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30 June 30 June 31 December
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EXCHANGE RATES - RUSSIAN ROUBLE
Period-end rates
1 US dollar 27.0789 28.6721 28.7825
1 Euro 33.9759 34.5241 34.1850
Average rates for the period
1 US dollar 27.6799 27.9595 28.2864
1 Euro 33.9950 36.0352 35.3865




POLYUS GOLD

STATEMENT OF MANAGEMENT’S RESPONSIBILITIES FOR THE PREPARATION
AND APPROVAL OF THE CONSOLIDATED INTERIM FINANCIAL STATEMENTS
FOR THE SIX MONTHS ENDED 30 JUNE 2006

The following statement, which should be read in conjunction with independent auditors’ responsibilities
stated in the independent auditors’ review report set out on page 2, is made with a view to distinguishing
the respective responsibilities of management and those of the independent auditors in relation to the
consolidated interim financial statements of Open Joint Stock Company “Polyus Gold” and its subsidiaries
(the “Group™).

Management is responsible for the preparation of the consolidated interim financial statements that present
fairly the financial position of the Group at 30 June 2006, the results of its operations, cash flows and
changes in shareholders’ equity for the six months then ended, in accordance with International Financial
Reporting Standards (“IFRS”).

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

e  Selecting suitable accounting principles and applying them consistently;
e  Making judgements and estimates that are reasonable and prudent;

e  Stating whether IFRS have been followed, subject to any material departures disclosed and explained
in the consolidated interim financial statements; and

e  Preparing the consolidated interim financial statements on a going concern basis, unless it is
inappropriate to presume that the Group will continue in business for the foreseeable future.

Management is also responsible for:

e  Designing, implementing and maintaining an effective and sound system of internal controls,
throughout the Group;

e  Maintaining statutory accounting records in compliance with legislation and accounting standards of
the Russian Federation;

e  Taking such steps as are reasonably available to them to safeguard the assets of the Group; and
e  Detecting and preventing fraud and other irregularities.

The consolidated interim financial statements for the six months ended 30 June 2006 were approved
on 25 r 2006 by:

7 .

Ivanov E. L. Steschenko D. A.
General Director Chief Accountant
Moscow

25 September 2006
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INDEPENDENT AUDITORS’ REVIEW REPORT
To shareholders of Open Joint Stock Company “Polyus Gold”:

We have reviewed the accompanying consolidated interim financial statements for the six
months ended 30 June 2006 of Open Joint Stock Company “Polyus Gold” (the “Company”)
and its subsidiaries (collectively, the “Group”), set out on pages 3-38. Management is
responsible for the preparation and fair presentation of these consolidated interim financial
statements in accordance with International Financial Reporting Standards. Our responsibility
is to issue a report on these consolidated interim financial statements based on our review.

We conducted our review in accordance with International Standard on Review Engagements
2410 “Review of Interim Financial Information Performed by the Independent Auditor of the
Entity”. A review of consolidated interim financial statements consists of making inquiries,
primarily of Group’s personnel responsible for financial and accounting matters, and applying
analytical and other review procedures. A review is substantially less in scope than an audit
conducted in accordance with International Standards on Auditing, and consequently does not
enable us to obtain assurance that we would become aware of all significant matters that might
be identified in an audit. Accordingly, we do not express an audit opinion.

Based on our review, nothing has come to our attention that causes us to believe that the
accompanying consolidated interim financial statements do not present fairly, in all material
respects, the financial position of the Group at 30 June 2006, and the results of its operations,
its cash flows and changes in shareholders’ equity for the six months then ended, in accordance
with International Financial Reporting Standards.

As discussed in note 1, the Company was incorporated in March 2006 as a result of a spin-off
by Open Joint Stock Company “Mining and Metallurgical Company “Norilsk Nickel” of its
gold mining business. In connection with the spin-off, all of the shares of Closed Joint Stock
Company “Gold Mining Company Polus” were contributed into the Company. Assets, liabilities
and results of operations of the Company are presented in the accompanying consolidated
interim financial statements as if the change in reporting entity had occurred from the beginning
of the earliest period presented.

DQ/LCV\?)C{ ? VTC@VQ»&\Q/

Deloitte & Touche
Moscow
25 September 2006

. . . . . Member of
Audit.Tax.Consulting . Financial Advisory. Deloitte Touche Tohmatsu



POLYUS GOLD

CONSOLIDATED INCOME STATEMENT

FOR THE SIX MONTHS ENDED 30 JUNE 2006 (UNAUDITED)

(in thousands of US Dollars)

Notes
Sales
Cost of sales 4
Gross profit
Selling, general and administrative expenses 8
Other net operating expenses 9
Operating profit
Finance costs 10
Net income from investments 11
Other non-operating expenses 12
Profit before taxation
Taxation 13
Profit for the period
Attributable to:
Shareholders of the parent company
Minority interest
Basic and diluted earnings per share
(US cents) 14

Six months Six months Year
ended ended ended

30 June 30 June 31 December
2006 2005 2005
297,331 169,377 473,184
(165,690) (91,247) (269,025)
131,641 78,130 204,159
(35,429) (21,342) (60,149)
(3,301) (2,458) (24,989)
92,911 54,330 119,021
(2,873) (1,613) (3,586)
976,513 18,025 51,749
(2,837) (2,730) (3,830)
1,063,714 68,012 163,354
(32,380) (19,597) (50,929)
1,031,334 48,415 112,425
1,035,125 45,714 112,881
(3,791) 2,701 (456)
1,031,334 48,415 112,425
10 - -



POLYUS GOLD

CONSOLIDATED BALANCE SHEET
AT 30 JUNE 2006 (UNAUDITED)
(in thousands of US Dollars)

ASSETS
Non-current assets

Property, plant and equipment

Capital construction-in-progress

Investments in securities and other financial assets
Long-term portion of reimbursable value added tax

Current assets

Inventories

Advances to suppliers and other receivables

Other current assets

Investments in securities and other financial assets
Cash and cash equivalents

Total assets

SHAREHOLDERS’ EQUITY AND
LIABILITIES

Share capital and reserves

Share capital

Additional paid-in-capital

Investment revaluation reserve

Retained earnings

Equity attributable to shareholders of the parent
company

Minority interest

Non-current liabilities

Deferred tax liabilities
Environmental obligations
Obligations under finance lease
Other long-term liabilities

Current liabilities

Current portion of obligations under finance lease

Contingent consideration for acquisition of
subsidiaries

Short-term borrowings

Trade and other payables

Taxes payable

Total shareholders’ equity and liabilities

Notes

15
16
17

18
19
20
17
21

22
23

24

25
26
27

27

32
28
29
30

30 June 30 June 31 December
2006 2005 2005
1,246,597 1,809,855 1,134,763
1,072,821 591,474 1,007,720
156,964 88,998 106,963
816 1,120,087 4,070
15,996 9,296 16,010
3,135,202 825,983 2,480,353
144,706 91,417 123,616
43,357 22,615 25,409
101,611 76,505 72,664
1,229,496 619,284 2,230,256
1,616,032 16,162 28,408
4,381,799 2,635,838 3,615,116
3,892,999 2,448,586 3,138,195
7,040 5 5
2,287,886 1,818,630 1,811,654
- 176,719 816,709
1,569,699 414,955 480,195
3,864,625 2,410,309 3,108,563
28,374 38,277 29,632
248,097 132,225 238,018
177,591 119,543 171,919
66,634 10,556 60,828
3,113 - 4,025

759 2,126 1,246
240,703 55,027 238,903
2,611 - 2,844
140,000 - 140,000
12,341 5,207 23,243
69,252 36,840 49,643
16,499 12,980 23,173
4,381,799 2,635,838 3,615,116




POLYUS GOLD

CONSOLIDATED CASH FLOW STATEMENT

FOR THE SIX MONTHS ENDED 30 JUNE 2006 (UNAUDITED)

(in thousands of US Dollars)

Notes
Operating activities

Cash flows from operations 31
Interest paid
Income tax paid

Net cash inflow/(outflow) from operating
activities

Investing activities

Acquisition of subsidiaries, net of cash acquired,
and increase of ownership in subsidiaries 32

Proceeds from disposal of subsidiary, net of cash
disposed of

Purchase of property, plant and equipment

Proceeds from sale of property, plant and
equipment

Purchase of shares of Gold Fields Ltd.

Proceeds from sale of shares of Gold Fields Ltd.

Dividends received

Purchase of promissory notes and other financial
assets

Proceeds from sale of promissory notes and other
financial assets

Net cash inflow/(outflow) from investing
activities

Financing activities

Proceeds from short-term borrowings

Repayments of short-term borrowings

Repayments of finance lease obligations

Proceeds from issue of shares of CJSC “Polus”

Repayments of promissory notes

Cash contribution by Norilsk Nickel in
connection with the spin-off

Net cash inflow from financing activities

Effect of translation to presentation currency

Net increase in cash and cash equivalents

Cash and cash equivalents at beginning of
the period

Cash and cash equivalents at end of the period 21

Six months Six months Year
ended ended ended
30 June 30 June 31 December
2006 2005 2005
81,509 4,239 99,587
(3,395) (4,912) (2,438)
(42,855) (13,183) (45,600)
35,259 (13,856) 51,549
- (30,000) (152,929)
- (107) (107)
(83,223) (63,525) (145,972)
3,318 985 2,876
- (944,940) (944,940)
1,925,402 - -
6,197 - 6,062
(1,142,077) (404,420) (613,452)
475,610 177,894 541,517
1,185,227 (1,264,113) (1,306,945)
56,046 3,284 5,041
(56,066) (28,396) (32,617)
(1,543) - (2,234)
- 1,299,745 1,299,745
(10,838) (89) (89)
360,197 - -
347,796 1,274,544 1,269,846
19,342 6,572 943
1,587,624 3,147 15,393
28,408 13,015 13,015
1,616,032 16,162 28,408




POLYUS GOLD

CONSOLIDATED STATEMENT OF CHANGES IN SHAREHOLDERS’ EQUITY

FOR THE SIX MONTHS ENDED 30 JUNE 2006 (UNAUDITED)
(in thousands of US Dollars)

Equity
attributable to
Investment shareholders
Share Additional revaluation Retained of the parent Minority
capital  paid-in-capital reserve earnings company interest Total
Balance at 31 December 2004 3 559,562 - 375,849 935,414 43,970 979,384
Profit for the period - - - 45,714 45,714 2,701 48,415
Issue of additional shares of CJSC “Polus” 2 1,299,743 - - 1,299,745 - 1,299,745
Net decrease in minority interest due to increase of Group’s share in
subsidiaries - - - 7,389 7,389 (7,389) -
Minority interest in subsidiaries acquired - - - - - 92) 92)
Increase in fair value of available-for-sale investments, net of deferred tax - - 176,719 - 176,719 - 176,719
Effect of translation to presentation currency - (40,675) - (13,997) (54,672) (913) (55,585)
Balance at 30 June 2005 5 1,818,630 176,719 414,955 2,410,309 38,277 2,448,586
Profit for the period - - - 67,167 67,167 (3,157) 64,010
Minority interest in subsidiaries acquired - - - - - (5,298) (5,298)
Increase in fair value of available-for-sale investments, net of deferred tax - - 639,990 - 639,990 - 639,990
Effect of translation to presentation currency - (6,976) - (1,927) (8,903) (190) (9,093)
Balance at 31 December 2005 5 1,811,654 816,709 480,195 3,108,563 29,632 3,138,195
Profit for the period - - - 1,035,125 1,035,125 (3,791) 1,031,334
Recognised gain on available-for-sale investments sold during the period - - (816,709) - (816,709) - (816,709)
Issue of shares of OJSC “Polyus Gold” 6,866 353,331 - - 360,197 - 360,197
Increase in minority interest due to increase of share capital in a subsidiary - - - (753) (753) 753 -
Effect of translation to presentation currency 169 122,901 - 55,132 178,202 1,780 179,982
Balance at 30 June 2006 7,040 2,287,886 - 1,569,699 3,864,625 28,374 3,892,999




POLYUS GOLD

NOTES TO THE CONSOLIDATED INTERIM FINANCIAL STATEMENTS
FOR THE SIX MONTHS ENDED 30 JUNE 2006 (UNAUDITED)

1. GENERAL
Organisation

Open Joint Stock Company “Polyus Gold” (the “Company”) was incorporated in Moscow, Russian
Federation, on 17 March 2006. The Company was formed as a result of a spin-off by OJSC “Mining
and Metallurgical Company “Norilsk Nickel” (“Norilsk Nickel”) of its gold mining business
comprising Closed Joint Stock Company “Gold Mining Company Polus” (CJSC “Polus”) and its
subsidiaries. In connection with the spin-off Norilsk Nickel contributed into the Company 100% of
CJSC “Polus” shares and cash in the amount of USD 360,197 thousand.

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 Krasnoyarsk and Irkutsk
regions and Sakha Republic of the Russian Federation. The Group also performs research and
exploration works, primarily at Natalka field located in Magadan region. Further details regarding
the nature of the business and structure of the Group are presented in note 38.

The shareholding structure of the Group as at 30 June 2006 was as follows:

Number of

Shareholders shares % held
CJSC “ING Bank Evrazia” (nominal) 82,699,447 43.38%
Dimosenco Holdings Co. Limited 24,123,671 12.65%
Pharanco Holdings Co. Limited 24,123,671 12.65%
CJSC “Holding Company “Invest” 12,146,657 6.37%
AKB “Rosbank” (nominal) 11,952,559 6.27%
NP “National Deposit Centre” (nominal) 6,779,087 3.56%
CJSC “Deposit Cliring Company” (nominal) 6,223,554 3.26%
CJSC “UBS Nominiz” (nominal) 4,412,979 2.31%
Other 18,166,122 9.55%

190,627,747 100.00%

The ultimate controlling shareholders of the Group are Mr. Vladimir Potanin and Mr. Mikhail
Prokhorov.

Basis of presentation

The consolidated interim financial statements of the Group have been prepared in accordance with
International Financial Reporting Standards (“IFRS”). IFRS include standards and interpretations
approved by 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 jurisdiction, 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 interim financial statements are presented in accordance
with IFRS.



POLYUS GOLD

NOTES TO THE CONSOLIDATED INTERIM FINANCIAL STATEMENTS
FOR THE SIX MONTHS ENDED 30 JUNE 2006 (UNAUDITED)

These consolidated interim financial statements of the Group are prepared on the historical cost basis,
except for:

. fair value of subsidiaries acquired, in accordance with IFRS 3 “Business Combinations”, which is
more fully described in note 2 (a);

e  mark-to-market valuation of by-products, in accordance with IAS 2 “Inventories”, which is more
fully described in note 2 (h); and

. mark-to-market valuation of financial instruments, in accordance with IAS 39 “Financial
Instruments: Recognition and Measurement”, which is more fully described in note 2 (i).

Accounting for change in reporting entity

The spin-off of Norilsk Nickel’s gold mining business, which involved the contribution of all of
CJSC “Polus” shares into the newly created Company, was accounted for in the consolidated interim
financial statements as a change in reporting entity. Assets, liabilities and results of operations of the
Company were presented in the consolidated interim financial statements as if the change in reporting
entity had occurred from beginning of the earliest period presented.

The following principles were used in the preparation of the consolidated interim financial statements:

e  property, plant and equipment of the Company were recorded at the carrying values as in the
consolidated financial statements of Norilsk Nickel prior to the spin-off, including mineral rights
recognised on acquisition of CJSC “Polus” and its subsidiaries;

e at31 December and 30 June 2005, share capital represented share capital of CISC “Polus”;

e  additional paid-in-capital comprised share premium of CJSC “Polus” from the date of
incorporation till 17 March 2006; increase in shareholders’ equity on recognition of mineral rights
arose on the acquisition of CJSC “Polus” and its subsidiaries by Norilsk Nickel; and additional
cash contribution by Norilsk Nickel into the Company in connection with the spin-off transaction;

e  comparative figures in respect of all financial statements’ elements, that were not affected by the
accounting principles described above, were recorded at the same values as in the consolidated
financial statements of Norilsk Nickel for the respective periods.

New accounting pronouncements

The following new or revised standards and interpretations issued by the IASB and IFRIC have been
issued at the date of authorisation of the Group’s consolidated interim financial statements, that are
mandatory for adoption in the annual accounting periods beginning on or after 1 January 2006:

e [AS I Amendment “Capital Disclosures”
e IAS 19 Amendment “Employee Benefits”

e IAS 21 Amendment “The Effects of Changes in Foreign Exchange Rates - Net Investment in
a Foreign Operation”

. IAS 39 and IFRS 4 Amendment “Financial Guarantee Contracts”

e  IAS 39 Amendments “Cash Flow Hedge Accounting of Forecast Intragroup Transactions”
and “The Fair Value Option”

e IFRS 1 Amendment “Requirements of IFRS 6 to Comparative Information”
e IFRS 6 “Exploration for and Evaluation of Mineral Resources”

e IFRS 7 “Financial Instruments: Disclosures”

e [FRIC 4 “Determining whether an Arrangement Contains a Lease”



POLYUS GOLD

NOTES TO THE CONSOLIDATED INTERIM FINANCIAL STATEMENTS
FOR THE SIX MONTHS ENDED 30 JUNE 2006 (UNAUDITED)

e [FRIC 5 “Rights to Interest Arising from Decommissioning, Restoration and Environmental
Rehabilitation Funds”

e [FRIC 7 “Applying the Restatement Approach under IAS 29 “Financial Reporting in
Hyperinflationary Economies”

e [FRIC 8 “Scope of IFRS 2”
e  IFRIC 9 “Reassessment of Embedded Derivatives”
e [FRIC 10 “Interim Financial Reporting and Impairment"

The impact of adoption of these standards and interpretations in preparation of the consolidated annual
financial statements for the year ending 31 December 2006 and in future periods is currently being
assessed by management, however no material effect on the Group’s accounting policies is anticipated.

2. SIGNIFICANT ACCOUNTING POLICIES
The Group’s significant accounting policies are set out below:
(a) Basis of consolidation
Subsidiaries

The consolidated financial statements of the Group incorporate 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 power to govern the financial and
operating policies of an entity so as to obtain benefits from its activities.

The assets and liabilities of all subsidiaries are measured at their fair values at the date of acquisition.
The interest of minority shareholders is stated at the minority’s share of the fair values of the assets
and liabilities recognised. Subsequently, any losses applicable to the minority interest in excess of
the minority interest are allocated against the interest of the parent company.

The financial statements of subsidiaries are prepared for the same reporting period as those of the
Company; where necessary, adjustments are made to the financial statements of subsidiaries to bring
the accounting policies used by them into line with those of the Group.

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

Associates

An associate is an entity over which the Group exercises significant influence, but not control,
through participation in financing and operating policy decisions, in which it normally owns between
20% and 50% of the voting equity. Associates are equity accounted for from the date significant
influence commenced until the date that significant influence effectively ceased, except when the
investment is classified as held for sale.

The results of associates are equity accounted for based on their most recent financial statements.
Any losses of associates are recorded in the consolidated financial statements until the investment
in such associates is reduced to zero. Thereafter losses are only accounted for to the extent that
the Group is committed to providing financial support to such associates.

The carrying value of investments in associates represents the cost of each investment, including
goodwill, the share of post-acquisition retained earnings and any other movements in reserves.

9



POLYUS GOLD

NOTES TO THE CONSOLIDATED INTERIM FINANCIAL STATEMENTS
FOR THE SIX MONTHS ENDED 30 JUNE 2006 (UNAUDITED)

The carrying value of investments in associates is reviewed on a regular basis and if any impairment
in value has occurred, it is written down in the period in which such circumstances are identified.

Unrealised gains and losses resulting from transactions with associates are eliminated to the extent of
the Group’s interest in these associates.

Accounting for acquisitions

Where an investment in a subsidiary or an associate is made, any excess of the purchase consideration
over the fair value of the identifiable assets, liabilities, contingent liabilities and attributable ore
reserves at the date of acquisition is recognised as goodwill. Goodwill which represents ore resources
is amortised on a systematic basis to recognise the depletion of the resources over the life of mine.

Goodwill in respect of non-mining subsidiaries is disclosed as a goodwill, and goodwill relating to
associates is included within the carrying value of the investments in associates.

Goodwill is reviewed for impairment at least annually and if an impairment has occurred, it is
recognised in the income statement in the period during which the circumstances are identified and
is not subsequently reversed.

On disposal of a subsidiary or an associate the attributable amount of goodwill is included in the
determination of the profit or loss on disposal.

Where an investment in a subsidiary or an associate is made, any excess of the Group’s share in the fair
value of acquiree’s identifiable assets, liabilities and contingent liabilities over cost is recognised in
the consolidated income statement immediately.

(b) Functional and presentation currency

The functional currency of the Company and all subsidiaries, which reflects the economic substance
of their operations, is the Russian Rouble (“RUR?”).

The presentation currency of the consolidated financial statements of the Group is the United States of
America Dollar (“USD” or “US Dollar”). Using USD as a presentation currency is a common practice
for global gold mining companies. In addition, USD is a more relevant presentation currency for
international users of the consolidated financial statements of the Group.

The translation from RUR (functional currency) into USD (presentation currency) is made using
exchange rates as quoted by the Central Bank of the Russian Federation, as follows:

e  all assets and liabilities, both monetary and non-monetary, and all items included in shareholders’
equity, other than profit for the reporting period, are translated at closing exchange rates at the
dates of each balance sheet presented;

e all income and expenses in each income statement are translated at the average exchange rates
for the periods presented; and

e  all resulting exchange differences are included in shareholders’ equity.

The RUR is not a freely convertible currency outside the Russian Federation and, accordingly, any
translation of RUR denominated assets and liabilities into USD for the purpose of these consolidated
financial statements does not imply that the Group could or will in the future realise or settle in USD
the translated values of these assets and liabilities.

10



POLYUS GOLD

NOTES TO THE CONSOLIDATED INTERIM FINANCIAL STATEMENTS
FOR THE SIX MONTHS ENDED 30 JUNE 2006 (UNAUDITED)

(c) Foreign currency transactions and balances

Transactions in foreign currencies are recorded at the exchange rates at the dates of the transactions.
Monetary assets and liabilities denominated in foreign currencies are translated to RUR at the exchange
rate at the balance sheet date. Non-monetary items carried at historical cost are translated at the exchange
rate prevailing on the date of the 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 income statement.

(d) Property, plant and equipment
Property, plant and equipment are classified into the following categories:

e  buildings, structures and utilities;

e  machinery, equipment and transport;
e  exploration and evaluation assets;

e  mineral rights; and

e  other assets.

Buildings, structures, utilities, machinery, equipment and transport

Buildings, structures, utilities, machinery, equipment and transport consist of mining and non-mining
assets.

Mining assets are amortised on a straight-line basis over the life of mines of 7 to 20 years, which is
based on estimated proven and probable ore reserves.

Amortisation of mining assets is charged from the date when a new mine reaches commercial
production and is included in the cost of production.

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 at the following annual rates:

e  buildings, structures, plant and equipment 2% to 10%
e  transport 9% to 25%
e  other assets 10% to 20%

Exploration and evaluation assets

Exploration and evaluation expenditures are capitalised when it is expected that they will be recouped
by future exploitation, sale, or when the exploration and evaluation activities have not reached a stage
that permits a reasonable assessment of the existence of commercially recoverable ore reserves.

Exploration and evaluation assets are transferred to mining property, plant and equipment when
a mine, related to an area of interest, reaches commercial production quantities.

Mineral rights, mineral resources and ore reserves

Mineral rights, mineral resources and ore reserves are recorded as assets when acquired as part of

a business combination and are then amortised on a straight-line basis using the life of mine method
based on estimated proven and probable ore reserves. Mineral resources and ore reserves are estimated
in accordance with the JORC code or using the Russian Resource Reporting Code for alluvial gold
reserves.

11



POLYUS GOLD

NOTES TO THE CONSOLIDATED INTERIM FINANCIAL STATEMENTS
FOR THE SIX MONTHS ENDED 30 JUNE 2006 (UNAUDITED)

Estimated proven and probable ore reserves reflect the economically recoverable quantities which can
be legally recovered in the future from known mineral deposits.

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. Capitalised leased assets
are depreciated over the lesser of their estimated useful lives, or the term of the lease.

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.

(e) Capital construction-in-progress

Capital construction-in-progress comprises costs directly related to mine development, construction
of buildings, infrastructure, processing plant, machinery and equipment. Cost also includes finance

charges capitalised during the development and construction periods where such costs are financed

by borrowings. Amortisation or depreciation of these assets commences when the assets are placed

into commercial production.

Mine development costs

Mine development costs are recorded as capital construction-in-progress and transferred to mining
property, plant and equipment when a new mine reaches commercial production quantities.

Mine development costs include expenditure incurred in:

e  acquiring mineral rights and exploration licenses;
e  developing new mining operations.

(f) Impairment

An impairment review of tangible and intangible assets is carried out when there is an indication that
those assets have suffered an impairment loss by comparing the carrying amount of the assets to their
respective recoverable amount. 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 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 the 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.

12



POLYUS GOLD

NOTES TO THE CONSOLIDATED INTERIM FINANCIAL STATEMENTS
FOR THE SIX MONTHS ENDED 30 JUNE 2006 (UNAUDITED)

(g) Deferred expenditures

Certain Group’s production facilities are located in regions with specific weather conditions.
Consequently, surface (alluvial) mining operations are subject to seasonality and gold at these locations
is only mined during certain months of the year. Costs incurred in preparation for future seasons are
deferred. Such expenditures include stripping and excavation costs and mine specific administration
costs, and are recognised on the balance sheet within other current assets.

(h) Inventories

Refined gold

Gold is measured at the lower of net production cost on the weighted average basis and net realisable
value. The net cost of production per unit of gold is determined by dividing total production cost, less
net revenue from sales of by-products and valuation of by-product inventories on hand, by the saleable
mine output of gold.

Production costs include on-mine and concentrating costs, smelting, treatment and refining costs,
other cash costs and amortisation and depreciation of operating assets.

By-products, i.e. silver and other minor metals, are measured at net realisable value, through a mark-to-
market valuation.

Work-in-process

Work-in-process is valued at the net unit cost of production based on the percentage of completion
method.

Stores and materials

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

(i) Financial instruments

Financial instruments recognised on the Group’s balance sheet mainly include investments, advances
to suppliers and other receivables, cash and cash equivalents, trade and other payables and borrowings.
Financial instruments are initially measured at fair value, when the Group has become a party to the
contractual arrangement of the instrument. The subsequent measurement of financial instruments is
dealt with below.

A financial instrument or a portion of a financial instrument is derecognised, when the Group loses its
contractual rights or extinguishes the obligation associated with such an instrument. On derecognition
of a financial asset, the difference between the proceeds received or receivable and the carrying amount
of the asset is included in the income statement. On derecognition of a financial liability the difference
between the carrying amount of the liability extinguished or transferred to another party and the amount
paid is included in the income statement.

Investments
Investments are classified into the following categories:

e  held-to-maturity;
e  at fair value through profit and loss; and
e  available-for-sale.

13



POLYUS GOLD

NOTES TO THE CONSOLIDATED INTERIM FINANCIAL STATEMENTS
FOR THE SIX MONTHS ENDED 30 JUNE 2006 (UNAUDITED)

Investments with fixed or determinable payments and fixed maturity, which the Group has the positive
intent and ability to hold to maturity, other than loans and receivables originated by the Group,

are classified as held-to-maturity investments. Held-to-maturity investments are carried at amortised
cost less any allowance for impairment. Amortisation of the discount or premium on the acquisition
of a held-to-maturity investment is recognised in interest income over the term of the investment.
Held-to-maturity investments are included in non-current assets, unless they mature within twelve
months of the balance sheet date.

Investments at fair value through profit and loss include investments held for trading and investments
designated upon initial recognition as at fair value through profit and loss.

All other investments, other than loans and receivables, are classified as available-for-sale.

Investments at fair value through profit and loss and investments available-for-sale are subsequently
measured at fair value by reference to their quoted market price at the balance sheet date, without any
deduction for transaction costs that may be incurred on sale or other disposal. Gain or loss arising
from a change in the fair value of investments at fair value through profit and loss are recognised in
the income statement for the period. Gain or loss arising from a change in the fair value of investments
available-for-sale is recognised directly in equity through the statement of changes in shareholders’
equity, until such investments are derecognised, at which time the cumulative gain or loss previously
recognised in equity shall be recognised in the income statement.

When a decline in fair value of an available-for-sale investment has been recognised directly in equity
and there is objective evidence that investment is impaired, the cumulative loss that had been recognised
directly in equity is removed from equity and recognised in the income statement even though the
investment has not been derecognised.

Investments in equity instruments that do not have a quoted market price in an active market and whose
fair value cannot be reliably measured are recorded at management’s estimate of fair value.

Advances to suppliers and other receivables

Advances to suppliers and other receivables are measured at initial recognition at fair value and are
subsequently measured at amortised cost using the effective interest method. Appropriate allowances
for estimated irrecoverable amounts, calculated as the difference between the carrying amount of
receivables and the present value of estimated future cash flows discounted at the effective interest
rate computed at initial recognition, are recognised in the income statement when there is objective
evidence the receivables are impaired.

Cash and cash equivalents

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

Trade and other payables

Trade and other payables are initially measured at fair value and are subsequently measured at amortised
cost using the effective interest method.

Borrowings

Loans and borrowings are initially measured at proceeds received, net of direct transaction costs.
Subsequently, loans and borrowing are measured at amortised cost, which is calculated by taking
into account any discount or premium on settlement. Finance charges, including premiums payable
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POLYUS GOLD

NOTES TO THE CONSOLIDATED INTERIM FINANCIAL STATEMENTS
FOR THE SIX MONTHS ENDED 30 JUNE 2006 (UNAUDITED)

on settlement or redemption, are accounted for on an accrual basis and are added to the carrying
amount of the instrument to the extent that they are not settled in the period in which they arise.

(j) Interest on borrowings

Interest on borrowings relating to major qualifying capital projects under construction are capitalised
during the construction period in which they are incurred. Once a qualifying capital project has been
fully commissioned, the associated borrowing costs are expensed in the income statement as and when
incurred.

Other interest is expensed in the income statement as and when incurred.
(k) Provisions

Provisions are recognised when the Group has legal or constructive obligations, as a result of a past
event for which it is probable that an outflow of economic benefits will be required to settle the
obligation, and the amount of the obligation can be reliably estimated.

() Employee benefit obligations

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

The Group contributes to the Pension fund of the Russian Federation on behalf of all its employees.
These contributions are recognised in the income statement as incurred.

(m) Taxation
Income tax on the profit or loss for the period comprises current and deferred taxation.

Current tax is the tax payable on the taxable income in the period, using tax rates enacted or
substantively enacted at the balance sheet date, and includes any adjustment to tax payable in respect
of previous periods.

Deferred taxation is accounted for using the balance sheet liability method in respect of temporary
differences between the carrying amounts of assets and liabilities for financial reporting purposes
and the amounts used in the computation of taxable income.

Deferred tax liabilities are generally recognised for all taxable temporary differences and deferred tax
assets are recognised to the extent that it is probable that taxable income will be available against which
deductible temporary differences can be utilised. Deferred tax assets and liabilities are offset when they
relate to income taxes levied by the same tax authority and the Group intends to settle its tax assets and
liabilities on a net basis.

Deferred taxation is calculated at rates that are expected to apply to the period when the asset is realised
or the liability is settled. It is charged or credited to the income statement, except when it relates to
items credited or charged directly to equity, in which case deferred taxation is also dealt with in equity.

(n) Revenue recognition
Revenue consists of the sale of refined gold and is recognised when the risks and rewards of ownership

are transferred to the buyer. Gold sales revenue represents the net invoiced value for gold supplied
to customers. Revenues from the sale of by-products are netted off against production costs.

15



POLYUS GOLD

NOTES TO THE CONSOLIDATED INTERIM FINANCIAL STATEMENTS
FOR THE SIX MONTHS ENDED 30 JUNE 2006 (UNAUDITED)

(o) Operating leases

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

(p) Dividends declared

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 I[FRS.

(q) Segmental information

The Group predominantly operates in a single business segment, being mining and refining of gold.
The Group’s production facilities are based in the Russian Federation. Therefore, business activities are
subject to the same risks and returns, and are addressed in the consolidated financial statements as one
reportable segment.

(r) Environmental obligations
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 income statement. Decommissioning obligations are periodically reviewed in light of current
laws and regulations, and adjustments made as necessary.

Provision for land restoration, representing the cost of restoring land damaged after the commencement
of commercial production, is estimated at the net present value of the expenditures expected to settle
the obligation. Increases in provision are charged to the income statement as a cost of production.
The unwinding of restoration costs are expensed over the life of mine.

Ongoing restoration costs are expensed when incurred.

3. CRITICAL ACCOUNTING ESTIMATES AND JUDGEMENTS

In the process of applying accounting policies, the Group makes estimates and assumptions concerning
the future. The determination of estimates requires the exercise of judgements which are based on
historical experience, current and expected economic conditions, and all other available information.
Due to the inherent uncertainty in making those estimates and assumptions, actual results reported

in future periods could differ from those estimates.

The estimates and assumptions that have a significant risk of causing a material adjustment to the
carrying amounts of assets and liabilities within the next financial period are discussed below.
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POLYUS GOLD

NOTES TO THE CONSOLIDATED INTERIM FINANCIAL STATEMENTS
FOR THE SIX MONTHS ENDED 30 JUNE 2006 (UNAUDITED)

Held-to-maturity investments

The Group follows IAS 39 “Financial Instruments: Recognition and Measurement™ guidance on
classifying promissory notes with fixed or determinable payments and fixed maturity as held-to-maturity.
This classification requires significant judgement. In making this judgement, management evaluates
its intention and ability to hold these promissory notes to maturity.

If the Group fails to keep these promissory notes to maturity other than for the specific circumstances
explained in IAS 39, it will be required to reclassify the whole class as available-for-sale. The investments
would therefore be measured at fair value, and not amortised cost.

Useful economic lives of property, plant and equipment

Management assesses the useful economic lives of property, plant and equipment considering current
technical condition of assets, the volume of remaining recoverable ore reserves or the remaining
mining lease period and potential changes in technology and demand.

Exploration and evaluation assets

Management’s judgement 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 unless evaluation activities have reached a stage that permits a reasonable
assessment of the existence of commercially recoverable ore reserves.

Impairment of assets

The Group reviews the carrying amounts of its tangible and intangible 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 judgement 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.

Initial accounting for acquisition of subsidiaries

The initial accounting for acquisition of subsidiaries involves determining the fair values to be assigned
to the identifiable assets, liabilities and contingent liabilities of the acquired companies and the cost
of acquisition. When initial accounting can be determined only provisionally by the end of the period
in which acquisition is effected, the Group accounts for the acquisition using provisional values.
Significant management’s judgements and estimates are involved in determining the provisional
values of assets, liabilities and contingent liabilities of the acquired companies. Adjustments to those
provisional values as a result of completing the initial accounting for acquisitions in the following
accounting periods might be material.

Taxation
Judgements are required in determining current income tax liabilities. The Group recognises liabilities
for taxes based on estimates of whether additional taxes will be due. Where the final outcome of

various tax matters is different from the amounts that were initially recorded, such differences will
impact income tax and deferred tax provisions in the period in which such determination is made.
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NOTES TO THE CONSOLIDATED INTERIM FINANCIAL STATEMENTS
FOR THE SIX MONTHS ENDED 30 JUNE 2006 (UNAUDITED)

Environmental obligations

The Group’s mining and exploration activities are subject to various environmental laws and
regulations. The Group recognises management’s best estimate for asset retirement obligations in
the period in which they are incurred. Actual costs incurred in future periods could differ materially
from the estimates. Additionally, future changes to environmental laws and regulations, life of mine
estimates and discount rates could affect the carrying amount of this provision.

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 judgement
and estimates of the outcome of future events.
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POLYUS GOLD

NOTES TO THE CONSOLIDATED INTERIM FINANCIAL STATEMENTS
FOR THE SIX MONTHS ENDED 30 JUNE 2006 (UNAUDITED)
(in thousands of US Dollars)

Six months Six months Year
ended ended ended
30 June 30 June 31 December
2006 2005 2005
4. COST OF SALES
Cash operating costs 142,623 83,262 232,597
On-mine costs (refer to note 5) 79,321 49,026 154,996
Smelting and concentrating costs (refer to note 6) 43,590 21,143 44,792
Refining costs 1,498 1,132 3,114
Tax on mining 18,214 11,961 29,695
Amortisation and depreciation of operating assets
(refer to note 7) 34,665 20,169 45,224
Change in provision for land restoration
(refer to note 26) 250 191 2,088
Increase in metal inventories (11,848) (12,375) (10,884)
Total 165,690 91,247 269,025
5. ON-MINE COSTS
Consumables and spares 41,418 24,598 73,718
Labour 27,169 20,246 58,049
Utilities 3,919 3,535 14,090
Sundry on-mine costs 6,815 647 9,139
Total (refer to note 4) 79,321 49,026 154,996
6. SMELTING AND CONCENTRATING
COSTS
Consumables and spares 24,313 15,593 34,325
Labour 9,576 5,017 9,432
Utilities 6,837 309 398
Sundry smelting and concentrating costs 2,864 224 637
Total (refer to note 4) 43,590 21,143 44,792
7. AMORTISATION AND DEPRECIATION
OF OPERATING ASSETS
Mining 24,694 12,573 32,492
Smelting and concentrating 9,971 7,596 12,732
Total (refer to note 4) 34,665 20,169 45,224
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NOTES TO THE CONSOLIDATED INTERIM FINANCIAL STATEMENTS

FOR THE SIX MONTHS ENDED 30 JUNE 2006 (UNAUDITED)
(in thousands of US Dollars)

10.

Six months Six months Year
ended ended ended
30 June 30 June 31 December
2006 2005 2005
SELLING, GENERAL AND
ADMINISTRATIVE EXPENSES
Salaries 20,966 13,038 33,183
Taxes other than mining and income taxes 3,815 2,116 4,685
Depreciation 1,893 1,027 2,370
Research and development 1,663 133 1,886
Professional services 1,171 1,080 3,563
Rent expenses 869 502 1,710
Bank charges 848 - 973
Repair and maintenance 440 644 3,133
Other 3,764 2,802 8,646
Total 35,429 21,342 60,149
OTHER NET OPERATING EXPENSES
Change in provision for impairment of advances to
suppliers and other receivables 2,422 346 954
Change in provision for impairment of value added
tax recoverable 2,247 - 1,340
Loss on disposal of property, plant and equipment
and assets under construction 1,033 1,112 4,848
Net operating loss/(profit) from non-mining
activities 328 (506) 2,050
Change in provision for impairment of property,
plant and equipment and assets under
construction (2,528) - 11,613
Cost of liquidation of obsolete equipment - 775 2,421
Tax fines and penalties - - 1,872
Other (201) 731 (109)
Total 3,301 2,458 24,989
FINANCE COSTS
Interest on borrowings 1,202 1,380 2,744
Unwinding of discount on decommissioning
obligations (refer to note 26) 1,671 233 842
Total 2,873 1,613 3,586
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POLYUS GOLD

NOTES TO THE CONSOLIDATED INTERIM FINANCIAL STATEMENTS
FOR THE SIX MONTHS ENDED 30 JUNE 2006 (UNAUDITED)
(in thousands of US Dollars)

Six months Six months Year
ended ended ended
30 June 30 June 31 December
2006 2005 2005
11. NET INCOME FROM INVESTMENTS
Gain on disposal of investments and other financial
assets 991,710 - 2,607
Income accrued on deposits 37,973 - 4,731
Interest income on promissory notes 9,775 17,279 38,652
Dividends received 6,197 - 6,062
Loss on revaluation of bank deposits denominated
in foreign currency (69,713) - (263)
Share of post-acquisition losses of associates (20) (39) (40)
Other 591 785 -
Total 976,513 18,025 51,749
Gain on disposal of investments and other
financial assets includes gain on sale of
investment in Gold Field Ltd. in the amount
of USD 980,462 thousand.
12. OTHER NON-OPERATING EXPENSES
Maintenance of social infrastructure 855 1,060 406
Donations 862 426 1,199
Other 1,120 1,244 2225
Total 2,837 2,730 3,830
13. TAXATION
Current taxation 36,842 24,462 60,425
Deferred taxation (refer to note 25) (4,462) (4,865) (9,496)
Total 32,380 19,597 50,929
The corporate income tax rates in the countries
where the Group has a taxable presence are as
follows:
Russian Federation 24% 24% 24%
British Virgin Islands 0% n/a 0%
Cyprus 0% n/a n/a
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NOTES TO THE CONSOLIDATED INTERIM FINANCIAL STATEMENTS

FOR THE SIX MONTHS ENDED 30 JUNE 2006 (UNAUDITED)
(in thousands of US Dollars)

14.

A reconciliation of theoretical income tax, calculated at the rate effective in the Russian Federation,
location of the Group’s production entities, to the amount of actual income tax expense recorded in

the income statement is as follows:

Profit before taxation

Theoretical income tax at 24%

Impact of specific tax rates

Tax effect of non-deductible expenses and other
permanent differences

Taxable losses of subsidiaries not carried forward

Income tax expense

EARNINGS PER SHARE

The calculation of basic and diluted earnings
per share is based on the following:

Profit attributable to shareholders of the parent
company for the period from 17 March to
30 June 2006

Weighted average number of ordinary shares in
issue from 17 March to 30 June 2006

Basic and diluted earnings per share (US cents)

Six months Six months Year
ended ended ended

30 June 30 June 31 December
2006 2005 2005
1,063,714 68,012 163,354
255,291 16,323 39,205
(233,217) - (1,383)
7,007 1,164 7,447

3,299 2,110 5,660
32,380 19,597 50,929
19,986 n/a n/a
190,627,747 n/a n/a
10 n/a n/a

Earnings per share were calculated based on the profit attributable to shareholders of the parent
company for the period subsequent to the incorporation of the Company, and the weighted average
number of ordinary shares in issue during that period. Such earnings per share amount may not be
comparable to earnings per share amounts determined in future reporting periods.
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FOR THE SIX MONTHS ENDED 30 JUNE 2006 (UNAUDITED)
(in thousands of US Dollars)

15. PROPERTY, PLANT AND EQUIPMENT

Buildings, Machinery, Exploration

structures equipment and
and and evaluation Mineral
utilities transport assets rights Other Total

Cost
Balance at 31 December 2004 194,343 227,465 13,987 206,799 4,143 646,737
Additions - 13,204 13,462 - 737 27,403
Acquired on acquisition of subsidiaries

(refer to note 32) 2,466 187 - 52,021 14 54,688
Transfers from capital construction-in-

progress (refer to note 16) 5,031 - - - - 5,031
Disposals (289) (2,075) - - (130) (2,494)
Disposed on disposal of subsidiary (23) (9,534) - (5,681) &7) (15,325)
Effect of translation to presentation

currency (6,381) (7,374) (783) (7,506) (145) (22,189)
Balance at 30 June 2005 195,147 221,873 26,666 245,633 4,532 693,851
Additions - 31,556 19,001 - 1,400 51,957
Acquired on acquisition of subsidiaries

(refer to note 32) 55,939 37,137 - 275,384 1,031 369,491
Transfers from capital construction-in-

progress (refer to note 16) 15,087 - - - - 15,087
Disposals (714) (2,267) - - (603) (3,584)
Decommissioning asset raised (refer to

note 26) 17,570 9,063 - - - 26,633
Provision for impairment (5,572) - - (687) - (6,259)
Effect of translation to presentation

currency (1,491) (1,579) (279) (3,441) 39) (6,829)
Balance at 31 December 2005 275,966 295,783 45,388 516,889 6,321 1,140,347
Additions 863 19,684 17,587 - 719 38,853
Transfers from capital construction-in-

progress (refer to note 16) 6,143 - - - - 6,143
Disposals (1,492) (997) - - (1,629) (4,118)
Effect of translation to presentation

currency 17,484 19,023 3,246 32,519 377 72,649
Balance at 30 June 2006 298,964 333,493 66,221 549,408 5,788 1,253,874
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(in thousands of US Dollars)

Buildings, Machinery, Exploration

structures equipment and
and and evaluation Mineral
utilities transport of assets rights Other Total

Accumulated amortisation and

depreciation
Balance at 31 December 2004 (31,200) (37,761) - (14,494) (432) (83,887)
Amortisation and depreciation charge (5,882) (13,575) - (5,131) (270) (24,858)
Eliminated on disposals 1 391 - - 5 397
Disposed on disposal of subsidiary - 2,008 - 710 15 2,733
Effect of translation to presentation

currency 1,148 1,493 - 576 21 3,238
Balance at 30 June 2005 (35,933) (47,444) - (18,339) (661) (102,377)
Amortisation and depreciation charge (7,591) (16,527) - (6,770) (380) (31,268)
Eliminated on disposals 59 279 - - 32 370
Effect of translation to presentation

currency 265 186 - 187 10 648
Balance at 31 December 2005 (43,200) (63,506) - (24,922) 999) (132,627)
Amortisation and depreciation charge (9,756) (20,422) - (9,076) (460) (39,714)
Eliminated on disposals 190 301 - - 11 502
Effect of translation to presentation

currency (2,930) (4,442) - (1,769) (73) (9,214)
Balance at 30 June 2006 (55,696) (88,069) - (35,767) (1,521)  (181,053)
Net book value
30 June 2005 159,214 174,429 26,666 227,294 3,871 591,474
31 December 2005 232,766 232,277 45,388 491,967 5,322 1,007,720
30 June 2006 243,268 245,424 66,221 513,641 4,267 1,072,821

At 30 June 2006 the carrying amount of the Group’s machinery and equipment included
USD 7,106 thousand (30 June 2005: nil; 31 December 2005: USD 3,697 thousand) in respect of assets

held under finance leases (refer to note 27).
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(in thousands of US Dollars)

30 June 30 June 31 December
2006 2005 2005
16. CAPITAL
CONSTRUCTION-IN-PROGRESS
Balance at beginning of the period 106,963 62,425 62,425
Additions 49,207 34,396 68,380
Acquired on acquisition of subsidiaries - 436 7,165
Transfers to property, plant and equipment
(refer to note 15) (6,143) (5,031) (20,118)
Disposals (735) (447) (2,413)
Disposed on disposal of subsidiary - (42) (42)
Provision for impairment - - (5,354)
Effect of translation to presentation currency 7,672 (2,739) (3,080)
Balance at end of the period 156,964 88,998 106,963
Provision for impairment at 31 December 2005
related to assets under construction of OJSC
“Lenzoloto”.
17. INVESTMENTS IN SECURITIES
AND OTHER FINANCIAL ASSETS
Non-current
Equity investments available-for-sale - 1,119,385 3,339
Loans advanced 427 349 347
Other 389 353 384
Total non-current 816 1,120,087 4,070
Current
Bank deposits 936,131 - 6,997
Investment deposit in Rosbank 108,527 - 172,984
Promissory notes receivable 100,917 619,196 314,189
Investments in listed companies held for trading 61,234 - -
Loans advanced 22,687 - -
Equity investments available-for-sale - - 1,735,987
Other - 88 99
Total current 1,229,496 619,284 2,230,256

Included in equity investments available-for-sale was an investment in shares of Gold Fields Ltd.
(South Africa) which was acquired from Norilsk Nickel in May 2005 for USD 944,940 thousand.
At 30 June and 31 December 2005 fair value of this investment amounted to USD 1,117,609 thousand
and USD 1,735,987 thousand, respectively. In March 2006, it was sold to third parties for a cash
consideration of USD 1,925,402 thousand.

Bank deposits bear interest of 5.18% to 7.25% per annum and mature between 27 September 2006
and 19 January 2007.
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(in thousands of US Dollars)

18.

19.

20.

Investment deposit in Rosbank (the “Bank™), a related party, primarily represented promissory notes
purchased and held by the Bank on behalf of the Group. The principal amount of this deposit of
USD 81,059 thousand is guaranteed by the Bank. Accrued income is added to the principal amount

of deposit.

Promissory notes were purchased from related parties and bear interest from 6% to 10.4% per annum.

INVENTORIES

Refined gold at net production cost
Work-in-process at production cost

Total metal inventories

Stores and materials at cost
Less: Provision for obsolescence

Total

ADVANCES TO SUPPLIERS AND
OTHER RECEIVABLES

Advances to suppliers
Other receivables from non-mining activities

Less: Provision for impairment of advances
to suppliers and other receivables

Total

OTHER CURRENT ASSETS

Reimbursable value added tax
Deferred expenditures
Income tax prepaid

Other taxes prepaid

Total

30 June 30 June 31 December
2006 2005 2005
1,167 5,691 1,306

44,719 20,054 30,470
45,886 25,745 31,776
99,411 67,012 92,472
(591) (1,340) (632)
144,706 91,417 123,616
32,128 15,903 17,077
21,910 14,500 16,047
54,038 30,403 33,124
(10,681) (7,788) (7,715)
43,357 22,615 25,409
71,475 41,812 57,281
26,355 28,573 11,683
2,951 4,818 1,434
830 1,302 2,266
101,611 76,505 72,664

Deferred expenditures mostly comprise stripping and excavation costs, general production and specific
administration costs associated with the preparation for the seasonal alluvial mining activities.
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(in thousands of US Dollars)

30 June 30 June 31 December
2006 2005 2005

21. CASH AND CASH EQUIVALENTS
Bank deposits 1,380,385 - 5,681
Current bank accounts -RUR 234,678 10,732 18,376
- foreign currency 618 563 3,849
Other cash and cash equivalents 351 4,867 502
Total 1,616,032 16,162 28,408

Bank deposits mostly represent deposits in third party banks bearing interest at rates varying between
4.0% and 6.5% per annum with maturity in three months or less.

22. SHARE CAPITAL

At 30 June 2006, authorised, issued and fully paid share capital of the Company comprised
190,627,747 ordinary shares at par value of RUR 1.

At 31 December and 30 June 2005, issued and fully paid share capital of CJSC “Polus”, consisted
0f 299 ordinary shares at par value of RUR 400, and 120 preference shares at par value of RUR 100.
All of the ordinary and preference shares of CJSC “Polus” were owned by Norilsk Nickel.

23. ADDITIONAL PAID-IN-CAPITAL

At 30 June 2006, additional paid-in-capital of the Company comprised the share premium of

CJSC “Polus”, accumulated from the date of incorporation till 17 March 2006, additional capital in

respect of mineral rights recognised on acquisition of CJSC “Polus” and its subsidiaries by Norilsk

Nickel, and cash contributed by Norilsk Nickel in connection with the spin-off transaction in excess
of nominal value of the Company’s shares.
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NOTES TO THE CONSOLIDATED INTERIM FINANCIAL STATEMENTS
FOR THE SIX MONTHS ENDED 30 JUNE 2006 (UNAUDITED)
(in thousands of US Dollars)

30 June 30 June 31 December
2006 2005 2005
24. MINORITY INTEREST
Balance at beginning of the period 29,632 43,970 43,970
Minority interest in subsidiaries acquired
(refer to note 32) - (92) (5,390)
Minority interest in net (loss)/profit of subsidiaries
for the period (3,791) 2,701 (456)
Net changes in minority interest due to increase of
Group’s share in subsidiaries 753 (7,389) (7,389)
Effect of translation to presentation currency 1,780 (913) (1,103)
Balance at end of the period 28,374 38,277 29,632
25. DEFERRED TAX LIABILITIES
The movement in the Group’s deferred
taxation position for the periods was as
follows:
Net liability at beginning of the period 171,919 100,096 100,096
Recognised in the income statement for the period
(refer to note 13) (4,462) (4,865) (9,496)
Change in deferred tax liabilities arising on
revaluation of available-for-sale investments (573) 16,921 551
Change in deferred tax liabilities due to acquisition
of subsidiaries (refer to note 32) - 12,475 86,363
Change in deferred tax liabilities due to disposal of
subsidiary - (1,193) (1,193)
Effect of translation to presentation currency 10,707 (3,891) (4,402)
Net liability at end of the period 177,591 119,543 171,919
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 181,047 107,463 175,160
Investment valuation - 16,501 551
Inventory valuation 277 1,061 122
Accrued operating expenses (1,131) (3,664) (2,304)
Valuation of receivables (2,602) (1,818) (1,610)
Total 177,591 119,543 171,919

28



POLYUS GOLD

NOTES TO THE CONSOLIDATED INTERIM FINANCIAL STATEMENTS
FOR THE SIX MONTHS ENDED 30 JUNE 2006 (UNAUDITED)
(in thousands of US Dollars)

26.

27.

ENVIRONMENTAL OBLIGATIONS
Decommissioning obligations

Balance at beginning of the period

Acquired on acquisition of subsidiaries

Obligations raised (refer to note 15)

Unwinding of discount on decommissioning
obligations (refer to note 10)

Effect of translation to presentation currency

Balance at end of the period

Provision for land restoration

Balance at beginning of the period
Acquired on acquisition of subsidiaries
Charge to income statement (refer to note 4)
Effect of translation to presentation currency

Balance at end of the period

Total environmental obligations

OBLIGATIONS UNDER FINANCE LEASE

Minimum lease payments

30 June 30 June 31 December
2006 2005 2005
53,072 7,851 7,851
- - 18,232

- - 26,633

1,671 233 842
3,392 (258) (486)
58,135 7,826 53,072
7,756 2,629 2,629
- - 3,170

250 191 2,088
493 (90) (131)
8,499 2,730 7,756
66,634 10,556 60,828

Present value of minimum
lease payments

30 June 30 June 31 December 30 June 30 June 31 December
2006 2005 2006 2005
Amounts payable under
finance lease: 6,434 7,930 5,724 6,869
Within one year (shown
under current liabilities) 3,130 3,279 2,611 2,844
In the second to fifth year
inclusive (shown under
non-current liabilities) 3,304 4,651 3,113 4,025
Less: Future finance charges (710) (1,061) - -
Present value of lease
obligations 5,724 6,869 5,724 6,869

The fair value of lease obligations is estimated by discounting the future contractual cash flows using
the market interest rates available to the Group for other borrowings. Assets subject to finance leases
are included in property, plant and equipment and in construction-in-progress.

The average lease term is 3.5 years. The average effective borrowing rate is 12%. All leases are on
a fixed repayment basis and denominated in USD. The Group’s obligations under finance leases are
secured by the lessor’s title to the leased assets. The fair value of the Group’s lease obligations

approximates their carrying amount.
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NOTES TO THE CONSOLIDATED INTERIM FINANCIAL STATEMENTS
FOR THE SIX MONTHS ENDED 30 JUNE 2006 (UNAUDITED)
(in thousands of US Dollars)

28.

29.

30.

30 June 30 June 31 December
2006 2005 2005

SHORT-TERM BORROWINGS
USD-denominated loans and borrowings 9,457 - 9,457
RUR-denominated loans and borrowings 1,533 5,207 2,142
RUR-denominated promissory notes 1,351 - 11,644
Total 12,341 5,207 23,243
All short-term borrowings are unsecured.
The interest rates vary as follows:
USD-denominated loans and borrowings 8-16.5% - 8-16.5%
RUR-denominated loans and borrowings 5.1-15.5% 10.4-17% 14-15.5%
RUR-denominated promissory notes 10.8% - 14%
TRADE AND OTHER PAYABLES
Wages and salaries 19,217 14,015 5,192
Trade accounts payable 14,906 10,278 15,854
Accrued annual leave 12,295 7,977 9,907
Interest payable 4,927 113 6,745
Payables for production equipment 2,500 2,291 372
Other creditors 15,407 2,166 11,573
Total 69,252 36,840 49,643
TAXES PAYABLE
Value added tax 4,531 4,801 5,212
Tax on mining 3,562 2,487 3,185
Social taxes 3,181 2,299 3,116
Income tax 1,412 228 8,283
Property tax 1,105 771 872
Provision for fines and penalties - 172 171
Other taxes 2,708 2,222 2,334
Total 16,499 12,980 23,173

Amount recognised in the income statement in respect of contribution to the Pension fund of the
Russian Federation for the six months ended 30 June 2006 was USD 10,770 thousand (30 June 2005:
USD 7,270 thousand, 31 December 2005: USD 14,871 thousand).
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(in thousands of US Dollars)

31.

RECONCILIATION OF PROFIT
BEFORE TAXATION TO CASH FLOWS
FROM OPERATIONS

Profit before taxation

Adjustments for:

Amortisation and depreciation

Interest on borrowings

Loss on disposal of property, plant and equipment
and assets under construction

Change in provision for impairment of advances
to suppliers and other receivables

Change in provision for land restoration

Unwinding of discount on decommissioning
obligations

Change in provision for obsolete inventory

Gain on disposal of subsidiary

Change in provision for impairment of property,
plant and equipment and assets under
construction

Change in provision for impairment of value added
tax recoverable

Interest income on promissory notes

Income accrued on deposits

Dividends accrued

Loss on revaluation of bank deposits denominated
in foreign currency

Gain on disposal of investments and other financial
assets

Other

Operating profit before working capital
changes

Increase in inventories

Increase in advances to suppliers and other
receivables

Increase in other current assets, excluding income
tax prepaid

Increase/(decrease) in trade and other payables

Decrease in taxes payable, excluding income tax

Cash flows from operations

Six months Six months Year
ended ended ended
30 June 30 June 31 December
2006 2005 2005
1,063,714 68,012 163,354
39,714 24,858 56,126
1,202 1,380 2,744
1,033 1,112 4,848
2,422 346 954
250 191 2,088
1,671 233 842
(79) 806 80
- (844) (844)
(2,528) - 11,613
2,247 - 1,340
(9,775) (17,279) (38,652)
(37,973) - 4,731)
(6,197) - (6,062)
69,713 - 263
(991,710) - (2,607)
20 39 (322)
133,724 78,854 191,034
(12,945) (26,957) (44,302)
(18,021) (11,491) (4,361)
(23,697) (26,449) (29,592)
6,339 5,078 (6,881)
(3,891) (14,796) (6,311)
81,509 4,239 99,587
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(in thousands of US Dollars)

Six months Six months Year
ended ended ended
30 June 30 June 31 December
2006 2005 2005
32. ACQUISITION OF SUBSIDIARIES
Net assets acquired
Property, plant and equipment (refer to note 15) 54,688 424,179
Capital construction-in-progress (refer to note 16) 436 7,165
Other current assets 243 33,432
Loans and borrowings (1,922) (29,835)
Trade and other payables (2,125) (51,646)
Deferred taxation (refer to note 25) (12,475) (86,363)
Net assets at the date of acquisition 38,845 296,932
Minority interest (refer to note 24) 92 5,390
Group’s share of net assets acquired 38,937 302,322
Less: Carrying value of investment in subsidiary
before acquiring control (8,856) (8,856)
Total consideration 30,081 293,466
Contingent consideration (refer to comments
below) - (140,000)
Satisfied by cash (30,081) (153,466)
Net cash outflow arising on acquisition:
Cash consideration (30,081) (153,466)
Cash and cash equivalents acquired 81 537
Net cash outflow on acquisition of subsidiaries (30,000) (152,929)

Acquisition of Yakut gold mining assets

In September 2005, 99.2% of issued ordinary shares of OJSC “Aldanzoloto GRK”, 50.0% of the issued
ordinary shares of OJSC “South-Verkhoyansk Mining Company” and 100.0% of the issued ordinary

shares of OJSC “Yakut Mining Company” (collectively “Yakut gold mining assets”) were acquired by

the Group for an estimated consideration of USD 255,000 thousand, of which USD 115,000 thousand

was satisfied by cash.

The remaining part of the estimated consideration amounting to USD 140,000 thousand was contingent
upon the negotiation with the seller of the financial terms of the acquisition and analysis the financial
results of acquired entities at the acquisition date. At 30 June 2006, the amount was not finalised

(refer to note 38).

Acquisition of Yakut gold mining companies was accounted for using the purchase method of
accounting under [FRS 3 “Business Combinations”. The fair values of assets and liabilities of the
acquired companies at the date of acquisition were determined provisionally. The initial accounting
will be completed and adjustments to provisional values made in the Group's consolidated financial

statements for the year ending 31 December 2006.

32



POLYUS GOLD

NOTES TO THE CONSOLIDATED INTERIM FINANCIAL STATEMENTS
FOR THE SIX MONTHS ENDED 30 JUNE 2006 (UNAUDITED)
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Six months Six months Year
ended ended ended
30 June 30 June 31 December
2006 2005 2005

Other acquisitions
OJSC “Sibzolotorazvedka” - 100.00% 100.00%
OJSC “Pervenets” - 74.00% 74.00%
0OJSC “Lenzoloto” - - 11.20%
0JSC “Matrosov Mine” 4.90% 30.30% 30.30%
0JSC “Aldanzoloto GRK” - - 99.20%
0JSC “South-Verkhoyansk Mining Company” - - 50.00%
0JSC “Yakut Mining Company” - - 100.00%
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