 31 December 2009 and 2008, authorised, issued and fully paid share capital of the Company comprised 190,627,747

ordinary shares at par value of RUB 1. Treasury shares are held by a subsidiary of the Group have been recorded at cost

and presented as a separate component in equity.

At 14 September 2009, the Company declared dividends of RUB 6.55, or USD 0.21 (at 14 September 2009 exchange
rate) per share for the six months ended 30 June 2009. Dividends in the amount of USD 40,387 thousand (net of USD

2,297 thousand attributable to treasury shares) were paid to shareholders at 13 November 2009.

At 26 June 2008, the Company declared dividends of RUB 2.95, or USD 0.13 (at 26 June 2008 exchange rate) per share

for the year ended 31 December 2007. Dividends in the amount of USD 22,258 thousand (net of USD 1,559 thousand

attributable to treasury shares) were paid to shareholders at 31 August 2008.

In August 2009, Jenington International Inc., a wholly owned subsidiary of the Group, transferred 1,700,240 shares of
the Company’s shares as partial consideration for acquisition of KazakhGold Group Limited (refer to note 4) resulting
in a decrease in treasury shares of USD 98,614 thousand and decrease in additional paid-in-capital of USD 35,029

thousand.

In February 2008, management exercised 95,314 options for cash consideration of USD 1,334 thousand. Treasury
shares of the Company were issued to management upon exercise of the options resulting in a decrease in treasury
shares of USD 5,523 thousand and decrease in additional paid-in-capital of USD 1,510 thousand. The remaining

unsettled options were cancelled in 2008.



Notes to the Consolidated Financial Statements for the Year Ended 31 December 2009

23. ENVIRONMENTAL OBLIGATIONS

Decommissioning obligations

Balance at beginning of the year 26,820 63,656
New obligations raised 9,009 2,784
Change in estimate 21,680 (38,275)
Acquired on acquisition of subsidiaries 11,156 -
Unwinding of discount on decommissioning obligations 4,230 4,329
Effect of translation to presentation currency 1,119 (5,674)
Balance at end of the year 74,014 26,820

Provision for land restoration

Balance at beginning of the year 7,559 17,685
New obligations raised - 290
Change in estimate 5,899 (10,030)
Acquired on acquisition of subsidiaries 1,409 -
Charge to the income statement 1,480 1,210
Effect of translation to presentation currency 157 (1,596)
Balance at end of the year 16,504 7,559
Total environmental obligations 90,518 34,379

The principle assumptions used for the estimation of environmental obligations were as follows:

Discount rates 6.6-10.2% 15.0%
Expected mine closure dates 2011-2050 2010-2050

Present value of cost to be incurred for settlement of environmental obligations was as follows:

Due from second to fifth year 1,596 1,013
Due from sixth to tenth year 11,400 1,216
Due from eleventh to fifteenth year 44,346 29,261
Due from sixteenth to twentieth year 17,381 2,601
Due thereafter 15,795 288
Total 90,518 34,379
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32. OTHER NON-CURRENT LIABILITIES

Bank guarantee liability 11,014
Historical costs liability 4,512
Total 15,526

Bank guarantee liability

As a result of the acquisition of KazakhGold, the Group has acquired bank guarantee liability which was entered
in April 2006 by JSC “MMC KazakhAltyn” (“Kazakhaltyn”), a wholly owned subsidiary of KazakhGold. Under
the contractual arrangement Kazakhaltyn guaranteed a credit facility of USD 15,000 thousand provided by JSC
“Kazkommertsbank” (“KKB”) to “Akir Group” LLP. That credit facility has a maturity date of 4 April 2013. Funds
received from the credit facility were used by “Akir Group” to acquire mining and other equipment which was
subsequently leased to Kazakhaltyn under finance lease agreements concluded during 2006-2007.

In 2009, “Akir Group” LLP defaulted on the loan agreement with KKB of USD 13,249 thousand (including the current
portion of the loan in the amount of USD 2,235 thousand). The Group has fully provided for potential losses related to
this guarantee liability at 31 December 2009.

Historical costs liability

The Group is obligated to reimburse the Government of Kazakhstan the amount of USD 8,991 thousand for

the historical cost of geological studies performed in respect of the subsoil use contracts. The historical cost of geologic
studies is expected to be repaid in 10 equal annual instalments, commencing from 2011, and subject to approval from
the appropriate governmental authority. The amount was discounted at a rate of 12% per annum to arrive to the net
present value of the liability.

25. BORROWINGS

uUsD

Rate,% Outstanding Rate,% Outstanding
balance balance

Guaranteed senior notes (i) 9.375 163,513 n/a
Secured bank loan (ii) usD 13.75 4,751 n/a
Secured bank loan (ii) KZT 16.0 1,854 n/a
Unsecured bank loan (i) usbD 11.0 4,348 n/a
Loans payable (iv) usD 10.0 25,365 n/a
Total 199,831
Ef::;::rrent portion due within twelve (173,437)
Long-term borrowings 26,394
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(i) Guaranteed senior notes

KazakhGold Group Limited, a subsidiary of the Group, has outstanding USD 200,000 thousand 9.375% senior notes
(the “Notes”). The Notes were issued at par with interest payable semi-annually in arrears on 6 May and 6 November of
each year, and the principal due on 6 November 2013. At the moment of issuance the Notes were unconditionally and
irrevocably guaranteed by JSC “MMC Kazakhaltyn” and its subsidiaries. On 30 July 2009 Jenington International Inc.,
the Company’s indirectly wholly owned subsidiary acquired KazakhGold Group Limited (refer to note 4).

KazakhGold is obliged to comply with a number of restrictive financial and other covenants, including maintaining

of certain financial ratios and restrictions related to terms of issuance of KazakhGold IFRS consolidated financial
statements. At 31 December 2009 KazakhGold is not in compliance with all the covenants, and accordingly, the Notes
are classified as current. By the date of issuance of the consolidated financial statements, the Group did not receive any
enforcement notice from the bondholders regarding earlier redemption.

(ii) Secured bank loans
A subsidiary of the Group obtained a USD 4,751 thousand secured loan agreement denominated in USD from Sberbank
at a fixed rate of 13.75% per annum. The loan is to be repaid on 5 December 2010. Interest is payable monthly.

A subsidiary of the Group obtained a USD 1,854 thousand secured loan agreement denominated in KZT from
Kazkommertzbank at a fixed rate of 16% per annum. The principal amount of the loan is to be repaid on a quarterly
basis during the period until 6 March 2012. Interest is payable quarterly.

(iii) Unsecured bank loan
A USD 4,348 thousand unsecured loan agreement was obtained by a subsidiary of the Group from HSBC at a fixed rate
of 11% per annum. The loan is to be repaid on 16 October 2010. Interest is payable monthly.

(iv) Loans payable

In June 2009 KazakhGold Group Limited signed two loan agreements with Gold Lion Holdings Limited. Loan
agreements have 10% interest rate per annum. Principal amounts of USD 21,650 thousand and USD 9,375
thousand together with accrued interest are payable on 6 November 2014 and wholly or in part are convertible into
KazakhGold’s ordinary shares at a rate of USD 1.5 per one share.

In June 2009 the Group has acquired from a significant shareholder of KazakhGold call options to acquire rights

and obligations under convertible loan agreements. Under the convertible loan agreements the lender may convert
the principal amounts of USD 31,025 thousand together with accrued interest into ordinary shares of KazakhGold at
the price of USD 1.5 per share.

Property, plant and equipment with book value of USD 20,510 thousand were pledged to secure borrowings
(31 December 2008: nil).
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26. TRADE, OTHER PAYABLES AND ACCRUED EXPENSES

Trade payables to third parties 24,332 17,918

Other payables, including:

Wages and salaries payable 43,212 37,159
Interest payable 2,821 -
Other accounts payable 18,917 9,908
Total other payables 64,950 47,067
Accrued annual leave 27,530 18,542
Total 116,812 83,527

In 2009 the average credit period for payables was 13 days (2008: 16 days). There was no interest charged on

the outstanding payables balance during the credit period. The Group has financial risk management policies in place,
which include budgeting and analysis of cash flows and payments schedules to ensure that all amounts payable are
settled within the credit period.

27. OTHER TAXES PAYABLE

Value added tax 25 8l 1,417
Social taxes 7,791 7,063
Tax on mining 6,759 3,781
Property tax 3,321 2,259
Other taxes 437 2,307
Total 43,623 16,827

Contribution to the state Pension fund of the Russian Federation for the year ended 31 December 2009 amounted to
USD 25,642 thousand (2008: USD 29,502 thousand).

At 31 December 2009, outstanding contributions to the State Pension Fund amounted to USD 1,885 thousand (2008:
USD 2,330 thousand).

28. RELATED PARTIES

Related parties include shareholders, entities under common ownership and control with the Group and members of
key management personnel. The Company and its subsidiaries, in the ordinary course of business, enter into various
sale, purchase and service transactions with related parties. During 2009 and 2008 related party transactions included
only transactions with entities under common control. The terms of these transactions would not necessarily be on
similar terms had the Group entered into the transactions with third parties.
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As a result of change of shareholders of OJSC “MMC Norilsk Nickel”, this company and its subsidiaries are no longer
considered related parties for the Group from 24 April 2008. As a result of change of shareholders of Rosbank, this
company and its subsidiaries are no longer considered related parties for the Group from 13 February 2008.

As at 31 December 2009 and 2008, the Group had the following outstanding balances with related parties:

Cash and cash equivalents 22,574

During the years ended 31 December 2009 and 2008, Group entered into the following transactions with related
parties:

Purchase of goods and services 1,078 15,392
Gold sales - 57,753
Income from investments - 567

The amounts outstanding are unsecured and expected to be settled in cash. No expense has been recognised in
the reporting period for bad or doubtful debts in respect of the amounts owed by related parties. All trade payable and
receivable balances are expected to be settled on a gross basis.

Compensation of key management personnel for the year ended 31 December 2009 amounted to USD 12,047 thousand
(2008: USD 8,792 thousand).

29. CONTINGENCIES

Capital commitments
The Group’s budgeted capital expenditures commitments for the year ended 31 December 2010 amounted to USD
587,211 thousand, including USD 20,946 thousand of contracted capital commitments.

Operating leases: Group as a lessee
The land in the Russian Federation on which the Group’s production facilities are located is owned by the state.
The Group leases land through operating lease agreements, which expire in various years through 2058.

Future minimum lease payments due under non-cancellable operating lease agreements at 31 December 2009 were as
follows:

Due within one year 2,714
From one to five years 8,005
Thereafter 17,328
Total 28,047
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According to terms of Partial Offer KazakhGold has committed to raise USD 100,000 thousand of equity capital in form
of placing of new KazakhGold global depositary receipts (“GDRs”) at the placing price of USD 1.5 per GDR. The Group
has committed to subscribe for at least 50.2% of the equity capital raising at the placing price. In the event that there is
insufficient investor demand for the placing the Group will underwrite the remaining amount of the offering.

The Group has a number of insignificant claims and litigation relating to sales and purchases of goods and services
from suppliers. Management believes that none of these claims, individually or in aggregate, will have a material
adverse impact on the Group.

The business of the Group depends on the continuing validity of its licenses, particularly subsoil licenses for

the Group’s exploration and mining operations, the issuance of new licences and the Group’s compliance with

the terms of its licenses. Russian and Kazakhstan regulatory authorities exercise considerable discretion in the timing
of licenses issuances and renewals and the monitoring of a licensee’s compliance with the terms of a license.
Requirements imposed by these authorities, including requirements to comply with numerous industrial standards,
recruit qualified personnel and subcontractors, maintain necessary equipment and quality control systems, monitor
the operations of the Group, maintain appropriate filings and, upon request, submit appropriate information to

the licensing authorities, may be costly and time-consuming and may result in delays in the commencement or
continuation of exploration or production operations. Accordingly, licenses that may be needed for the operations of
the Group may be invalidated or may not be issued or renewed, or if issued or renewed, may not be issued or renewed
in a timely fashion.

The legal and regulatory basis for the licensing requirements is subject to frequent change, which increases the risk
that the Group may be found in non-compliance. In the event that the licensing authorities discover a material
violation by the Group, the Group may be required to suspend its operations or incur substantial costs in eliminating or
remediating the violation, which could have a material adverse effect on the Group’s business and financial condition.

The insurance industry is not yet well developed in the Russian Federation and Republic of Kazakhstan and many
forms of insurance protection common in more economically developed countries are not yet available on comparable
terms. The Group does not have full insurance coverage for its mining, processing and transportation facilities, for
business interruption, or for third party liabilities in respect of property or environmental damage arising from
accidents on the Group’s property or relating to the Group’s operations, other than limited coverage required by law.

The Group, as a participant in exploration and mining activities may become subject to liability for risks that can not be
insured against, or against which it may elect not to be insured because of high premium costs. Losses from uninsured
risks may cause the Group to incur costs that could have a material adverse effect on the Group’s business and financial
condition.



The taxation system in the Russian Federation is characterised by numerous taxes, frequent changes and inconsistent
enforcement at federal, regional and local levels. The government of the Russian Federation has commenced a revision

of the Russian tax system and passed certain laws implementing tax reform. The new laws reduce the number of taxes
and overall tax burden on businesses and simplify tax legislation. However, these new tax laws continue to rely heavily on
the interpretation of local tax officials and fail to address many existing problems. Many issues associated with practical
implication of new legislation are unclear and complicate the Group’s tax planning and related business decisions.

In terms of Russian tax legislation, authorities have a period of up to three years to re-open tax declarations for further
inspection. Changes in the tax system that may be applied retrospectively by authorities could affect the Group’s
previously submitted and assessed tax declarations.

With regards to matters where practice concerning payment of taxes is unclear, management estimated the tax
exposure at 31 December 2009 of approximately USD 15,260 thousand (31 December 2008: USD 436 thousand). This
amount had not been accrued at 31 December 2009 as management does not believe the payment to be probable.

The Group is subject to extensive federal, local environmental controls and regulations in the regions in which
it operates. The Group’s operations involve the discharge of materials and contaminants into the environment,
disturbance of land that could potentially impact on flora and fauna, and give rise to other environmental concerns.

The Group’s management believes that its mining and production technologies are in compliance with the existing
environmental legislation in the countries in which it operates. However, environmental laws and regulations continue
to evolve. The Group is unable to predict the timing or extent to which those laws and regulations may change. Such
change, if it occurs, may require that the Group modernise technology to meet more stringent standards.

The Group is obliged in terms of various laws, mining licenses and ‘use of mineral rights’ agreements to decommission
mine facilities on cessation of its mining operations and to restore and rehabilitate the environment. Management of
the Group regularly reassesses environmental obligations for its operations. Estimations are based on management’s
understanding of the current legal requirements and the terms of the license agreements. Should the requirements of
applicable environmental legislation change or be clarified, the Group may incur additional environmental obligations.

Although in recent years there has been a general improvement in economic conditions in the Russian Federation,
the Russian Federation continues to display certain characteristics of an emerging market. These include, but are not
limited to, currency controls and convertibility restrictions, relatively high level of inflation and continuing efforts by
the government to implement structural reforms.

As a result, laws and regulations affecting businesses in the Russian Federation continue to change rapidly. Tax,
currency and customs legislation within the Russian Federation is subject to varying interpretations, and other legal
and fiscal impediments contribute to the challenges faced by entities currently operating in the Russian Federation.
The future economic direction of the Russian Federation is largely dependent upon the effectiveness of economic, fiscal
and monetary measures undertaken by the government, together with legal, regulatory, and political developments.
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30. RISK MANAGEMENT ACTIVITIES

Capital risk management

The Group manages its capital to ensure that entities of the Group will be able to continue as a going concern while
maximising the return to the shareholders through the optimisation of the debt and equity balance. The capital
structure of the Group consists of net debt (borrowings as described in note 25) less of cash and cash equivalents
(disclosed in note 21) and equity of the Group (comprising issued share capital, reserves, retained earnings and non-
controlling interest).

Major categories of financial instruments

The Group’s principal financial liabilities comprise borrowings, other non-current liabilities and trade and other
payables. The main purpose of these financial instruments is to raise finance for the Group’s operations. The Group has
various financial assets such as accounts receivable and loans advanced, cash and cash equivalents, and promissory
notes and other investments.

Financial assets at fair value through profit or loss, carried at fair value

Derivative financial asset 109,911 -

Equity investments in listed companies held for trading 39,199 40,628

Held-to-maturity financial assets, carried at amortised cost

Promissory notes receivable - 35,928

Loans and receivables, including cash and cash equivalents

Cash and cash equivalents 173,360 398,826
Bank deposits 70,158 -
Trade and other receivable 17,810 15,513
Loans advanced 4,562 3,772

Available-for-sale financial assets, carried at fair value

Available-for-sale equity investments 203,376 208,680
Total financial assets 618,376 703,347
Borrowings 199,831 -
Trade payables 24,332 17,918
Other payables 89,282 47,067
Other non-current liabilities 15,526 -
Total financial liabilities 328,971 64,985

The main risks arising from the Group’s financial instruments are commodity price, equity investments price, foreign
currency, credit and liquidity risks. Due to the fact that there are no borrowings with floating rate at 31 December
2009 and 2008, management believes that the Group is not exposed to interest rate risk.
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Commodity price risk is the risk that the Group’s current or future earnings will be adversely impacted by changes
in the market price of gold. A decline in gold prices could result in a decrease in profit and cash flows. Management
of the Group regularly monitors gold price, market forecasts and believes that current trend of price increase will
continue in the future.

The Group does not enter into any hedging contracts or use other financial instruments to mitigate the commodity
price risk.

The Group is exposed to equity investments price risk. Presented below is the sensitivity analysis illustrating

the Group’s exposure to equity investments price risks at the reporting date. Management of the Group has decided
to use the range of market prices of 10% higher/lower for the sensitivity analysis as the effect of such variation is
considered to be significant and appropriate in the current market situation.

If market prices for equity investments had been 10% higher/lower:

profit before tax for the year ended 31 December 2009 would increase/decrease by USD 16,180 thousand (2008: USD
4,063 thousand) as a result of changes in fair value of securities held-for-trading; and

investment revaluation reserve within equity balance would increase/decrease by USD 20,338 thousand (2008: USD
20,868 thousand) as a result of changes in fair value of securities available-for-sale.

The Group normally places the investments under Assets management agreements with asset management companies
who, in turn, utilize a variety of risk management activities in relation to the investments.

The following table provides an analysis of financial instruments that are measured subsequent to initial recognition at
fair value, grouped into Levels 1 to 3 based on the degree to which the fair value is observable:

Level 1 fair value measurements are those derived from quoted prices (unadjusted) in active markets for identical
assets or liabilities;

Level 2 fair value measurements are those derived from inputs other then quoted prices included within level 1 that are
observable for the asset or liability, either directly or indirectly; and

Level 3 fair value measurements are those derived from valuation techniques that include inputs for the asset or
liability that are not based on observable market data (unobservable inputs).

As at 31 December 2009, the Group held the following financial instruments measured at fair value:
Available for sale equity investments - 203,376

Equity investments in listed companies held for trading 39,199 -

Derivative financial asset - 109,911
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During the reporting period, there were no transfers between Level 1 and Level 2.
The fair value of financial assets and liabilities is determined as follows:

- the fair value of financial assets and financial liabilities with standard terms and conditions and traded on active liquid
markets are determined with reference to quoted market prices; and

- the fair value of other financial assets and financial liabilities are determined in accordance with generally accepted
pricing model based on discounted cash flow analysis using prices from observable current market transactions.

Management believes that the carrying values of financial assets (refer to notes 16, 18 and 21) and financial liabilities
(refer to notes 24, 25, 26 and 27) recorded at amortised cost in the consolidated financial statements approximate
their fair values due to their short-term nature, except for the fair value of the Company’s Senior Notes, which fair
value at the reporting date was USD 201,000 thousand based on the mid market price as quoted on the Luxembourg
Stock Exchange.

Foreign currency risk

Currency risk is the risk that the financial results of the Group will be adversely affected by changes in exchange
rates to which the Group is exposed. The Group undertakes certain transactions denominated in foreign currencies.
The majority of the Group’s revenues are denominated in USD, whereas the majority of the Group’s expenditures are
denominated in RUB, accordingly, operating profits are adversely impacted by appreciation of RUB against USD. In
assessing this risk management takes into consideration changes in gold price.

The carrying amounts of monetary assets and liabilities denominated in foreign currencies other than functional
currencies of the individual Group entities at 31 December 2009 and 2008 were as follows:

I T

usb 15,835 55,411 279,510 1,108
EURO 5,546 40,312 1,164 3,542
Total 21,381 95,723 280,674 4,650

Currency risk is monitored on a monthly basis by performing sensitivity analysis in order to verify that the potential
loss is at an acceptable level.

The table below details the Group’s sensitivity to changes of exchange rates of the RUB to USD and EURO by 10%
which is the sensitivity rate used by the Group for internal reporting purposes. The analysis was applied to monetary
items at the reporting dates denominated in respective currencies.

Profit or loss (RUB to USD) 26,368 5,430
Profit or loss (RUB to EURO) 438 3,677
Profit or loss (KZT to USD) 27,251 -
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Credit risk is the risk that a customer may default or not meet its obligations to the Group on a timely basis, leading to
financial losses to the Group. Credit risk arises from cash and cash equivalents, deposits with banks, loans advanced,
promissory notes and trade and other receivables.

Prior to dealing with new counterparty, management assesses the credit worthiness and liquidity of potential customer.
Information available from the major rating agencies is used in evaluating the creditworthiness of foreign banks. For
Russian banks the creditworthiness is evaluated using financials analysis and the overall market experience. Bank
should be solvent, liquid and have efficient system of risk management.

Although the Group sells all the gold produced to three major customers, the Group is not economically dependant
on these customers because of the high level of liquidity in the gold commodity market. Substantial part of gold sales
is made to banks on immediate payment terms, therefore credit risk related to trade receivables is minimal. At 31
December 2009 the Group had USD 4,298 thousand of outstanding trade receivables for gold sales (31 December
2008: nil). Gold sales to the Group’s three major customers, individually exceeding 10% of the Group’s gold sales,
amounted to USD 1,160,461 thousand (2008: USD 1,054,187 thousand).

Other receivables include amounts receivable in respect of sale of electricity, transportation, handling and
warehousing services and other services. The procedures of accepting a new customer include check by a security
department and responsible on-site management for a business reputation, licenses and certification, credit worthiness
and liquidity.

Management of the Group believes that there is no other significant concentration of credit risk.

Liquidity risk is the risk that the Group will not be able to settle all liabilities as they are due. The Group’s liquidity
position is carefully monitored and managed. The Group manages liquidity risk by maintaining detailed budgeting,
cash forecasting process and matching the maturity profiles of financial assets and liabilities to help ensure that it has
adequate cash available to meet its payment obligations.
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Presented below is the maturity profile of the Group’s financial liabilities as at 31 December 2009 based on
undiscounted contractual payments, including interest payments:

Due within Due from Due from Due in Duein Duein Duein Due in
three three to six | six to twelve | the second the third the fourth the fifth thereafter

months months months year year year year

Borrowings, including:
Principle 241,978 200,206 206 9,512 823 206 - 31,025 -
Interest 22,609 357 357 565 297 58 = 20,980 =

Other non-current liabilities, including:
Principle 20,005 - - - 11,583 1,229 899 899 5,395

Trade and other payables, including:
Principle 89,282 75,976 8,018 5,288 - - - - -
Total 373,874 276,539 8,581 15 &6k 12,703 1,488 899 52,904 52k

The contractual maturity of guaranteed senior notes is 6 November 2013. As described in note 25, the Group has
violated the terms of Notes and Lenders have the right to enforce repayment of the face value.

Presented below is the maturity profile of the Group’s financial liabilities as at 31 December 2008 based on
undiscounted contractual payments:

Due within Due from Due from Due in Due in Duein Due in Due in
three three to six | sixtotwelve | the second the third the fourth the fifth thereafter
months months months year year year year

Trade and other payables, including:
Principle 64,985 62,082 2,330 518 = = = = =

Total 64,985 62,082 2,330 513 = = = =

31I. SUBSEQUENT EVENTS

on 19 April 2010 the Board of Directors of the Company recommended dividends of RUR 9.28, or USD 0.32 (at 19 April
2010 exchange rate) per share for the second half of 2009 year.
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32. INVESTMENTS IN SIGNIFIC

Notes to the Consolidated Financial Statements for the Year Ended 31 December 2009

ANT SUBSIDIARIES

Country of incorporation Nature of business

Effective % held*

CJSC “Gold Mining Company Polyus” Russian Federation Mining 100.0 100.0
0JSC “Aldanzoloto GRK” Russian Federation Mining 100.0 100.0
0JSC “Lenzoloto” Russian Federation Market agent 64.1 64.1
LLC “Lenskaya Zolotorudnaya Company” Russian Federation Market agent 100.0 100.0
CJSC “ZDK Lenzoloto” Russian Federation Mining 66.2 66.2
CJSC “Lensib” Russian Federation Mining 40.4 40.4
CJSC “Svetliy” Russian Federation Mining 55.6 55.6
CJSC “Marakan” Russian Federation Mining 55.6 55.6
CJSC “Dalnaya Taiga” Russian Federation Mining 54.3 54.3
CJSC “Sevzoto” Russian Federation Mining 43.0 43.0
CJSC “GRK Sukhoy Log” Russian Federation Mining 100.0 100.0
0JSC “Matrosov Mine” Russian Federation Mining (development stage) 100.0 100.0
CJSC “Tonoda” Russian Federation Mining (exploration stage) 100.0 100.0
0JSC “Pervenets” Russian Federation Mining (development stage) 100.0 100.0
0JSC “South-Verkhoyansk Mining Company” Russian Federation Mining (development stage) 100.0 100.0
Polyus Exploration Limited British Virgin Islands Geological research 100.0 100.0
KazakhGold Group Limited? Jersey Sub-holding company 50.2 -
JSC “MMC Kazakhaltyn”? Kazakhstan Mining 50.2 =
Jenington International Inc. British Virgin Islands Market agent 100.0 100.0
Polyus Investments Limited Cyprus Market agent 100.0 100.0

! Effective % held by the Company, including holdings by
2 Acquired in 2009.

other subsidiaries of the Group.
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Balance mineral resources — The volume of material
that indicates the presence of metal at a sufficient
probability level, the economic value of which

is confirmed by the State Committee of Reserves

Biooxidation — Oxidation of sulfide minerals exposed to
bacteria with metal extraction through desalination

Cut-off grade — The minimally acceptable sample value
that can be used to determine the economic value of

a mineral; unit cut-off grade- unit value that optimizes
net value generated by developing property

Cyanidation (cyanide desalination) — A method of
extracting uncovered gold or silver from crushed or
milled ore by dissolving it in a weak cyanide mixture; may
be performed using crushed ore in containers or in piles
in the open air.

Dore, Dore alloy — Unrefined gold; a commercial

end product of a gold extraction factory (mill), which
is produced by alloying the products of the previous ore
enrichment processes

Flotation — Process of physical segregation, during
which minerals attach to bubbles and resurface as other
minerals sink

State Reserves Commission (State Reserves
Commission of the Federal Agency for Subsoil Usage)
— State commission for mineral reserves; set up in 1927,
the SRC controls the usage of mineral resources on behalf
of the RF Ministry of Ecology and Natural Resources.

JORC Code — Australasian reporting code for mineral
resources and ore reserves, developed by the Joint
committee on ore reserves of the Australasian Institute
of Mining and Metallurgy, the Australian Institute of
Geological Sciences and the Mineral Council of Australia;
the currently valid code dates to 2004.

Mineral resources — The Russian equivalent of
the Western notion of mineral resources and ore reserves;
mineral resources are subdivided into the categories A,

I18. LIST OF TERMS AND ABBREVIATIONS

B, and C1, depending on the extent of their certainty and
degree of technological exploration.

Mineral resources (the JORC Code) — Defines mineral
resources as the concentration or deposit of minerals,

in or on the Earth’s crust, that is sufficiently economically
attractive to justify their extraction; they are subdivided
into the categories of “Assessed”, “Uncovered” or
“Possible”, depending on their degree of exploration.

Off-balance mineral reserves — Material volume which
manifests metal availability to a sufficient extent of
certainty, but whose economic extraction profitability has
not been proved

Open pit — Open surface excavation; among these are
open-cast coal mines and open pits

Ore body — Mineralized body, which is either profitably
exploited, or which manifests reasonable certainty of
profitable exploitation

Ore field — Total number of mines used to exploit
a general mineral deposit or a group of closely
interconnected ore bodies (diggings)

Ore resources (reserves) — The JORC Code defines ore
reserves as the part of measured or indicated mineral
reserves that may be mined on an economically profitable
basis; ore reserves are subject to respective studies, such

as a feasibility study using real mining-technological,
metallurgical, economic, market-related, legal,
environmental, social and administrative factors; these
studies suggest that excavation may be reasonably justified
at the moment of developing reporting documentation.

Oxidated ore — Ore exposed to the process of natural
oxidation

Ore stock pile — Excavated ore stored at the surface,
which is to be processed or delivered

Sulphide ore — Ore in its primarily mineralized state,
which has not been exposed to natural oxidation
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List of terms and abbreviations

ADRs American depositary receipts
ASU GTK The Automated System of Mining and Transportation Complex Management
GDR Global Depositary Receipts

SRC State Reserves Commission
GMO Hydrometallurgical Department
POL petroleum, oil, lubricants

g/t gram per tonne

mW megawatt

kv kilovolt

R&D Research and Development

t tonne
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CONTACTS

0JSC Polyus Gold

Address: 15/1 Tverskoy Boulevard, Moscow, Russia,
123104

Tel.: +7 (495) 641-33-77

Fax: + 7 (495) 785-45-90

www.polyusgold.com

info@polyusgold.com

Alexey Chernushkin
Director for Capital Markets and Investor Relations
Tel.: +7 (495) 785-40-31

Evgenia Buydina

Manager of Investor Relations
Tel.: +7 (495) 641-33-77 ext. 37-45
ir@polyusgold.com

Anna Solotova

Corporate Secretary

Tel.: +7 (495) 641-33-77 ext. 35-22
SolotovaAO@polyusgold.com

Anton Arens

PR Director

Tel.: +7 (495) 641-33-77 ext. 35-23
pr@polyusgold.com

Registrar

National Registration Company

6 Veresayeva Street, Moscow, Russia, 121357
Tel.: +7 (495) 440-63-45, 440-79-18/20/29
Fax: +7 (495) 440-63-55

info@nrcreg.ru
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