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Introduction by Chairman of USD 3.551 billion, and recorded agross profit mar- 
gin of 27.9%. and Chief Executive Officer 
Our greatest succes in 2006 was to complete the 
merger transaction while at the same time accelerating 
our growth rates. Among other achievements, our 
results showed significantiy better performance this 
year in St Petersburg. 

We are already seeing the first benefits of integration. 
We are developing a new corporate culture, taking the 
best values from the two former companies end sharing 
them across the whole Group. We already started capi- 
talizing on tangible synergies of the merger. 

This year, for the first time, we present the Annual 
Report of X5 Retail Group. X5, fomied from the merger 
of Pyaterochka and Pemkrestok, is the clear leader 
in the Russian retail sector. Our results in 2006 reflect 
this - we achieved a new record for net sales, 

- r 1  
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We have put in place a very strong management team 
which we continue to enhance as we grow. We have 
brought together the two leading retail management 
teams in Russia, reinforcing the new integrated team 
with additional senior managers with international expe- 
rience. We would like to weicome in partiiular Antonio 
Melo, Pawel Musial, and Yurl Kobaladze. 

X5 has a clear multi-format strategy. We operate three 
formats - hypermarkets, supermarkets and discounter 
stores - and each of them has its own defined value 
propositiin and brand. No other m i l e r  in Russia has 
our breadth of business. 

The strong performance of the Russian economy cre- 
ates a huge opportunity for US as the retalling sector 
continues its rapid growth. In order to realise this 
opportunity we need to achieve a step change in our 
store opening process, from opening several dozens 
of stores a year to opening hundreds. We have a clear 



geographic strategy for this; our expansion focused 
on company managed stores roll-out wil1 concentrate 
on European Russia, including the Urals region, since 
this is where 80% of the country's population ar@ 
located. 

2006 was a year in which we put in piace the structures, 
systems and management to achieve our next phase of 
growth. We firmly believe that 2007 wil1 be another year 
of success and look forward to presenting our next 
results to you at the appropriate time. 

Food retailing in Russia is a fragmented sector and our 
strategy positions US to lead its consolidation. No one 
looklng to enter or compete in this market can do so 
without first taking X5 int0 account. Our business model 
means that we can quickly integrate any future aquisi- 
tion within our exisung formats. 

X5 management has now carried out the two largest 
acquisitions in the sector, the merger of haterochka 
and Perekrestok and the acquisition of Merkado, a 
Moscow-based supermarket chain. The acquisition of 
Merkado closed at the end of 2006 and by March 2007 
the Merkado stores were fdly integrated int0 the busi- 
ness. 

Hypermarkets are currently the pastest growing format 
in the Russian market and our approach to the sector 
gives US maximum flexibiiiîy. We are securing locations 
for up to 70 hypermarket stores and also, hold a 0911 

option on the Kansel hypermarket chain. This option 
can be mii i  in 2008 at k e d  multiples of its 2007 
resub and would add around another 25 hypermarkets 
to our portfolio. 

Turning now to other markets, we are strongly interest- 
ed in Ukraine and are looking at ways of building on our 
existlng presence in that country, which we believe has 
gmat potential for the future and complements our 
strategy for Russia. 
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Management Board 
Overview 2006 

gies (such as cost savings and sharing of experience 
between chains) as wel1 as to build a solid platform for 
further growth. 

In 2006 we began the integration process. From a posi- 
Co0 Review tion where we brought together two different business- 

es with separate supply chain models and IT systems, 
X5 is setting new standards of achievement in Russian we are creating one integrated operation fully able to 
retailing. Integration gives US the opportunity to draw on support the multi-format approach. 
the best of both businesses and extract practica1 syner- 

As Dart of the Drocess of developing a fully integrated 
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operation, we .intend to implement a pilot project for 
the new organisational structure in one region; after 
assessing its effectiveness, we wil1 then rol1 out one 
system across the whole Group. 

In the first stages of the integration process we 
already put in place one of the most effective cen- 
tralised systems of supply-chain management and 
are building a network of integrated multi-format 
national and local logistics centres to match the pro- 
file of our business. 

h 

1 
It has been a priority to renegotiate al1 supplier con- 
tracts on the basis of the enlarged Group with greater 
purchasing power. This has shown immediate and 
highly positive results. 

Management maintains an intense focus on cost con- 
trol and efficiency across the Group, revlewing the 
efficiency and productivity of each store. 



As part of optimising our assortment, we are review- 
ing the number of Stock Keeping Units we hold. 
Through reducing our SKUs we wil1 increase both our 
purchasing pow@r and labour productivity. 

Our centralised private label development team is 
currently working on group plans in this area, the 
expansion of which is key to our strategy. 

We have reviewed the existing loyalty programs and 
have replaced the previous Perekrestok discount pro- 
gram. We have looked at the best examples of loyalty 
cards woridwide and created a system that gives 
increased marketing effectiveness through the collec- 
tion and us8 of purchase data. We have accomplished 
this change without losing any customers. 

As wel1 as this range of major initiatives in specific 
areas, we have not only exceeded our store opening 
target but combined this with strong like-for-like 
sales increases across both chains, further demon- 
strating our ability to continue to add highly profitable 
stores to the network. 

Finally I would like to thank our staff for al1 their 
efforts in 2006 and their commitment to ouf future. 
Human resources are at the heatt of what X5 does. 
Everything that we are seeking to do in logistics, pro- 
cument,  IT and our other vital management func- 
tions depends on the quality of our staff. Together we 
wil1 continue to build Russia's leading retailer. 



CFQ Review 
Following the merger of Pyaterochka and Perekrestok, 
the Group has issued its first annual IFRS consolidated 
financial statements for the financial year 2006. Strong 
financial resuits for the year of 2006 show that our inte- 
gration efforts, which started in May 2006, translated 
int0 the first benefts from combined operations. The 
IFRS pro-forma income statement also includes full 
year 2006 financial results of Merkado operations. 

On a pro-forma basis, net sales increased by 49.6% to 
USD 3,551 million, which represents a significant accel- 
eration of growth in compariwn to 34.4% in PI 2005. 
This is a record result in an increasingly competitie 
environment in the Russian retail sector. Through a suc- 
cessful effort by our purchasing team, due to the grad- 
ual introduction of private labels, an Upgrade of our 
logistics capacity, improved supplier bonus collections 
and the positive impact of synergies following the 
merger, X5 Retail Group managed to raise its pro-forma 
gross margin from 25.4% to 27.9%, thereby generating 
pro-forma gross proft growth of an impressive 63.8% 
reaching USD 989.5 million. 

The Group has made significant investments in the 
business in terms of store openings and an increased 
marketing budget. Nevertheless, the operating cost 
base remained tight and pro-forma EBITDA increased 
by 21% to USD 295 million, which translates into a 
55.9% increase if the effect of the Tushino Plaza capi- 
tal gain in 2005 and ESOP restructuring costs in 2006 
and 2005 are excluded. The ESOP restructuring costs 
had one-off impact on the net earnings and it was a 
necessary step to eliminate future liability under this 
program. Taking the costs of ESOP restructuring in 
2006 wil1 create significant future savings and 
enhanced profitability. 

Pro-forma net profit reached USD 103 million, up 1.2% 
on 2005 if the effect of Tushino Plaza capital gain in 
2005 is excluded. Net profit margin for the year 
2006 equals 2.9%. Should ESOP restructuring costs 
and Merkado chain full year financial results be exclud- 
ed from the PI 2006 pro-forma financial results, the 
Group net profit wwld amount to USD 168 million with 
net profit margin of 4.7%. 

The Group experienced a strong positive trend in like- 
for-like sales for the 12 months of 2006, reaching 1 1 % 
across both chains, but resuits were varied geographi- 
caily. Moscow stores showed 14% like-for-like growth 
composed of basket growth of 8% and an increase in 
traffic of 6%. In St Petersburg, there has been a more 
moderate like-for-like growth of 3% on basket growth 
of 7% and 4% traffic decrease. 

Like-for-like sales for the 4th quarter of 2006 showed 
13% growth for the Group. Moscow stores showed 16% 
like-for-like growth composed of basket growth 5% and 
increase in traffic of 11%. St Petersburg stores showed 
8% like-for-like growth composed of basket growth 7% 
and increase in tralfic of 1 %. Eariy indications in 2007 
show further improvements in traffi in St Petersburg, 
which was positie (+2%) in Q1 2007 for the first time 
over last iwo years. 

During the second half of 2006 the Group’s unified pur- 
chasing team renegotiated contracts with al1 suppliers 
on behalf of the enlarged company, with initia1 savings 
of approximately USD 35 million or 1% of sales in 2006, 
which were partially re-invested int0 price. In addition, 
the share of sales of private label products in total retail 
sales by year end 2006 for Perekrestok and 
Pyaterochka was 4.3% and 9.0% respectively. 

We continue to implement a tight cost control policy. 
However, both chains have increased their payroll 
expenses in line with the overall labour market and paid 
out bonuses for outperformance of operational KPls by 
employees resulting in a slight increase of labour costs 
(excluding ESOP) to 9.6% of pro-forma sales for 2006, 
however labour costs (excluding ESOP) as percentage 
of Gross profit remained stable. 

Average headcount for 2006 equalled to 33,828 employ- 
ees. 

Our capital expenditures reached USD 579 million in 
2006, which enabled the Group to open approximately 
126,000 square meters of additional net selling space. 

We continued to invest in distribution and logistics in 
2006: new modern logistics centres have been opened 
in Moscow and St Petetsburg, which wil1 support the 



Group's growth and provide further efficiency gains. 2006 was a challenging and eventful year for US and we 
Total investments of the G m p  in distribution and logis- are looking int0 2007 with optimism. We wil1 continue to 
tics amounted to USD 56 milliin. Total level of central- work taward achieving our key long-term objective of 
izatkm mached 50% for Pyatemhka stores and 25% maintaining and reinforcing our position as the leading 
for Perekrestok stores. Russian retailer and to provide our sharehoiders with a 

superior return on investment in the industry. 
In March 2007, the Group announced its plan to hunch a 
new empioyee stock option program (BOP) for its key 
execuüves and empioyees. The total number of shere 
options is plarmed to be capped at 10,824,008 GWk. 
The program wil1 run thrwgh to 18 November 2010 and 
optionswill be grantsd hi4tranches, subjectto AQM 
apprwal. The e>tercise price ofthe first optionsvesting 
on 15 June 2007 wil1 be USD 18 per GDR (the sham 
price atthe date of the merger on 18 May 2006), the 
exercis price for second gmnt wil1 be equal to everage 
market value during 30 days preCeding 18 May 2007, 
andthe BXBCCISB prkeoftheconsequent two option 
tranches wiil be equai to the average market value of the 
shams repreasnted in GDRs during the 30 days prior to 
the vesting date af each of these options. During 2006, 
the Group repurchased 902,278 ordinary shares, whih 
are expectd to be used for ESOP obligations funding. 

4 1 
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As part of the merger, the Group raised USD 800 milllon 
from a consortium of bank, divided in two tranches 
and repayabie dwing three year period from the date of 
signing of contract. Funds were used for the acquisition 
of Perehstok and refinancing of existing debt. 

The Group has centralised, integrated and ration4ised 
capital management across the Group. The i n c m h d  
scale of the Group fambly effected Group's po$tions 
on capital markets. In the end of 2006 Gmp's &I of 
Net Debt to pro-forma EBITDA ratio reached 3.4 and is 
considered as appropriate ievel of leverage for tht! 
dynamicallygrowingcompany. 
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d The merger between Pyaterochka and Perekrestok was I 

closed on 18 May 2006 and was immediately followed by 
intense internal work ensuring that the merger benefits 
are realised according to plan. The first months of this work 
has confirmed the Ivic of the combination. 
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Summaty of merger prwess 
Pyaterochka Holding N.V. announced the completion of 
its merger with Perekrestok Holdings Limited, on 
18 May 2006. As a result of aiis transaction, Alfa Group, 
one of the largest and most successful financial 
investors in Russia and a long-standing investor in the 
Russian food retail sector, together with certain mem- 
bers of Perekrestok management acquired 54.59% of 
the enlarged Group. Andrei Rogachev and Aiexander 
Girda, the founders of Pyaterochka, retained a com- 
bined stake of 21.2% in the enlarged Group. 

The merger was effected through an acquisition, by 
Pyaterochka, of the entire issued share capital of 
Perekrestok Holdings Limited from a subsidary of the 
Alfa Group and Tempieton Strategic Emerging Markets 
Fund LLC. The consideration for the acquisition of 
Perekrestok was USD 300 million in cash and the issue 
of 15,813,253 new Pyaterochka shares (1 ordinary 
share equals to 4 GDRs) as ordinary shares or in the 
form of GDRs. Based on the average closing price per 

Pyaterochka GDR of USD 16.83 during the 30 trading 
days prior to and including 5 April 2006, the last trading 
day prior to Pyaterochka’s announcement that it was in 
merger discussions with Perehstok, the transaction 
valued Perekrestok at USD 1,365 million. 

In addition, Alfa Group purchased 2,467,917 Pyate- 
rochka shares from the founding shareholders for 
USD 200 milliin in cash, and agmd to purchase a fur- 
ther 12,068,115 Pyaterochka shares from the founding 
sharehdders, subpct to ceftain adjustments, for 
USD 978 million in cash on completion. Alfa Group’s pur- 
chase of a total of 14,536,032 Pyaterochka shares from 
the founding shareholders for a total of USD 1,178 mil- 
lion in cash was equivalent to USD 20.26 per -te- 
rochka GDR, and represents a 20.4 per cent premium 
to the average closing price per Pyatemchka GDR 
of USD 16.83 during the 30 trading days prior to and 
including 5 April 2006, the last trading day prior to 
Pyaterochka’s announcement that lt was in merger dis- 
cussions with Perekrestok. 

Per- c m  
Perekrestok chain * 20 supermarkets 1st Perekrestok hyper- 
founded by Alfa Group opened market opened 
Consortium 

1st DC acquired Regional expansion 
start 

1995 1998 1999 2002 



Pyaterochka obtained forma1 commitment letters and 
termsheets from a number of leading international 
financing bank in connectbn with the financing of the 
USD 300 mlllion cash element of the consideration 
payabie for the acquisition of Perekrestok, to refinance 
the existing debt of Periekrestok, and to provide fora 
capex fadiity to finance the future development of the 
enlarged Group. 

The merger beiween Pyaterochka and Perekrestdc was 
immediately fdlowed by intense internal work ensuring 
that the merger benefits am reaiised according to plan. 
The flrsî months of this work has confirmed the logic of 
the combination. Whlle responsibilities for resub 
remalned wnti the Wo operating divisions, back otiice 
centralisation was an immediate prior@. In 2006, the 
Group centralised key fundions in its corporate mtm 
to focus on extractng practical synergies in purchasing, 
aâvertidng, MBA, co6t of financing, and prepad for 
next steps of integration in the areas of HR, logistii 
and IT. A new international management team com- 
posad of pmfessiils with extensive and successful 

experience in major Russian companies and leading 
international retail chains was built up at corporate HQ 
to lead the integration process and further pragress of 
the Group. 

First practical results have been already achieved. 
During the second half of 2006 the Group's integrated 
purchasing team re-concluded contracts with al1 suppli- 
ers on behalf of the enlarged Group, with initia1 savings 
of approximately USD 35 million, or 1% of net sales in 
2006. These savings were partially re-invested Int0 
price. 

On 27 ûctober 2006, the enlarged Company changed 
its name to X5 Retail Group N.V. to the changes 
that took place in the Company following the merger of 
Pyaterochka and Perekrestok to cmate a clear leader of 
the Russian food retail sector. 

Templeton investment "365" chain acquired Ukraine market entry 
foundation buys 7.7% in Yaroslavl' via 4 Kiev stores chain 
of Perekrestok stock acquisition 

Gastronomy production 
SPAR Middle Volga started 1 20th supermarket 

90th supermarket 
chain acquired opened 

opened Merger of Pyaterochka 
and Perekrestok 

2003 2004 2005 2006 



Risk is inherent part of our business and risk manage- 
ment is one of the significant parts of E’s activities. 
Management Board is responsible for designing, imple- 
mentation and monitoring of effectiveness of internal 
controls at X5. To ensure al1 risks are measured, moni- 
tored and managed, Management Board has imple- 
mented adequate organisational structure, policies and 
procedures. 

Management Board regularly reviews the effectiness 
of internal controls to ensure that al1 significant risks are 
identified, measured and managed properly. 

The Management Board considers that to the best 
of their knowledge, throughout the year ended 
31 December 2006 and to date, X5 has acceptable 
operational risk and control systems. 

Financial assets, which are potentially subject to credit 
risk, consist principaliy of cash and cash equivalents 
held in banks, tmde and other meivables. Due to the 
nature of its main activities (retaii sales to individual cus- 
tomers), the Group has no significant concentration of 
credit risk. Cash is placed in financial institutions which 
are considered at the time of deposit to have rninimal 
risk of default. The Gmup has polkies in place to ensure 
that in case of credit s a k  of products and services to 
wholesales customers only those with an appropriate 
credit history are selected. Although collection of receiv- 
aMes could be influenced by economic factors, man- 
agement believes that there is no significant risk of loss 
to the Gmup beyond the provision alneady recorded. 

Fomign exchange a d  interest rates ridc 

The Group has a substantial amount of foreign currency 
denominated long-tem borrowings, and is thus 
exposed to foreign exchange risk. The Group uses an 
interest rate swap with HSBC to hedge the interest rate 
and a foreign exchange collar with ABN Amro Bank to 
hedge foreign currency risks. As a result, UBOR has 
been fwed at 5 per cent p.a. for the lifetime of the syn- 
dicated loan, and the foreign exchange collar at 32.4 
and 23.85 RUR/USD. Management did not formally 
designate the interest rate swap and the foreign 

exchange collar as hedging instruments and did not 
applied hedge accounting. 

Fair values 

The fair value of bonds traded on the MICM is deter- 
mined based on market quotations and amounted to 
USD 237 million at 31 December 2006. The carrying 
value of these bonds amounted to USD 239 rnillion 
at 31 December 2006. 

In assessing the fair value of non-traded financial 
instruments the Group uses a variety of methods 
including estimated discounted value of future cash 
flows, and making assumptions that are based on mar- 
ket conditions existing at each balance sheet date. The 
canying amounts of financial assets and liabilities with 
short-term maturity are assumed to approximate their 
fair values. At 31 December 2006 the fair value of long- 
term borrowings was estimated by discounting the 
future contmctual cash flows at the current market 
interest rate available to the Group for similar financial 
instruments. This fair value was not materialiy different 
from the carrying amount for the borrowings. 

Llquidlty risk 

At 31 December 2006 the Group has negative working 
capital of USD 437 million. The whole carrying amount 
of Perekrestok’s bonds of USD 57 million is classified 
as a current liability but in fact a significant proportion 
wil1 probably be carried forward to 2008 if the interest 
rates set in July 2007 are competitie. 

Furthermore, at 31 December 2006 the Group had 
available credit linss with Alfa-Bank of USD 110 million. 
Management considers that the available credit Iines 
and expected operating cash flows are sufficient to 
finance the Group’s current operations. The Group 
plans to issue 25 billion RUR callable bonds in 3 tranch- 
es during 2007 - early 2008 to refinance the Group’s 
existing debt and fund its store expansion. 

Amsterdam, 15 May 2007 

L. Khasis 

V. Podolskiy 

A. Gusev 

P. B. Musial 

o. vysotsky 

A. ti 
W. G. Rieff 
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Supervisory Board 

The Supefvisory Board of X5 Retail Group N.V. currently 
consists of eight members: 

Hond Dettomy (m), (1950), Chairman. 
He&, a French citizen, serves as an operating partner 
and Executke Chairman for Europe in GRP Partners, 
Los Angeies. He& is a member of the Boards of 
Directors o f  Ulta, Chicago, Prepay Technologies, 
London and Aldata, Helsinki. 

Mikhall Frldman (m), (1 964), member. 
Mikhail, a Russian citiien, serves as Chairman of the 
Board of Directors of Alfa Bank and TNK-BP and a 
member of the Board of Directors of VimpelCom. His 
main non-executive directorships/ancillary positions 
include Chairman of the Supervisory Board of Alfa 
Group Consortium. 

Andrel Rogochev(m), (1964), member. 
Andrei, a Russian citiien, is a member of the Board of 
Mrectors of Macromir and LEC €state. His main non- 
executive directorships/ancillary positions include mem- 
ber of the SupeMsory Board of Formata Holding B.V. 

Tatyana Franus (f), (1957), member. 
Tatyana, a Russian citizen, whose main non- 
executive/ancillary positions include member of the 
Supervisory Board of Formata Holding B.V. 

Alexander Kosiyanenko (m), (1964), member. 
Alexander, a Russian citizen, serves as a Director of 
Multiserve Holdings Ltd. , Hamilton International Ltd. 
and Dasana Investments Umited. His main non-execu- 
tive/ancillary positions include member of the 
SupeMsory Board of Alfa Group Consortium and the 
Board of Directors of ZA0 Sanatory Zelenaya Roscha. 

Aiexander Savin (m), (1969), member. 
Aiexander, a Russian citizen, serves as Managing 
Director of A l .  His main non-executiie/ancillary posi- 
tions include member of the Supervisory Board of Alfa 
Group Consortium and member of the Supervisory 
Board of Directors of A l .  

David Gouid (m), (1969), member. 
David, an American citizen, serves as üeputy Director 
for Corporate Development Finance and Control at Alfa 
Group Consortium. He also serves as member of the 
Board of Directors of Alfa Finance Holdings SA. 

Vladimlr Asñurkov (m), (1972), member. 
Vladimir. a Russian citiien, serves as Director of Group 
Portfolio Management end Control in Alfa Group 
Consortium. His main non-executive/ancillary positions 
include member of the Supervisory Board of directors 
of A l  and member of the Board of Directors of Russian 
Technologies. 

Management Board 

The Management Board of X5 Retail Group N.V. cur- 
rently consists of seven members: 

Lev Khasis (m), ( 1966) 
Chief Executive Officer, Chairman of the Management 
Board, X5 Retail Group N.V. 

Lev Khasis is the former Chairman of Perekrestok 
SupeMsory Board and a foundlng member of 
Investment Company Fosbourne, which invests in vari- 
ous businesses, including retail businesses in Russia. 
Apart from his actiiies at Perekrestok, Lev has held a 
number of senior board end management positions 
including Chairman of the board of OAO "Trade House 
GUM", Chairman of the board of OAO "Trade House 
TsUM" and Chief Executive Officer of JSC Samara 
Trading House. Lev is a highly respected businessman 
in Russia and received a number of public awards 
including 2004 Business man of the b a r  and 2003 
Person of theYear - in the nomination Head of Retail 
Business. 

Lev graduated from the Aircmft Construction Faculty of 
the Samara Aircraft University, from the Banking Faculty 
of the Financial Academy of the Government of the 
Russian Federation and from the Law Faculty of the 
University of the Interior Ministry of the Russian 
Federation and holds a PhD in Law, a PhD in 
Technology and a PhD in Economics. 



W i i y  Poddrkiy (m), (1 969) 
Chief Financial Officer, X5 Retail Group N.V. 

Vitaliy Podolskiy is the former Chief Financial ûfficer of 
Perekrestok. Prior to joining Perekrestok, Wtaliy worked 
for Ford Motor Company in the UK from 1999 to 2003 
and then in Germany as Finance Controller of Material 
Planning end Logistics Ford Europe. Wtaiiy also worked 
as a Management Consultant in A.T.Keamey Inc in New 
ìbrk end as a Senior Banking Associate at Bankers 
Trust International Plc in London. 

Born in the Ukraine, Wtaliy studied at the Moscow State 
Unhrersity Department of Journalism from 1988 to 1991 
and graduated from the University of Chicago Graduate 
School of Business with MBA in International Business 
and Finance En 1995. 

O W  vy.dcky (m), (1969) 
General Director, Pyaterochka chain 

Prior to joining the Company in 1998, Oieg Vysatsky 
worked in the merchant fleet and later headed the 
logistics divislans of several leading wholesalers in 
St Petersburg. 

0180 is a graduate of the Makarov State Naval Academy 
in st Petersburg. 

-dim U (f), (1971) 
Integration Director, X5 Retail Group N.V. 

Angelika Li was appointed Integration Director for X5 
Retail Group M October 2006, having previously been 
CFO for the Pyaterochka chain since April 2001. Pfior to 
this, Angelika held senior finance positions in the bank- 
ing, audit and publishing industries. 

Angelika has a degme of St Petersburg State Technica1 
University in economics. 

P m d  M d a l  (m), (1 968) 
Chief Commercial Officer, X5 Retail Group N.V. 

Pawel Musial was appointed Chief Commercial Ofíicer 
of X5 Retail Group in October 2006, having previously 
been General Director and Chief Operating Officer of 
the Perekrestok chain since June 2004. Prior to joining 
Perekrestok, Pawel held senior management positions 
in the food retail industry in Poland, including iïve years 
with Tesco in Warsaw, with his last position as Regional 
Director. He also worked as Trading Director for 
RRH Bizon (retaii trade) and as Marketing and 
Advertising Manager for RH.U Robert (Auchan net- 
work). From 1994 to 1997 Pawel ran his own wholesale 
poultry, meat and frozen food mmpany, Lokis. 

Pawel graduated from SGGW Warsaw with a degree of 
engineer in Nutrition Technology. 

Andref Qurev (m), ( 1972) 
M~IA and Business Development Director, X5 Retail 
Group N.V. 

Andrei Gusev has worked as the director for Portfolio 
Manaqement and Contra1 at Aifa Group sin- Juiy 2005 
and from November 2001 to July 2005 as director for 
Investnaent Planning of Alfa Group. In his c u m t  mie at 
Alfa Group Andrei also serves on a number of 
SupeMsory Boards of Alfa Group mmpanies. Prior to 
joining Alfa Group, Andrei worked in the consulting 
group at Deloitte and Touche. 

Andrei is a graduate of the Moscow State University 
(Applied Mathematics), and the Wharton School 
University of Pennsyhrania (M.6.A). 

Wim Rieff (m), (1 959) 
Corporate Secretary, X5 Retail Group N.V. 

Mm Rieff joined the Group in 2002. He is also employed 
by Fortis Intertrust (Netherlands) B.V. and has held a 
number of senior positions during 29 yeam he hes been 
there. 
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Report of the Supervisory 
Board 
General 

In the Wo-tier structure under Dutch law, the 
Supervisory Board is responsible for advising and 
supervising the Management Board, the general course 
of affairs in the Company and for setting the direction of 
the Company’s business. The Supervisory Board is 
responsible for assessing its own performance and is 
completely independent from the Management Board. 
It is empowered to recommend to the General Meeting 
of Shareholders persons to be appointed as members 
of the Supervisory Board or the Management Board. 
Major business decisions require the approval of the 
SupeMsory Board. The SupeMsory Board also super- 
vises the structure and management of systems of 
intemal contrds as wel1 as the financial reporting 
process. it determines the remuneration of the individ- 
ual members of the Management Board within the 
remuneration policy adopted by the General Meeting of 
Shareholders. While retaining overall responsibility, the 
Supervisory Board assigns certain tasks to its five per- 
manent committees: The Audit Committee; The 
Remuneration Committee; The Selection and 
Appointment Committee; The Related Party Committee 
and the Strategy Committee. 

Meetings of the Supervisory Board in 2006 

In 2006 the Supervisory Board held five meetings. 

Al1 Supervisory Board meetings are attended by the 
CE0 and CFO of the Company. Occasionally other 
Management Board members and other key employees 
attend the SupeMsory Board meetings. 

The following were among the main topics discussed 
during 2006 on the Supervisory Board meetings: 

The 2005 Annual Report; 
Purchase of Perekrestok retail chain; 
Audited financial results for the six-month period 
ended 30 June 2006; 
Temporary remuneration policy of the Management 
Board; - Remuneration of the Supervisory Board; 

Concept of the Company’s central office; 
Rules governing the principles and best practices of 
the Supervisory and Management Board; 
2007 and Medium-term strategy of the Company; 
2007 budget and key performance parameters; 
Funding Strategy 2007-2010; 
New Company logo and change of the Company name; 
Related party transactions; 
Acquisition of the Merkado retail chain; 
Composition of the SupeMsory Board; 
Employee Stock Option Program (ESOP) for key 
employees. 

Supervisory Board Committees 

At 31 December 2006 the Company had established five 
committees: the Audit Committee, the Remuneration 
Committee, the Selection and Appointment Committee, 
the Related Party Committee and the Stram Committee. 
These committees play an important role in advising the 
Supervisory Board on a range of matters on which the 
Supervisory Board carries out its duties. 

Audit Committee 
The rob of the Audit Committee is described in its charter 
18, which is available on the Company’s website. The 
Audi Committee consisted of David OouM (Chairman), 
Hem6 Defforey and Tatyana Franus at 31 December 2006. 

During 2006, the Audit Committee held two meetings: 
The first to discuss and approve the concept, structure 
and functions as wel1 as incremental expenses for the 
budget of the Company’s central office; and the sec- 
ond with the Company’s independent auditor, 
PricewaterhouseCoopers and with the Company’s 
CFO. The purpose of the meeting was to discuss and 
approve the six-month consolidated financial state- 
ments of the Company prepared under IFRS for the 
periad ended 30 June 2006. 

It is planned that the Audit Committee wil1 meet not less 
than three times per year with the following planned 
agenda: 

April: Discussion and approval of the year-end 
(31 December) consolidated IFRS financial statements 
of the Company audited by PricewaterhouseCoopers. 
Review of Audit Committee Report fmm the independ- 
ent auditor without the Company’s CFO present (to 



review auditor independence, to discuss audit scope 
and approach, to discus audii findings, accounting 
mattersandanyotherissues). 
September: Mscuas&n end approval of the 6-mnth 
(30 June) consolidated IFRS financial statements of 
the Company audited by PricewaterhouseCooper. 
December: Discussion of the results of the Intemal 
Audit Department work for the year and discusSion 
and approval of the Intemal Audit Department plan of 
work for the ensuing financial year. 

R8mlummdknmmnntee 
The role of the Remuneration Committee is described in 
its charter which is availeble on the Company’s website. 
The Remuneration Committee consisted of Alexander 
Kosiyamnko (Chairman), Hervé Defforeyl Andrei 
Rogachev, Alexander Savin, and Vladimir Ashurkov at 
31 December2006. 

The Remuneration Committee had one formal meeting 
in 2006 in which R proposed to the Supeivisory Board 
the fixel and variebh mneratbn packages of icey 
members of the Management Board for 2006 - the 
CEO, CFO and Head of M&A. Where the Company 
does not yet have in place a remuneration policy 
approved by the sharehoider’s meeting, the Company 
wil1 finalize such policy in the first half year of 2007. This 
policy wil1 be submitted to the annual shareholders’ 
meeting to be held in June 2007. It is foreseen that the 
nxed and variable remuneration packages of key mem- 
bers of the Management Board wil1 be in line wîth the 
remuneration policy to be apprpved. 

The remainder of the Remuneration Committees’ work 
during 2006 was conducted through the Supeivisory 
Board in which it pmsented and proposed the mah 
parameters of a shares-based option scheme for par- 
ticipation by Management Board members and other 
key management. 

The Remuneration Committee wil1 meet as and when 
necessary during 2007 to carry out its duties. 

S a h c t k w u u î ~ C o m m ì î t m  
The rob of the Selection and Appointment Commlttee 
Is described in Rs charter which is available on the 
Company’s website. The Selection and Appolntmnt 
Committee consisted of Alexander Kosiyanenko 

(Chairman), Hend Defforey and Andrei Rogachev, 
Alexander Savin, and Vladimir Ashurkov at 
31 December2006. 

The Selection and Appointment Committee had one 
formal meeting in the latter part of 2006 in which it pro- 
posed the appointment to the Supewisory Board of 
He& Defforey as an independent director. The 
remainder of the Selection and Appointment 
Committees’ work during 2006 was conducted thraigh 
the SupeMsory Board in which it presented and pm- 
posed the new composition of th0 Management Board 
and SupeMsory Board at the time of the Company’s 
merger with the Perekrestok retail chain in May 2006, 
proposed the appointment of a new SupeMsory Board 
member after the merger - Vladimir Ashurkov - in the 
latter part of 2006, and presentation and approval of 
the profile of the Supervisory Board’s scope and com- 
position. 

The Selection and Appointment Committee wil1 meet as 
and when necessary during 1007 to cenywt its d u t b .  

R&tt9dp.rtycOmmmee 
The role of the Related Party Committee is described in 
its charter which is available on the Company’s website. 
The Related Party Committee consisted of Andrei 
Rogachev (Chairman), Hervé Defforey and Alexander 
Savin at 31 December 2006. 

The Reiated Part Committee met six times durlng the 
course of 2006, and consideml a numberofûamadom 
which were related partyand /orgave rise to confliccr,of 

inthe Corporate Govemance Section ofthii repoct. 
interestwiththecompany. Thetlansadionsarespedfied 

86rtegycammHirn, 
The rok of the Strategy Committee is described in its 
charter which is availabie on the Company’s websii. 
The Stmtegy Committee consisted of Vladimir Ashurkov 
(Chairman), Alexander Kosiyanenko and Hervé Defforey 
at 31 December 2006. 

The Stmtegy Committee had no formal meeting in the 
latter part of 2006 as it was formed oniy in Nommber 
2006. R did however conduct its work informaiiy outskie 
of the SupeMsory Board and advised the Supervisory 
Board on issues in recpect of the Company’s 2007 



budget, target key performance indicators for 2007, and 
the medium-term strategy of the Company. 

The Strategy Committee wil1 meet in 2007 and consider 
issues such as the review of the general strategy of the 
Company including overall growth and development 
strategy; financing strategy; budget and key perform- 
ance indicators including capital budgets; investment 
planning including merger with and acquisition of 
attractive targets. 

Changes to the Composition of the Supewisory 
Board Durîng 2006 

Due to the merger with Perekrestok the composition of 
the Supervisory Board changed significantly in 2006. 

On 18 May 2006, Alexander Girda and Igor Vidiaev 
resigned as members of the Supervisory Board. On the 
same day five new members were appointed as repre- 
sentatives of Alfa Group Consortium: Mikhail Fridman, 
David Gould, Nigel Robinson, Alexander Savin and 
Aiexander Kosiyanenko. 

On 16 October 2006 Nigel Robinson resigned and was 
replaced by Vladimir Ashurkov. On the same date Hem5 
Defforey was appointed as an independent Supervisory 
Board member. 

On 2 November 2006 David Noble resigned as 
Chairman and member of the Supervisory Board. Hervé 
Defforey succeeded him as Chairman of the 
Supervisory Board. 

Remuneration of Supervisory Board Members 

The remuneration of the mernbers of the Supem'cory 
Board is determined by the General Meeting of 
Shareholders. Currently the annual remuneration is as 
follows: 

Chairman of the SupeMsory Board: Euro 24,000 per 
meeting with a minimum of Euro 120,000 per annum. 

Members who chair one or more committees: 
Euro 75,000 per annum. 

Members who do not chair one of more committees: 
Euro 50,000 per annum. 

Financial Statements and Appmprlatlon of 
the Results for the Year 

In accordance with article 25 of the Articles of 
Ascociation, the Management Board has prepared the 
financial statements and report for the financial year 
ended 31 December 2006. Having taken note of the 
unqualified Auditor's report by PncewaterhouseCoopers, 
which is included in this report, we have co-signed the 
financial statements. The financial statements and report 
of the Management Board are submitted for your consid- 
eration and adoption. We recommend the shareholders 
to adopt the financial statements. It is proposed to trans- 
fer the results for the financial year to the other reserves 
of the Company. 

Tabaksblat Committee 

As in 2005, X5 Retail Group NV addresses its compli- 
ance with the provisions of the Tabaksblat Code in 
the Corporate Governance Section of this Annual 
Report. 

Amsterdam, 15 May 2007 

H. Deff orey 

M. Fridman 

A. Rogachev 

T. Franus 

D. A. Gould 

A. Kosiyanenko 

A. Savin 

il Ashurkov 



Retimment and Reappointment Scheduie of the Supervisory Board 

T. Franus 
A. Rogachev 
V. Ashurkov 
M. Fridman 
A. Savin 
A. Kosiyanenko 
D. Gould 
H. Morey 

RtarslLnitial ULwmeWtbWOt wirai 
AOpolntment En$atm f?-P@ntm kkdgnatlon 

2005 2007 201 1 201 5 
2005 2008 2012 2016 
2006 2008 201 2 2016 
2006 2009 2013 2017 
2006 2009 2013 2017 
2006 2010 2014 201 8 
2006 2010 2014 201 8 
2006 2010 2014 2018 

T. Franus Member 
Member 
Member 

Member 
Member 

Chairman 
Chairman 

A. Rogachev 
V. Ashurkov 
M. Fridman 
A. Savin Member Member 
A. Kosiyanenko Chairman Chairman Member 
D. Oould Chairman 
H. Defforey Mamber Member Member Member Member 

Member 
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Corporate Governance 

Qeneral 

X5 Retail Group is a Dutch public limited liability compa- 
ny whose global depositary receipts are listed on the 
London Stock Exchange. As a Dutch listed company 
we are required to compiy with the rules and regulations 
set out by the Netherlands Authority for the Financial 
Markets (AFM) and the Dutch Corporate Govemance 
Code of 9 December 2003 either by applying its provi- 
sions or explaining why we deviate from any provision. 
The Company wil1 adhere to the principles as set out in 
the Dutch Corporate Governance Code to the extent 
possible and desirable. The best practice provisions 
that we do not comply with and the reasons therefore 
are set out hereunder. 

The Dutch Corporate Governance Code contains 
principles and best practices for Dutch companies 
with listed shares. Our corporate governance policies 
with respect to the implementation of the Dutch 
Corporate Governance Code were discussed with our 
shareholdm at the 2006 Annual General Meeting of 
Shareholders, including those best practice provi- 
sions that we did not comply with. The best practice 
provisions that we did not comply with and the rea- 
sons therefore are set out in our 2005 Statutory 
Annual report and repeated hereafter where appropri- 
ate . 

Corporate GommanCe related documents are available 
on our website, including the Supervisory Board profile, 
Supervlsory Board rules, Management Board rules, 
the Audit Committee Charter, the Selectlon and 
&mintment Committee Charter, Remuneration 
Committw Cttafter, FWated Party Committee Charter, the 
Strritegy Committee Charter, thellllhisüebiower poiii. 

We wil1 discuss any material changes in our corporate 
governance structure in the Annual General Meeting of 
Shareholders. 

Management Board 

In addition to the duties of the Management Board stip- 
ulated by law and our Articles of Association, the 
Management Board has the following responsibilities: 

Achieving the aims, strategy and policy and results of 

Managing the risks associated with the activities of 

Ensuring proper financing of the Company; and 
Establishing and maintaining disclosure controls and 
procedures which ensure that al1 major financial infor- 
mation is known to the Management Board, so that 
the timeliness, completeness and accuracy of the 
external financial reporting are assured. 

the Company; 

the Company; 

The Management Board shall be guided by the inter- 
ests of the Company, taking int0 consideration the 
interests of al1 stakeholders. 

The Management Board is responsible for the quality 
and completeness of financial and other reports, which 
are publicly disclosed by or on behalf of the Company, 
including al1 reports and documents the Company is 
required to file with regulatory agencies. 

Each Management Board member shall immediately 
report any potential conflict of interest to the Chairman 
of the Supervisory Board and to the other Management 
Board members. Management Board members shall in 
such case provide the Chairman of the Supervisory 
Board and the other Management Board members with 
al1 information relevant to the conflict. 

Supewisory Board 

The supervision over the pdicies of our Management 
Board and the general course of our business and the 
management actions related themto is entrusted to the 
Supervisory Board. In the two tier structure prescribed by 
Dutch law, the SupenrisOry Board is a separate body and 
compieteiy independent from the Management Board. 

The SupeMsory Board supervises and advises the 
Management Board in executing its responsibilities, 
especially regarding: 

The achievement of the Company’s objectives; 
Corporate strategy and the risk inherent in the busi- 

The structure and operation of the internal risk man- 

The financial reporting pmess; and 
Compliance with legislation and regulatins. 

ness activities; 

agement and control systems; 

nn 



A Supervisory Board member facing a conflict of inter- 
est shall inform the Chairman of the SupeMsory Board 
immediately. The Chairman shall, if possible in COn6Ul- 
tation with the other members of the SupeMsory 
Board, determine the course of action to be taken. 

Hervé ûefforey is considered to be the only independ- 
ent member of the Supervisory Board under the Dutch 
Corporate Govemance Code. Al1 other board members 
are considered to be not independent. 

An explanation in respect of the independence of the 
Supervisory Board Members is provided for under the 
heading "Independence of SupeMsory Board". 

The hnoral Meeting of Shareholders 

A General Meeting of Shareholders is held each year to 
discus the Annual Report of the Management Board 
about the affairs of the Company and to adopt the 
Annual Accounts. Extraordinary meetings wil1 be held as 
often as the Management Board or the Supervisory 
Board deems desirable. 

The powers of the General Meeting of Shareholden are 
defined in the Articles of Association. The main powers 
of the shareholders are to appoint, suspend and dismiss 
members of the Management Board and SupeMsory 
Board to adopt the financial statements, to declare dM- 
dends, to discharge the Management Board and 
Supervisory Board from responsibility for the perfom- 
ance of their respective duties for the previous financial 
year, to appoint the external auditors, to adopt amend- 
ments to the Articles of Association, to issue shares and 
grant subscriptions for shares, to authorise the 
Management Board to issue shares and grant subscrip- 
tions for shares, to authorise the Management Board to 
withdraw pre-emptiie rights of shareholders upon 
issuance of shares, and to authorise the Management 
Board to repurchase or cancel outstanding shares. 

Appointment, Suspension and Msmissal of 
Management and Supervirory Board Membera 

The General Meeting of Shareholders shall appoint the 
members of the Management and Supervisory Board 
from a list of nominees, containing names of at least 
two persons for each vacancy, to be drawn by the 

SupeMsory Board. The nomination of the recommend- 
ed candidates is binding, and therefore the recom- 
mended candidate wil1 be elected by the shareholders 
unless rejected by a qualified majority vote of at least 
two-thirds of the votes cast, representing more than 
one-half of the issued share capital of the Company. If 
the recommended candidate is rejected, the second 
nominee wil1 be appointed unless similariy rejected. 

The Supervisory Board members appoint a Chrirman 
from among their members and a vice-Chairman who 
shall take the place of the Chairman in the latter's 
absence. 

The SupeMsory Board is currently composed of eight 
members. The Supervisory Board members are 
appointed for a period of up to four years and may be 
re-elected twice. The Management Board is currently 
composed of m e n  members. Members of the 
Management Board are also elected for a period of four 
years. The Articles of Association do not limit the term 
of office for Management Board members. 

Remuneration of Management Board Members 

The remuneration of the individual members of the 
Management Board wil1 be decided upon by the 
SupeMsory Board on the recommendation by the 
Remuneration Committee of the Supervisory Board, 
based on the Company's Remuneration Policy. The 
Company has prepared such a policy. This policy wil1 be 
put forward to the Annual General Meeting of 
Shareholders for adoption. 

The Company adopted a stock option plan in 2005. The 
Company decided to cancel this option plan and to 
develop a new option plan that wil1 be present& to the 
Annual General Meeting of Shareholders to be held in 
June 2007. 

Further information regarding the remuneration of the 
Management Board is provided for in the Remuneration 
policy (availabie on our website) which was approved in 
2007 on the Supervisory Board and wil1 be put forward 
for adoption on the General Meeting of Shareholders in 
June 2007. 

I 



Reporting on Conflicts of Interest 

Al1 Supervisory and Management Board members shall 
immediately report any potential conflict of interest to 
the Chairman of the Related Party Committee. Al1 
Supervisory Board members shall in such case provide 
the Chairman with al1 information relevant to the con- 
flict. The following matters were discussed and 
approved on the Related Party Committee and 
Supervisory Board during 2006: 

hans from companies owned or controlled by 
Supervisory Board members Andrei Rogachev and 
Alexander Girda to a subsidiary of the Company; 
Payment to CTF Holdings Limited (the ultimate parent 
company of subsidiary companies holding shares in 
the Company) and certain employees of CTF 
Holdings Limited for services relating to support to 
the Company in areas of financial controlling, legal, 
tax and other structuring matters, strategic planning, 
investment planning and provision of offshore and 
company administration services; 
Payment for conference and meeting facilities on 
behalf of Lev Khasis, CE0 of the Company, to the 
company that renders such services; 
Payment to Supervisory Board members Aiexander 
Kosiyanenko and Tatyana Franus for consulting serv- 
ices to the Company and its subsidiaries; 
The sale of Moscow-based retail premises from the 
Company to a company affiliated with Carousel 
Group, a hypermarket chain of which Supervisory 
Board members, Andrei Rogachev and Tatyana 
Franus are shareholders; 
The prolongation of a lease on St Petersburg-based 
office premises owned by the Company to Carousel 
Group, a hypermarket chain of which Supervisory 
Board members, Andrei Rogachev and Tatyana 
Franus are shareholders; 
The rendering of IT services by the Company to 
Carousel Group, a hypermarket chain of which 
Supervisory Board members, Andrei Rogachev and 
Tatyana Franus are shareholders; 
The rendering of cash collection and other banking 
services by Alfa Bank, a bank owned by Alfa Group. 

The Company declares that best practice of Dutch 
Corporate Governance Code provision 11.3.2 through 
11.3.4 and 111.6.1 through 111.6.3 have been complied with. 

Internal Risk and Control System 

The Management Board is responsible for designing, 
implementing and operating an adequate functioning 
Internal Risk Management and Control Framework in 
the Company. On the basis of this framework the 
Company should be able to identify and manage the 
strategic, operational, financial, financial reporting, and 
compliance risks to which the Company is exposed. 

The Internal Risk Management and Control System 
incorporate certain elements of COSO framework and 
consequently are being recently enhanced. The COSO 
framework aims to provide reasonable assurance 
regarding effectiveness and efficiency of an entity’s 
operations, reliability of financial reporting, prevention 
of fraud and compliance with laws and regulations. 
The components which currently facilitate that func- 
tion are: 

The Company has implemented financial policies and 
procedures, including accounting policies, and non- 
financial policies and procedures to ensure control by 
the Management Board over the Company’s opera- 
tions. The quality of the Company’s systems of busi- 
ness controls and the findings of internal and external 
audits are reported to and discussed in the Audit 
Committee of the Supervisory Board. Internal auditors 
monitor the quality of the business controls through 
risk-based business processes audits, inspection of 
financial reporting controls and compliance audits. 

The Company is currently expanding its risk manage- 
ment policies, internal control documentation and 
assessment of such internal controls to provide further 
assurance regarding the reliability of financial reporting. 

The Company has further enhanced its identification 
and assessment of its strategic, operational, financial, 
financial reporting, and compliance risks and is in the 
process of rolling these procecses out to the operating 
entities and embedding them in its standard business 
procecses. 

Additionally, the Company has recently adopted the 
Whistleblower Policy, which provides for the reporting of 
alleged irregularities of a financial nature by Company 



employees or other stakehdders to the Management 
Board and/or the SupeMsory Board without any fear of 
reprisal against the indi iuai that reports the violation 
OT irregularity. The Whistieblower Policy is available on 
the website of the Company. 

The process for designing, implementing end Operating 
an adequate funcüoning Intemal Risk Management and 
Control Framework is an on-golng m e s s  and is 
expected to take some time for full and effectha imple- 
mentation. 

Hemunder am stateá the following pnnciples and k s t  
practkes of the Dutch Corporate Governance Code that 
the Company has not yet complied with: 

intwnalRI.k.ndConádSystem 
The Company is engaged in the on-going proces of 
improving its cumnt system of internal risk and cantrol 
system. 

Rukroonor#nlngHpl8sandbestpracáicerof 
üm I)oird ind Management Board 
mgmlhg h w t m m t  In I J i r t d  companle8 
The Company has not lmplemented this policy and is 
considering implementation in the future. 

üemunamtronpolky 
The Company has prepared a remuneration policy and 
wil1 submlt thls to shareholders at the General Meeting 
of Shareholders to be held in June 2007. This policy wil1 
be published on the website of the Company. 

~ ~ b y t h & + 8 u p H v l r i o r y 6 O 8 d O O r l t r O m  
-8a uuisll.. the nrncaoningofthe 
~ b o u d u 8 I b o d y a n d t h e ~ n c 9  
o f l h . b l d w l a l n o f t h e ~ ~  
For reasoci that both the membets of the Managemm 
and Supervisocy Boerd havechanged in Mayand ûctober 
2006 significanüy it WBS decided by the Supervisory 
berd notto Muate its own functloning in 2006. 
Consequently R w a s  decided to postpone the evaluation 
oftheSupeniisoryBoardanâManagementBoardandthe 
perbrmanCe of their Individual members until2007. 

Idapendence of S U p e ~ B o a d  
Al members of the Supervisory Board except for the 
Chairman of the Supervisory Board, Her& Defforey, are 
not independent. Those members who are not inde- 
pendent are either shareholders or representathm of 
companies which are owned or controlled by compa- 
nies which ultimately hold at least 10 96 of the shares 
(or GORS) in the Company. The Company Is, however, 
of the opinion that the non-independent members of 
the Supervisory Board have in-depth knowledge of the 
industry, of the specifics of Russia and other countries 
where the Company operates which is of particular 
advantage to the Company and its shareholdeis. The 
Company intends to appoint a second independent 
member of the Supervisory Board in 2007. The 
Company has decided on the gradual implementation 
of this best practice provision given the difflculty in 
identifying candidates with suitable experience. 

Manugement Boeml compenrotD0n 
In Dutch Corporate Governance Code provision 11.2.1 1 
it is stated that the main elements of the contracts with 
Management Board members wil1 be made public 
immediately after it is concluded. Due to the merger 
with Perekrestok Holdings Umited in the course of 
2006, only temporary contracts have been concluded 
with some of the Management Board members. The 
main elements of the temporary contracts were not 
made public. It is foreseen that when the Company 
enters int0 contracts with Management Board members 
that the main elements wil1 be disclosed in the future. 

~ m 8 l A u d l t w A t t e n â a ~ a t ~ B o a d  

In Dutch Corporate Governance Code provision V.4.1 it 
is stated that the external auditor shall attend the meet- 
ing of the Supervisory Board, at which the report of the 
external auditor with respect to the audit of the annual 
accounts is discussed and/or approved. For the 31 
December 2005 audit this was not complied with. The 
Company intends to invite the external auditor to attend 
the above referenced meeting of the Supervisory Board 
as wel1 as the meeting of the Audit Commmee, whkh 
has been held in April and May, respectiveiy. 
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Operational Review 
Following the merger between Pyaterochka and 
Perekrestok in May 2006, the Group's size significantly 
increased and as of 31 December 2006 the total num- 
ber of company managed stores reached 619, of which 
451 were soft discounter stores managed by 
Pyaterochka and 168 supermarkets managed by 
Perekrestock. 

In 2006 the Group successfully implemented its store 
opening program gaining additional net selling space of 
approximately 126,000 square meters and reaching a 
total net selling space of approximately 466,OOO square 
meters, thus exceeding its 2006 store opening target to 
add around 120,000 square meters. 

Morcow 

With the merger between Perekrestok, a predominately 
Moscow based chain, and Pyaterochka who had rapidly 
grown its operations in and around the Russian capital 
over last 6 years, X5 Retail Group's presence in this 
region has risen considerably. 

As of 31 December 2006, our portfolio of stores in 
Moscow and the Moscow mgion consisted of 322 
stores of which 222 were Pyaterochka managed stores 

and 1 O0 were Pereskestok supermarkets. Of the total 
322 stores, 129 were fully owned by the Group and 
193 were leased. 

Consolidated pro-forma net sales in our Moscow area 
stores reached USD 1,987 million in 2006. 

As of 31 December 2006, our Moscow area stores had 
a net selling space of 245,926 square meters 
(1 34,736 square meters of Pyaterochka stores space 
and 1 1 1,190 square meters of Perekrestok stores 
space). The average Pyaterochka store end the aver- 
age Perekrestok store in Moscow had net selling areas 
of 607 square meters and 1,112 square meters, 
respectiely. 

Saks densities of the two operating arms of the Group 
in the region are quite different, mainly due to the store 
formats they operate. Perekrestok is a wel1 established, 
predominantly Mom-based supermarket chain and 
enjoys high sales densities. Pyaterochka is a soft dis- 
counter with smaller stores and historically had lower 
sales per square metre than its St Petersburg opera- 
tions. 

As a result of the significant investment made in the 
business in terms of store opening and stom improve- 
ment program like-for-like ales in the region demon- 
strate high level of growth. 
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Pyaterochka has been strongly represented in 
St Petersburg since it was first established as a busi- 
ness in 1999. 

Our portfolio of stores in St Petersburg and the region 
reached 221 stores as of 31 December 2006, of which 
204 were Pyaterochka managed stores and 17 were 
Pereskestok supermarkets. of the total 221 stores, 
130 were fully owned by the Group and 91 were leased. 

Consolidated net sales at St Petersburg stores reached 
USD 1,128 million in 2006. 

As of 31 December 2006, our St Petersburg area stores 
had a selling space of 133,613 square meters (of which 
113,511 square meters was Pyaterochka stores space 
and 20,102 square meters was Perekrestok stores 
space). The average Pyaterochka store and the aver- 
age Perekrestok store in St Petersburg had net selling 
areas of 556 square meters and 1,182 square meters, 
respectieiy. 

Pyaterochka’s St Petersburg stores have historically 
had higher sales densities and this trend continued 
through out 2006. Number of Perekrestok managed 
stores has approximately doubled to 17 during 2006 
due to increasing demand of supermarket format in 
St Petersburg area. 

Over the year as a result of a series of measures, 
including increased promotions, restyling of stores, and 
optimisation of assortment, the Group continued to 
show improvement of Pyaterootika’s like-for-like sales 
performance in St Petersburg. In Q4 2006 traffic was 
close to O%, and in Q1 2007 became positie (+2%) for 
the first time over last two years. 





Regloru, end Franchise Program 

The merger between Pyaterochka and Perekrestok in 
May 2006 created a strong and proven platform for 
rapid regional expansion in the large and relatiely 
under-developed markets of the Russian regions (par- 
ticularly in the European parts of Russia and Urals). 

Our porffolio of stores in the regions reached 76 stores 
as at 31 December 2006, of which 25 were Pyaterochka 
managed stores and 51 were Pereskestok supermar- 
kets. of the total 76 stores, 36 were fully owned by the 
Group and 40 were leased. 

Consolidated net sales in the regional stores reached 
USD 436 million in 2006. 

As of 31 December 2006, our regional stores had a 
total selling space of 86,597 square meters 

2006: T0t.l Retail Sik8 by the Regionr 

(8,903 square meters of Pyaterochka stores space and 
77,694 square meters of Perekrestok stores space). 
The average Pyaterochka store and the average 
Perekrestok store in the Regions had net selling areas 
of 356 square meters and 1,523 square meters respec- 
tiiely. 

Franchise agreements are still an important part of our 
business in the regions. As of 31 December 2006, 
605 Pyaterochka branded stores operated under fran- 
chise agreements across Russia, Kazakhstan and 
Ukraine in addition to 10 franchisee operated 
Perekrestok branded stores in Moscow and the 
Moccow region. X5 plans to continue using franchisees 
as an efficient tool to establish and enhance the 
Group’s presence in the regions. We plan to continue or 
reinforce our relationship with the most successful and 
efficient partners, leaving those who are either ineffi- 
cient or damaging the reputation of our brands. 

Franchked sicues 
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Qoography of XS oompony muiaged storm in R u d a  

Perekrestok stores - 47 (excl. 4 stores in Ukraine) 

- 

Combined 

Moscow: 
Pe-Ok- 100 
Pyaterochka - 222 

St Petersburg: 
Perekrestok - 17 
Pyaterochka - 204 



Consolidation Strategy 

In the role of the main consolidator of the Russian food 
retail market, X5 plans to aggressively grow focusing on 
rolling out company managed stores in the European 
part of Russia and the Urals, as wel1 as in the Ukrainian 
market. X5 considers M&A activii as an impottant tool 
to support the Group's organic growth plans through 
acquisition on financially attractive terms of strategically 
located and growing retail chains. The Group's priority 
in its multi-format strategy wil1 be hypermarket and dis- 
counter formats. 

Suppller Bonuses 

The Group receives various types of allowances from 
suppliers in form of slotting fees, volume discounts and 
other forms of payment that effectiiely reduce the cost 
of goods purchased from the supplier or ttie cost of 
promotional activities conducted by the Group for the 
benefit of the supplier. 

Bonuses received from suppliers are recorded as a 
reduction in the price paid for the products and are 
recognised in cost of goods sold as the related invento- 
ry is sold. 

During the year of 2006 the h u p  mceived 
USD 246 million (on the Pro-forma basis) of bonuses 
from suppliers - 125.8% growth in comparison with 
year 2005 (on Pro-forma basis). 

Private Label 

We offer our customers a wide range of private label 
products under the brands of both Pyaterochka 
(398 SKUs) and Perekrestock (1,939 SKUs) and other 
labels developed in-house. 

Sales of private label products in 2006, including VAT 
were USD 71.7 million at Perekrestok and 
USD 201.1 million at Pyaterochka. The share of sales of 
private label products in total retail sales in 2006 was 
4.3% and 9.0% respectily and the target percentage 
of private label product sales for Perekrestok is 25% 
and 40% at Pyaterochka over next f i i  years. 

Private labels range tends to be focused on the fast 
selling, non-perishable and medium-length sheif-life 
products and beverages. Across al1 formats there are 
also a number of non-food items sdd under private 
labels. 
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Giving the customer good quality products at lower 
prices is the key for private labels, therefore their pric- 
ing is regularly reviewed. Under the 'Perekrestok" 
brand the pricing policy is to match the average of 
competitors' prices and under the 'Real bargain" 
('Krasnaya tsena") brand, to offer the lowest among 
competitor prices. The policy for Pyaterochka stores is 
that the price for private label products should be less 
than the price of similar products by 540%. As there 
are no associated pmmotional costs in the price of 
these goods, these savings translate int0 a consider- 
able cost saving and ultimately to higher gross margins 
compared with similar branded products. 

Private Irbd (numkr of SKUs) 
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Product. and Pricing 

Pyaterochka offers its customers a well-selected range 
of over 6,200 SKUs which CwBr the majonty of cus- 
tomers' basic shopping needs. Food products com- 
prised 90% of Pyaterochka's sales, with the remainder 
coming from non-food products. The main basket 
offered by Perekrestok to its customers is over 
28,000 SKUs. Non-food items comprise only 12% of 
Perekrestok sales. 

The high percentage of domestically produced items in 
the range (around 85%) provides Pyaterochka and 
Perekrestok with an advantage in term of lower logis- 
tics and transportation costs vs. those retailers who 
offer a higher percentage of imported goods in their 
range. 

In response to customer demand, a greater selection of 
fresh and perishabie products, including a wider selec- 
tion of fresh fruit and vegetables, meat and fish, and 
non-food products was introduced across both chains 
in 2006. At Pyaterochka, fresh and perishable products, 
comprising dairy products, meat and meat products, 
vegetables and fruit represent approxlrnately 40% of 
sales. Perekrestok is posiüoned as the best on fresh 
fruits and vegetables, own bakery products, meat and 
fish products. 

Pricing is determined both centrally and separately for 
the Moscow and St Petersburg areas, and other 
regions. Direct pricing comparisons are made in each 
area with regard to the 350-1,500 key value items 
depending on store formats through a weekly survey of 
price levels at both direct organised retail competitors 
and at the open air markets. 



Pyaterochka is positioned in the Russian market as a 
value-focused retailer that is competitive on price. 
Pyaterochka aims to ensure that 150 key value items 
are sold at the lowest price available in the relevant 
retail market, with the remaining products sold at the 
average price offered by Pyaterochka's direct com- 
petitors in the local market. Independent 'basket" sur- 
veys showed throughout 2006 that Pyaterochka's 
average basket of goods was USD 7.45, which is 
equivalent to or Iess expensive than a similar basket at 
the company's direct competitors - other discounters 
and hypermarkets. 

Perekrestok's price concept is high/low. Perekrestok's 
average basket of goods was USD 1 1.33. 

MNk.ting Initiclthnr 

During the year of 2006 Pyaterochka and Perekrestok 
op8rated discount ioyaity programs under which ds- 
count card holhrs enjoyed a discount on each pur- 
chase he/she made. 

At the end of 2006, the discount program at 
Perekmstok was replaced wtth the 'Perekrestok Club" 
program based on a cumulatwe bonus principle. Under 

this program bonuses are accrued for purchases made 
at Perekrestok stores. Bonuses accumulated by the 
customers can be used to pay for further purchases 
made at Perekrestok stores. 

In November 2006, X5 Retail Group signed a 6-year 
contract with the Russian Football Union. Under the 
contrect X5 gained the titles of 'ûfficial Partner of 
Russian National Football Team" and 'General Partner 
of Russian Football Union". Als0 X5 has the right to 
advertise its brands during domicile official games of 
the national fmtball teams, and to use its titles and the 
logo of the Russian Football Union on its products. 

In August - September 2006, the Perekrestok chain 
realited its second annual marketing program 
'Perekrestok shkolam" ('Perebstok to schools"). 
Under this program special prizes (sets of personal 
computers for computer class rooms) were given away 
to the schools which scored the highest rating based on 
Perekrestok customers vote. 

.' 



a 

Distribution and Logistics 

In early 2006 the Company completed the construction 
of a Pyaterochka distribution centre in St Petersburg, 
with a total area of approximately 19,000 square meters. 
In June 2006, Phase 1 of the wholly-owned Pyaterochka 
distribution centre was opened in Podolsk, Moscow 
mgion, with an initia1 capacity of 30,000 square meters. 
Phase 2 wil1 add additional 20,000 square meters and is 
due to be completed in 2007. 

As at 31 December 2006 the Group had its major distri- 
bution centers in the core markets: Moscow and 
St Petersburg. Total distributional centers area (exclud- 
ing third parties logistics operators) equaled 
to 69,000 square meters comprising of 63,000 square 
meters of owned area and 6,000 square meters of rent- 
ed area. 

In 2007, X5 plans to launch an ambitious long-term 
project to build up an integrated logistic system 
across the European part of Russia, based on a net- 
work of multi-format Dcs supported by a sophisticat- 
ed IT platform. 

The planned total area of national and regional distribu- 
tion centres by 201 1 is from 600,000 to 700,000 square 
metres. The current level of suppiy centralisation is 
approximately 50% for discounters, and approximately 
25% for supermarkets, with the target to lncrease this 
level to 85% and 75% respectively over next five years. 
Regional distribution centres wil1 hdd fast moving con- 
cumer goods (FMCG) and fresh products, and national 
distribution centres wil1 hold slow moving consumer 
goods (SMCG) and strategic goods (import 8 private 
label). 
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Pîanned total area of national DC’s by 201 1 
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In 2006, the Group's major challenge was to  at  least mair iin 
W I i t s  growth rates in parallel t o  the integration of the two bigger 

iational chains. The 50-percent revenue growth achieved in 2006 
clearly demonstrates a significant acceleration of our growth in 

.m.  i 

comparison to  34% in FY 2005 on the back of the first practica1 t 
--synergies of the merger. 
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CONSOLIDATED BALANCE SHEET 
(expressed in thousands of US Dollars, unless otherwise stated) 

-~ ~ - 
~ wtm 2y.ta- 331.1z-* 

AsSms 
)ilon-current assets 
Property, plant and equipment 
Goodwill 
Intangible assets 
Pmpaid leases 
Loan to reiated party 
üeferred tax assets 

12 1,311,950 
13 2,622,949 
14 492,259 

9,440 
10 5,250 
29 18.626 

324,598 
24,153 
19,040 
4,218 
5,250 

- 

culmntaueta 
Imrentories of goods for resak 
Avaiiable-for-sale financial assets 

15 

~ 

4,460,474 

208,576 
623 

377,259 

68,576 

Loans receivable 10,985 12 
Trade and other accounts receivable 16 148,225 24,528 
VAT and other taxes recoverable 17 95,595 59,084 
Cash 11 167,988 30,067 

631,992 182,267 
5.092.466 559.596 



CONSOUDAED BAlANCE SHEET (Continued) 
(expressed in thousands of US Dollars, unless otherwise stated) 

21 

- 
~ - 

.&las t)I.tl2@alB - A C  $4.. ig.21wrs; 
- 

EQUiTY AND LIABiLITiES 
Equity attributable to equity holde- of the parent 
Share capital 70,936 30 
Share premium 2,901,350 122,152 
Cumulative translation reserve 79,459 5,724 
(Accumulated deficit)/Retained earnings ~ (161,708) 54,080 

2,890,037 181,986 Totai equity 
Non-current liabilities 
Long-term borrowings 19 949,123 144,089 

Deferred tax liabilities 29 177,604 16,674 

- 
~ 2 

-~ ~- 

Long-term finance lease payable 20 2,913 - 

4,117 - 
ûther non-current liabilities 159 146 

160,909 

Long-term deferred revenue 

1 , 1 33,9 1 6 
Current liabilities 
Trade accounts payable 
Short-term borrowings 
Share-based payments liability 
Short-term finance lease payables 
Interest accrued 

19 
28 
20 

552,060 
21 8,013 
69,990 
2,271 
13,544 

1 19,634 
52,602 

- 
- 

702 
Payable to related parties 10 41 4 2,758 
Current income tax payable 11,511 5,018 
Other liabilities IE 200,710 35,917 

1,068,513 2 1 6,63 1 
'rotai iiaoiinh 2 , 202,429 377,010 
Totoi equity and iiablities 5,092,466 559,526 



CONSOLIDA7ED INCOME STATEMEM' 
(expressed in thousands of US Dollars, unless otherwise stated) 

~ - Mmlt m . 9 e . d  
- 

23 2,803,351 1 ,O1 4,705 

Cost of goods sold (2,OO7,540) (749,197) 

~ O p r o f i t  795,811 265,500 

Operating expenses 
Gain from disposal of propetty, plant and equipment 
Lease/sublease and other income 

Finance costs, net 
Net foreign exchange gain/( los)  
Rocltbetoretax 

0 P . r ~ W P ~  

24 (669,219) (242,401 ) 
4,240 18,139 

25 36,879 15,582 
167,711 56,908 

26 (61,520) (14,395) 
14,083 (4,420) 

120,274 38,- 
(9,074) Income tax expense 29 (36,062) 

AA 319 hiont tor the year 84,212 
A-Me to: 
Equity holders of the parent 84,212 29,132 

-~ 
~ - 

- - (113) Minority interest - 
Profftforthayear 04,212 29,019 
Badc eamings per shsrr, fot proñt attributable to the 

- 

~ 

equity hokkm of the Parent (expressed in USD per share) 
Mlut.d eamIng8 per share tor pmñt attrlbutabte to the 
multv holderr, of the Parent (expressed in USD per share) 

22 2.13 1.84 

22 2.12 1.84 



CONSOLIMTED STATEMENT OF CASH F L M  
(expressed in thousands of US Dollars, unless othenivise stated) 

. -  - 

protlt before tax 120,274 38,098 
Adjustments for: 
Depmiation and amortisation 
Gain on disposal of property, plant and equipment 
Loss on disposal of intangible assets 
Inventory shrinkage 
Finance costs, net 
Impairment of trade and other accounts receivable 
Loss on disposal of subsidiaries 
Share-based payments expense 
Amortisation of deferred expenses 
Loss on write-off of other long-term investments 

24 

15 
26 
24 
9 

2 ~ 2 8  

~ 

. . 
Net unrealised foreign exchange (gain)/loss 
Net cash fmm oporptlng activitles before 
changes in working caphal 
Decrease/( increase) in VAT recoverable 
lncrease in trade and other accounts receivable 

- - -  

Increase in inventories 
Increase in trade accounts payable 
Increase in other accounts payable and deferred revenue 

79,097 

(4,241 
38 

28,906 
61,520 
4,073 

110 

24,098 
(1 8,139) 

5 
1 1,476 
14,395 
1,746 

220 
27,702 

1,535 
400 

(1 4,083) 4,420 

305,331 76,314 
8,475 (30,114) 

(70,802) (1 7,564) 
(106,485) 

237,414 

53,096 

(28,296) 
48,293 
11,957 

(713) Translation effect on working capital 
Net cash generatad from operations 426,108 69,871 
Interest paid (63,843) (12,393) 

~- 
(921 I 

_ _  - 

Administrative charges paid for loans received - (2,886) 
Interest received 687 177 

(46,076) (4,587) Income tax paid 
Net caah trom op.rating advitkm 316,876 40,188 

- _ _  - 



CONSOUDNEû STATEMENT OF CASH FLWS (Continueci) 
(expressed in thousands of US Dollars, unless otñenivise stated) 

Cash ñow8 used in investing cictMties 
Purchase of property, plant and equipment 
Non-cunent prepaid lease 
Acquisition of subsidiaries 
Acquisition of other long-term investments 
Pmceeds from sak of property, plant and equipment 
Long-term loan to related party originated 
Loans originated 
Proceeds from sak of investments available for sak 

12 

8 

10 

(1 47,903) 
(3,734) 

(20,138) 

Purchase of intangible assets 14 (6,594) (246) 
Not o..h uaod in investing .ctMties (40,946) (1 67,477) 
Cash tlowa nPm financing acüuiües 
Proceeds from short-term loans 
Repayment of short-term loans 
Proceeds from long-term loans 
Repayment of long-term loans 
Distrlbution to shareholders 
Acquisition of treasury shares 

8 
21 

204,060 
(207,232) 

470,208 
(225,186) 

(76,534) 
(300,000) 

Principe1 payments on finance lease obligations (3,491 1 - 
(1 38,175) 104,991 

Effect of exchange rate changes on cash 166 (2%) 

Not c#h trom ñnancing ecthrlties 

Not Incmaso/(docmaao) in cash 
Wvmmmtaincash 
Cash at the beginning of the year 

137,921 (22,551 ) 

30,067 52,618 
Net increese/(decrease) in cash - - -  - - 137,921 (22,551 ) 

_ _ -  - _ _ _ _  

~ ~ - 167,988 
~~ 

c88h 8t the end of th. war 
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CONSOUDATED STAfEMENT OF CHANGES IN EQUIlY 
(expresed in thousands of US Dollars, unless otherwise stated) 

Balence as at 1 January 2005 38,306,785 30 122,152 

Profit for the year 
Total recognised income for the period 
Reverse acquisition 
Distribution to shareholders 

a 
a 

Translation movement 
Profit for the year 
Total recognised income for the period 
Reduction of Minority interest as a 
result of the additional acquisition of 
Rathmine Holdings Limited shares 
üaknce as at 31 December 2005 36,306,785 30 122,152 

- - _ _ _  - _ . ~  - ~~ ~~ 

- - - 
- - - 

Translation movement 

Acquisition of treasury shares 21 (75,331) 
Baknce as at 31 December 2006 - 53.217.760 70.936 2,901,350 

The number of shares represents number of shares of X5 Retail Group N.V. 



24,948 

29,132 
29,132 

- 
159,278 1,862 161,140 

(6,424) - (6,424) 

29,132 __ (1 13) 29,019 
22,708 (1 13) 22,595 

- 

- - ~~ - (1,749) (1,749) 
5,724 54,080 181,986 - 181,986 
73,735 - 73,735 - 73,735 

- 84,212 84,212 - 84,212 
73,735 84,212 157,947 157,947 

2,926,638 - 2,926,638 
- (300,OOO) (3W1000) - (300,000) 

~ 

~~ - 
~ - 

- - 

- - (76,534) - (76,534) 
79,459 (161,708) 2,890,037 - 2,890,057 



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
(expressed in thousands of US Dollars, unless otherwise stated) 

1. PRINCIPLE ACTIVITIEIE AND "HE OROUP STRUCTORE 
These consolidated financial statements are for the economic entity comprising X5 Retail Group N.V. (the 
"Company") and its subsidiaries, as set out in Note 7 (the "Group"), and are prepared as a continuation of the 
consolidated financial statements of Perekrestok Holdings Ltd. following the reverse acquisition (Note 2.1 ). 

X5 Retail Group N.V. (before 27 October 2006 known as Pyaterochka Holding N.V.) is a joint stock limited liability 
company established in August 1975 under the laws of the Netheriands. The principal activity of the Company is 
to act as a holding company for the group of companies that operate retail grocery stores. The Company's 
address and tax domicile is Prins Bernhardplein 200, 1097 JB Amsterdam, the NetherlandS. 

On 18 May 2006, the Company acquired 100% of Perekrestok Holdings Ltd., the parent company for the group of 
companies that operate stores under the "Perekrestok" brand (Note 8). Although legallyX5 Retail Group N.V. is 
regarded as the parent and Perekrestok Holdings Ltd. is regarded as the subsidiary, Perekrestok Holdings Ltd. is 
identified as the acquirer under IFRS 3 "Business Combinations" and the acquisition of Perekrestok Holdings Ltd. 
is accounted for as a reverse acquisition (Note 2.1 ). 

The main activity of the Group is the development and operation of grocery retail stores. As of 31 December 2006 
and 31 December 2005 the Group operated "Pyaterochka" and "Perekrestok" retail chains in major population 
centers in Russia, including but not limited to Moscow, St Petersburg, Nizhniy Novgorod, Krasnodar, Kazan, 
Samara, Ekaterinburg and Kiev, Ukraine with the following number of stores: - ___ ~ _ _ _ _ _ _ _  

Under "Pyaterochka" name 
Moscow 
St Petersburg 

222 
204 

1 59 
1 67 

Ekaterin burg ~ 25 21 
45 1 347 

~~ 

Under 'Perekrestok" name 
Moscow 
St Petersburg 
N.Novgorod region 
Samara region 
South Russia region 
Ukraine 

1 O0 
17 
17 
7 
7 
4 

73 
9 

14 
6 
5 
4 
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In addition, as of 31 December 2006 the Group's franchisees operated 605 stores under the "Pyaterochka" brand 
and 10 stores under the 'Perekrestok" brand (31 D e c w r  2005: 494and 8, respectively) in Russia and neigh- 
bouring countries, Kazakhstan and Ukraine. 

The Group is a member of the Alfa Group Consortium. As of 31 December 2006 the Company's principal share- 
holders were Luckyworth Limited and Cesaro Holdings Limited owning 32.4% and 22.2% of total issued shares, 
respectively. The Group owns 902,278 (1.76%) of its shares (Note 21 ). As of 31 December 2006 the Company's 
shares are listed on the London Stock Exchange in form of Global Depositary Receipts (GORS), with each GOR 
representing an interest of 0.25 in an ordinary share. As of 31 December 2006 the uitimate parent company of the 
Group is CTF Holdings Ltd. ("CTF"), a company registered at Suite 2,4 Irish Place, Gibraltar and the parent entiîy 
of the Alfa Group Consortium. CTF is under the common control of Mr Fridman, Mr Khan and Mr Kuzmichev (the 
"Shareholders"). None of the Shareholders individually controls and/or owns 50% or more in CTE 

The financial statements of the Company include the company financial statements of X5 Retail Group NV and the 
consolidated financial statements. The company irrcome statement has been abbreviated in accordance with arti- 
cle 402 of part 9 of the Dutch CMI Code. 

2. SUMMARY OF SIGNIFICANT ACCOUNTINT -0UCIES 
rhe principal accounting polbies applied in the prep&lrirton of these consolidated financial statements are set out 
below. These policies have been consistently applied to al1 years presented, unless otherwise stated. 

2.1. Basi8dpI!eparption 
These consdidated financial statements for the year ended 31 December 2006 have been prepared in accor- 
dance wiith, and comply with International Financial Reporting Standards as adopted by the European Union. 
Both X5 Retail Group N.V. and Perekrestok Holdings Ltd. ptwiously prepared their financial statements under 
IFRS as issued by the IASB. 

Ai1 International Financial Reporting Standards issued by the IASB and effective at the time of preparing these 
consolidated financial statements have been adopted by the European Union through the endorsement proce- 
dure established by the European Commission, wilh the exception of certain provisions of IAS 39, Rnancial 
Instruments: Recogniüon and Measurement, on portfolio hedging. These financial statements compiy with IFRS 
and it is the Group's intention, to the extent possible, to continue to comply with IFRS, as adopted by the 
European Union and as issued by the IASB since the Group is not affected by the hedging provisions. 

These consolidated financial statements are issued under name of X5 Retail Group N.V. but represent a continua- 
tion of the consolidated financial statements of Perekrestok Holdings Ltd. accordingly: 

(a) the assets and liabilities of the legal subsidiary, i.e. Perekrestok Holdings Ltd., are recognised and measured 
at their pre-combination carrying amounts. The assets and liabilities of X5 Retail Group N.V. are recognised at 
their fair value at the date of acquisition; 

(b) the consolidated retained earnings and other equity balances recognised at the date of acquisition are the 
retained earnings and other equity balances of Perekrestok Holdings Ltd. immediately before the business 
com bination; 

(c) the equity structure reflects the equity structure of X5 Retail Group N.V.; and 
(d) the comparati information presented in these consolidated financial statements is that of Perekrestok 

Holdings Ltd. 



2.2. Accounting for the effects of inflation 
The Russian Federation was considered hyperinflationary prior to 1 January 2003. As a result, balances and 
transactions were restated for the changes in the general purchasing power of the Russian Rouble up to 
31 December 2002 in accordance with IAS 29 (“Financial Reporting in Hyperinflationary Economies”). IAS 
29 requires that the financial statements prepared in the currency of a hyperinflationary economy be stated in 
terms of the measuring unit current at the balance sheet date. As the characteristics of the economic environ- 
ment of the Russian Federation indicate that hyperinflation has ceased effectiie from 1 January 2003, the Group 
does not apply the provisions of IAS 29 to assets acquired or revalued and liabilities incurred or assumed after 
that date. For other assets and liabilities, the amounts expressed in the measuring unit current at 31 December 
2002 are treated as the basis for the carrying amounts in these consolidated financial statements. 

2.3. Consolidated financiai statements 
Subsidiaries are those companies and other entities (including special purpose entities) in which the Group, 
directly OT indirectty, has the power to govern the financial and operating policies generally accompanying a 
shareholding of more than one half of the voting rights. The existence and effect of potential voting rights that are 
presently exercisable or presentiy convertible are considered when assessing whether the Group controls another 
entity. Subsidiaries are consolidated from the date on which control is transferred to the Group (acquisition date) 
and are de-consolidated from the date that control ceases. 

The purchase method of accounting is used to account for the acquisition of subsidiaries. The cost of an acquisi- 
tion is measured at the fair value of the assets given up, equity instruments issued and liabilities incurred or 
assumed at the date of exchange, plus costs directly attributable to the acquisition. The date of exchange is the 
acquisition date where a business combination is achieved in a single transaction. However, when a business 
combination is achieved in stages by successive share purchases, the date of exchange is the date of each 
exchange transaction; whereas the acquisition date is the date on which acquirer obtains control of the sub- 
sidiary. 

Identifiable assets acquired and liabilities and contingent liabilities assumed in a business combination are meas- 
ured at their fair values at the acquisition date. 

The excess of the cost of acquisition over the fair value of the Group’s share in net assets of the acquiree at each 
exchange transaction represents goodwill. The excess of the acquirer’s interest in the net fair value of the identifi- 
able assets, liabilities and contingent liabilities acquired over cost (“negative goodwill”) is recognised immediately 
in proft or loss. 

Intercompany transactions, balances and unrealised gains on transactions between group companies are elimi- 
nated; unreaîised losses are alm eliminated unless the cost cannot be recovered. The Company and al1 of its sub- 
sidiaries use uniform accounting policies consistent with the Group’s policies. 

2.4. Minority interest 
Minority interest is that part of the net results and of the net assets of a subsidiary, including the fair value adjust- 
ments, which is attributable to interests which are not owned, directly or indirectly, by the Company. Minority 
interest forms a separate component of the Group’s equity. 

When the Group purchases a minority interest, the difference between its carrying amount and the amount paid to 
acquire it is recorded as goodwill. Gains or losses on disposal of a minority interest, determined as the difference 
between its carrying amount and proceeds received or receivable, are recorded in the statement of income. 



2.5. Fomlgn currency translation and tranaactions 
(a) Functional and presentation currency 
Functûm81 cumncy, The functional currency of each of the Group's consolidated entities is the currency of the 
primary economic environment in which the entity operates. The functional currencies of the Group's entities are 
the national currency of the Russian Federation, Russian Rouble ("RR") and the national currency of Ukraine, 
Ukrainian Hrynvia ("UAH"). The Group's presentation currency is the US Dollar ("USD"), which management 
believes is the most useful currency to adopt for users of these consolidated financial statements. 

Tranalatlon î b m  Iùncüonal to presentedlon ounwcy. The results and financial position of each Group entity 
(none of which have a functional currency that is the currency of a hyperinflationary economy) are translated into 
the presentation currency as follows: 
(i) assets and liabilities for each balance sheet presented are translated at the closing rate at the date of that 

balance sheet; 
(ii) income and expenses for each income statement are translated at average exchange rates (unless this aver- 

age is not a reasonable approximation of the cumulative effect of the rates prevailing on the transaction dates, 
in which case income and expenses are translated at the dates of the transactions); and 

tion reserve. 
(iii) al1 resulting exchange differences are recognised as a separate component of equity as a cumulati transla- 

Goodwill and fair value adjustments arising on the acquisition of a foreign entity are treated as assets and liabili- 
ties of the foreign entity and translated at the closing rate.When a subsidiary is disposed of through sale, liquida- 
tion, repayment of share capital or abandonment of all, OT part of, that entity, the exchange differences deferred in 
equity are reclassified to profit or loss. 

rhwwmMm$m- 
Monetary assets and liabiiities denominated in foreign currencies are translated int0 each entity's functional cur- 
rency at the official exchange rate of the Central Bank of Russian Federation ("CBRF") at the respecti balance 
sheet dates. Foreign exchange gains and losses resulting from the settlement of the transactions and from the 
translatin of monetary assets and liabilities int0 a c h  entity's functional currency at period-end official exchange 
rates of the CBRF are recognised in profit or loss. Transiation at period-end rates does not apply to non-monetary 
items, including equity investments. Effects of exchange rate changes on the fair value of equity securities are 
record4 as part of the fair value gain or loss. 

At 31 December 2006, the official rate of exchange, as determined by the Central Bank of the Russian Federation, 
was USD 1 = RR 26.331 1 (31 December 2005: USD 1 = RR 28.7825). Average rate for 12 months 2006 was 
USD 1 = RR 27.1852 (12 months 2005: USD 1 = RR 28.2864). 

At 31 December 2006, the official rate of exchange, as determined by the Central Bank of Ukraine, was 
USD 1 = UAH 5.0500 (31 December 2005: USD 1 = UAH 5.0500). Average rate for 12 months 2006 was 
USD 1 = UAH 5.0500 (12 months 2005: USD 1 = UAH 5.1 160). 



2.6. Segment reporting 
A segment is a distinguishable component of the Group that is engaged either in providing products or services 
(business segment) or in providing products or services within a particular economic environment (geographical 
segment), which is subject to risks and rewards that are different from those of other segments. Segments with a 
majority of its revenue earned from sales to external customers and whose internal and external revenue or result 
or assets are ten percent or more of al1 segments are reported separately. 

2.7. hperty, plant and equipment 
Property, plant and equipment are stated at cost Iess accumulated depreciation and provision for impairment, 
where required. Cost includes expenditure that is directiy attributable to the acquisition or construction of the 
item. 

Costs of minor repairs and maintenance are expensed when incurred. Costs of replacing major parts or compo- 
nents of property, plant and equipment items are capitalised and the replaced parts are retired. Capitalised costs 
are depreciated over the remaining useful life of property, plant and equipment or part’s estimated useful life 
whichever is sooner. 

At each reporting date management assesses whether there is any indication of impairment of property, plant and 
equipment. If any such indication exists, management estimates the recoverable amount, which is determined as 
the higher of an asset’s fair value Iess costs to sell and its value in use. The carrying amount is reduced to the 
recoverable amount end the impairment los is recognised in the income statement. An impairment l o s  recog- 
nised for an asset in prior years is rwersed if there has been a change in the estimates used to detemine the 
asset’s value in use or fair value less costs to sell. 

Gains and losses on disposals determined by comparing the proceeds with the carrying amount are recognised in 
profit OT los.  

Land is not depreciated. Depreciation on other items of property, plant and equipment is calculated using the 
straightline method to allocate their cost to their residual values over their estimated useful liis. The depreciation 
periods, which approximate the estimated useful economic lives of the respectie assets, are as follows: 

Buildings 20-50 years 
~ __ 

Machinery and equipment 5-10 years 
Refrigerating equipment 7-10 years 
Vehicles 5-7 years 
ûther 3-5 years 

The residuai value of an asset is the estimated amount that the Group would currently obtain from the disposal of 
the asset Iess the estimated costs of dispasal, if the asset were aiready of the age and in the conditkm expeetecl 
at the end of its useful life. The residual value of an asset is nil if the Group expects to os8 the asset until the end 
of its physical Me. The assets’ residual values and useful hes are reviewed, and adjusted if appropriate, at each 
balance sheet date. 

- ~ 



2.8. Intenglble n~lbts  

Goodwill represents the excess of the cost of an acquisition over the fair value of the acquirer’s share of the net 
identiabie assets, liabilities and contingent liabilities of the acquired subsidiary at the date of exchange. Goodwill 
on the acquisition of subsidiaries is presented as part of intangible assets in the consalidated balance sheet. 

(a) Gotnlmll 

The Group tests goodwill for impairment at least annually and whenever there are indications that goodwill may be 
impaired. Goodwill is allocated to the cash-generating units, or groups of cash-generating units, that are expect- 
ed to benefit from the synergies of the business combination. Such units or groups of units represent the lowest 
level at which the Group monitors goodwill and are not larger than a segment. Gains or losses on disposal of an 
operation within a cash generating unit to which goodwill has been allocated inciude the carrying amount of 
goodwill associated with the operation disposed of, generally measured on the basis of the relative values of the 
operation disposed of and the portion of the cash-generating unit which is retained. 

Lease rights represent rights for favourable operating leases. Lease rights acquired in a business combination are 
recognised initially at fair value and acquired separately are recognised initially at cost. Lease rights are amortised 
using the straight-line method over the lease term of the respective lease contracts - on average over 10 years. 

gmaW7dM-m I 
Brand and private labels acquired in a business combination are recognised initially at fair value. Brand and pri- 
vate labels are amortised using the straight-line mcvthod over their useful Uves: 

Umìul Ih 
_ _ _  

Brand ~ y e o ~  
Pr i i te labels 5-8 years 

#J-- 
Franchise agreements represent rights to receive royalties. Franchise agreements acquired in a business combi- 
nation are recognised initially at fair value. Franchise agreements are amortised using straight-line method over 
their useful Iives that are, on average, 10 years. 

i@) - asmt6 
Expenditurw UII UGqriired patents, trademarks and licences is capitalised and amortised using the straight-line 
method over their useful lives that are, on average, 1 O years. 

8sSetS 

mere an inaicaurn OT impairment exists, the recomrable amount of any intangible asset, including goodwill, is 
8688588d and, Wen impaired, the asset is written down immediately to its recoverable amount. ooodwill and 
intangible assets not yet avaiiable for use are tested for impairment at least annually and whenever impairment 
indicators exist. 



2.9. Operating leases 
Leases of assets under which al1 the risks and benefits of ownership are effectively retained by the lessor are clas- 
sified as operating leases. Payments made under operating leases are charged to the income statement on a 
straight-line basis over the period of the lease. 

Assets leased out under operating leases are included in property, plant and equipment in the balance sheet. 
They are depreciated over their expected useful hes on a basis consistent with similar fixed assets. Rental 
income is recognised in the income statement on a straight-line basis over the lease term. 

2.1 O. Finance lease llabillües 
where the Group is a lessee in a lease, which transfers substantially al1 the risks and rewards incidental to owner- 
ship to the Group, the leased assets are capitalised in property, plant and equipment at the commencement of 
the lease at the lower of the fair value of the leased asset and the present value of the minimum lease payments. 
Each lease payment is allocated between the liability and finance charges so as to achieve a constant rate on the 
finance balance outstanding. The corresponding rental obligations, net of future finance charges, are included in 
borrowings. The interest cost is charged to the income statement over the lease period using the effective 
interest method. The assets acquired under finance leases are depreciated over their useful life or the lease term, 
if shorter and if the Group is not reasonably certain that it wil1 obtain ownership by the end of the lease. 

2.1 1. Trade recelvables 
Trade receivables are initially recognised at their fair values and are subsequently carried at amortised cost using 
the effective interest method. A provision for impairment of receivables is established when there is objective evi- 
dence that the Group wil1 not be abie to collect al1 amounts due according to the original terms of the receivables. 
The amount of the provision is the difference between the asset’s carrying amount and the present value of the 
estimated future cash flows, discounted at the original effective interest rate. The amount of the provision is 
recognised in the income statement. 

2.12. Inventorler of goods for resale 
Inventories at warehouses and retail outlets are stated at the lower of cost and net realisable value. Cost compris- 
es direct costs of goods, transportation and handling costs. Cost is determined by the first-in, fint-out (FIFO) 
method. Net realisable value is the estimate of the selling price in the ordinary course of business, less selling 
expenses. 

The Group provides for estimated inventory losses (shrinkage) between physical inventory counts on the basis of 
a percentage of sales. The provision is adjusted at the end of each reporting period to reflect the historica1 trend 
of the actual physical inventory count results. The provision is recorded as a component of cost of goods sold. 

2.13. Financial assets 
The Group classifies its financial assets into the following measurement categories: loans and receivables, held- 
tomaturity and available-for-sale investments. The classification depends on the purpose for which the financial 
assets were acquired. Management determines the classification of its financial assets at initial recognition and 
re-evaluates this designation at every reporting date, if required under IFRS. 

- I  f 

hans and receivables, held-to-maturity and available-for-sale investments are initially recorded at fair value plus 
transaction costs. Fair value at initial recognition is best evidenced by the transaction price. A gain or loss on initial 
recognition is only recorded if there is a difference between fair value and transaction price which can be evi- 



denced by other observable current market transactions in the Same instrument or by a valuation technique 
whose inputs include only data from observable markets. 

Al1 purchases and sales of financial assets that require delivery within the time frame established by regulatin or 
market convention ('regular way" purchases and =les) are recorded at trade date, which is the date that the 
Group commits to deliver a financial asset. Al1 other purchases and sales are recognised on the seîtlement date. 
The change in value between the commitment date and sefflement date is not recognised for assets carried at 
cost or amortised cost; is recognised in profit or loss for trading investments; and is recognised in equity for 
assets classified as available for sale. 

The Group derecognises financial assets when (i) the assets are redeemed or the rights to cash flows from the 
assets have otherwise expired or (ii) the Group has transferred substantially al1 the r isk and rewards of ownenhip 
of the assets or (iii) the Group has neither transferred nor retained substantially al1 r isk and rewards of ownership 
but has not retained control. Control is retained if the counterparty does not have the practica1 ability to sell the 
asset in its entirety to an unrelated third party without needing to impose additional restrictions on the sale. 

Loens anú receivables 
Loans and meivables are unquoted non-derivati financial assets with Wed or determinable payments other 
than those that the Group intends to sell in the near term. 

HeM-to-matt~My 
Hetd-to-maturity classification includes quoted non-derivative financiai assets with fixed or determinable pay- 
ments and fixed maturities that the Group has both the intention and ability to hold to maturity. Management 
determines the classification of investment securitles held to maturity at their initiai recognition and reassesses 
the appropriateness of that classification at each balance sheet date. 

Held-to-maturity investments are carried at amortised costs using the effective interest method, net of a provision 
for incurred impairment losses. 

AH other financial assets are included in the available-for-sale category. 

AwBffwedpradi 
Available-for-sale investments are carried at fair value. Interest income on available for sale debt securities is cal- 
culated using the effective interest method and recognised in profit or loss. Dividends on available-for-sale equity 
instruments are recognised in profit or loss when the Group's right to receive payment is established. Al1 other 
elements of changes in the fair value are deferred in equity until the investment is derecognised or impaired at 
which time the cumulatie gain or l o s  is removed from equity to profit or loss. 

Impairment losses are recognised in profit or loss when incurred as a result of one or more events ("loss events") 
that occurred after the initial recognition of available-for-sale investments. A significant or prolonged decline in 
the fair value of an equity security below its cost is an indicator that it is impaired. The cumulative impairment l o s  - 
measured as the difference between the acquisition cost and the current fair value, less any impairment loss on 
that asset previously recognised in profit or loss - is removed from equity and recognised in profit or loss. 
Impairment losses on equity instruments are not reversed through profit or loss. If, in a subsequent perioá, the 
fair value of a debt instrument classified as available for sale increases and the increase can be objectiely related 
to an event occurring after the impairment loss was recognised in profit or loss, the impairment loss is reversed 
through the current period's profit or loss. 



2.14. Supplier bonuses 
The Group meives various types of allowances from suppliers in form of slotting fees, volume discounts and 
other forms of payment that effectiely reduce the cost of goods purchased from the supplier or the cost of pro- 
motional actiities conducted by the Group for the benefit of the supplier. 

Bonuses received from suppliers are recorded as a reduction in the price paid for the products and are recog- 
nised in cost of goods sold as the related inventory is sold. 

2.1s. cash 
Cash comprises cash in hand and deposits held on cal1 with banks which are carried at amortised cost. 

2.16. Provhions 
Provisions are recognised when the Group has a present legal or constnictive obligation as a result of past events, 
it is probable that an outflow of resources embodying economic benefits wil1 be required to settle the obligation, 
and a reliable estimate of the amount of the obïiation can be made. 

2.17. Value added tax 
Value added tax related to sales is payable to tax authorities on the earliest of (a) collection of the receivables 
from custmers or (b) delivery of the goods or services to customers. Input VAT is generally recoverable against 
sales VAT upon receipt of the VAT inwice. Input VAT on construction in progress can be reclaimed on receipt of 
VAT invoices for the particular stage of work performed or, if the construction in progress project can not be bro- 
ken down int0 stages, on receipt of VAT invoices upon completion of the contracted work. 

The tax authorities permit the settlement of VAT on a net basis. VAT related to sales end purchases which have not 
been settled at the balance sheet date (VAT deferred) is recognised in the balance sheet on a gross basis and dis- 
closed separately as an asset and liability. Where a provision has been made for the impairment of receivables, 
the impairrnent l o s  is recorded for the grosc amount of the debtor, including VAT 

2.18. Employee benefits 
Wages, salaries, bonuses, paid annual leave and sick leave are accrued in the year in which the associated services 
are rendered by the employees of the Group. The Group’s entities contribute to the Russian Federation’s state 
pension and social insurance funds in respect of its employees. These contributions are accrued when incurred. 
The Group’s commitment ends with the payment of these contributions. 

2.1 9. Share-bsd payments 
The Group issues options to certain employees that give the employees the right to choose whether a share- 
based payment transaction is settled in cash or by issuing equity instruments. 

Share-bad payment transactions, or the components of such transaetions, are accounted for as a cash-settled 
share-based payment transaction if, and to the extent that, the e n t i  has incurred a liability to settle in cash or 
other assets, or as an equity-settled share-based payment transaction if, and to the extent that, no such liability 
has been incurred. 

Share-based payment transactions are measured at the fair value of the compound financial instrument at the 
measurement date, taking int0 account the terms and conditions on which the rights to the cash or equity instru- 
ments were granted. The fair value is determined using the Black-Scholes pricing model. The expected life used 
in the model has been adjusted, based on management’s best estimate, for the effects of non-transferability, 
exercise restrictions and behavioural considerations. 



A liability equal to the portion of the services received is recognised at the current fair value determined at each 
balance sheet date. The Group records an expense, based on its estimates of the difference between the market 
price and the strike price related to the shares expected to vest, on a straight-line basis over the vesting period. 

At the date of settlement, the Group wil1 remeasure the liability to its fair value. If the Group issues equity instru- 
ments on settlement rather than paying cash, the liability wil1 be transferred directly to equity, as the consideration 
for the equity instruments issued. 

2.20. Borrowings 
Borrowings are initialiy recognised at their fair value, net of transaction costs, and are subsequently stated at 
amortised cost; any difference between the proceeds (net of transaction costs) and the redemption value is 
recognised In the income statement over the pariod of the borrowings Ming the effectiie interest method. 
Borrowings are classifii as current liabiiiiis unless the Group has an unconditional right to defer settlement of 
the liability for at least 12 months after the balance sheet date. 

2.21. T r a  and oaier payables 
Trade and other payables are accrued when the counterparty performed its obligation under the contract and are 
carried at amortised cost using the effective interest method. 

2.22. Share capitai 
Ordinary shares are classified as equity. Extemal costs directly attributable to the issue of new shares are shown 
as a deduction in equity frorn the proceeds. Any exces of the fair value of consideratin received over the par 
wlue of shares issued is recognised as share premium. 

2.23. DMdends 
DMdends are mognised as a liability and deducted from equity at the balance sheet date oniy if they are 
declared before or on the balance sheet date. Dividends are disclosed when they are proposed before the bal- 
ance sheet date or proposed or declared after the tpalance sheet date but before the financial statements are 
authorised for issue. 

2.24. Income taxe8 
Income taxes payable are provided for on the basis of estimates of the tax liability for the year, taking int0 consid- 
eration applicable tax rates and tax exemptions. 

Deferred income tax is provided, using the balance sheet liability method, for temporary differences arising 
between the tax bases of assets and liabilities and aieir carrying values for financial reporting purposes. 
A deferred tax asset is recorded only to the extent that it is probable that taxable profit wil1 be available against 
which the deductible temporary differences can be utilised. In accordance with the initial recognition exemption, 
deferred tax Ihbilities are not recorded for temporary differences on initial recognition of goodwill and s u h -  
quently for goodwill which is not deductible for tax purposes. Deferred tax assets and liabilities are measured at 
tax rates that are expected to apply to the period in which the asset is malised or the l iabiïi is settled, based on 
tax rates which are enacted or substantially enacted at the balance sheet date. The Group provides against tax 
contingencies and the related interest and penaltie$ where management can make a reliable estimate of the 
amount of the addiional taxes that may be due. Provisions are maintained, and updated if necessary, for the peri- 
od over which the respective tax positions remain subject to review by the tax and customs authorities, being 
3 years from the year of filing. Upon expiry of the renriew period, the provisions are released and considered as 
a contingent liability until the accounting documenmtion maintenance period expires, being an additional 2 years 
(i.e. 5 years in totai). 
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Liabilities for such taxes, interest and penalties are calculated based on management’s best estimate of the obli- 
gations, in accordance with the rates set out in the respective laws in effect at the balance sheet date (Notes 29 
and 31). 

2.25. Income and expense recognition 
Income and expenses are recognised on an accrual basis as earned or incurred. Recognition of the principal 
types of income and expenses is as follows: 

. .evenue from the sale of goods through retail outlets is recognised at the point of sale. Revenue from franchisee 
fees is recognised based on contractual agreements over the term of the contracts. The up-front non-refundable 
franchisee fees received by the Group are deferred and recognised over the standard contractual term of 
10 years. Revenue from advertising services is recognised based on contractual agreements. Revenues are 
measured at the fair value of the consideration received or receivable. 

Discounts earned by customers through loyalty cards, are recorded by the Group as a reduction of the sales price 
at the time of the sale. Revenues are recognised net of value added tax; 

ml-ofggodp-  
Cost of goods sold comprises the purchase price of goods sold reduced by the amount of suppliers’ bonuses that 
relate to the goods sold; 

(c) kztawtIncansandmpeme 
Interest income and expense are recognised on an effective yield basis; 

íd) CMpJenses 
Operating expensBS are recognised on an accrual basis as incurred. 

2.26. Earningr per share 
Earnings per share are determined by dividing the profit or loss attributable to equit- holders of the Compan! bY 
the weighted average number of participating shares outstanding during the reporting period. Diluted eamings 
per share are calcuiated by adjusting the earnings and the number of shares for the effects of dilutive options. 

2.27. Treamry shares 
Where any Group company purchases the Company’s equity share capital, the consideration paid, including any 
directiy attributable incremental costs (net of income taxes) is deducted from equity attributable to the 
Company’s equity holders until the shares are cancelled, reissued or disposed of. W r e  such shares are subse- 
quently sold or reissued, any consideration received, net of any directly attributable incremental transaction costs 
and the related income tax effects, is included in equity attributable to the Company’s equity holders. 



~.~CALACCOUNTINO~MATESANDJUDOEMD(TSINAPPLVINO~CCOUN~~WO 
#KIcIEs 
The Group makes estimates and assumptions that affect the reported amounts of assets and liabilities within the 
next financial year. Estimates and judgements are continually evaluated and are based on management's experi- 
ence and other factors, including expectations of future events that are believed to be reasonable under the cir- 
cumstances. Management a h  makes certain judgements, apart from those involving estimations, in the process 
of appîying accounting policies. Judgements that have the most significant effect on the amounts mognised in 
the consolidated financial statements and estimates that can cause a significant adjustment to the carrying 
amount of assets and liabilities within the next financial year include: 

E.fimatud hpahment ofgoodW/. The Group tests goodwlll for impairment at least annually. The recommbie 
amounts of cash-generating units have bwn determined based on the higher of fair value Iess costs to cel1 M an 
value-in-use calculations. These calculatins requim the use of estimates as further detailed in Note 13. 

Rxkg&/8t/on. Russian tax, currency and customs legislation is subject to varying interpretations (Note 31). 

M d e t  I n t e m  mte In reiatedpady transactiona. In the normal course of business the Group enters into 
transactions with related parties. Financial instruments are initially recognised based on their fair values. 
Judgement is applied in determining if transactions are priced at market or non-market interest rates, where there 
is no active market for such transactions. The basis for judgement is the pricing for similar types of transactions 
with unrelated parties and effective interest rate anaiyses (Note 10). 

(k.M /h of pmpody, plant and equipmnt. The Group's management determines the estimated useful 
lives and related depmiation charges for its plant and equipment (Note 12). This estimate is bas4 on projected 
product Ilfecycies and technica1 requirements. Management wil1 increase the depreciation charge whem useful 
lives ace Iess than previously estimated liies, or it wil1 write-off or write-down technically obsolete or non-strategie 
assets that have been abandoned or reclassiñed as held for sale. 

Fdr mlm ofle8se dghts. The Group's management determines the fair value of lease rights meived. The 
assessment of the fair value of lease rights is based on the estimate of the market rates of the lease prepared by 
an independent valuation specialist. 

Aocountlng fwproperty generating incidentai &ase I m m e .  The Group leases out a portion of each store to 
provide auxiliary services to retail customers which are not provided by the Group (Note 25). The purpose of the 
leases is to satisfy the fut1 scope of customers' needs rather than earn rental income. The Group accounts for the 
leased property in accordance with IAS 16 'Property, plant and equipment-. 

Accounting b r  rsnt expenSe. The Group leases retail outlets under terms of fixed and variable lease payments. 
The variabie lease payments depend on revenue earned by the respective retail outlets. The Group classifies vafl- 
able lease payments as contingent rents unless the Group is virtually certain of the expected amount of the future 
lease payments in which case they are classified as minimum lease payments (Note 31). 

Supplksrbonuses. The Group receives various types of allowances from suppliers in the form of slotting fees, 
volume discounts, and other forms of payment. In accounting for supplier bonuses received by the Group, the 
Group determined that these bonuses are a reduction in prices paid for the product and should, therefore, be 
reported as part of the cost of sales. 



imentoryprovisions. The Group provides for estimated inventory shrinkage on the basis of a historical shrink- 
age as a percentage of sales (Note 15). This provision is adjusted at the end of each reporting period to reflect 
the historical trend of the actual physical inventory count results. 

Provision for impaitment of trade end other reoeivables. The Group determines an allowance for doubtful 
accounts receivable at the end of the reporting period (Note 16). In estimating an allowance tor uncollectible 
accounts receivable the Group takes into account the historical collectibility of the outstanding accounts receiv- 
aMe balances supplemented by the judgement of management to exclude the impact of current conditions that 
did not affect past periods and to remove the effects of past conditions that do not exist currentiy. 

C/assMcdon of VAT. Recovery of VAT depends on the registration of certain property, plant and equipment 
(Note 17). 

Fuir vaiue of frencnise agreements. The Group' management determines the fair value of franchise agree- 
ments acquired in business combinations. The assessment of the fair value of franchise agreements is based on 
the income method using discounted royalty payments during the period of the agreements. 

Fair vaiue of h n d  andprivate iabeis. The Group' management determines the fair value of brand and private 
labels acquired in business combinations. The assessment of the fair value of a brand is based on the income 
approach using the relief-from-royalty method. The assessment of fair value of private labels is based on either 
the income method using discounted annual savings for the remaining useful life of the labels or the cost method. 

Waiuaffon of K a N d  optkn. As a result of the business combination with Pyaterochka the Group obtained an 
option to acquire 100% of the shares of Formata Holding BV (a chain of hypermarkets operating under "Karusel" 
brand in Saint Petersburg) at zero cost. The value of the option depends on the operating results of Formata 
Holding BV. Due to the uncertainties involved in estimating certain qualitative and quantitive characteristics of 
the option, and the lack of reliable financial information, the Group has not ascribed any value to the option either 
on acquisition or at the balance sheet date (Note 8). 

4. AOOPTION OF NEW AND RNISU) STANDAROS AND INTERPRETATWWS 
Certain new standards and interpretations became effective for the Group from 1 January 2006. None of the new 
or amended standards or interpretations are relevant to the Group's operations and their adoption has not result- 
ed in any significant changes to the Group's accounting policies. The standards and interpretations that became 
effectie from 1 January 2006 are: 

Amendment to IAS 19, 'Actuarial gains and losses, grwp plans and disclosures", effective for annual periods 

Amendments to IAS 39, 'The fair value option", 'Cash flow hedge accounting of forecast intragroup transac- 
beginning on or after 1 January 2006. 

tions" and 'Financial guarantee contracts" (including related amendment to IFRS 4) effective for annual periods 
beginning on or after 1 January 2006. 

after 1 January 2006. 

periods beginning on or after 1 January 2006. 

6 and to IFRS 1, effective for annual periods beginning on or after 1 January 200s. 

after 1 January 2006. 

Amendment to IAS 21, 'Net investment in a foreign operation", effective for annual periods beginning on or 

Amendments to IFRS 1, "First-time adoption of International Financial Reporting Standards effective for annual 

IFRS 6, "Exploration for and evaluation of mineral resources", including related subsequent amendment to IFRS 

IFRIC 4, 'Determining whether an arrangement contains a lease", effective for annual periods beginning on or 



IFRIC 5, "Rights to interests arising from decommisioning, restoration and environmental rehabilitation funds', 

IFRIC 6, 'Lisbiïiies arising from participating in a specific market - waste electrical and electronic equipment', 
eifective for annual periods beginning on or after 1 January 2006. 

effectrve for annual periods beginning on or after 1 December 2005. 

5. NEWICCOUNTING PROMOUNCEMEMTS 
Certain new standerds and interpmtations have been published that are mandatory for the Group's accounting 
periods beginning on or after 1 January 2007 or later periods and which the entiíy has not eady adopted: 

IFRIC 7, 'Applying the Restatement Approach under IAS 29", effective for annual periods beginning on or after 

0 IFRIC 8, 'Scope of IFRS 2*, eífective for annual periods beginning on or after 1 May 2006. Management does 

IFRIC 9, 'ReasSessment of Embedded Derivativw$"' effective for annual periods beginning on or after 1 June 

1 March 2006. Management does not expect the interpretation to be relevant for the Gmup; 

not expect the interpretation to be relevant for the Grwp; 

2006. Management beiieves that this interpretation should not have a significant impact on the Group's opera- 
tions. 
IFRIC 1 1, 'IFRS 2 - Group and treasury share transactions", effective for annual periods beginning on or after 
1 March 2007. Management believes that this interpretation should not have a significant impact on the 
Group's operaüons. 

1 January 2008. Management believes that this interpretation should not have a significant impact on the 
Group's operatlons. 
IFRS 7, 'Financial instruments: Disclosures", effecuVe for annual periods beginning on or after 1 January 2007. 
and a complementary Amendment to IAS 1 'Presentation of Financial Statements - Capital Disclosures", 
effective foc annual periods beginning on or after 1 January 2007. The Group is currently evaluating the poten- 
tial impact of the IFRS 7 and the amendment to IAS 1 on the financial statement presentation. 
IFRS 8, 'ûperating segments", effecthm for annual periods beginning on or after 1 January 2009. The Gmup is 
currentiy evaluating the potential impact of the IFRS 8 on the financial statement presentation. 
IFRIC 10, 'Interim financial reporting and impairment", effective from 1 November 2006. 
IAS 23 (revised), 'Borrowing costs", effective fot annual periods beginning on or after 1 January 2009. The 

IFRIC 12, 'Service concession arrangements", effective for the annual periods beginning on or after 

Group is currentiy evaluating the potential impact of the IAS 23 (revised) on the financial statement presenta- 
tion. 

IFRS 8, IFRIC 10, IFRIC 11 , IFRIC 12 and IAS 23 (revised) are not yet adopted by the European Union. 

Unless otherwise described above, these new standards and interpretations are not expected to significantly 
affect the Group's consolidated financial statements. 

6. MOMENT REPORTING 
The Gmup has one reportabie business segment @bil trade) and one reportable geographical segment 
(Russia). Management has not presented segment information in a separate note as it believes such information 
has almady been disclosed in Group's consdidated financial statements. 
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Details of the Company’s significant subsidiaries at 31 December 2006 are as follows: 

c6mpury 
Speak Global Ltd. 

O00 Agroaspekt 
O00 Agroavto 
ZA0 Remtransavto 
O00 Pyaterochka 2005 
O00 Set’ Roznichnoy Torgovii 
o00 Telprice 
O00 Alliance Service 
o00 Agrotorg 
ZA0 Agrostar 
ZA0 Ceizer 
O 0 0  Beta Estate 
O00 Pyaterochka Finance 
O00 Elicon 
o00 Ural Retail 
o00 Legion 
Perekrestok Holdings Ltd. 
ZA0 TH Perekriostok 
O00 Perekriostok-2000 
o00 Discount-Invest 
O00 Retailtorg NK 
Rathmine Holdings Ltd 
ZAT Center SPAR Ukraine 
Alpegru Retaii Properties Ltd. 
O 0 0  Sladkaya Zhizn N.N. 
O00 Metronom AG 
000 X5 Finance 

Cyprus 

Russia 
Russia 
Russia 
Russia 
Russia 
Russia 
Russia 
Russia 
Russia 
Russia 
Russia 
Russia 
Russia 
Russia 
Russia 

Gibraltar 
Russia 
Russia 
Russia 
Russia 
Cyprus 
Ukraine 

Cyprus 
Russia 
Russia 
Russia 

Trade mark owner and 
property management 

Retailing 
Logistic operator 

Real estate 
Real estate 
Real estate 
Real estate 
Real estate 

Retailing 
Logistic operator 

Real estate 
Real estate 

Bonds issuer 
Real estate 

Retailing 
Real estate 

Holding Company 
Retaiiing 
Retailing 
Retailing 

Real estate 
Holding Company 

Retaiiing 
Real estate 

Retailing 
Retaiiing 

Bonds issuer 

.- 
100 

100 
100 
100 
100 
100 
100 
100 
100 
100 
100 
100 
100 
100 
100 
100 
100 
100 
100 
100 
100 
100 
100 
100 
100 
100 
100 

- 
100 
100 

1 O0 
100 
1 O0 
100 
100 
100 
100 
- 



il 

8. AWUlSlTION OF SUWDIARIES 
Pyatemchka 
On 18 May 2006, the Group acquired Pyaterochka Holding N.V. The acquisition was structured as follows: 

On 12 April 2006 and on 18 May 2006 the shareholders of Perekrestok Holdings Ltd. acquired 2,467,917 and 
12,068,115 ordinary voting shares of Pyaterochka Holding N.V., respectively, for a cash consideration of 
USD 1,178,ooO. 

9 Pyaterochka Hdding N.V. acquired 100% of the ordinary voting shares of Perekrestok Holdings Ltd. for 
15,813,253 newly issued shares of Pyaterochka Holding N.V. and a cash consideration of USD 300,000. 

On completion of the transaction, shareholders and other related parties of Perekrestok Holdings Ltd. obtained 
control over 56% d Pyaterochka Holding N.V. shares. Accordingly, the transaction is accounted for as a reverse 
acquisition of Pyaterochka Holding N.V. by Perekrestok Holdings Ltd. (Note 2.1). 

The cash consideration paid by Pyaterochka Holding N.V. for the shares of Perekrestok Holdings Ltd. is treated as 
a distribution of Perekrestok Holdings Ltd’s retained eamings to its shareholders. 

Details of assets and liabilitii acquired and the related gpodwill are as follows: 

Cash and cash equivalents 
Inventory of goods for resale 
Trade and other accounts receivable 
Intangible assets (Note 14) 
Property, plant and equipmmt 
Long-term prepaid lease expenses 
üefemd tax asset 
Other assets 
Short-term borrowings 
Trade and other accounts payable 
Provisions for tax contingencies (Note 31 ) 

327 , 504 327,504 
58,750 58,750 
73,514 
1,451 

524,873 

73,514 
438,661 
638,209 

4,589 
1,633 
1,165 

(37,295) 
(257,307) 

- 

- 
1,633 
1,165 

(37,295) 
(252,307) 
(30,000) 

Long-term liability for share-based payments (42,288) (42,288) 
Long-term borrowings (544,034 (557,165) 
Non-current lease payabie (3,714) (3,714) 

__ (911 1 O )  (1 36,989) Deferred tax Iiability 
99,731 479,678 Net assets acquired 

Goodwill (Note 13) 2,446,960 
~ - - 2,926,638 Total acquisition cost 

Net cash inflow arising frorn the acquisitie- - ~ - 327,504 

- _ _  - - _ _ _ -  

~ 

- 
~ 

/ - ~ - ~~ _ _ _ _  



The total acquisition cost is determined based on the pubiished share price of the ordinary voting shares of 
Pyaterochka Holding N.V. on 12 April 2006, the exchange date, and represents the market capitalisation of 
Pyaterochka Holding N.V. on that date. 

The non-cash component of the cost of acquisition of Pyaterochka was excluded from the consolidated state- 
ment of cash flows. 

The allocation of the purchase price was completed by 31 December 2006, however, the goodwill is allocated to 
cash-generating units e x p t e d  to benefit from the business combination on a provisional basis (Note 13). The 
provisional fair values assigned to the acquired net assets reported in the consolidated interim financial state- 
ments for the six months ended 30 June 2006 were USD 99,731. After the compietion of the purchase price allo- 
cation the aggregate fair value of the acquired net assets changed by USD 379,947 and amounted to 
USD 479,678. 

As a result of the business combination with Pyaterochka the Group obtained an option to acquire 100% of the 
shares of Formata Holding BV (a chain of hypermarkets operating under 'Karusel" brand in Saint Petersburg) for 
zero cost. It is exercisable in the period from 1 January 2008 until 1 Juiy 2008 at a price that is calculated based 
on the acquiree's sales, EBITDA and debt. The Group made reasonable efforts to measure the value of the option 
at the reporting date using various valuation techniques. However, management of the Gtoup believes that uncer- 
tainties arising in measuring qualitati and quantitath characteristics of the option and the lack of reliable infor- 
matiin do not allow a reasonable valuation of the option. Therefore, since the value of the option can not be 
measured reliably the Group has not ascribed any value to the option at acquisition or at the balance sheet. 

Pyaterochka goodwill is justified by the folbwing factors i) know how and developed technologies of Pyaterochka 
in retail business that contributed to the fact that it is one of the most profitable retailers in Russia, ii) quallfied 
management team and staff of Pyaterochka, iii) expected cost and revenue synergies from the business combi- 
nation, iv) business concentration v) business contacts acquired together with assets of Pyaterochka. Each of the 
factors contributed to the acquisition cost that results in the mognition of goodwill. However, these intangible 
assets are not separateiy recognized in the balance sheet of the Company because they are &her not separable 
or fiere are no reliable bases for estimating their fair values. 



Merkedo 
In November 2006, the Group acquired 100% of the voting shares of OAO Merkado Group and O00 Metronom 
AG k r  USD 101,061. OAO Merkado Group and O00 Metronom AG operate 17 retail grocery stores in Moscow. 

Details of assets and liabilities acquired and the related goodwill are as follows: 

Cash and cash equivalents 
Inventory of goods for r e d e  
Trade and other accounts receivable 
Intangi ble assets (Note 14) 
Property, plant and equipment 
Otherassets 
Short-term borrowlngs 
Trade and other accounts payable 
Prarisdons for tax contingencies (Note 31 ) 
Long-term borrowings 
Deterred tax l i i i l i ty 
Net assets acquired 
Goodwill (Note 13) 
Totai acquisltion cost 
Net cash outfiow arisini >m the acauisiti 

FlusdsnoMp 
1,488 
6,823 

16,301 
40,976 
29,730 
1,239 

(3,740) 
(1 2,245) 

(99,376) 
454 

I I 8,370) 

1,409 
3,611 
7,261 

34,974 
121,855 

1 
(3,740) 

(15,166) 
( 10,ow 
(99,376) 

__ (30,445) 
10,464 

101,061 

The allocation of the purchase price was completed, however, the goodwill is allocated to cash-generating units 
on provisional basis (Note 13). 

For identification of fair values the Group engaged ZA0 Neo Centre, an independent valuation specialist. In esti- 
mating the fair values for the majority of Pyaterochka and Merkado's property, plant and equipment direct refer- 
ences to observabie prices in an a c t i i  market wem used (market approach). However, where there was no acüve 
market providing reliabie information of prices for certain items of property, plant and equipment, then the d e p -  
ciated repiacement wst approach was applied. Fair values of intangible assets wem determined using the 
replacement cost or discwnted cash flows methads. These valuation techniques were used since there is no reli- 
able information for market transactions. 

Several intangible assets cannot be separateiy recognized in the balance sheet of the Company because they are 
either not separable or there are no reliable bases for estimating their fair values. These intangibie assets con- 
tributed to the recognition of the Merkado goodwill: i) business concentration in Moscow region ii) qualified man- 
agement team of Merkado iii) expected cost synergies from the business combination. 

Under the purchase agreement, the Group has an indemnity for al1 costs in excess of USD 1 ,000 that the Group 
may suffer, including claims in respect of any tax Ilability or indebtedness arising out of any matter that occumd 
prior to the date of completion of the acquisition, 17 November 2006, up to a limit of USD 20,000. Furthermore, if 
the aggregate amount of claims made by the Group to the sellers exceeds USD 20,000 the Group has an option 



to sell back 100% of the voting shares of the Merkado Group to the former sharehdders. The opt in may be exer- 
cised by the Group not later than 31 December 2007. Management estimates that the cost and fair value of the 
option on the date of acquisition and at the par-end are insignificant. 

The acquired business of Pyaterochka contributed revenue of USD 1,291,074 and net pmffi of USD 63,542 from 
the date of acquisition. The acquired business of Merkado contributed revenue of USO 16,599 and net loss of 
USD 3,481 from the date of acquisition. 

If the acquisitions had occurred on 1 January 2006, the Group's results for the year ended 31 December 2006 
would have been substsntialiy as follows: 
- - 

[koslp,-krakpdkig m- Memdo TaaiQniwp 
PmtumWuHlSarngKU ?ldóhuN.ü agaaarS' I2 InQnth - opE#atlww 2w6 

Rewemm 1,495,676 1,973,138 82,652 5,551,488 
(1,057,855) (1,444,298) (59,815) (2,561,968) Cost of goods sold 

-pmfft 437,823 528,840 22,837 989,SCUl 
Omrating expenses (379,986) (402,849) (32,059) (8 14,894) 
Including: 
staff costs ( I 63,780) (224,705) ( 16,529) (405,O 1 4) 
Third party services (96,795) (63,715) (6,046) (166,556) 
Operating lease expenses i 66,668) (59,383) (4,580 1 (1 30,631 ) 
Depreciation and amortisation (33,261) (34,072) (3,596) (70,929) 
Taxes other than income tax (7,878) (5,806) (536) (14,220) 
ûther operating expenses (11,6041 (15,168) (772) (27,544) 

~ -~ 

Gain from disposal of property, 
plant and equipment 2,885 3,171 20 6,076 

0P.ntingProflt 85,706 143,947 (5,185) 224,466 
Finance costs, net (37,082) (32,759) (9,997) (79,838) 
Net foreign exchange gain - -  5,194 __ 9,532 140 14,866 

Lease/suMease and other income 24,984 14,785 4,017 43,786 

R o f i t ~ t r u c  53,818 120,720 (1 5,M2) 109,490 

- (34,708) (1,236) (si699) 
pmtlt tor tha perlod 35,063 86,012 (16,278) 102,797 
Attributabio to: 
Equity holders of the parent 33,063 86,012 (16,278) 102,797 
Minority interest - - - - 
Rpfitforthepmlod 33,063 86,012 (1 6,278) 102,797 

~ .- 

- 
~ 

unaudited information derived from previous management accounts. 



8. DISPOSAL OF SUBSIDIARIES 
During the year ended 31 December 2006 the Group disposed of its subsidiaries ZA0 STD-Holding and 
ZA0 Credo-Estate: 

-"w- cbdo-mate Totai 
WkdW0-d 
Cash 13 13 
Trade end other accounts receivable 45 51 
Property, plant and equipment (Note 12) 1 1 
Deferred tax asset 76 76 

10. RELATED PARTY TRANSACïIONS 
Parties are generalty considered to be related if one party has the ability to control the other party, is under com- 
mon control or can exercise significant influence over the other party in making financial or operational decisions. 
In considering each possible related party reiationship, attention is directed to the substance of the relationship, 
not rnereiy the legal forrn. Related parties may enter into tnnsactions which unrelated parties might not, and 
transactions between related parties may not be effected on the same terms, conditions and amounts as transec- 
tions between unrelated parties. 

The nature of the relationships for those related parties with which the Group entered int0 significant transactions 
or had significant balances outstanding at 31 December 2006 are provided below. 

-arWP 
The following transactions were carried qut with membars af Aifa Gcoup: 

~ 

~ - z0m =, 

CYFHddingS LM. Ultimate parent company 
Management services received 890 81 6 
&úO "Alh-Bank" 
Interest expense on loans received 
Bank charges 

wmpdcom 

Communication services rendered 
by VimpelCom to the Group 
Commission for mobile phone payments 
processing rendered by the Group to VimpelCom 
o d k n  7bhcom 

Under common control 

Under significant influence 
of CTF Holdings Ltd. 

598 
256 

1,604 
41 

487 

489 
Under significant influence 

of CTF Holdings Ltd. 

159 

933 

Communication services received - - 1,645 435 
- 



The consolidated financial statements include the following balances with members of the Alfa Group: 

Cash and cash equhralents 
OAO "Alfa-Bank" 
Short-tenn loans payable 
OAO "Alfa-Bank" 
Recehrabie from related party 
VimpelCom 
Golden Telecom 
Other accounts payable 
VimpelCom 
CTF Holding Ltd. 

31.12.2006 

20,173 

16,400 

1 o9 
252 

nL-' 

5,442 

- 

35 
45 1 

1 

AM&- 
The Group has an open credii line with Aifa-Bank. This credii line has a maximum limit of USD 150,OOO and a 
floating interest rate. At 31 December 2006 the annual interest rate on this credit line was 6,996-732% p.a. 
(31 December 2005: 8.75%). At 31 December 2006 the Group had utilised USD 40,OOO of this credit line 
(31 December 2005: nil) (Note 31) and therefwe had available credii iines of USO 110,OOO. 

Vimpelcom and Golden Telecom are not related parties of the Group under IAS 24, however, management of the 
Group has decided to disclose transactions and balances with these companies due to the significant influence of 
CTF Holdings Ltd. 

ûther relatod parties 
The following transactiof's w&lk C(lrried out with other related parties controlled by management of the Group: 

. "  -m-m 
The fdlowing transactions wem carried out with ZA0 'Novye Roznichnye Technologii": 

Ooeratina lease exmtses 

The consol&iated finamial statements indude the following balances with ZA0 'Novye Roznichnye Techologii": 

31.12- 31.12.2005 

Accounts payable 



o00 "Rusel" end O00 "Rusel W 
The foilowing transactions were carried out with o00 "Rusel" and O00 'Rusel M": 

j1006 

1,549 Outsourcing services provided by the Group 
Rental income received by the Group 481 

The consolidated financial statements include the following balances with 000 'Rusel" and O00 "Rusel M": 

Accounts receivable - - 504 

: 0 0 0 ' ~ 5 ' a n â 0 0 0 w ~ ~  
The following transactions were carried out with o00 "Media 5" and O00 "Media 5M": 

~~ ~ 

The eonsolidated financial statements include the following balances with 600 "Media 5" and 600 "Media 5M": 

$1.122006 31.12.2005 
Accounts recehrabla 

oooruekramlr* 
The following transactions were carried out with O00 "Makromir": 

Construction services Drovided to the GrouD 76 1 

The consolidatecl financial statements include the fo l ldng balances with 000 'Makromir": 

Accounts receivable 642 



ooowmntsladkayammm 
O 0 0  "Firma Sladkaya Zhizn" was one of the significant suppliers of goods for resale for the Group and was affili- 
ated with one of the minority shareholders, who was also a member of the senior management of the Group. with 
effect from the beginning of 2006 this company was excluded from related parties as the indMdual resigned from 
management and is no longer a shareholder. 

The following transactions were carried out with O00 "Firma Sladkaya Zhizn": 

Purchase of goods for resale 

The consolidated financial statements include the following balances with O00 "Firma Sladkaya Zhizn": 

~- 

Accounts receivable 
I. 1g.@a! 

20 
Trade accounts Payable 2,226 

lmeW-- 
As at 31 December 2006 the Group has a long-term loan issued to Donette Investments Limited in the amount of 
USD 5,250 with an interest rate of 10% p.a. (31 December 2005: USO 5,250). The loan was initially recognised at 
fair value and is subsequently carried at amortized cost. As of 31 December 2006 the fair value of the loan 
approximates its carrying amount. The loan matures in 2014. 

Key mmpement personnel oompensa tion 
Key management personnel compensation is disclosed in Note 27. 

~ 

Cash in hand - Roubles 
Cash in hand - Ukrainian Hryvnia 
Bank current account - Roubles 
Bank current account - Ukrainian Hryvnia 
Bank current accounts and deposits - US Dollars 
Cash in transit - Roubles 

6,207 
86 

61,740 
164 

32,075 
67,362 

.fp  lip:^ 

2,557 
115 

6,487 
138 
614 

19,794 
362 

80367 
~~ - _  Cash in transit - Ukrainian Hryvnia 354 

~ 

The bank accounts represent current accounts with an effective interest rate of nil. Cash in transit is cash trans- 
ferred from retail outlets to bank accounts and bank card payments being processed. 



12. PROPEWW, PIAW AND EQUIPMEW 

F)wttdllngs MacMnary riwtrtos* vehnb dlther ctmmuctb T W  
d'- e q w i m  hFmiw= 

cost: 
At 1 January 2005 760,198 47,509 17,740 930 7,676 27,777 261,830 
Additions 5,989 17,537 - 5,936 1,026 1,823 115,592 147,903 
Transfers 
Assets from 
acquisitions 
Disposals 
Disposal of 
subsidiaries 

65,113 

2,902 
(1,276) 

17,367 

838 

(217) 

468 

456 

(213) 

69 2,844 (85,861 ) - 

85 

(53) 

510 

(366) 

5 4,796 

(33) (59) 
Translation movement (7,764) . (2,626)- (806) (55) (453) (1,325) (1 3,029) 
At 31 December 2005 225,162 80,375 23,522 2,002 12,022 50,165 393,248 

~ 

Additions 
Transfers 

69,488 31,306 2,468 1,601 4,566 147,213 256,642 
93,306 11,894 19,750 3,826 41,996 (170,7ï2) - 

Assets fmm 
acquisitions (Note 8) 487,297 
Disposals (13,529) 

41,005 5,951 34,310 
(476) (1,088) (2,003) 

177,113 760,064 
(140) (20,978) 

Disposal of 
subsidiaries (Note 9) (1 39) 
Translation movement 37,143 9,157 3,822 398 3,157 5,499 59,176 
At 31 December 2006 898,867 143,257 90,091 12,690 94,030 209,078 1,448,013 
Aocumulated èapmci.tien: 
At 1 January 2005 (19,788) (17,744) '(7,512) (248) (4,926) - (50,218) 
Chargefor the period (7,103) (10,574) (2,674) (164) (2,546) - (23,061) 
Disposals 21 1 205 7 20 521 - 964 
Disposal of 
su bsidiaries 37 7 44 
Translation movement 1,780 695 335 26 785 - 3,621 
At 31 December 2005 (24,900) (27,381) (9,844) (366) (6,159) - (68,650) 
Charge for the period (21,071) (16,747) (6,029) (1,362) (14,430) - (59,639) 
Disposals 1,453 3,225 302 326 52 5,358 
Disposal of 
subsidiaries (Note 9) - 
Translation movement (4,259) (2,363) (1,298) (128) (5,222) - (13,270) 
At 31 December 2006 (48,777) (43,146) (16,869) (1,530) (25,741) - (136,063) 

120 - - 18 c 138 

Net book value at 
73,222 1 1,160 68,289 209,078 1,311 ,OM) 

Net book mki. at 
91 Dawmhmr2OOI 30,262 i )94 13,678 1,636 5,863 50,165 324,898 
Net bodr miw at 

W , 4 1  O ?9,765 10,228 682 ?,750 27,777 211,612 



Construction in progress predominantly relates to the development of stores through the use of sub-contractors, 

The buildings are mostly located on leased land. Land leases with periodic lease payments are disclosed as part 
of commitments under operating leases (Note 31). Certain land leases are prepaid for the 49 year term. Such 
pmpayments are presented as non-current prepaid leases in the balance sheet and amount to USD 52,022 
(31 December 2005: USD 4,218). 

The Group leases certain assets under finance leases (Note 20). At 31 December 2006 and 31 December 2005 
the net bookvalue of the property, plant and equipment held under finance lease arrangenlents was: * 

Qlors bod< value: 
Vehicles 9,150 

2,699 - 
1 1,849 ..C 

Refrigerating equipment ~- - _ _  ~~ r 

Accumulated depmiation: 
Vehicles 
Refrigerating equipment 

Net book value of property, plant and equipment 
obtained under finance base arrangements 9,409 

Refer to Note 19 for properiy, plant and equipment pledged as collateral for borrowings. 

13. GOûOWllL 
Movements in goodwill arising on the acquisition of subsidiaries are: 

- 
2We 

~ 

Gross book value at 1 January 24,153 
~ 

15,619 
Accumulated impairment losses at 1 January - - 
Cmying amount at 1 January 24,153 15,819 
Acquisition of subsidiaries (Note 8) 2,537,557 9,095 
Impairment loss - 
Translation to presentation currency 61,239 (561) 
Carrying amount at 31 Decemmr 2,822,949 - 14,153 
Gros book value at 31 December 2,622,949 24,153 
Accumulated impairment losses at 31 December 
Curying amount at 31 December 

- - 
~ 

~~ 

24,l S3 
- 

2,822,949 



cmcm mpammr TeSr 
Goodwill is allocated to cash-generating units (CGUs) which represent the lowest level within the Group at which 
the goodwill is monitored by management and which are not larger than a segment as follows: 

Pyaterochka operations* 444 2 , 504,794 2,446,960 57,834 - 
Merkado operations* 17 92,145 90,597 1,548 - 
Operations in Moscow, Russia 3 3,006 - 256 2,750 
Operations in Nizhniy Novgorod, 
Russia 
Operations in Ygroslavl, Russia 

14 
4 

12,807 
5,762 

1,089 11,718 
491 5,271 

Operations in Samara, Russia 1 246 21 225 
Operations in Kiev, Ukraine 4 4,189 - ~~ 4,189 

2,622,949 2,537,557 61,239 24,153 
~ 

- 

Goodwill is allocated on provisional basis (Note 8). 

Goodwill has been tested for impairment at the C W  level by comparing carrying values of CGU assets including 
allocated goodwill to their recoverable amounts. 

FtW@MJdLdVUCk9&JfîWll~UMf&lSpiSariD~LnisrepzulihgperiW 
Assumptions used for value-in-use calculations to which the recoverable amount is most sens i t i  were: 

EBITDA growth rate 1% p.a. 1 % p.a. 
Pre-tax discount rate- - ~ - -  10% p.a. - 14% p.a. 

Based on the results of the calculations and the applied assumptions the Group concluded that no impairment 
charge was required. If the EBITDA actually declined by 17% annually the Group would need to reduce the carry- 
ing amount of goodwill by USD 48. If the pre-tax discount rate increased to 31% p.a. the Group would need to 
reduce the carrying amount of goodwill by USD 100. 

----qpwslj## 
The recoverable amount of Pyaterochka operations was determined as the higher of fair value less cost to sell OT 
value In uw. The fair value Iess cost to sell was defined by reference to an active market, i.e. market capitalization 
of the Group on the London stock exchange at 31 December 2006. Market capitalization of Pyaterochka opera- 
tions was defined as part of the market capitalization of the Group, pro-rated between Pyaterochka operations 
and Perekrestok operations based on EBITDA for the year ended 31 December 2006. The fair value less cost to 
sell significantly exceeded the value in use of Pyaterochka operations and, thus, was taken as the recoverable 
amount for the purpose of the impairment test. The recoverable amount of Pyaterochka operations exceeded its 
carrying amount therefore no impairment was recognised. 



The recoverable amount of Merkado operations was determined as the higher of fair value Iess cost to sell or 
value in use. Hawever due to the relatiiely insignificant value of Merkado assets acquired at the end of the year 
the value in use approach is used in testing the Merkado goodwill for impairment. More particularly, a discounted 
tree cash flow approach, based on cumnt acquisition valuation models, was utilized. 

The Group engaged Neo Centre, an independent valuation specialist, in order to assess the level of impairment of 
goodwill on the Merkado operations. For the period from 2007 until2015 the free cash flows are based on the 
strategic plan as approved by key management. For the subsequent years, the data of the strategic plan are 
extrapoiated based on the consumer price indices as obtained from external resources and based on key per- 
formance indicators inherent to the stmtegic plan. The projections are made in the reporting currency of the 
Group and discounted at the Group weighted average cost of capital, 10% in US dollar nomina1 terms. The 
Group’s management believes that al1 of its estimates are reaconable: they are consistent with the internal report- 
ing and refled management’s best estimates. As the result of the assessment no impairment charge was recog- 
nised. 

Assumptions used for value-in-use calculations to which the recoverable amount is most sensitive were: 

EBITDA growth rate 
Pre-tax discount rate 

2tm 
9% p.a. 

10% p.a. - 
If the EBITDA of Merkado operations actually declined by 7% annually the Group would need to reduce the carry- 
ing amount of goodwill by USD 14,710. If the pre-tax discount rate increased to 14% p.a. the Group would need 
to reduce the carrying amount of goodwill by USD 17,627. 



14. twTAwGIBLE ASSEK 
Intangible assets comprise the following: -- 

BAndrnd hmdiis6 Tata 
Pliilubb-mmma- r\alor)rw *a 

cort: 
At 1 January2005 - - 1,148 - 1,148 
Additions 246 15,864 16,110 
Acquisition of subsidiaries 45 3,131 3,176 

(120) Disposals - - (120) - 
Translation movement - - (39) 143 104 
At 31 December 2005 ~ - - 1,280 19,138 20,418 
Additions - - 341 6,253 6,594 
Acquisition of subsidiaries (Note 8) 323,526 69,866 4,034 76,209 473,635 

(38) Disposals - - (38) - 
Translation movement 71m9 ~ 1,660 241 3,216 12,806 - 
At 31 December 2006 331,215 71,526 5,858 104,816 513,415 
kocumukt4d.mortisaion: 
At 1 January2W5 
Charge tor the period 
Dis posals 
Transiation movement 

(472) 
(365) 

115 
18 

Translation movement (86) (74) (122) ~ (38) (320) _- 
At31 December2006 ~ (10,434) (4,581 1 (2,680) (3,461 1 (21,156) 
Net  book vahie at 
31 Decemkr2006 320,781 W,Q4!j 3,178 101,355 492,259 
wrtbookv8lueat 
31 Deeoinkr2OûS - - 576 18,464 19,040 
Not bodc vdue at - - 676 - 676 



16. INvEwToRtEG OF GOOOS FOR RESALE 
Imrentories as of 31 December 2006 and 31 December 2005 compnse the following: 

#:i.$gaä@$l 

(1,967) (1 S Q )  

13 -- ~- 
81.12.Zobb 

~~ ~ 

Goods held for resale 210,543 70,165 

68,576 
Les: provision for shrinkage 

I ~ _  

208,576 
~~ 

~ ~ ~- 

Refer to Note 19 for goods pledged as collateral for borrowings. 

Inventory shrinkage recognised as cost of goods cold in the consolidated income statement amounted to 
USD 28,906 (2005: USD 11,476). 

1.1- M E  AND OTHER ACCOUNTS RECEIVABU 
~ ~- - -~ 

Trade accounts receivable 
Advances made to trade suppliers 
ûther receivabies 
Deferred expenses and prepayments 
Accounts receivabie for franchise services 

~ ~ 

-- -2am 
38,442 
5 1,985 
29,641 
28,210 

1,287 
Accounts receivable for sales of property, plant and equipment 
keivables from related parties (Note 1 O) 

2,770 
1,622 

4f&@.3l%s 
13,392 
1,313 
4,694 
6,191 

7 
486 

Provision for impairment of trade and other 3ceivables (5 I 732 1 
- 148,225 

(1,555) 
24,528 

_ -  - 
- 

- 



17. VATAMD OTHERTAXES RECOVERABLE 

VAT recoverable 

31.1?2@4!8 

85,771 
88.1.22tWBi 

58,628 
Income tax meivabie 6,161 - 
ûther taxes receivable 3,663 456 

95.595 s9.084 

VAT recoverable mlated to property, plant and equipment of USD 54,202 (31 December 2005: USD 26,493) is 
recorded within cumnt assets because management expects it wil1 be movered within 12 months after the bal- 
ance sheet date. Timing of the VAT mfund depends on the registration of certain property, plant and equipment, 
therefom there am risks that recovering the balance may take longer than twelve months. 

~ 
~ 

Taxes other than income tax 
Provision for tax contingencies (Note 31) 
Accrued salarii and bonuses 
Payables to landlords 
ûther accounts payable and accruals 
Accounts payable for services received 

31.12.- 
21,836 
55,773 
6 1,366 
7,635 

16,675 
7,979 

Accounts payable for property, plant and equipment 20,005 
Advances recehred 9,441 

7,175 
8,000 

14,742 
1,236 
4,764 

The increase in provisions for tax contingencies is attributable to income taxes (Note 29) and Value Added Taxes. 



19. BORROWINCIS 

Short-term 
Current portion of Syndicated loan" USD LIBOR + 2.25% 112,000 
Current portion of Perekrestok's bonds ** 
Alfa- Bank 
UralSib Bank 
UralSib Bank 
Raiffeisenbank overdraft 
S berban k 

RR 
USD 
USD 
USD 

RR 
RR 

8.15% 
6.9%-7.52% 

6.95% 
7.40% 

7.1 9%-7.34% 
11 .OO% 

56,725 
16,400 
12,760 

6,266 
11,431 

- 

51,715 
- 
- 

750 
- 
- 

AKB BIN Bank RR 16.00% 2,279 - 
~ - 152 1 37 RR 

218,013 52,602 
- _ _  Other 

Long-term 

Syndicated loan * 788,016 USD UBOR + 
2.25%/2.50% 

Pyaterochka Finance's bonds - 
1st issue *** 
Pyaterochka Finance's bonds - 
2nd issue *** 
Perekrestok's bonds ** 
Bank Petrocommerce 
Old syndicated loan (USD part) 
Old syndicated loan (Euro part) 
Less: 
Current portion of Syndicated loan* 

RR 

RR 
RR 
RR 

USD 
Euro 

USD 

1 1.45% 

9.30% 
8.15% 

11 .OO% 
LIBOR+3% 

EURUBOR+3 

LIBOR + 2.25% 

60 , 667 

121,590 
56,725 
90,850 

- 

(1 12,000) 

- 
51,715 

70,176 
73,913 

- 

- 
Current portion of Perekrestok's bonds ** RR 8.15% (56,725) (51,715) 

949,123 144,089 
1,167,136 196,691 Tetal bormwings 

In May 2006 the Company rak4  USO 800,OOO from a consortium of bank. The loan is divideá into two 
tranches as follows: 

USD 450,000 for three years bearing interest at LIBOR plus 2.25%, repayable as follows: USD 112,000 
on each of the 18th, 24th and 30th month of the loan and a final payment of USD 1 14,000 on maturity, 
i.e. in May 2009. of the USD 450,000, USD 300,000 was paid to Perekrestok Holdings Umited share- 
holders as part of the acquisition of Pyaterochka Holding N.V. (Note 8) and USD 150,000 was utilised to 
refinance existing debt of the Group. 

has a three-year maturity. This portion of the loan is being used to finance the future development of the 
combined Group. The full amount of the second tranche was utilised as at 31 December 2006. 

The syndicated loan at 31 December 2006 is shown net of related transaction costs of USD 11,984 
(31 December 2005: nil), which are amortised over the term of the loan using the effective interest 
method. UBOR rate is repriced every quarter. 

USD 350,000 bearing interest at LIBOR plus 2.5% and increasing to LIBOR plus 3% after one year and 



The Group has pledged as collateral for the syndicated loan 100% of voting shares in its subsidiaries, 
including Speak Giobal Ltd., O00 Agrotorg, O00 Agroaspect, Perekrestok Holdings Ltd., Alpegru Retall 
Properties Ltd., ZA0 TH "Perekriostok", 000 Perekriostok-2000,ZAO Ceizer, ZA0 Remtransavto. 

** In July 2005 the Group issued Russian Rouble denominated bonds in the amount of RR 1,500 million 
(USO 52,217 at the time of issue). The bonds have a maturity of 3 years. Coupon income is payabîe twice 
a par. The interest rate for the first and w o n d  coupon is 8.15% p.a. The interest rates on further coupon 
payments wil1 be determined by management of the Group basecl on current market conditions and these 
interest rates wil1 be announced in July 2007. The bond holders have a right to redeem the bonds in July 
2007, therefore al1 the bonds are classified as a cumnt liability in these consolidated financial statements. 
The bond origination costs amounted to USD 400. They reduced the amount of bonds drawn down and 
are amortised over the estimated life of the bonds. 

*** Pyaterochka Finance's rouble-denominatad bonds, issue 1 and 2, were acquired by the Group in course 
of the acquisition (Note 8). 

The first series of bonds was issued by Pyaterochka Finance in Match 2005. The aggregate nominal 
value of the first issue amounted to RR 1 ,500 million (USD 56,967 as of 31 December 2006). The first 
series of bon& has a maturity of five years and bears interest at a fixed rate of 11.45% per annum. 
Interest is payable every six months. 
The second series of bonds was issued by Pyaterochka Finance in December 2005. The aggregate 
nominal value of the second issue amounted to RR 3,000 million (USO 113,934 as of 31 December 
2006). The m o n d  series of bonds has a maturity of five years and bears interest at a f ied rate of 9.3% 
per annum. Interest is payable every six months. 

Under borrowing agreements with Bank Petrocommerce and Sberbank, the Group has pledged property, 
plant and equipment with a net book value of USD 170,418 (31 December 2005: nil) and goods held for 
resale with a carrying value of USD 30,095 (31 December 2005: nil). 

complismo with covenank. The Group is subject to certain covenants on its borrowings and, at 31 December 
2006, was in compliance with those covenants. Non-compliance with such covenants would have n e g a t i  conse- 
quences for the Group including an increase in the cost of borrowings and, potentiaily, a declaration of default. 

Loans received and repaid after the reporting date are described in Note 32. 

M.acrity of non-current bomnnrings: 

3to5years 
More than 5 vears 

273,107 



20. OBUOATIONS umm FINANCE LEASES 
The Group leases certain remgerating equipment and vehicles under finance lease terms. The agreements expire 
in 2007-2009 and assume a bansfer of merchip for the leased assets to the Group at the end of the lease term. 
The effective borrowing rate on lease agreements as of 31 December 2006 varies from 9.0% to 1 1 .O% per annum 
on USD agreements and from 24.0% to 31 .O% per annum on RR agreements. The fair value of the finance lease 
liability as of 31 December 2006 approximates its carrying amount. 

Lease obligations of the Group as of 31 December 2006 and 31 December 2005 consisted of the following: 

- 

Amounts payable : 
Mñthin one year 3,261 
In the w o n d  to fifth years inclusive 3,879 

7,140 

2,271 
- 2,913 

5,184 
iess: future finance charges 11,956) W A  N/A 

5,184 - 5,184 - Present valw of minimum lease 
wym- ~ 

21. SHARE CAPITAL 
As described in Note 2.1 the equity structure of the Group represents the equity structure of X5 Retail Group N.V. 
As of 1 January 2006 the Company had 38,306,785 ordinary shares issued and fully paid. The nomina1 par value 
of each ordinary share is EUR 1. The Company has only me class of ordinary shares. Because the acquisition 
(Note 8) is accounted for as a reverse acquisition of Pyaterochka Holding N.V. by Perekrestok Holdings Ltd., the 
comparative amount of share capital of USD 30 as at 31 December 2005 reflects the share capital of Perekrestok 
Holdings Ltd. (Note 2.1 ). 

As part of the acquisition (Note 8) in April 2006 the Group issued an additional 15,813,253 ordinary shares. 

During the year 2006 the Group repurchased 902,278 ordinary shares for general corporate purposes, including 
funding the employees’ share option program (ESOP) liabilities and potential acquisitions. As of 31 December 
2006 the Group had 19o,OOO,OOO authorised ordinary shares of which 53,217,760 ordinary shares are outstand- 
ing. As of 31 December 2006 the fair value of outstanding shares amounted to USD 5,534,647. 

No divtdends were paid or declared during the year ended 31 December 2006 or the year ended 31 December 2005 
other than the USD 300,oOO payment to former shareholders of Perekrestok Holdings Ud. as disclosed in Note 8. 



22. EARNINQS PER SHARE 
Basic earnings per share are calculatec by dividing the profit or l o s  attributable to equity holden of the Company 
by aie weighted average number of ordinary shares in issue during the year, excluding treasury shares. 

Eamings per share are calculated as follows: 

.101.12.2w6 31.12.aIQs 
Profit attributable to equity holden of the Parent 
Weighted average number of ordinary shares in issue 

84,212 
39,492,210 

29,132 
15,813,253 

Weiihted average number of ordinary shares for 
the purposes of düuted earnings per share 39,790,482 15,813,253 

23. REVENUQ 
~~ 

Revenue from sale of goods 

2;oas - 
2,791,532 

Revenue from franchise services 7,050 

2605 
1,012,667 
- 

647 
Revenue from other services ~ 4,769 1,471 

2,803,35 1 1 ,Qî4,786 
- 

24. OPERATINQ EXPENSES 

&aff costs (Note 27) 

2006 
302,552 

Third party services 142,201 
Operating lease expenses 107,157 
Depreciation and amortisation (Notes 12,14) 79,098 
Taxes other than income tax 12,069 
Other operating expenses 26,142 

669,219 
~ 

2006 
105,208 
58,366 
40,661 
24,098 
5,178 
8,890 

242.401 

Operating lease expenses include USD 105,799 (2005: USD 39,251) of minimum lease payments and contingent 
rentsof USD 1,358 (2005: USD 1,410). 

Provision for impairment of trade and other receivables amounted to USD 4,073 during the year ended 
31 December 2006 (31 December 2005: USD 1,746). 

I 

I 
1 



2s. OPERATING LEASES 
The Group leases part of its retail space in stores to companies selling supplementary goods and services to cus- 
tomers. The lease arrangements are operating leases, the majonty of which are short-term. The future minimum 
lease payments receivable under non-cancellable operating leases are as follows: 

Not later than 1 year 16,153 6,547 

Later than 1 year and no later than 5 years 6,782 198 
1,952 - Later than 5 years 

24,007 6,745 
- , -  - 

The rental income from operating leases recognised in the income statement amounted to USD 35,268 (2005: 
USD 11,469). There were no contingent rents recognised in the income statement in 2006 (2005: nil). 

- ~~ 
__ 

Interest expense 62,952 
2005 

14,572 
Interest income ~ _ _ _  ~ (177) 

61,520 14.306 

27. STAFF COSTS 
~ 

Wages and salaries 
Social security costs 

- 27,702 ~ ~ ~ ~ - - 
I 

105,208 
. -~ 

Share-based payments expense 
302,552 

w- -w 
Key management personnel and members of the Supervisory Board of the Company receive compensation in the 
form of short-term employee benefits and share-based payments (Note 28). For 2006 key management person- 
nel and members of the Supervisory Board of the Company were entitled to total short-term compensation of 
USD 16,467 (2005: USO 5,652), including bonuses of USD 7,282 (2005: USD 3,648) and share-based payments 
of USD 6,321 (2005: nu). The compensation is made up of an annual remuneration and a performance bonus 
depending on operating results. Reference is made to Note 39 for further details on the directors' compensation. 



The average number of employees of the Group for the years ended 31 December 2006 and 2005 were as fol- 
I W .  

Group, not inciuding Pyaterochka Holding N.V. operations 16,876 
Pyaterochka Holding N.V. operations 16,952 
Total 33,828 

12,689 
- 

12,689 

28. SHARE-BASE0 PAWEN71i)* 
With the acquisition of Pyaterchka Holding N.V., the Group acquired a liability for share-based payments of 
USD 42,288 (Note 8). Pyaterochka Holding N.V. approved this employee stock option program (ESOP) for certain 
of its key employees with options granted on 16 August 2005 and 2 December 2005 on a total of 
6,129,088 GDRs. Terms of the arrangement provided an employee with the choice of whether the transaction wil1 
be settled in cash or by issuing equity instruments. Each option equaled a Global Depository Receipt. Options 
were exercisable at a fixed price equal to EUR 0.25 per GDR (approximately USD 0.30). The vesting period varied 
from 3 to 5 years. 1,436,505 of the totai options were attached with vesting conditions other than length of serv- 
ice, such as: (i) the development of the EBITDA; (ii) the development of costs and expenses and/or (iii) other 
parameters. Options iapsed if they remain unexercised after a period of one year from the date of vesting. 

On 2 November 2006, with the agreement of the stock option holders the SupeMsory Board apprwed the ESOP 
canceliation by which the existing stock options weuld be terminated and the beneficiaries wouíd receive a one- 
off cash payment. As a resuit, the ESOP cancellation liability mquired the compensation of USD 65,568 which 
impliss approximately USD 11 per GDR and relateai awillary expenses of USD 4,422. A liability of USD 69,990 was 
recorded at the year-end and wil1 be payable in the first half of 2007. In total during the year ended 31 December 
2006 the Group mognised expenses related to thie ESOP in the amount of USD 27,702 (2005: nil). The Group 
has no future liabilities under this ESOF! 

in Match 2007 the Group announced a new employee stock option program for its key executives and employees 
(See Note 32). 

Details of the share options outstanding during the year are as follows: 

Outstanding at the acquisition date (Note 8) 6,l 29,088 0.30 
Granted during the year - - 
Cancelled during the year (6,129,088) - 0.30 
Outstanding at the end of the period 

- - - _ _  



29. INCOME TAX 
~ 

Y b o r m i d e d 3 1 ~  
9áo8 2#)5 

Cun-ent income tax charge 63,660 7,075 
__ (27,598) 1,999 üeferred income tax (benefit)/charge 

Income tax charge for the year 36,061 9,074 
-- - 

The theoretica1 and effective tax rates are reconciled as follows: 
- - _  - 

2#6 - ~ -. zoo5 
Profit before taxation 120,274 38,093 
Theoretica1 tax at the effectiie statutory rates* 28,856 9,449 

- - 

Tax effect of items which are not deductible or assessable 
for taxation purposes: 

Effect of income taxable at rates different from standard 
statutory rates 
Inventory shrinkage expenses 
ûther non-deductible expenses 

(1 5,688) 
6,937 
9,691 

(10,87l) 
2,754 
4,257 

Provision for tax contingencies (Note 31) 6,266 - - - 3,485 
__ 

Income tax charae for the war 36,062 9,074 

Profit before taxation on Russian operations is assessed based on the statutory rate of 24%, profit before taxa- 
tion on Ukrainian operations is assessed based on the statutory rate of 25%. 

üeferred income tax 
Diíferences between financial reporting standards and taxation regulations give rise to certain temporary differ- 
ences between the carrying value of certain assets and liabilities and their tax bases. The tax effect of the move- 
ment on these temporary differences is recorded at the rate of 24% for Russian operations and of 25% for 
Ukrainian operations. 



Deferred tax assets and liabilities and the deferred tax charge in the income statement are attributable to the fol- 
lowing items for the year ended 31 December 2006: 

31.12.- -tû oF$anedW~ m t d x  ReWgW&d 31.12.2008 
PrOtiJond mkiokiess mmtlnlirequltytw 

bs6i3omhmm dbposadtrarpJaQloii 
(NQW8) subaldlpties d m m  

l4hW.4 
Tuc offecta of deductible 
tmnporuydlffemncesand 
tax lou canytonnards: 
Tax losses available for 
carry forward 1,269 (1,343) 74 
Property, plant and 
equipment - 3,468 4,090 117 7,675 
Accounts Receivable 3,001 1,245 1,170 359 5,775 
Liability for share based 
expenses - 16,284 - - - 16,284 

6,710 (76) 556 8,650 Other (1,131) 2,591 
Qrou doferred tax asset 3,139 22,245 1 1,970 (76) 1,106 38,384 
Les offsetting with deferred 
tax liabilities ~ (3,139) (5,962) (1 0,3P7’ 76 (396) (19,758) 
Recognlaed doferred 

1,633 - 710 18,626 taxanet - 16,283 
k effects of taxable 
Gmporary dlthrences: 
Property, plant and 
equipment i 14,764) 1,522 (68,718) 
Intangible assets (5,049) 3,831 (1 09,053) 
Qmsa deterred tax Ilabllity (1 9,813) 5,353 (177,771) 
Les offsetting with deferred 
tax assets 3,139 5,962 10,337 

- - 

~ - - -  

(5,131) (1 97,362) 

-3- , _ _  19,758 
Racognl&eddderredtax 
IiaMlity 11,315 (167,434) (76) 

(2,585) (84,545) 
(2,546) (1 12,817) 

(4.7351 í 177.6041 

Temporary differences on unremitted earnings of certain subsidiaries amounted to USD 162,573 (31 December 
2005: USD 1,510) for which the deferred tax liability was not recognised as such amounts are reinvested for the 
foreseeable future. 

Current portion of deferred tax liability amounted to USD 13,420 (31 December 2005: USD 3,800), current portion 
of deferred tax asset amounted to USD 17,467 (31 December 2005: nil) 



üeferred tax assets and liabilities and the deferred tax charge in the income statement are attributable to the fol- 
lowing items for the year ended 31 December 2005: 

Tut effects of deductible 
temporary diffemnces and 
tax ioss carryforwards: 
Tax losses available for carry 
forward 1,471 ( 152) - (50) 1,269 
Accounts Receivable 795 2,600 - (28) (366) 3,001 
Other (140) (1,046) . . - - 55 (1,131) 
Gross deferred tax asse€ 2,126 1,402 - (28) (361 1 3,139 
Less offsetting with deferred 
tax liabilities (2,126) ~ _ _  (1_,402) 28 36 1 (3,139) 
Recognised deferred tax 
asset 
Tut eftec;rr, OT raxame 
temporary diíferences: 

~ - 

- - - - - - - 
Property, plant and 
equipment (1 5,563) 772 705 (14,764) 

Intangible assets (143) (4,173) (783) 
Gross deferred tax liabillty (1 5,706) (3,401) 

- 50 (5,049) 
- 755 (19,813) 

Less offsetting with deferred 
tax assets 2,126 1,402 - (28) ___ (361) 3,139 
Recognised deferred tax 
iiabillty (1 3,580' '1,999) (1,461) (28) 394 '1 6,674) 

3û. FWANCiAL RISKS 
Cndlttldr 
Financial assets, which are potentially subject to credit risk, consist principally of cash and cash equhralents held 
in banks, trade and other receivabies. Due to the nature of its main actiwities (retail saies to individual customers) 
the Group has no significant concentratin of credit risk. Cash is placed in financial institutions which ara conskl- 
ered at the time of deposit to have minimal risk of default. The Group has policies in place to ensure that in case 
of credit sales of products and services to wholesales customers only those with an appropriate credit hi!Hory are 
selected. Although collection of receivables could be influenced by economic factors, management believes that 
there is no significant risk of loss to the Group beyond the provision already recorded. 

Foreign exchange and interest rates rldr 
The Group has a substantial amount of foreign currency denominated long-tem borrowings, and is thus exposed 
to foreign exchange risk (Note 19). The Group uses an interest rate swap with HSBC to hedge the interest rate 
and a foreign exchange collar with ABN Amro Bank to hedge foreign currency risks. As a result, Libor has been 
fixed at 5 per cent p.a. for the lifetime of the Syndicated Ioan (Note 19), and the foreign exchange collar at 32.4 
and 23.85 RUR/USD. Management did not formally designate the interest rate swap and the foreign exchange 
collar as hedging instruments and did not applied hedge accounting. 



Fdr whms 
The fair value of bonds traded on the MICM is daermined based on market quotations and amounted to 
USD 237,221 at 31 December 2006 (31 December 2005: USD 52,193). The carrying value of these bands 
amounted to USD 238,982 at 31 December 2006 (31 December 2005: USD 51,715) (Note 19). 

In assessing the fair value of non-Wed financial instruments the Group uses a variety of methods including esti- 
mated discounted value of future cash flm, and making assumptions that are based on market conditions exist- 
ing at each balance sheet date. 

The carrying amounts of financial assets and liabiiiities with short-term maturity are assumed to approximate their 
fair values. At 31 December 2006 and 31 December 2005, the fair value of long-term borrowings was estimated 
by discounting the future contractual cash flaws at the current market interest rate available to the Group for simi- 
lar financial instruments. This fair value was not materially different from the carrying amount for the borrowings. 

UquM)ty ri8k 
At 31 December 2006 the Group has negative working capital of USD 436,521 (31 December 2005: USD 34,364). 
As described in the Note 19, the whde carrying amount of Perekrestok’s bonds of USD 56,725 is classiñed as a 
c u m t  llabüity but in fact a significant proportion wil1 probably be carried forward to 2008 if the interest rates set 
in July 2007 are mmpetatha. 

Furthermore, at 31 December 2006 the Group had available credit lines with Alfa-Bank (Note 10) of USD 110,OOO 
(31 December 2005: nil). 

Management considers that the available credit lines and expected operating cash flows are sufficient to finance 
the Group’s current operations. 

The Group p4ns to issue 25 billion RUR callable bonds in 3 tranches dUhQ 2007 - early 2008 to refinance the 
Group’s existing debt and fund its store expansion. 

z11.CûMM~ANDWMTlñQENBIES 
c o m m i b n s m s ~ ~ I s s s a s  
At 31 December 2006, the Group operated 353 stores through rented premises (31 December 2005: 73). There 
are two types of fees in respect of operating leases payable by the Group: fixed and variable. For each store fked 
rent payments are defined in the lease contracts and predominantly denominated in USD. The variable part of rent 
payments is predominantly denominated in RR and normally calculated as a percentage of turnover. 

The future minimum lease payments under non-cancellable operating leases of property are as follm (net of VAT): 
~ 

as3 -~ r _ _ ~ ~  
During 1 year 65,199 30,897 
In2tobyears 184.936 101,676 
Themafter ~ ~~~ 116,244 106,914 

~ 366,379 239,487 
- - 

L - 



Capital expenditure commitments 
At 31 December 2006 the Group had contracted for capital expenditure of USD 96,022 (including VAT) 
(31 December 2005: USD 25,483). 

Taxation environment 
Russian tax, currency and customs legislation is subject to varying interpretations, and changes, which can occur 
frequently. Management’s interpretation of such legislation as applied to the transactions and activity of the 
Group may be challenged by the relevant regional and federal authorities. Recent events within the Russian 
Federation suggest that the tax authorities may be taking a more assertiie position in their interpretation of the 
legislation and assessments, and it is possible that transactions and actMties that have not been challenged in 
the past may be challenged. In particular, the Supreme Arbitration Court issued guidance to lower courts on 
reviewing tax cases providing a systematic roadmap for anti-avoidance claims, and it is possible that this wil1 sig- 
nificantly increase the level and frequency of tax authorities scrutiny. As a result, significant additional Mes, 
penalties and interest may be assessed. Fiscal periods remain open to review by the authorities in respect of 
taxes for three calendar years preceding the year of review. Under certain circumstances reviews may cover 
longer periods. 

Russian transfer pricing legislation introduced on 1 January 1999 provides the possibility for tax authorities to 
make transfer pricing adjustments and impose additional tax liabilities in respect of al1 controllable transactions, 
provided that the transaction price differs from the market price by more than 20%. 

Controllable transactions include transactions with interdependent parties, as determined under the Russian Tax 
Code, and ali cross-border transactions (irrespectie of whether períormed between related or unreiated parties), 
transactions where the price applied by a taxpayer differs by more than 20% from the price applied in similar 
transactions by the same taxpayer within a short period of time, and barter transactions. There is no forma1 guid- 
ance as to how these rules should be applied in practice. The arbitration court practice with thls respect is contra- 
dictory. 

Tax liabilities arising from intercompany transactions are determined using actual transaction prices. It is possible 
with the evolution of the interpretation of the transfer pricing rules in the Russian Federation and the changes in 
the approach of the Russian tax authorities, that such transfer prices could potentially be challenged in the future. 
Given the brief nature of the current Russian transfer pricing rules, the impact of any such challenge cannot be 
reliably estimated; however, it may be significant to the financial condition and operations of the entity. 

Russian tax legislation does not provide definitive guidance in many areas. From time to time, the Group adopts 
interpretations of such uncertain areas that reduce the overall tax rate of the Group. As noted above, such tax 
positions may come under heightened scrutiny as a resutt of recent developments in administrative and court 
practices; the impact of any challenge by the tax authorities cannot be reliably estimated; however, it may be sig- 
nificant to the financial condition and operations of the entity. 

Management regularly reviews the Group’s taxation compliance w’th applicable iegislation, laws and decrees and 
current interpretations published by the authorities in the jurisdictions in which the Group has operations. 
Furthermore, management regulariy acsesses the potential financial exposure relating to tax contingencies for 
which the 3 years tax inspection right has expired but which, under certain circumstances, may be challenged by 
regulatory bodies. From time to time potential exposures and contingencies are identified and at any point in time 
a number of open matters may exist. Management has recorded provisions and contingent liabilities of 
USD 55,773 (31 December 2005: USD 8,000) in these consolidated financial statements as their best estimate of 
potential liabilities arising from such tax contingencies. However, the range of potential exposures has not been 



disclosed to avoid prejudicing the Group’s position. Management has taken actie steps to reduce the possibility 
of such risk in the future. 

During the year the Group recorded USD 40,OOO of provisions for tax contingencies arising from business combi- 
nations (Note 8) and recorded additional tax provisions of USD 7,773. 

32. SUBSEOUENT EVENTS 
Announcement of I new Employee stock opüon program 
In March 2007 the Group announced the launch of a new employee stock option program (ESOP) for its key 
executives and employees. Under the terms of the plan, its beneficiaries may be granted options to acquire the 
economic benefit in, or receive the cash value of, a certain number of GDRs. 

The total number of share options is capped at 10,824,000 GDRs. The program wil1 run through to 18 May 2010. 
The options wil1 be granted in four equal tranches, issued over a period of four years (2007 through 2010) with 
immediate vesting for the first grant, an 11 month vesting for the second grant and a one year vesting for the third 
and fwrth grant. The exercise price of the first grant wil1 be USD 18 per GDR (the share price at the date of the 
merger on 18 May 2006), the exercise price of the consequent three option tranches wil1 be equal to the average 
market value of the shares represented in GDRs during 30 days prior to the vesting date of each of these options. 

The total number of participants is not limited and is expected to vary during its lifetime, but it is anticipated to 
cover about one hundred top employees and managers of the Company. 

The approval of the ESOP is within the cornpetence of the General Meeting of Shareholders of the Company. As 
such, the ESOP wil1 only officialy and Iegaly be adopted in case of approval on the General Meeting of 
Shareholders. 

Setüemont of Merkado’s debts 
Metronom AG’S mortgage loans provided by Petrokommen, Sberbank and Binbank which were outstanding in 
total amwnt of USD 104,522 as at 31 December 2006 and bore interest rates of 11 to 16 per cent p.a., were refi- 
nanced with other lenders at the end of January 2007. 

Announcemnt of recondary offering 
In April 2007 the Supervisory Board approved the management proposal to make a secondary public offering of 
the Group’s new ordinary shares during 2007 to dse USD 1 ,000,OOO to finance potential M&A deals and organic 
growth plans. The approval of any secondary offering is within the competence of the General Meeting of 
Shareholders of the Company and as such wil1 only be adopted in case of approval on the General Meeting of 
Shareholders. 

Business combination in Ekaterinburg and Chdyabindc 
In April 2007 the Group restructured its operations in Ekaterinburg and Chelyabinsk (Rucsia) by means of cmation 
of a merger with a local franchisee. As the result, the Group received 51 % of the new company and the owner of 
Pyaterochka franchises received 49%. which the Group agreed to purchase out in 2008 (24%) and in 2009 (25%). 



Company Financial Statements 

COMPANVBALANCE SHEET OF X5 RtTAiL GROUP N.V. 
(expressed in thousands of US Dollars, unless otherwise stated) 

w m m m m m w ~ m ~  Matem __ al.lZ.Zcm!i 
Assea, 

Flxedaswts 
Financial fixed assets 
C u m t  assets 
Amounts due from related parties 
Prepayments 

34 1,935,662 1 13,300 

18,882 
13,084 

O 
O 

Shamholded equtty and liabilitias 
Shareholders' equity 
Paid up and called up share capital 
Share premium account 
ûther reserves 
Unappropriated (loss)/profit of the year 
Currency translation reserve 

Long-term liabilltles 
Tax liability Speak Global Ltd. 
Bank loans 

Short-term llabilltbs 
Amounts due to related parties 
Amounts due to shareholder 

35 

36 

37 

71,196 45,497 
1,1O4,453 59,607 

(1 26) 5,312 
(5,392) (5,760) 
(5,257) 1,062 

1,164,874 105,718 

O 
784,197 
784,197 

5,000 
O 

5,000 

6,568 
O 

2,334 
67 

Accrued ~ expenses 12,567 242 

2,643 
~ ~ ~ ,968,206 ~ - 113,361 

L ~ - 

-~ 
19,135 

- 

_ _- -~ 



COMPANV INCOME STAEMENi' WXS RETAIL GROUP N.V. 
(expressed in thausands of US Dollars, unless otherwise stated) 

-~ 
M6krs 3îm12.Zûûó 31. î2.2005 

Share in result of participations 400 499 
Other incorne end exmnses 38 (5,792) (6,259) 
Result aíter taxation- (5,392) 



NOTES 70 THE COMFANYS ANNUAL ACCOUNTS 

33. NOTES TO THE RNâNCIAL STATEMENTS 
Accounting principles 
The financial statements of the Company have been prepared in accordance with accounting principles generally 
accepted in The Netherlands, in accordance with Part 9 of Book 2 of the Dutch Civil Code. The consolidated 
accounts of companies publicly listed in the European Union must be prepared in accordance with International 
Financial Reporting Standards (IFRS) as issued by the IASB and adopted by the European Commission. 
Consequentiy the consolidated financial statements of the group for the year ending 31 December 2006 have 
been prepared accordingly. 

In accordance with Section 362 paragraph 7, Part 9 of Book 2 of the Dutch Civil Code, the presentation currency 
in the annual report is USD as a resuit of the international bifurcation of the company. As the company exploits 
Russian supermarkets, the functional currency of the company is the Russian Rouble as this is the currency of its 
primary business environment and reflects the economic reality. Reference is made to section 2.5 (a) of the notes 
to the Consolidated Financial Statements with regard to the accounting policy for the translation from functional 
currency to presentation currency. 

Financial fixed assets 
Due to the international structure of the company, the participations in group companies are valued at historica1 
cost. Provisions for impairment are taken int0 account when necessary. 

On 18 May 2006 the entirety of the share capital of Perekrestok Holdings Limited was contributed to the Company 
which is the deemed cost under Dutch GAAP. 

Other assets and liabllities 
Refemnce is made to the accounting principles applied to the assets and liabilities as disclosed in section 2 (sum- 
mary of significant accounting policies) of the notes to the Consolidated Financial Statements. 

Shamhoiders' Equity 
Issued and paid up share capital, which is denominated in Euro, is restated int0 Russian Rouble at the exchange 
rate as of balance date in accordance with section 373 sub 5 of book 2 of the Dutch Civil Code. The difference is 
settled with the currency translation adjustment reserve. 

ûthw Income aná expenses 
Reference is made to the accounting principles as applied to the income and expense recognition in section 2.25 
of the notes to the Consolidated Financial Statements. 



a4. flNANcucF1xEDAss€rs 
- ~ - ~ ~ - - - -  

- -- 31.422006 -_- 3 1 ~ 1 2 . ~ -  

a. Movementai In aio Intorestai in group companies have been as follows: 
Opening balance 1 13,300 56,013 
Acquisitions/informaI capital contribution 1,368,239 55,980 

Closina balance 1.481.539 1 13.300 
ûther movements/foreign exchange differences O 1,307 

A complete list of group companies has been disclosed in the consolidated financial statements. 

b. Mawmenk in tho loans to group entities have been as follows: 
Balance 1 January 2006 (2005) O O 
Received 461,974 O 
Currency exchange rate differences ~ ~ 

~ (7,851) - O 
Balance 3 1 December 2006 (2005) 454,123 O 

~ 

The long-term receivables comprise of loans receivable from Speak Global Ltd, Alpegru Ltd and Grasswell Ltd., 
al1 group related entities. The loans have not been secured, attract 12.5 % interest per annum. The loan to 
Aipegru Ltd and Grasswell Ltd. mature in November 2009, the loan to Speak Global Ltd. matures in March 2010. 

~~ 

113,3tki - TÖM nnancia~ fixeiassets 1,935,662 

shnm ibhers - u n a p p c . c u r r # r a i y  Total 
c r c b t s i l w -  -- 

mwtf-lt 
ûalance as per O1 .O1 2005 52,253 3,762 (3,878) 2,625 2,872 57,634 
Contribution of subsidiary - 55,980 - - - 55,080 
Transfer - - 2,625 (2,625) - - 
Currency translation adj. (6,756) (135) 6 , 565 - (1,810) (2,136) 
Result for the period - - - (5,760) - (5,760) 
Balance as per O1 .01.2006 45,497 59,607 5,312 (5,760) 1,062 105,718 
Contribution of subsidiaty 20,209 1,044,339 1,064,548 
Transfer (5,760) 5,760 - 
Currency translation adj. 5,490 507 322 (631 9) - 
Result for the period 
Balance as mr 31.12.2006 71.196 1,104,453 (126) (5,392) 15,257) 1,164,874 



Movements in the differences between the company and consolidated equity and profit/ioss in the financial year 
are as follows. 

~ -~ - 

=mJf-hww N. 1 2 a l X  31 11zax& 
1,164,874 10571 8 
27,847 25,476 

Equity per Company financial statements 
Revaluation reserve re PPBE only in consolidated financial statements 
Increase in share premium not in consolidated financial statements 
Distribution to sharehdders only in consolidated financial statements 
Historica1 result of group 
DMdends received from subsidiaries 
Resuits from subsidiiries for the year 
Currency exchange differences 

(58,188) 
(59,635) 
180,358 

O 
89,604 
16,052 

(58,188) 
(59,635) 
83,354 
(18) 

97,022 
2,064 

Equity change as an effect of reverse acquisition transaction 
Equity per consolidated financial statements 2,890,037 195,793 

1,529,125 O 
~ 

~ 

The 2005 comparatives for net assets in the amount of USD 195.793 mcognized in the Company's balance sheet 
differ fmm the net assets value of USD 181.986 as presented in the consolidated financials statements of the 
Company as of 31 December 2005 due to the fact that the consolidated financial statements of x5 Retail Group 
N.V. as of 31 December 2006 represent a continuation of the consolidated financial statements of Perekrestok 
Holdings Ud. and thus the comparative information presented in these consolidated financial statements is that of 
Perekrestok Holdings Ltd. 

- 
WnarëMsin- 

Loss according to company annual accounts 
Results from subsidiaries for the year 89,604 97,022 
Profit according to consolidated annual - accounts ~ 84,212 B1,262 

Shmcapitalisruied 
The authorised share capital of the Company amounts to EUR 190,000,000 divided into 190,OOO,OOO shares of 
EUR 1 each. 

Perekrestok Holdings Limited was contributed in 2006 against an issuance of 15,813,253 shares of EUR 1 and a 
payment of share premium in the amount of USD 1,044,338,854. 

As at 31 December 2006, the issued and paid-up share capital amounts to EUR 54,120,038 end consists of 
54,120,038 shares of EUR 1 each (2005: 38,306,785 shares of each EUR 1 ). This has been recalculated into USD 
with an exchange mte of 1 EUR = 1,3185 USD (2005: 1 EUR = 1,1877 USO). 



Movement in the bank loans have been as follows: 
Recew 
Currency rate exchange differences 
Closlno baiance 

800,000 
(15,803) 
784.197 

The bank loens comprise of loens payable to RZB Bank. The loens have been secureâ, attract between 
UBOR+2% and UBOR+3% interest per annum. In this respect referente is made to note 19 of the Consolldated 
Rnancial Statements. Redemption shall take place as follows: 

- 
In the year 2ûûR 
In the year 2008: 

USD 1 12 million 
USD 224 milllon 

In the year 2009: 
Total 

USD 464 million 
USD 800 m i l l h  

S7. AMOUNTS DUE To REîAlEû PARTI- 
The short-term liabilities comprise of a loan payabie to Speak Global Ltd, a subsidiary. The loan has not been 
secured, matured at July 2006 end bears interest of 3% per annum. The group intends to extent the loan granted 
to Speak Global Ltd. This proces has not yet been completed. 

@8. OTHER INCOMEAND EXPENSES 

______._ 

Interest expenses/( income) 
General and administratb expenses 
Currency exchange rate diíferences 
Income tax charge - 

- I 

- @Im- a*- 
9,575 69 
9,662 1,182 

(8,451 1 8 
(4,994) 5,000 

5,792 6.259 



39. WFlEClms 
The Company has a Management Board and a Supervisory Board. The remuneration of al1 board members paid 
through the Company and through interests in group companies is disclosed below. 

The Supervisory Board members received a remuneration of: - 
&eaP&wytigBB Iaa!lu&a@m mm&sndjaqiimi#ns 

H. Defforey 44 O 0.00 Appointed 16 ûctober 2006 
M. Fridman 39 O 0.00 Appointed 18 May 2006 
A. Rogachev 200 O O 
T Franus 
D. A. Gouid 
A. Kosiyanenko 
A. Savin 
D. Noble 
A. Girda 
I. Vidiaev 
N. Robinson 

400 
55 

358 
39 

1 53 
142 
373 
27 

8,854 
O Appointed 18 May 2006 
O Appointed 18 May 2006 
O Appointed 18 May 2006 
O Resigned 2 November 2006 
O Resigned 18 May 2006 

25,819 Resigned 18 May 2006 
O Appointed 18 May 2006 

V. Ashurkov 14 O O Appointed 16 October 2006 
~ - 

1,844 O 34,673 
__ 

The Management Board members received a remuneration of: 

L. Khasis 
V. Podolsky 
A. Gusev 
i? B. Musial 
o. Vysotsky 
A. Li 
W. G. Rieff _ _ ~  - - _  

~- 13.330 - 
~ _- 

~ - - ~- 
1,771 7,282 

There is a difference in the amounts disclosed in the company financial statements and the amounts disclosed in 
the consolidated financial statements which arises due to variations in the Board’s composition and the time peri- 
ods for which the remuneration applies. 

515 3,188 
41 1 2,000 
1 67 1,100 
218 800 
284 97 
148 97 
28 O 

O 
O 
O 
O 

8,869 
4,461 

O 

Appointed 18 May 2006 
Appointed 18 May 2006 
Appointed 18 May 2006 
Appointed 18 May 2006 



40. STAFF NUMBERS AND EMPLOYMENT COSTS 
The Company has no employees and hence incurred no wages, salaries or related social security charges during 
the reporting period, nor during the previous year. 

41. CONTINGENT RIGHTS & UABIUTIES 
Reference is made to the commitments and contingencies as dislosed in note 31 in the consolidated financial 
statements. 

42. RELATED-PARTY TRANSACTlONS 
Reference is made to the related party's transactions as disclosed in note 10 in the consolidated financial 
statements. 

Amsterdam, 15 May 2007 

Managing Directors: 

L. Khasis 

V. Podolskiy 

o. vysotsky 

A. Li 

A. Gusev 

P. B. Musial 

W. G. Rieff 

SupeMsory Directors: 

H. Defforey 

M. Fridman 

A. Rogachev 

A. Kosiyanenko 

A. Savin 

A. Ashurkov 

D. A. Gould 

T Franus 



OTHER INWRMATION 

Auäitor’s report 
The auditor’s report is included on the next page. 

StaMory profit Appropiation 
In Article 28 of the company statutory regulations the following has been stated concerning the appropriation of 
result: 

On proposal of the SupeMsory Board, the General meeting shall determine which part of the profits earned in a 
financial year shall be added to the reserves and the allocation of the remaining profits. 

Proposed appmpriation of pmfit 

8ham!mm-- ’4!m 
Locs for the year added to other msetves - 5,392 

- -. 5,392 
- 

- 

It wil1 be proposed to transfer the loss to the other reserves. 



AUDITOR'S REPORT 

To the General Meeting of Shareholders of X5 Retail Group N.V. 

~ m ~ ~ ~ f ~ &  
We have audited the financial statements of X5 Retaii Group N.V., Amsterdam, for the year ended 
31 December 2006 as set out on pages 49 to 105. The financial statements consist of the consdidated financial 
statements and the company financial statements. The consolidated financial statements comprise the consoli- 
d a i d  balance sheet as at 31 December 2006, the consolidated income statement, the consolidated cash flow 
statement and the consolidated statement of changes in equiîy for the year then ended, and a summary of signifi- 
cant accounting poliiies and other explanatory nates. The company financiai statements comprise the company 
balance sheet as at 31 December 2006, the company income statement for the year then ended and the notes. 

-mmnrs-w 
Management is responsible for the preparation and fair presentation of the financial statements in accordance 
with International Rnancial Reporting Standards as adopted by the European Union and with Part 9 of Book 2 of 
the Netherhnds C i I  Code, and for the preparation of the Executive Board Report in accordance with Part 9 of 
Bodc 2 of the Netherlands CMI Code. This mponsibility includes: designing, implementing and maintaining inter- 
na1 control relevant to the preparation and fair presentation of the financial statements that are f rw from material 
misstatement, whether due to fraud or error; seleCting and applying appropriate accounting pdicies; and making 
accounting estimates that are reasonable in the circumstances. 

Auduar's-w 
Our responsibility is to express an opinion on the financial statements b a d  on our audit. We conducted our audit 
In accordance w&h Dutch law. mis law requims that we comply with ethicai requirements and plan and perfonn 
our audit to obtain reasonable assurance whether the financiai statements are free from material misstatemt. 

An audit imrdves performing procedures to obtain audit evidence about the amounts and disclosures in the finan- 
cial statements. The procedures seiected depend on the auditor's 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 auditor considers intemal control relevant to the entity'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 effectveness of the entity's intemal control. An audit aiso includes evalu- 
ating the appropriateness of accounting policies used and the reasonabieness of accounting estimates made by 
management, as wel1 as evaluating the overall presentation of the financial statements. 

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



0 p i n h ) n ~ r e s i p e C t b O ~ W I k a ~ ~  
In our opinion, the consolidated financial statements give a true and fair view of the financial position of W Retail 
Group N.V. as at 31 December 2006, and of its result and its cash flows for the year then ended in accordance 
with International Financial Reporting Standards as adopted by the European Union and with Part 9 of Book 2 of 
the Netherlands CMI Code. 

qowcrnwighrsa#c i t ( r> Ihsaan i lwnyAb iund i l~~  
In our opinion, the company financial statements give a true and fair view of the financial position of X5 Retail 
Group N.V. as at 31 December 2006, and of its result for the year then ended in accordance with Part 9 of Book 2 
of the Netherlands CMI Code. 

R q p o n ~ a a i c i r ~ a r d ~ f = w - W . w l r  
Pursuant to the legal requirement under 2:393 sub 5 part e of the Netherlands Civil Code, we report, to the extent 
of our competence, that the Executive Board Report is consistent with the financial statements as mquired by 
2:391 sub 4 of the Netherlands CMI Code. 

Amsterdam, 15 May 2007 

PricewaterhouseCoopers Accountants N .V. 

F! C. Dam$ RA 

a 
d 






