OVERVIEW OF GM&T 2005/2004

Kpatkune cseaerHuns o GM&T 2005/2004

2005 2004
Revenue (million £) 593.5 324.1
fonoBowt goxof (MnH. £) ' ‘
Operating profit (million £) 28.0 89
OnepaunoHHaa npubbinb (MH. £) ' ’
Profit for the year (million £) 17.8 8.0
Mpubbinb oT4eTHOrO roaa (MiH. £) ’ :
Total assets (million £) 3325 79.1
Cymma 6anaHca (MaH. £) . .
Net assets (million £) 43.4 57
YucTasa cymma akTuBoB (MH. £) ' 1
Ordinary share capital (million £) 11.0 6.0
YcTaBHOM kanuTan (MH. £) ’
Natural gas sales by GM&T (TWh) 42.9 387

O61bem cobiTa komnaHven GM&T (Mnpa. kBT-y)
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By the river Pur in Western Siberia

Ha peke lMyp B 3anagHon Cnbupu




Gazprom Marketing & Trading experienced a success-
ful year in 2005 with a substantial expansion in
business activity and increase in profitability. The
company added to its staff of experienced professio-
nals, laying the foundation for greater levels of effi-
ciency and growth. The company is well on its way
to achieving its stated mission: to be the leading
energy marketing and trading company in liberalised
markets in Western Europe.

The Company has laid out ambitious plans for 2006.
Its core philosophy —to create for itself substantial
competitive advantages in the delivery of innovative
energy products and services — will serve as the
company’s guidepost throughout the coming year.
Continual improvements in its ability to rapidly iden-
tify marketplace opportunities, and the speed with
which it responds to that intelligence, are the focus
of the 2006 management'’s plans.

The Board of Directors of Gazprom Marketing & Trad-
ing supports the Company’'s efforts to simulta-
neously expand its core business activities in the
wholesale UK gas market while searching for oppor-
tunities for strategic expansion into new segments
of the energy market.

Gazprom Marketing & Trading has reached a critical
juncture in its corporate history. It has progressed
from the start-up phase to that of a mature, growing,
profitable company. Given its internal resources, its
innovative and aggressive approach to its target mar-
kets, and the support of GAZPROM, the Company is
looking forward to a highly successful year in 2006.

Alexander |. Medvedev

FOREWORDS
BctynureAbHOE CAOBO

2005 rog ctan ana Gazprom Marketing & Trading
yCMEeLUHbIM FOAOM, B TeYeHWe KOTOPOro KOMMaHWuu
yAanocb AOCTUYb CYLLECTBEHHOMO pa3BuTuA brsHeca
1 pocTa Npubbinu. MonosHMB CBOM COCTaB OMbITHBIMM
crneuyanncTaMum, KOMNaHuA cosfiana HagexHyto 6asy
ON1A OOCTUXeHnA Gofiee BbICOKOro ypoBHA addek-
TuBHOCTM 1 pocta. GM&T TBEepao AepXWUT Kypc Mo
HanpaBNeHMIO K CBOEWN LeNn: 3aHATb NMO3ULMIO Beay-
LLle MapKETUHIOBOW 1 TOProBoW KOMMNaHWW Ha Nmube-
pPanM3nNpPOBaHHOM 3HEPreTUYeckoM pbiHKe 3anafHoMn
EBponbi.

Ha 2006 ropg komnaHuA CTPOUT 6GOfbLUME MaHbl.
OcHoBHOe HarnpaBneHue paboTbl KOMMaHWW B 3TOM
rogy OyOeT 3ak/oyaTbCA B CO3AaHUM pAda npeumMy-
LLIeCTB B OTHOLLEHWM MOCTaBOK HOBOW MpOAyKLMN 1
YCNYr B CEKTOPE 3HEPreTNYEeCKON NPOMbILLIIEHHOCTH.
PaspaboTaHHbIN  MEHEAXMEHTOM KOMMAHUN  MiaH
neatenbHoctn Ha 2006 roa cdokycupoBaH Ha Mo-
CTOAHHOM YAYYLIEHUN CBOEBPEMEHHOIO U TOYHOrO
onpefeneHnA pbIHOYHbIX BO3MOXHOCTEN, a TakxXe Ha
BblpaboTke ObICTPON peakuuu npu cbope 1 aHanmnse
OaHHbIX.

CoseT OupekTopoB Gazprom Marketing & Trading
NnoAAepXMBaeT KOMMaHnio B paboTe No pacluMpeHnto
ee OCHOBHOW [efloBOM OeATeNbHOCTW Ha BESUKO-
OPVTAHCKOM ra30BOM PbIHKE OMTOBbIX MPOAAX, OAHO-
BPEMEHHO MOMOras B MOUCKE AanbHERLIMX BO3MOX-
HOCTEeN [nA CTpaTern4yeckoro pasBWTUA B HOBbIX
CEeKTOopax aHepreTUYeckoro pbiHka.

Komnanuna Gazprom Marketing & Trading nocturna
nepenoMHOro MOMeHTa B UCTOPUM CBOErO pasBUTUA.
13 HauuHalolle OHa npeBpaTwunacb B 3penyto, no-
CTOAHHO PACTYLLYIO ¥ KPEMHYLLYIO, MPUHOCALLYIO Npu-
Oblb KOMMaHuto. TpuHUMaA BO BHUMAaHWE KMeto-
LIMECA pPecypcbl KOMMaHuKM, ee abCoNOTHO HOBLIN U
peLInTeNbHbIA NOAXOA B AOCTUXEHUM Lienel 1 non-
HYI0 MOAAEPKKY CO CTOPOHBI [a3npoma, MOXHO C yBe-
PEHHOCTbIO cKa3aTb, 4YTo AnAa Gazprom Marketing &
Trading Tekywwmn 2006 rog cTaHeT 4YpesBbl4aiHO
yCMeLwHbIM FOfOM.

AnekcaHap V. Mensenes



Dear Reader!

It is my pleasure to present the 2005 Annual Report
for Gazprom Marketing & Trading.

Our company has had a remarkable year. WWe moved
aggressively on several fronts to establish a top
quality organisation in order to achieve our goal, as
stated in last year's Annual Report, of building a well-
respected UK business. | am pleased to report that
we succeeded in significantly expanding our opera-
tions and we are now a recognised player not only in
the UK, but also in the vital energy markets of Ger-
many, the Netherlands, France and Belgium. Most
importantly, the company had a net operating profit
for the year, which is particularly noteworthy given
the young age of our company. While achieving
these important goals, we also set the stage for
diversification of the company, an essential step in
our plans to grow GM&T into the leading energy mar-
keting and trading company in liberalised markets in
Western Europe.

One of the key ingredients in this progress was the
addition of a number of energy industry veterans as
members of our management team. Our marketing,
risk management and back office operations are now
well established, with strong leadership poised to take
the company into a long term growth mode. Another
factor in our achievements is the continued support of
GAZPROM, the largest and most reliable provider of
natural gas in the world. Our role as a representative of
GAZPROM forms one of the principal competitive
advantages of GM&T, we intend to capitalise on this
resource as we move into the year ahead.
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One cannot review our 2005 results without appre-
ciating the promise that the future holds for our com-
pany. By establishing a strongly profitable base of
trading and marketing operations within the UK, and
by carefully recruiting the best staff the industry has
to offer, Gazprom Marketing & Trading has created
for itself an engine to carry it into more diverse mar-
ket segments. Our vision for GM&T includes a much-
expanded set of operations in the upcoming vyear,
both in terms of products offered and in terms of
geographical areas.

We have moved decisively one year closer to our
goal of establishing a profitable, diversified industry
leader that also takes care of its employees, custo-
mers and the communities in which we operate. Per-
sonally, I am looking forward to the challenges and
rewards as the new year unfolds.

Vitaly V. Vasiliev
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Hoporne yutatenn!

A pan npegnoxute Bawemy BHumaHuto [oposon
oTyeT 2005 komnaHun Gazprom Marketing & Trading.

ITOT rof cTan 3HaMeHaTeslbHbIM A/1A Hallel Komna-
HUM. Mbl 3HEPrMYHO MPOABUIannChb B Pa3nyHbIX Ha-
npaBfieHNAX, 4ToObl CO3[4aTb BbICOKOKAYECTBEHHYIO
CTPYKTYpy, KOTopasa Obl cnocobcTBOBana AOCTUXE-
HUIO HalleWl Lenu, WU3NOXEeHHOW B npeablayLliem
fogoBoM OTHeTE, @ UMEHHO — POPMUPOBAHNE BbICOKO
pecnekTabenbHoON KomnaHun B BenukobputaHum. C
6oNbLINM YAOBONBCTBMEM XO4YY COOOLLMTb, YTO Ham
yAAnoChb 3HAYUTENBHO PACLIMPUTb OEATENBHOCTb, U
Ha cerofiHA Halla KOMMaHuA ABMAETCA MPU3HAHHbIM
YHYaCTHUKOM He TONbKO Ha BENMKOOPUTAHCKOM 3HEp-
reTM4eckoM PbIHKE, HO M Ha BaxkKHbIX pbiHKax [epma-
HuK, Huoepnangos, ®paHumm n benbrum. B ocoben-
HOCTW XOTeNnocb Obl 3aMETUTb, YTO YncTaA NpubbIb
OT OCHOBHOW [EATENbHOCTM KOMMaHWW AocTurna
YPOBHA, KOTOPbIA 3ac/y>XuBaeT BHWMaHWA, Koraa
peyb MAET O TakoWh MOSOAOM KOMMaHWMK Kak Halua.
PaboTtaa Hag JOCTUMXKEHMEM HaLLMX Liefen, Mbl napan-
nenbHO MoAroTaBAMBaeM MouBy AnA aveepcudu-
Kauuy KOMMaHUy — 3TO BaXKHbIV 3Tan B HalLeM MaHe,
npeaycmatpusaollemM passutve GMA&T B Beayllyto
MapKeTUHIOBYIO 1 TOProBylO KOMMaHWIO Ha nvbepa-
NM3MPOBaHHbIX PbiHkax 3anagHo EBponbl.

OOHOM M3 rnaBHbIX COCTaBAAOLMX 4YacTel B 3TOM
npolecce CTano NOMOSIHEHNE HALIero pyKOBOAALLEro
cocTaBa npodgeccroHanamu, obnagarolymMm 60nbLIMM
OMbITOM B 0BNACTU SHEPreTUHYecKOon MNPOMbILLIEH-
HocTW. bnaromapsa ymenomy pPyKOBOACTBY Hall Map-
KETUHI, MEHEOXMEHT pucka 1 hrHaHCOBbIE onepaLmm
B HacToAllee BpemA cTann 6a3ncoM OnA O0Nrocpoy-
HOro pocta koMnaHuu. pyrum hakTopom Haluero yc-
MeLUHOro pasBUTUA ABNAETCA MNOCTOAHHAA NoAaepkka
CO CTOPOHbI KOMMaHuK [a3npom, KpynHenwero B Mnpe
N HaJeXXHOro NMocTaBLUMKa NPUPOAHOro rasa. ABnAAch
npeactasutenem lasnpoma, GM&T umeeTr ogHo 13
MPUVHUMMNANbHBIX KOHKYPEHTHbIX MPenMyLLECTB, Mbl
HamepeHbl BOCMOb30BaTbCA 3TUM PEeCcypcoM U B Oy-
AyLeM rogy.

AHanuavpyAa cBou pesynbraTel 3a 2005 roag, Mbl
yBEPEHbl B TOM, YTO Yy Hallel KOMMaHWWM MHOro-
obeluatollee byayulee. 3aknagpliBad BblCOKOPEHTa-
GenbHbIi DyHOAMEHT [1A TOProBbiX W MapKeTUH-
roBbIX Omnepauuin Ha TeppuTopun BennkobputaHum v
TwaTenbHO noabvpas Nyylwnx cneumuannucToB B 3TON
obnactun, komnanma Gazprom Marketing & Trading
cosfana nnatdopmy ANA 3aBOEBaHWA CaMblX Pa3Ho-
0bpasHbiX CerMeHToB pbiHka. B cnenytowem rogy
Halla dhvpMeHHasA KOHUEenLumA BKIOYAT B cebA WMpo-
KWA CNekTp [OeATeNbHOCTU Kak B  OTHOLIEHUWU
npoaykummn, Tak M B OTHOWEHWUM reorpaduyeckmx
PErnMoHOB.

Mo ncTeyeHUn 3TOro rofga Mbl 3HAYUTENbHO NPUOIN-
3UNNCh K Hallen uenu — cTaTb rMOKUM W yCreLlHbIM
MPOMBILLIEHHBIM NINAEPOM, KOTOPbIA TakxXe Y4uTbl-
BaeT MHTEPEeChl CBOWX COTPYAHMKOB, KIIMEHTOB U KPY-
roB, C KOTOPbIMU OH UMEET Aefo. YTo KacaeTcA MeHA,
TO A paj HOBbIM 33JayaM W pesynsratam, KOTopble
MPUHECET HaMm rpPAAYLLMIA rof.

Butanwi B. Bacunbes
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Typical forest area in Western Siberia
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Gazprom Marketing & Trading Ltd. (GM&T) was estab-
lished in 1999 as GAZPROM's UK marketing arm.
GM&T manages GAZPROM's gas supply and trading
activities in the UK market and is aiming to further
develop its business in France, the Netherlands, Bel-
gium and Ireland in 2006. The Russian company has
been active in Britain for the past five years as a mar-
ket trader and as a partner of the INTERCONNECTOR
pipeline taking North Sea gas from Bacton, England,
to Zeebrugge, Belgium. Since the launch of GM&T,
its goal has been to become one of the top energy
marketing and trading companies within the UK and
Europe, particularly in light of the decline in UK's
North Sea Production and its forecasted increasing
dependence on gas imports.
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The year 2005 saw dramatic changes in the com-
pany's growth and integration into the UK gas market.

GMA&T reported substantial growth in 2005, with turn-
over of 594 million compared to £ 324 million in 2004.
Operating profit came to £ 28.0 million compared with
£8.2 million the previous year. The company traded
gas at NBP, Zeebrugge Hub, TTF and other points in
North West Europe. It gained more than 30 custom-
ers, mainly energy wholesales, large industrials and
power generators compared to 19 in 2004. Gas sales
in 2005 rose to 4.1 bcm compared to 3.5 bcm in 2004.
GMA&T is registered on the Dutch TTF. Furthermore
GM&T applied for and successfully received a French
trading licence. GM&T's net assets increased from
17.1 million in 2004 to 43.4 million in 2005.

With about 50 staff, most of them experienced spe-
cialists in the UK and Western-European gas industry
GM&T has begun to influence the British gas market.
As an example, at a time of widespread unhappiness
about the level of gas prices, GM&T managed to
offer innovative terms to industrial buyers. Taking a
true radical approach, GM&T is prepared to offer
fixed price gas as well as oil, electricity, coal and
weather escalation, in addition to the conventional
NBP escalation. This pricing flexibility has been well
received by customers.

As publicly stated in 2004, the company is planning
to reach a 10% share of the UK gas market by
2010 - equivalent to 13 bem/yr. GAZPROM aims to
supply 10-12 bcm of gas to UK annually by 2010.
GM&T is planning to sell 70 % of the gas wholesale
and 30 % to end customers.

As previously noted, GM&T currently manages a
10% stake in the INTERCONNECTOR UK, giving
GAZPROM a pro-rata share in the pipeline’s
20 bem/yr forward and 8.5 becm/yr reverse flow capa-
city. GAZPROM's share in the IUK reverse capacity
has increased to 2.2 bcm from December 2005, fol-
lowing the second phase of the planned expansion.
GM&T is planning further investments in pipeline and
storage facilities.



GMR&T has access to multiple UK entry points, includ-
ing NBP, Belgium, Dutch BBL (through its 35 % par-
ticipation in German Wingas) and is using all available
market instruments — long term and spot sales, hed-
ging, future and forward sales, swaps, etc.

Providing a direct link between the natural gas reser-
ves in Russia and the energy markets in the UK and
Europe, and taking into account the decline in the
North Sea gas volumes, GM&T is poised to cover the
needs of European customers.

MAJOR PROJECTS

Considering the above-mentioned development and
the knowledge that within the next three years, the
UK will become a net gas importer, GAZPROM is fur-
ther exploiting opportunities in the UK energy market.

Humbly Grove

In August 2005 with a significant assistance from
GM&T a deal was signed between Gazexport, the
export arm of GAZPROM, and Vitol SA to purchase
53 million therms (143 bcm) of capacity in the UK's
newest gas storage facility at Humbly Grove. This

5-year deal gives GAZPROM access to approximate-
ly half of the facility’s total storage capacity. The ca-
pacity will be managed by GM&T to provide its UK
and Northwest-European downstream and whole-
sale customers with more flexible and tailored gas
service products. Together with its increasing INTER-
CONNECTOR capacity position and large upstream
GAZPROM gas reserves, GM&T is now ideally posi-
tioned to supply the UK market with an industry-lead-
ing product offering. Humbly Grove gas storage is
the first step in terms of ensuring long-term supply
to the UK and Northwest European customers.

APX

In September 2005 GM&T joined APX Gas NL and its
Belgian APX Gas ZEE services bringing membership
up to 15 and 8 respectively.

France

In November 2005 GM&T became active at the
French virtual hub PEG Nord. GM&T targets to sell
over 5 bcm next year on a spot basis in the UK, Bel-
gium and the Netherlands. With liquidity still develop-
ing at the French hub, the hub is primarily used for
the optimisation of physical positions rather than for
speculative trading.
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LNG

In August 2005 GM&T executed agreements with
Shell Western LNG BV and BG Group PLC for its first
LNG cargo transaction for delivery to the United
States. The LNG purchased from BG was delivered
to Shell in the beginning of September 2005 at the
Cove Point receiving terminal in Maryland, USA. The
tanker carried the equivalent of 85 million standard
cubic meters of natural gas. Shell marketed the LNG
via Coral Energy Holding, L.P, its trader in the North
American market. Shell owns one third of the capa-
city at the Cove Point regasification plant. This first
LNG cargo delivery into the USA was GAZPROM'’s
first step towards becoming a leading LNG supply,
shipping and marketing company.

In November 2005 an agreement to swap pipeline
gas for LNG was successfully concluded and execu-
ted between GM&T and Gaz de France. Under this
transaction, GAZPROM delivered additional pipeline
gas to Gaz de France in Europe and in return pur-
chased an LNG cargo from Med LNG & Gas, which is

16

a joint company of Gaz de France and Sonatrach. The
LNG cargo was sold to Shell Western LNG for deliv-
ery to the Cove Point import terminal in Maryland,
USA, in early December 2005. The quantity delivered
was approximately equal to 80 million standard cubic
meters of natural gas.

GAZPROM is now focusing on its goal to expand its
LNG marketing and trading activities in preparation
for the first availability of Russian-produced LNG in a
few years time. Several opportunities are being pur-
sued including mid-term structured transactions
involving the swap of pipeline gas in Europe for mul-
tiple LNG cargoes.

The LNG trading activity shall not be necessarily lim-
ited to US destinations but will look at the whole
spectrum of opportunities both in the Atlantic and
Pacific basin in order to maximise the profits of each
transaction.




KomnaHuna Gazprom Marketing & Trading Ltd (GM&T)
Obina yypexgaeHa B 1999 rogy Kak MapKeTMHroBoe
oTBeTBNeHne komnanvum [asnpom KOK. KomnaHua
GM&T ocyllecTBNAET KOMMepYeckme onepauumn no
rnocTaBkaM MPUPOOHOro rasa, NpuHaanexallero Kom-
naHuy fasnpom, 1 Toproere UM Ha pbiHke Benuko-
OpuTaHUK, N CTPEMUTCA K AanbHenllemy pas3BUTUIO
cBoero 6usHeca Bo ®OpaHumn, HupepnaHpax, benb-
ruv n Vipnanaun B 2006 roay. NocnenHne nate net
poccuiickaA KomnaHuA paboTana Ha OpUTaHCKOM
PbIHKE B Ka4ecTBe KOMMepCaHTa U napTHepa Mo aKc-
nnyatauum rasonposoga VHTEPKOHHEKTOP, noc-
TaBnAA ras, gobbiBaembli B CeBepHOM Mope, U3
TepMmuHana BakToH, AHrnuA, B TepMuHan 3eebpiorre,
Benbrua. C Hayana cBoel OeATeNbHOCTU KOMMaHuA
GM&T cTpemunacb CcTaTb OOHOW M3  BeAyLUMUX
MapKeTUHIOBbIX 1 TOProBbIX KOMMaHWN B 3HEpPreTu-
4eCckOoM CeKTope Ha TeppuTopun BennkobputaHum un
B EBpone, yunTbiBanA, B YaCTHOCTU, CHUXEHWNE MPOon3-
BOACTBa ra3a BenvkobputaHuer B8 CeBepHoM Mope 1
€€ NPOorHo3npyemyto PacTyLlyto 3aBMCUMOCTb OT UM-
nopTa rasa.

2005 rom cTtan roAoM 3HauMTENbHbIX MepemMeH B
pPas3BUTUM KOMMaHUM 1 B MHTErpauun Ha 6puTaHCKOM
ra30BOM PbIHKE.

B 2005 rogy no otyetam komnaHuv GM&T Habnio-
[ancA 3Ha4YMTenbHbI NPUPOCT ToBapoobopoTa B
pasmvepe £594 MmnH. no cpaBHeHuto ¢ £324 MnH. B
2004 romy. OnepaunoHHas npubbib AOCTUMMA
£28,0 MAH. no cpaBHeHuto ¢ £8,2 MNH. B npeablay-
wem rogy. KomnaHua npogaBana ra3 Ha HauwoHanb-
HoMm bBanaHcupoBodHom [lyHkTe (NBP), Ha xabe
3eebptorre, B TTF 1 B Opyrux nyHKTax TOProBnu
CeBepo-3anagHon EBponbl. bbino npusneveHo 6o-
nee 30 nokynatenen (ona cp. 19 B 2004 roay), B
OCHOBHOM 3TO OMTOBblE MOKYyMaTenn 3HEepProHocu-
Tenen, KpynHble MNPOMbILINIEHHbIE MPEANPUATUA 1
npou3BoaMTENN 3neKkTposHeprun. lpogaxa rasa B
2005 roay ysenuuunace n gocturna 4,1 mnpa. ky6.m.
no cpaBHeHwo ¢ 3,5 mnpa. ky6.m. B 2004 roay. Kowm-
naHna GM&T sapernctpuposara B Jatckon OpraHu-
3auMmn no nepenave npae cobecTBeHHocTM. Kpome
Toro, komnaHvAa GM&T nopana 3aABfeHWe o npe-
[lOCTaBNEHNV pa3peLleHns Ha 3aHATUE TOProBou
neATenbHoCTbio Bo ®paHumu 1 nonyynna eé. Yuctole

akTuBbl komnaHuy GM&T yBennunnuce ¢ 17,1 MH. B
2004 ropy no 43,4 mnH. B 2005 1.

Nmea 50 coTpyaHWKoOB, GOMBLIMHCTBO M3 KOTOPbIX
OMbITHbIE CMELManMCTbl B 06M1acTV ra3oBoi NMPOMbILL-
neHHocTn Benukobputavum n 3anagHon Esponsbl,
komnaHna GM&T npuobpetaeT BnuAHWE Ha Opu-
TaHCKOM ra3oBoM pbiHke. K npumepy, B To Bpems, Kak
pacnpoCcTpaHAETCA HENOBOJIbCTBO YPOBHEM LEH Ha
ras, koMmnaHma GM&T npeanaraeT NPOMbILIAEHHbIM
rnokynaTenAm WHHoBaTuBHble ycrnoBuA. GM&T cTpe-
MWUTCA pas3BMBaTb HOBblE (OPMbl M METOAbl TOPro-
BV 1 FOTOBA NPEANIOXNTb Kak TBEpAble LieHbl Ha ras,
Tak 1 TOProBble cAeNKN No HedTu, SNEKTPOIHEPrUK,
Yrono v 3MUCCUN B AOMOSHEHWE K TPAAULMOHHbBIM
caenkam Ha HBI. Takoe rnbkoe ueHoobpasoBaHve
6b1710 MO3UTUBHO BOCMPUHATO MNOKYNaTENAMM.

Kak 6bino oTkpbiTo 3aABneHo B 2004 roay, k 2010
rofly KomnaHua nnaHmpyeT goctndb 10 %-n 0onmn Ha
ra3oBOM pbiHKe BenukobputaHum, 4TO COOTBETCT-
ByeT 13 mnpa. ky6.m. B rog. K 2010 rogy lasnpom
HamepeH nocTaBnATb B BenukobputaHuio 10-12
Mrpa. ky6.M. raza B rog v npogasBaTb 70% rasa
onToM, a 30 % KOHeUHbIM NoTPebuTeNAM.

Kak yxe 6bino ckasaHo Bbillle, B HACTOALLEE BPEMA
komnanna GM&T nmeeT 10 %-to0 fgonto B 6puTaHCKOM
rasonposoae VIHTEPKOHHEKTOP (IUK), obecneun-
BaA [a3npom gornen, cootBeTcTByloWen 20 mnpa.
ky6.Mm. npaMoro 1 8,5 mnpa. Ky6.M. 06paTHOro noTo-
ka B rof. B cooTBeTCTBMM CO BTOpbLIM 3TaromM 3ansna-
HUPOBaHHOro pa3BuTKA, ¢ Aekabpa 2005 roga mona
KomnaHuu fa3npom B 060POTHBIX MOLLIHOCTAX KOMMa-
Hum IUK Bo3pocna go 4,9 mnpa. ky6.m. GM&T nna-
HUPYET OOMONHUTENbHbIE NHBECTULMM B ra30MpoBOo,
1N ra3oxpaHunuLLa.

Komnanna GM&T umeeT OCTyn KO MHOMMM BXOLHbIM
nyHkTam BenukobputaHun, BkAoYas HaumoHanbHbIN
BanancupoBouHbin MyHkT (NBP), Benbruto, Dutch
BBL (4epe3 cBoe 35%-e goneBoe yvacTue B He-
MeLkon dupme BuHras) n ncnonb3yeTt Bce AOCTYM-
Hbl€ PbIHOYHbIE UHCTPYMEHTbI — AO/IFOCPOYHbIE COEN-
KN U COENKM 3@ HanM4HbI PacyeT, XeOXuposaHue,
dbloyepchbl, CBOMbI U T.A4.
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Obecneunsana nNpAMoe coobLLeHNe Mex Iy 3anacamm
npupofHoro rasa B Poccun u 3sHepreTnyecknmm
pblHkaMmu B BennkobputaHum n EBpone, 1 npuHuman
BO BHMMaHVe yMeHblueHne obbemoB rasa B Cesep-
Hom mope, komnaHua GM&T rotoBa obecrneumBaTtb
NoTPebHOCTM eBPOMencKnx notpedbuTenei.

OCHOBHBbIE MPOEKTbHI

OnuvpaAcb Ha BbilWEONWCaHHOE W OCO3HaBaA TOT
dakT, 4TO B TeveHue cremylolmx Tpex net Benu-
KOOpUTaHWA CTaHeT HEeTTO-MMMOPTEPOM MPUPOAHOro
rasa, l[a3npom 1 ganee UCMosib3yeT B CBOUX MHTEpe-
cax BO3MOXHOCTW OPWUTAHCKOrO SHEepPreTU4eckoro
PbIHKa.

Xam6nu lpoys

B aBrycte 2005, 6narogapA CyLECTBEHHOMY CO-
nencteuio  co  ctopoHbl GM&T, 6bin  nognucaH
[OrOBOP MeXAy 9KCrnopTHbIM oTaenom [asnpowma,
KkomnaHuen lazakcnopT, u komnaHmen Vitol SA, o
3akynke 53 MH. TepMoB (143 MAH. Ky6.M.) MOLLHOC-
Tel Ha OpPUTaHCKOM HOBEMLEeM rasoxpaHunuile B
Xambnu lpoys. 3Ta coenka, paccuMtaHHaAa Ha 5 ner,
OTKpbIBaeT a3npomy OOCTyn NPUMEPHO K MOSIOBUHE
OBLMX EMKOCTEN XpaHeHuA. ITUMKU  eMKOCTAMMU
oyneT ynpaBnATb komnaHua GM&T, 4To no3BoAUT
npefocTaBnATL ee BPUTAHCKUM 1 CeBepoeBponeiic-
KM OMTOBbIM MOKyNaTeNAM 1 NokynaTenaM B TpaHC-
NMOPTHO-AUCTPUOLIOTEPCKOM CEKTOPE Bonee rmokuin n
COOTBETCTBYIOLLMIA MX 3anpocam CepBuC B 06nactu
rasoBON NPOAyKUMU. Y4nTbiBaA pacTyLUne MOLLHOCTM
razonposoga VIHTEPKOHHEKTOP n 6onbline 3ana-
Cbl ra3a, npuHagnexalive KomnaHun fasnpom, Kom-
naHna GM&T B HacToAllee BpemA MPEeBOCXOOHO
NMOArOTOB/IEHA NMpeAiaraTe BeAyLLyto B 3TOW oTpacnu
npoayKLMo Ha pbiHke BenukobpuTaHun. [azoxpaHu-
nmuie Xambnu [poyB ABnNAeTCA MepBbiIM 3TanoM B
obecrnevyeHnUn [LONrOCPOYHbIX MOCTaBok B Benuko-
Oputanuio n CesepHyto EBpony.
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APX

B ceHTABpe 2005 r. Komnanmna GM&T ob6beanHunach
¢ komnanunamu APX Gas NL un Belgian APX Gas ZEE
services, yBeSIMYMB COCTaB y4acTHWKOB o 15 n 8
COOTBETCTBEHHO.

OpaHuua

B HoAbGpe 2005 r. komnanuAa GM&T akTMBM3UPO-
Banacb Ha dpaHLy3ckoM BupTyanbHoMm xabe PEG
Nord. Llenbto komnanun GM&T ABnAeTcAa crnoToBas
npogaxa cebille 5 Mapa. ky6.m. B BenvkobputaHuio,
Benbruto 1 Hupepnangsl B cnegytowem rogy. MNpn
NpoOo/IKAOLWLEMCA  Pa3BUTUN  JIMKBUAHOCTU  dpaH-
Lly3ckoro xaba, OH B OCHOBHOM MCMOJIb3yeTCA CKopee
0718 ONTUMM3aUMM  HANWYHOMO pbiHKA, 4Y4em AnA
CNeKyNATUBHBIX CAEMOK.

cnr

B aBrycte 2005 r. komnaHuAa GM&T 3akntounna
cornatuerma ¢ komnanuamu Shell Western LNG BV n
BG Group PLC o nepBoli caenke no noctaBke CXu-
XeHHoro npupoaHoro rada B CLUA. CII, kynneHHbIn
y koMmnaHum BG, 6bin noctaBneH komnaxHum Shell B
Havane ceHTAGpA 2005 r. Ha MPUEMHbI TepMUHan
Cove Point B Mapunange, CLLA. Tankep TpaHcrnop-
TVPOBAa rpy3, 9KBUBANEHTHbIN 85 MJIH. CTaHAAPTHbIX
ky6.Mm. npupoaHoro rasa. Komnaxuna Shell npogaeana
CINI" 4yepes ceoero Tpenaepa B CeBepHolt Amepuike,
komnaHuto Coral Energy Holding, L.P. Shell agnaeTca
BnagenblLemM OAHOW TPETM MOLLHOCTW CTaHUMK pera-
3udukaumm Cove Point. MNoctaska CMI" B CLLUA cTtana
nepBbIM LWAaroM B CTaHOBMEHWM KoMmnaHuu [asnpom
Kak Bemdyllel KOMMNaHuM No nocTaBke, TpaHCnopTu-
poske 1 mapkeTuHry CI1I.



B HoABpe 2005 . 66110 yCnewHo NPUHATO 1 oopMm-
NeHo cornawenvie mexay komnaHnamun GM&T n Gaz
de France 06 obmeHe TpybonposoaHoro rasa Ha CI1I.
B pamkax aTor caoenku [asnpom npounssen AomnosHu-
TeNbHYylO MOCTaBKy rasa W3 MaructpanbHbIX Tpy-
6onpoBoaoB komnaHun Gaz de France B EBpony 1 B
obmeH npuobpen CMI y komnanun Med LNG & Gas,
ABNAIOLLENCA COBMECTHbIM npeanpuatnem ¢ Gaz de
France n Sonatrach. B Hadane gekabpa 2005 r. CIMI
Obin npomaH komnaHum Shell Western LNG gna
rnocTaBku Ha npuemHbli TepmuHan Cove Point B
Moapunarvge, CLUA. O6bem nocTaBkM COOTBETCT-
BOBan npumMepHo 80 MIH. CTaHAapPTHbIX Ky6.M. mpu-
POAHOrO rasa.

B HacToAwee Bpema ycunuAa [a3npoma cocpenoTo-
YeHbl Ha pacwmpeHun mapketurra CMI v passutun
KOMMepYecKo AeATeNbHOCTN, HanpaBfieHHON Ha
obecneyeHre nepBoro Aoctyna k gobbitomy B Poc-
cum CIIN yepes Heckonbko neT. Vicnonb3ytoTcA pas-
JINYHbIE BO3MOXHOCTW, B TOM Y/C/E CPeAHECPOYHbIE
caenkn no obmeHy TpybonpoBoAHOro rasa B EBpone
Ha MHorokpaTHble noctasku CIT.

Toprosble onepauun ¢ CIIIT He [OOMKHbI OrpaHu-
4ymBaTbCA TONbKO noctaBkamu B CLUA, byoeT y4uThbl-
BaTbCA BECb CMEKTP BO3MOXHOCTEW B OaccenHax
ATNaHTU4YeCKOro 1 TUXOro okeaHoB ANA JOCTUXEHNA
MaKCUManbHOM NPUOLINN C Kaxkaow COENKN.
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Idyllic landscape of Western Siberia

JNanpwadTHble KpacoTbl 3anaaHon Cnubupun




ANNUAL REPORT AND FINANCIAL STATEMENTS

31 December 2005

The information on pages 20-53 contains the audited
financial statements of GM&T Ltd. The information
on all other pages was not subject to audit.
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DIRECTORS’ REPORT | -

The Directors present their annual report and the
audited financial statements of Gazprom Market-
ing & Trading Limited (GM&T) for the year ended
31 December 2005.

PRINCIPAL ACTIVITY

The Company’s principal activity during the year was
the marketing and trading of gas in the UK and
Northwest Europe.

REVIEW OF THE BUSINESS

GM&T’s ultimate parent, OAO GAZPROM, is the
world’s largest producer and reliable supplier of natural
gas to Europe. OAO GAZPROM's strategy is to be-
come a global energy company which will be achieved
via expansion into new markets and new products. To
execute this strategy OAO GAZPROM's export arm,
00O Gazexport, has relaunched its UK business as
GM&T. GM&T is a supplier, gas trader and market
entry vehicle with customers made up mainly of
energy wholesalers, large industrial users and power
generators. GM&T has established strong relation-
ships with all the major market players and gas buyers
in UK, Belgium, France and The Netherlands.
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FUTURE DEVELOPMENTS

At the beginning of the year, Gazprom Marketing and
Trading concluded a comprehensive strategic plan-
ning process that will enable the Company to realise
its stated vision:

“To be the leading energy marketing and trading
company in liberalised markets in Western Europe”.
Given a number of inherent advantages, such as its
relationship with an asset-rich parent company as
well as its own internal human talent and managerial
resources, it is clear that market leadership is achiev-
able by the Company in the near future.

Over the past two years, the Company has moved
very quickly to put into place a strong foundation of
basic corporate capabilities — back office processes
and procedures, mid-office analytical capabilities, and
a front office that is poised to rapidly expand its trad-
ing operations. This infrastructure is now not only
operational but profitable as well. The corporate plan-
ning process yielded an aggressive agenda to pro-
vide for the rapid leveraging of this newly-created
infrastructure into an expanded geographic footprint
and product and service portfolio in response to
developing market opportunities.

The Company'’s plans emphasise the development of
its overall competitive advantage. The drive to estab-
lish competitive advantage involves the continual
improvement of four principal areas of company ope-
rations:

1. Financial performance

2. Marketing and customer management
3. Organisation and growth

4. Improved business process performance



For each of these areas, the Company has identified
specific improvements, the resources needed to
achieve those improvements, and the respective
benefits to the Company of each area of endeavour.

Additionally, the plan addresses a number of organisa-
tional planning and management improvements that
make more efficient use of its resources, allowing
both faster response times in changing market condi-
tions as well as improvements to the bottom line. The
planning process reinforces the Company's policy of
continually improving the management of a number
of critical operational areas such as risk management,
human resources, and back office functions.

In summary, the Company has developed a compre-
hensive assessment of the steps needed to realise
the Company’s full potential. These steps will lay the
groundwork for achieving an optimal rate of growth
while simultaneously preserving ambitious profit tar-
gets for the foreseeable future. Implementation of
the operational improvements is already underway.

CHARITABLE DONATIONS

The Company donated the sum of £ 122,976 (2004:
nil), for the restoration of the Church of the Advent in
the village of Pervomaisky, Moscow.

DIRECTORS AND THEIR INTERESTS

The Directors during the year were as follows:

H.-J. Gornig

Y. A.Komarov
A. |. Medvedev
A.V. Mikhalev
V. V. Vasiliev

There are no Directors’ interests requiring disclosure
under the Companies Act 1985.

AUDITORS

A resolution for the re-appointment of Deloitte & Tou-
che LLP will be proposed at the forthcoming Annual

General Meeting.

Approved by the Board of Directors

A. V. Mikhalev V. V. Vasiliev
Director Director
8 May 2006 8 May 2006
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The directors are responsible for preparing the
Annual Report and the financial statements. The
directors have elected to prepare financial state-
ments for the company in accordance with Interna-
tional Financial Reporting Standards (IFRS). Company
law requires the directors to prepare such financial
statements in accordance with IFRS, the Companies
Act 1985 and Article 4 of the IAS Regulation.

International Accounting Standard 1 requires that
financial statements present fairly for each financial
year the company's financial position, financial per-
formance and cash flows. This requires the faithful
representation of the effects of transactions, other
events and conditions in accordance with the definiti-
ons and recognition criteria for assets, liabilities,
income and expenses set out in the International
Accounting Standards Board's “Framework for the
Preparation and Presentation of Financial State-
ments”. In virtually all circumstances, a fair presenta-
tion will be achieved by compliance with all applica-
ble International Financial Reporting standards.
Directors are also required to:

e properly select and apply accounting policies;

e present information, including accounting policies,
in @ manner that provides relevant, reliable, compa-
rable and understandable information; and

e provide additional disclosures when compliance
with the specific requirements in IFRSs is insuffi-
cient to enable users to understand the impact of
particular transactions, other events and conditions
on the entity’s financial position and financial per-
formance.
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STATEMENT OF DIRECTORS’ RESONSIILITIES -

After making enquiries, the directors have formed a
judgement, at the time of improving the financial
statements, that there is a reasonable expectation
that the company has adequate resources to con-
tinue in operational existence for the foreseeable
future. For this reason the directors continue to
adopt the going concern basis in preparing the finan-
cial statements.

The Directors are responsible for keeping proper
accounting records which disclose with reasonable
accuracy at any time the financial position of the
company, for safeguarding the assets, for taking rea-
sonable steps for the prevention and detection of
fraud and other irregularities and for the preparation
of a directors’ report which complies with the requi-
rements of the Companies Act 1985.

The directors are responsible for the maintenance
and integrity of the company website. Legislation in
the United Kingdom governing the preparation and
dissemination of financial statements may differ
from legislation in other jurisdictions.




We have audited the financial statements of Gaz-
prom Marketing & Trading Limited for the year ended
31 December 2005 which comprise the income
statement, the balance sheet, the cash flow state-
ment, the statement of recognised income and
expense and the related notes 1 to 22. These finan-
cial statements have been prepared under the
accounting policies set out therein.

This report is made solely to the company’s mem-
bers, as a body, in accordance with section 235 of
the Companies Act 1985. Our audit work has been
undertaken so that we might state to the company’s
members those matters we are required to state to
them in an auditors’ report and for no other purpose.
To the fullest extent permitted by law, we do not
accept or assume responsibility to anyone other than
the company and the company’s members as a body,
for our audit work, for this report, or for the opinions
we have formed.

RESPECTIVE RESPONSIBILITIES OF DIRECTORS AND
AUDITORS

The directors’ responsibilities for preparing the
annual report and the financial statements in accor-
dance with applicable law and International Financial
Reporting Standards (IFRSs) as adopted for use in
the European Union are set out in the statement of
directors’ responsibilities.

Our responsibility is to audit the financial statements
in accordance with relevant United Kingdom legal
and regulatory requirements and International Stand-
ards on Auditing (UK and Ireland).

We report to you our opinion as to whether the finan-
cial statements give a true and fair view in accordance
with the relevant financial reporting framework and
are properly prepared in accordance with the Compa-
nies Act 1985 of the IAS Regulation. We also report to
you if, in our opinion, the directors’ report is not consis-
tent with the financial statements, if the company has
not kept proper accounting records, if we have not
received all the information and explanations we
require for our audit, or if information specified by law
regarding directors’ remuneration and other trans-
actions is not disclosed.

INDEPENDENT AUDITORS’ REPORT

We read other information contained in the directors'
report and consider the implications for our report if
we become aware of any apparent misstatements or
material inconsistencies with the financial statements.

BASIS OF AUDIT OPINION

We conducted our audit in accordance with Interna-
tional Standards on Auditing (UK and Ireland) issued
by the Auditing Practices Board. An audit includes
examination, on a test basis, of evidence relevant to
the amounts and disclosures in the financial state-
ments. It also includes an assessment of the signifi-
cant estimates and judgments made by the directors
in the preparation of the financial statements, and of
whether the accounting policies are appropriate to
the circumstances of the company, consistently
applied and adequately disclosed.

We planned and performed our audit so as to obtain
all the information and explanations which we consi-
dered necessary in order to provide us with sufficient
evidence to give reasonable assurance that the finan-
cial statements are free from material misstatement,
whether caused by fraud or other irregularity or error.
In forming our opinion we also evaluated the overall
adequacy of the presentation of information in the
financial statements.

OPINION

In our opinion:

e the financial statements give a true and fair view,
in accordance with those IFRSs as adopted for use
in the European Union, of the state of the com-
pany's affairs as at 31 December 2005 and of its
profit for the year then ended; and

e the financial statements have been properly pre-
pared in accordance with the Companies Act 1985.

Deloitte & Touche LLP
Chartered Accountants and Registered Auditors

Reading

10 May 2006
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INCOME STATEMEN | -

For the year ended 31 December 2005

CONTINUING OPERATIONS
REVENUE

Cost of sales
Administrative expenses

OPERATING PROFIT

Bank interest received
Finance costs

PROFIT BEFORE TAX
Tax

PROFIT ATTRIBUTABLE TO EQUITY HOLDERS
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Note

Year ended Year ended
2005 2004

£ £
593,543,163 324,130,372
(557,072,701) (313,250,896)
(8,5614,796) (2,719,777)
27,955,666 8,159,699
784,005 366,494
(3,135,141) 3,021,084
25,604,530 11,547,277
(7,841,152) (3,625,161)
17,763,378 8,022,116
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B - ; BALANCE SHEET

As at 31 December 2005

Note 2005 2004
£ £
ASSETS
Non-current assets
Intangible assets 6 220,550 22,589
Property, plant and equipment 7 6,461,144 5,703,671
Derivative financial instruments 14 6,324,606 1,668,690
13,006,300 7,394,950
Current assets
Inventories 9 10,279,013 -
Trade and other receivables 8 156,785,392 44,656,632
Derivative financial instruments 14 145,444,174 24,523,607
Cash and cash equivalents 10 6,999,029 2,572,802
319,507,608 71,753,041
TOTAL ASSETS 332,513,908 79,147,991
LIABILITIES
Current liabilities
Trade and other payables 12 144,896,505 39,078,776
Derivative financial instruments 14 127,571,681 19,117,745
Obligations under hire purchase agreements 158,146 24,540
Current tax liabilities 5,732,979 1,105,207
278,359,311 59,326,268
NET CURRENT ASSETS 41,148,297 12,426,773
Non-current liabilities
Derivative financial instruments 14 6,874,226 960,215
Deferred tax liabilities 11 3,855,561 1,741,065
10,729,787 2,701,280
TOTAL LIABILITIES 289,089,098 62,027,548
NET ASSETS 43,424,810 17,120,443
EQUITY
Ordinary share capital 15 11,000,000 6,000,000
Cashflow hedge reserve 16 - (3,540,989)
Retained earnings 16 32,424,810 14,661,432
TOTAL EQUITY 43,424,810 17,120,443

These financial statements were approved by the Board of Directors and authorised for issue on 8 May 2006.
Signed on behalf of the Board

A. V. Mikhalev V. V. Vasiliev
Director Director
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For the year ended 31 December 2005

Losses on cash flow hedges

Tax on items taken directly to equity

Net income recognised directly in equity

Transfers

Transferred to profit or loss on cash flow hedges
Tax on items transferred from equity

Profit for the year

Total recognised income and expense for the year

Attributable to equity holders of the parent
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STATEMENT OF RECOGNISED INCOME AND EXPENSE

Note Year ended Year ended
2005 2004

£ £

16 - (5,058,556)
B - 1,517,567
- (3,5640,989)

16 5,058,656 =
5 (1,617,567) =
16 17,763,378 8,022,116
21,304,367 4,481,127

21,304,367 4,481,127
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— ] CASH FLOW STATEMENT

For the year ended 31 December 2005

Note 2005 2004
£ £
Operating activities
Operating profit 27,955,666 8,159,699
Depreciation of property, plant and equipment 568,027 81,552
Amortisation of intangibles 20,925 623
Profit on disposal of property, plant and equipment (10,183) -
Operating cash flows before movements in working capital 28,534,435 8,241,874
Increase in stocks (10,279,013) -
Increase in receivables (126,342,933) (23,074,136)
Increase in payables 110,863,913 18,841,262
Cash generated from operations 2,776,402 4,009,000
Interest paid (129,505) (2,472)
Income taxes paid (2,470,473) (1,497,018)
Net cash from operating activities 176,424 2,509,510
Investing activities
Interest received 784,005 366,494
Purchases of property, plant and equipment (1,329,616) (5,687,525)
Proceeds from sale of property, plant and equipment 14,300 -
Purchases of intangible assets (218,886) (22,412)
Net cash used in investing activities (750,197) (5,343,443)
Financing activities
Proceeds on issue of shares 5,000,000 5,000,000
Net cash from financing activities 5,000,000 5,000,000
Net increase in cash and cash equivalents 4,426,227 2,166,067
Cash and cash equivalents at the beginning of the year 2,572,802 406,735
Cash and cash equivalents at the end of the year 10 6,999,029 2,572,802
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Year ended 31 December 2005

GENERAL INFORMATION

Gazprom Marketing & Trading Limited (the “Company”) is a company incorporated in England and Wales under
the Companies Act 1985. The address of the registered office is given on page 1.

STATEMENT OF COMPLIANCE WITH IFRS

The Company’s financial statements have been prepared in accordance with International Financial Reporting
Standards (“IFRS”) and International Financial Reporting Interpretations Committee (“IFRIC”) interpretations
endorsed by the European Union and with those parts of the Companies Act 1985 applicable to companies report-
ing under IFRS.

The principal accounting policies adopted in the preparation of these financial statements are set out below.

1. ACCOUNTING POLICIES

Basis of preparation

The financial statements of the Company are prepared under the historical cost convention except as described
within the summary of the entity’s significant accounting policies as set out below. These policies have been con-
sistently applied.

The preparation of financial information in conformity with IFRS, requires the use of estimates and assumptions
that affect the reported amounts of assets and liabilities at the date of the financial information and the reported
amounts of revenues and expenses during the reporting period. It also requires management to exercise its judge-
ment in the process of applying the Company'’s accounting policies. The areas involving a higher degree of judge-
ment or complexity, or areas where assumptions and estimates are significant to the financial statements are
discussed below. The best estimate of the Directors may differ from the actual result.

Significant accounting judgements and estimates

The key assumptions concerning the future and other key sources of estimation uncertainty at the balance sheet
date, that have a significant risk of causing a material adjustment to the carrying amounts of assets and liabilities
within the next financial year are discussed below:

As described in note 14, the Company uses certain self-developed models to estimate the fair value of INTER-
CONNECTOR capacity, embedded call and written call options. The models require estimates of sensitive inputs
such as implied volatilities which have a significant impact on the resulting valuations.

First-time adoption of IFRS

This is the first year in which the Company has prepared its financial statements under IFRS and the comparatives
have been restated from UK Generally Accepted Accounting Practice (UK GAAP) to comply with IFRS.
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1. ACCOUNTING POLICIES (CONTINUED)

In preparing these financial statements, the Company has started from an opening balance sheet as at 1 January
2004, the Company’s date of transition to IFRS, and made those changes in accounting policies and other restate-
ments required by IFRS 1 for the first time adoption of IFRS. On transition to IFRS, the Company recognised all
assets and liabilities as required by IFRS and derecognised all assets and liabilities not permitted by IFRS. Assets
and liabilities were all measured in accordance with IFRS.

The impact of transition to IFRS on the Company’s shareholders’ equity as at 1 January 2004, and 31 December
2004, and the Company’s income statement for the period ended 31 December 2004 is discussed in note 22.

No exemptions, as allowed by IFRS 1 First Time Adoption have been utilised.

Revenue

Revenue is recognised to the extent that it is probable that the economic benefits will flow to the Company and
the revenue can be reliably measured. Revenue is measured at the fair value of the consideration received or
receivable for the sale of gas in the normal course of business, net of discounts, rebates, VAT and other sales
taxes or duty. Revenue is attributable to the Company’s principal activity.

Intangible assets

Externally acquired intangible assets are recognised at cost less accumulated amortisation and impairment char-
ges. Amortisation is provided on cost in equal annual instalments over the estimated useful lives of the assets.
The amortisation rates are as follows:

Software and software licences 3 years
Property, plant and equipment
Property, plant and equipment is stated at cost less accumulated depreciation and accumulated impairment los-

ses. Such cost includes costs directly attributable to making the asset capable of operating as intended.

Depreciation is provided on all property, plant and equipment, at rates calculated to write off the cost, less esti-
mated residual value, of each asset evenly over its expected useful life as follows:

Long leasehold property 40 years
Leasehold improvements Over the term of the lease
Motor vehicles 4 years
Fixtures, fittings and equipment 3 years

Property, plant and equipment acquired under finance leases is depreciated over the shorter of the useful life of
the asset or the lease term.

The carrying values of property, plant and equipment are reviewed for impairment when events or changes in cir-
cumstances indicate the carrying value may not be recoverable.
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1. ACCOUNTING POLICIES (CONTINUED)

Impairment of tangible and intangible assets

At each balance sheet date, management assesses whether there is any indication that the recoverable value of
the Company'’s assets has declined below their carrying value. When such a decline is identified, the carrying amount
is reduced to the estimated recoverable amount. The amount of the reduction is recorded in the income state-
ment in the period in which the reduction is identified. An impairment loss recognised for an asset in prior years is
reversed if there has been a change in the estimates used to determine the asset’s recoverable amount.

Inventory

Gas held in storage is measured at fair value less costs to sell. The fair value is measured at the spot price of gas
at the reporting date. Movements in the fair value of inventory between reporting dates are recognised directly in
the income statement.

Cash and cash equivalents
Cash comprises cash on hand and demand deposits. Cash equivalents comprise short-term investments which
are readily convertible to cash and have an original maturity of three months or less.

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

Leases

Leases are tested to determine whether the lease is a finance or operating lease and treated accordingly. Property
leases comprising a lease of land and a lease of buildings within a single contract are split into their component
parts before testing.

Finance leases

A lease is classified as a finance lease where the Company obtains substantially all the risks and rewards of
ownership of the related asset. Finance leases are capitalised at the inception of the lease at the lower of the fair
value of the leased property, plant and equipment and the present value of minimum lease payments. Each lease
payment is allocated between the liability and finance charges so as to achieve a constant periodic rate of interest
on the remaining balance of the liability for each period. The corresponding rental obligations, net of finance char-
ges, are included in other long-term borrowings. The interest element of the finance cost is charged to the income
statement over the lease period.

Operating leases

A lease is classified as an operating lease where a significant portion of the risks and rewards of ownership are
retained by the lessor. Payments made under operating leases, net of lease incentives or premiums, are charged
in the income statement on a straight-line basis over the period of the lease.

Foreign currency
Functional and presentation currency

The Company’s financial statements are presented in UK Sterling, which is also the company’s functional cur-
rency.
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1. ACCOUNTING POLICIES (CONTINUED)

Transactions and balances

Foreign currency transactions are translated into the functional currency using the exchange rates prevailing at the
dates of the transactions. Monetary assets and liabilities denominated in foreign currencies at the balance sheet
date are reported at the rates of exchange prevailing at that date. Foreign exchange gains and losses resulting
from the settlement of such transactions and from the translation at year-end exchange rates of monetary assets
and liabilities denominated in foreign currencies are recognised in the income statement except where hedging
criteria are met.

Taxation including deferred tax
Current tax assets and liabilities for the current and prior periods are measured at the amount expected to be reco-
vered from or paid to the taxation authorities.

Deferred tax assets and liabilities are calculated in respect of temporary differences using the balance sheet liability
method. Deferred tax assets and liabilities are recorded for all temporary differences arising between the tax basis
of assets and liabilities and their carrying value for financial reporting purposes. A deferred tax asset is recorded only
to the extent that it is probable that taxable profit will be available against which the deferred tax asset will be real-
ised or if it can be offset against existing deferred tax liabilities. Deferred tax assets and liabilities are measured at
tax rates that are expected to apply to the period when the asset is realised or the liability is settled, based on tax
rates that have been enacted or substantively enacted at the balance sheet date. Such assets are not recognised if
the temporary difference arises from goodwill or from initial recognition (other than in a business combination) of
other assets and liabilities in a transaction that affects neither the taxable profit nor the accounting profit.

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

Income tax relating to items recognised directly in equity is recognised in equity and not in the income statement.

Deferred tax is charged or credited in the income statement, except when it relates to items charged or credited
to equity, in which case the deferred tax is also dealt with in equity.

Deferred tax assets and deferred tax liabilities are offset, if a legally enforceable right exists to set off current tax
assets against current tax liabilities and the deferred taxes relate to the same taxable entity and the same taxation
authority.

Employee benefit costs

The Company makes payments into a defined contribution personal pension plan. A defined contribution plan is a
pension plan under which the company pays fixed contributions to a separate entity. The company has no legal or
constructive obligations to pay further contributions if the fund does not hold sufficient assets to pay all em-
ployees the benefits relating to employee service in the current and prior periods.

Contributions to defined contribution schemes are recognised in the income in the period in which they become
payable.

33



1. ACCOUNTING POLICIES (CONTINUED)

Financial assets

Financial assets in the scope of IAS 39 Financial Instruments: Recognition and Measurement (“IAS 39") are clas-
sified as financial assets at fair value through profit or loss, loans and receivables, held-to-maturity investments, or
as available-for-sale financial assets, as appropriate. The Company determines the classification of its financial
assets at initial recognition and, where allowed and appropriate, re-evaluates this designation at each financial
year-end. When financial assets are recognised initially, they are measured at fair value, being the transaction price
plus, in the case of financial assets not at fair value through profit or loss, directly attributable transaction costs.

At the close of business on the balance sheet date the fair value of financial assets traded on an active market is
determined by reference to the mid prices where there are liabilities with offsetting risks. The bid price is applied
to any net open financial asset positions. Where there is no active market, fair value is determined using valuation
techniques. These include using recent arm'’s length market transactions; reference to the current market value of
another instrument which is substantially the same; discounted cash flow analysis and option pricing models.

Energy contracts

The Company routinely enters into gas sale and purchase transactions in line with the Company’s expected physi-
cal usage requirements. Where such transactions are settled through receipt or delivery of the physical position
these transactions are deemed to be outside the scope of IAS 39 and are, therefore, carried at amortised cost.

Transactions which are not physically settled or are capable of net settlement and are not entered into and conti-
nue to be held for the purpose of receipt or delivery of a non-financial item in accordance with the Company’s
expected purchase, sale or usage requirements are within the scope of IAS 39. Such transactions are treated as
financial assets at fair value through profit or loss where the fair value is positive and financial liabilities at fair value
through profit or loss where the fair value is negative. Movements on the fair value of such assets and liabilities
are recognised directly in the income statement. Purchases and sales of financial assets are recognised on the
trade date, being the date that the Company commits to purchase or sell an asset.

Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments that are not quoted
in an active market. Such assets are carried at amortised cost using the effective interest rate method. Gains or
losses are recognised in income when the loans and receivables are derecognised or impaired, as well as through
the amortisation process.

Financial assets and liabilities at fair value through profit or loss

Financial assets and liabilities at fair value through profit or loss include financial assets and liabilities held for tra-
ding. Financial assets and liabilities are classified as held for trading if they are acquired for sale in the short-term.
Derivatives are also classified as held for trading unless they are designated as hedging instruments. Financial
assets and liabilities are carried in the balance sheet at fair value with gains or losses on financial assets at fair
value through profit or loss recognised in the income statement.

Equity instruments

An equity instrument is any contract that evidences a residual interest in the assets of the company after deduc-
ting all of its liabilities. Equity instruments issued by the Company are recorded at the proceeds received, net of
direct issue costs.
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1. ACCOUNTING POLICIES (CONTINUED)

Derivative financial instruments and hedging

The Company uses derivative financial instruments to hedge exposures to financial risks, such as foreign
exchange and commodity price risks arising in the normal course of business. The accounting treatment of deri-
vative contracts differs depending on whether the contract is for trading or hedging purposes. All derivative instru-
ments are measured at fair value upon initial recognition and re-measured to fair value at each subsequent report-
ing date. Movements in the fair value of derivative instruments are recognised within the income statement
unless the instrument qualifies for hedge accounting. Where there is no active market for a derivative financial
instrument, fair value is determined using valuation techniques. These include using recent arm'’s length market
transactions, reference to the current market value of another instrument which is substantially the same, dis-
counted cash flow analysis and pricing models. Where one or more inputs into a valuation technique is based on
data that is not from an observable market no gain or loss is recognised on initial recognition in respect of that
financial instrument, except to the extent that it arises from a change in a factor that market participants would
consider in setting a price. Derivatives are carried as assets when the fair value is positive and as liabilities when
the fair value is negative.

For those derivatives designated as hedges and for which hedge accounting is desired, the hedging relationship is
documented at its inception. This documentation identifies the hedging instrument, the hedged item or transac-
tion, the nature of the risk being hedged and how effectiveness will be measured throughout its duration. Such
hedges are expected at inception to be highly effective.

For the purpose of hedge accounting, hedges are classified as:
e fair value hedges when hedging the exposure to changes in the fair value of a recognised asset or liability; or

e cash flow hedges when hedging exposure to variability in cash flows that is either attributable to a particular risk
associated with a recognised asset or liability or a highly probable forecast transaction.

The treatment of gains and losses arising from revaluing derivatives designated as hedging instruments depends
on the nature of the hedging relationship.

Cash flow hedges

For cash flow hedges, the effective portion of the gain or loss on the hedging instrument is recognised directly in
equity, while the ineffective portion is recognised in profit or loss. Amounts taken to equity are transferred to the
income statement when the hedged transaction affects profit or loss, such as when a forecast sale or purchase
occurs. Where the hedged item is the cost of a non-financial asset or liability, the amounts taken to equity are
transferred to the initial carrying amount of the non-financial asset or liability. If a forecast transaction is no longer
expected to occur, amounts previously recognised in equity are transferred to profit or loss. If the hedging instru-
ment expires or is sold, terminated or exercised without replacement or rollover, or if its designation as a hedge is
revoked, amounts previously recognised in equity remain in equity until the forecast transaction occurs and are
transferred to the income statement or to the initial carrying amount of a non-financial asset or liability as above. If
the related transaction is not expected to occur, the amount is taken to profit or loss.
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1. ACCOUNTING POLICIES (CONTINUED)

New standards and interpretations not applied

During the year, the IASB and IFRIC have issued the following standards and interpretations with an effective date

after the date of these financial statements:

International Financial Reporting Standards

IFRS 1
IFRS 4

IFRS 6
IFRS 6
IFRS 7
IAS 1

IAS 19
IAS 21

IAS 39
IAS 39
IAS 39

Amendment relating to IFRS 6

Insurance Contracts (Amendment to IAS 39 and IFRS 4 —

Financial Guarantee Contracts)

Exploration for and Evaluation of Mineral Assets

Amendment relating to IFRS 6

Financial Instruments: Disclosures

Amendment — Presentation of Financial Statements: Capital Disclosures
Amendment — Actuarial Gains and Losses, Group Plans and Disclosures
Amendment — The effects of change in foreign exchange rates:

Net Investment in a Foreign Operation

Fair Value Option

Cash Flow Hedge Accounting

Amendment to IAS 39 and IFRS 4 - Financial Guarantee Contracts

International Financial Reporting Interpretations Committee (IFRIC)

IFRIC 4
IFRIC 5

IFRIC 6

IFRIC 7

IFRIC 8
IFRIC 9

Upon adoption of IFRS 7, the Company will have to disclose additional information about its financial instruments,
their significance and the nature and extent of risks that they give rise to. More specifically the Company will need
to disclose the fair value of its financial instruments and its risk exposure in greater detail. There will be no effect

Determining whether an arrangement contains a lease

Rights to Interests Arising from Decommissioning, Restoration and
Environmental Rehabilitation Funds

Liabilities arising from Participating in a Specific Market — Waste
Electrical and Electronic Equipment

Applying the Restatement Approach under IAS 29 — Financial Reporting
in Hyperinflationary Economies

Scope of IFRS 2

Reassessment of Embedded Derivatives

on reported income or net assets.

The Company do no anticipate that the adoption of the other standards and interpretations listed above will have

Effective date
1 January 2006
1 January 2006

1 January 2006
1 January 2006
1 January 2007
1 January 2007

1 January 2006

1 January 2006
1 January 2006
1 January 2006

Effective date
1 January 2006
1 January 2006

1 December 2005

1 March 2006

1 May 2006
1 June 2006

a material impact on the company's financial statements in the period of initial application.
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2. OPERATING PROFIT

Operating profit is stated after charging/(crediting):

Depreciation
—owned assets
— leased assets
Exchange gain
Fair value gains on derivative instuments
Rentals under operating leases — land and buildings
Auditors’ remuneration
— company audit fees
— other services
Staff welfare
Other staff costs

Travel expenses

Consultancy and professional fees

3. FINANCE COSTS

Other interest

Fair value loss/(gain) of forward foreign exchange contracts

Finance costs

4. DIRECTORS’ AND EMPLOYEES’ EMOLUMENTS

Directors’ remuneration

2005

586,524
2,427

(423,549)
(9,155,618)
54,374
105,000
412,555
200,019
4,281,863
296,143

2,354,647

2005

129,505
3,005,636
3,135,141

2005

652,658

The remuneration of the highest paid director is £ 357,685 (2004: £ 122,734).

2004

74,642
7,533

(95,332)
(2,070,039)
66,880
51,350
77,918
166,638
925,870
179,438

384,944

2004

2,472
(3,023,556)
(3,021,084)

2004

223,941

Contributions of £ 12,000 (2004: £ 12,000) were made to personal pension plans in respect of one of the Directors

(2004: one).
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4. DIRECTORS’ AND EMPLOYEES’ EMOLUMENTS (CONTINUED)

Staff costs during the year (including Directors)
Wages and salaries

Social security costs

Pension costs

Average number of persons employed

Analysed as follows:
Front office

Mid office

Back Office

Support office

2005

3,720,149
425,555

136,159

4,281,863

No.

39

2005
No.

39

2004

791,290
86,450

48,130

925,870

No.

15

2004
No.

oo = B

15

The Company makes payments into a defined contribution, Group personal pension plan. It pays fixed contribu-
tions into a separate fund. The total payments into this scheme for 2005 were £ 136,159 (2004: £ 48,130).

5. TAX EXPENSE

UK corporation tax at 30 %

Current income tax expense

Deferred income tax expense

Tax expense in the income statement

38

2005

5,726,656

5,726,656

2,114,496

7,841,152

2004

2,086,218

2,086,218

1,438,943

3,525,161



5. TAX EXPENSE (CONTINUED) 2005

£
Deferred or current income tax related to items charged
or credited directly to equity
Net gain/(loss) on revaluation of cash flow hedges 5,058,656
Total deferred income tax (charge)/credit to equity (1,517,567)

2004

(5,058,556)

1,517,567

The standard rate of tax for the current year and the previous year, based on the UK standard rate of corporation

tax, is 30 %.

The actual tax charge for the current and previous year is different from the standard rate for the reasons set out

in the following reconciliation:

2005
%
Applicable tax rate for year as a percentage of profits 30
Effects of:
Expenses not deductible for tax purposes 1
Effective tax rate for the year as a percentage of profits 31
6. INTANGIBLE ASSETS 2005
£
Cost
At 1 January 23,212
Additions 218,886
At 31 December 242,098
Accumulated depreciation
At 1 January 623
Amortisation expense for the year 20,925
At 31 December 21,548
Net book value 220,550

All intangible assets relate to computer software.

2004
%

30

31

2004

800
22,412

23,212

623

623

22,589
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7. PROPERTY PLANT AND EQUIPMENT

Cost

At 1 January 2005
Additions
Disposals

At 31 December 2005
Accumulated depreciation
At 1 January 2005

Charge for the year
Disposals

At 31 December 2005

Net book value
At 31 December 2005

At 31 December 2004

Cost

At 1 January 2004
Additions

At 31 December 2004
Accumulated depreciation
At 1 January 2004

Charge for the year

At 31 December 2004

Net book value
At 31 December 2004

At 31 December 2003

Long
leasehold
property
£

5,301,296

5,301,296

21,437
132,532

153,969

5,147,327

B HONSES

5,301,296

5,301,296

21,437

21,437

5,279,859

Leasehold

improvements

30,480

30,480

24,183
2,427

26,610

3,870

6,297

24,147

6,333

30,480

16,650

7,533

24,183

6,297

7,497

Fixtures,
fittings and
equipment

£

468,771
1,134,349

(1,650)

1,601,470

101,506
385,715

(1,650)

485,571

1,115,899

367,265

102,575

366,196

468,771

64,289

37,217

101,506

367,265

38,286

Motor Total
vehicles
£ £
96,500 5,897,047
195,268 1,329,617
(38,394) (40,044)
253,374 7,186,620
46,250 193,376
47,352 568,026
(34,276) (35,926)
59,326 725,476
194,048 6,461,144
50,250 5,703,671
82,800 209,522
13,700 5,687,525
96,500 5,897,047
30,885 111,824
15,365 81,552
46,250 193,376
50,250 5,703,671
51,915 97,698

The net book value of tangible fixed assets includes an amount of £ 168,531 (2004: £29,271) in respect of assets
held under finance leases. Obligations under finance leases are secured by the related assets.
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8. TRADE AND OTHER RECEIVABLES

Amounts receivable for sale of goods
Amounts receivable from group companies
Prepayments and other debtors

9. INVENTORY

Gas in storage

Gas in storage is valued at fair value less costs to sell.

10. CASH AND CASH EQUIVALENTS

Cash and cash equivalents

2005

132,855,499
18,100,555

5,829,338

156,785,392

2005

10,279,013

2005

6,999,029

2004

42,855,311
461,806

1,588,518

44,656,632

2004

2004

2,672,802

Cash and cash equivalents (presented as a single class of assets on the face of the balance sheet) comprise cash

at bank and other short-term highly liquid investments with a maturity of three months or less.

The Company has no committed and undrawn borrowing facilities at the year end.
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11. DEFERRED TAX

Deferred liability at 1 January
Charge to the income statement
Taken to equity — cashflow hedge reserve

Deferred liability at 31 December

The deferred tax liability consists of the following amounts:

Capital allowances in excess of depreciation
Temporary timing differences on stock revaluation
Transitional adjustments

Temporary timing differences on derivative financial
instruments:

Transitional adjustments

Elements that fall within the disregard regulations

Net deferred tax liability

12. TRADE AND OTHER PAYABLES

Amounts payable for the sale of goods
Amounts owed to group companies
Accruals and other payables
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2005

(1,741,065)
(2,114,496)

(3,855,561)

(24,170)
(1,084,109)

(1,834,302)

(912,980)
(3,855,561)

2005

70,771,559
59,920,164

14,204,782

144,896,505

2004

(1,819,689)
(1,438,943)

1,517,567

(1,741,065)

(2,349)

95,587

(1,834,303)

(1,741,065)

2004

12,704,158
25,981,251

393,367

39,078,776



13. FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES

The Company enters into derivative transactions, including principally commodity swaps, options and futures con-
tracts, and forward foreign exchange contracts, the purpose of which is to manage the commodity price and cur-
rency risks arising from the Company'’s operations.

The Risk Oversight Committee (ROC) has been formed to provide executive management oversight for the risks
associated with the Company’s marketing and trading activities. The ROC is charged with the creation, amend-
ment and administration of the Risk Management Procedures Manual; and ensuring that all activities of the Com-
pany are in accordance with the Governing Policy and this Procedures Manual.

The Company's principal financial instruments, other than derivatives, comprise balances with related parties,
finance leases, and cash and cash equivalents. The main purpose of these financial instruments is to raise finance
for the Company’s operations. The Company has various other financial assets and liabilities such as trade and
other receivables and trade and other payables, which arise directly from its operations.

The Company holds some unhedged gas positions, subject to certain board approved limits.

The Company leases INTERCONNECTOR capacity for use in the Company’s gas marketing and trading operations.
The contract enables the Company to transport gas in both directions between the Zeebrugge and UK NBP transit
locations.

The primary market risks within the business are the exposures to energy prices and foreign exchange rates;
Value-at-Risk (“VaR") is the primary mechanism for market risk measurement.

Commodity price risk

The Company uses a daily VaR measure as the primary mechanism for market risk control. The Company’s Risk Over-
sight Committee has approved VaR limits for all trading activities and regularly reviews the limits and monitors perfor-
mance against these limits. It is recognised that VaR cannot be relied upon solely to predict the size of potential losses
and additional techniques are employed to monitor market risk such as stress testing and sensitivity analysis.

Foreign exchange risk

The maijority of the Company’s trading is denominated in UK Sterling. The Company also transacts in other curren-
cies, such as Euros and US dollars. WWhen currency exposure arises as a result of purchase and sale commitments in
non-Sterling currencies, the Company seeks to use forward foreign exchange transactions to hedge the exposure.
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13. FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES (CONTINUED)

Credit risk

The Company’s exposure to credit risk arises from the potential default of counterparties to derivative contracts
and non collectability of receivables, cash and cash equivalent balances. The Company’s exposure is predomi-
nantly with European energy companies, utilities, financial institutions and other trading companies.

The Company has implemented a robust credit risk management policy which is overseen by the Risk Oversight
Committee and, to date, has not suffered any credit loss.

The Company trades under agreements which include payment netting (to reduce settlement exposure in the nor-
mal course of business) and close-out netting (to reduce pre-settlement credit exposure by netting offsetting pay-
ments to and from the defaulting party in insolvency situations), material adverse change and default provisions.
The Company also obtains credit support against exposures where appropriate.

Liquidity risk

Through the use of borrowings, finance leases, and loans from related parties, the Company manages its liquidity
to ensure that sufficient cash is available to meet all contractual commitments as they fall due and also to ensure
that there is sufficient funding to withstand stressed market conditions or an extreme event.

The Company has access to certain committed banking facilities of its parent company ZGG GmbH. In addition, at
31 December 2005, the Company had an uncommitted bank facility of 50 million US Dollars which was no more

than two thirds utilised.

The Company'’s liquid resources include amounts placed under cash pooling arrangements with ZGG GmbH (see
note 19).
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14. DERIVATIVE FINANCIAL INSTRUMENTS

Derivative financial instruments that are currently used by the Company include forward foreign exchange con-
tracts, commodity futures, and commodity trading contracts. The Company also has derivatives embedded in
certain host contracts which are separated and carried at fair value in accordance with IAS 39. The fair value of

derivative financial instruments at balance sheet date is as follows:

Current assets

Commodity trading contracts
Commodity futures
INTERCONNECTOR capacity
Forward foreign exchange contracts
Embedded commodity call option
Written commodity call option
Commodity gas swaps

Non-current assets
Commodity trading contracts

Current liabilities
Commodity trading contracts
Commodity futures
INTERCONNECTOR capacity
Commodity gas swaps

Non-current liabilities
Commodity trading contracts

2005

140,529,742
154,664
1,621,010
2,022,497
1,116,261

145,444,174

6,324,606

124,265,276
66,348
3,240,057

127,571,681

6,874,226

2004

20,420,809

3,005,637

1,097,161

24,523,607

1,668,690

11,237,567

1,724,462

6,155,716

19,117,745

960,215
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14. DERIVATIVE FINANCIAL INSTRUMENTS (CONTINUED)

Fair value of financial assets and financial liabilities
There is no material difference between the fair value and actual value of financial assets and liabilities. The fair
values of certain derivative contracts and embedded derivatives are estimated using option model techniques:

INTERCONNECTOR capacity

The Company has entered into an annual INTERCONNECTOR capacity forward purchase contract. The contract
enables the Company to transport gas in both directions between the Zeebrugge and UK NBP transit locations.
Part of the capacity is net settled and is therefore accounted for as a financial instrument. The fair value of the
INTERCONNECTOR capacity is determined by use of a Company developed option pricing model which com-
prises both market derived and company estimated inputs. Market observable inputs include spot natural gas
spreads between ZBH and NBP and an interest rate based on LIBOR. Company derived estimated inputs include
INTERCONNECTOR activity and operating costs, implied volatility, implied correlation between ZBH and NBP pri-
ces and time to maturity of the contract.

The model used to determine the fair value of the INTERCONNECTOR capacity uses a conservative estimate of
correlation between ZBH and NBP prices. At 31 December 2005, holding all other inputs constant, a 1 % decrease
in the implied correlation increases the fair value of the INTERCONNECTOR capacity by approximately 60 %. Sub-
sequent incremental decreases in the assumed implied correlation increase the valuation to a lesser degree.

These impacts result from changing the assumptions used to determine the fair value of the INTERCONNECTOR
capacity to other reasonably possible assumptions at the balance sheet date. These impacts only relate to the fair
value of INTERCONNECTOR capacity and should not be interpreted as a measure of the Company's overall expo-
sure to cash flow risk.

The total amount recognised within the income statement, within revenue during the year in relation to the
change in fair value of the derivative contract was £ 105,415 (2004: (£ 2,025,631)).

Embedded call and written call options

The fair value of options embedded in gas supply contracts is determined using Company developed option pri-
cing models which include inputs of implied volatility, market commodity price forward curve data, strike prices
and contractual volumes.

A non-linear relationship between option valuation and implied volatility is observed in the portfolio. At 31 Decem-
ber 2005, holding all other inputs constant, a decrease in implied volatility decreases the option valuation by more
than the corresponding percentage movement. However, successive incremental decreases in the assumed
implied volatility decrease the valuation to a lesser degree.

These impacts result from changing the assumptions used for fair valuing the embedded call and written call op-
tions to reasonably possible assumptions at the balance sheet date. These impacts only relate to the fair value of
embedded call and written call options and should not be interpreted as a measure of the Company’s overall expo-
sure to cash flow risk.

The total amount recognised within the income statement, within revenue during the year in relation to the
change in fair value of the options was £ 3,138,758 (2004: nil).

46



14. DERIVATIVE FINANCIAL INSTRUMENTS (CONTINUED)

Commodity price risk

Energy trading contracts, commodity futures and commodity swaps

Quoted market values have been used to determine the fair value of commodity trading contracts, commodity
futures, and commodity gas swaps at the balance sheet date. The total amount recognised within the income
statement, within revenue during the year in relation to the change in fair value of the commodity trading contracts
was f 5,823,130 (2004: £4,095,671). The total amount recognised within the income statement, within revenue
during the year in relation to the change in fair value of the commodity futures was £ 88,316 (2004: nil). See (f)
below for further disclosures relating to commodity gas swaps.

Foreign exchange risk

Quoted market values have been used to determine the fair value of forward foreign exchange contracts at the
balance sheet date. The total amount recognised within the income statement, within finance cost during the year
in relation to the change in fair value of the forward foreign exchange contracts was £ 3,005,637 (2004: loss of
£ 3,023,556).

Interest rate risk management
The Company is not subject to significant interest rate risk as balances with group companies carry interest calcu-
lated based on market interest rates and other interest bearing financial instruments balances are immaterial.

Credit risk
The Company has no significant concentrations of credit risk.

Hedging activity

Cash flow hedges

The Company uses swaps to manage its exposure to commaodity price movements on forecast sales to custom-
ers to whom the Company have firm commitments. This is achieved by swapping a proportion of commodity con-
tracts from fixed price rates to floating price rates.

The total notional amount of outstanding swap contracts to which the Company is committed are as follows:

2005 2004

£ £

Pay variable receive fixed - -
Within one year - A total of 791,000

therms per day for the
period 1 January to
30 September

The cash flow hedges were assessed to be highly effective and an unrealised loss of £ 3,540,989, net of a defer-
red tax charge of £ 1,517,567 relating to the hedging instrument was included in equity.
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15. SHAREHOLDERS’ EQUITY

Authorised share capital
11,000,000 (2004: 6,000,000) ordinary shares of £ 1 each

Called up, allotted and fully paid
Ordinary shares of £ 1 each
At 1 January

Issue of shares

At 31 December

Share Capital

2005

11,000,000

6,000,000
5,000,000

11,000,000

2004

6,000,000

1,000,000

5,000,000

6,000,000

The balance classified as share capital includes the total nominal proceeds on issue of the Company's equity share
capital, comprising £ 1 ordinary shares. During 2005, the Company increased its authorised and issued share capi-
tal through the issue of 5,000,000 fully paid up ordinary shares at par, for cash (2004: 5,000,000 fully paid up ordi-

nary shares at par, for cash).

16. RESERVES

Balance at 1 January 2004
Decrease in fair value of hedging derivatives

Deferred tax asset arising on fair value movement
of hedging derivatives

Profit for the year

Balance at 1 January 2005

Increase in fair value of hedging derivatives
Current tax liability arising on fair value movement
of hedging derivatives

Profit for the year

At 31 December 2005
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Cash flow Retained Total
Hedge Earnings
Reserve

£ £ £

= 6,639,316 6,639,316
(5,058,556) - (5,058,556)
1,517,567 = 1,517,567
= 8,022,116 8,022,116
(3,5640,989) 14,661,432 11,120,443
5,058,556 = 5,058,556
(1,517,567) = (1,517,567)
= 17,763,378 17,763,378

= 32,424,810 32,424,810




16. RESERVES (CONTINUED)

Cash flow hedge reserve

The cash flow hedge reserve records the portion of the gain or loss deferred in equity on a hedging instrument in
a cash flow hedge that is determined to be an effective hedge. Amounts taken to equity are transferred to the
income statement when the hedged transaction affects profit or loss, such as when a forecast sale or purchase
occurs.

17. LEASE COMMITMENTS

Operating lease agreements where the Company is lessee

The Company had entered into commercial leases on buildings, which came to an end in 2005.

Future minimum rentals payable under non-cancellable operating leases are as follows:

2005 2004

£ £

Not later than one year - 52,734
= __ 52,734

18. ULTIMATE PARENT COMPANY AND CONTROLLING PARTY

The ultimate parent company and controlling party is OAO GAZPROM, a company incorporated in Russia. The
parent undertaking of the smallest group, which includes the company and for which group accounts are prepa-
red, is ZGG GmbH, a company incorporated in Germany. Copies of the group financial statements of ZGG GmbH
are available from Amtsgerichtsplatz 1, 14057 Berlin, Germany. Copies of the group financial statements of
OAO GAZPROM are available from Nametkina str., 16 V-420, GSP-7, 117997, Moscow, Russia. The company’s
immediate controlling party is ZMB GmbH, a company incorporated in Germany.
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19. RELATED PARTY TRANSACTIONS

Trading transactions

During the year, the company entered into transactions with related parties, as follows:

Sales to

related party

£
RELATED PARTY
Parent
2005 10,923
2004 297,499
Entities with significant influence over
the Company
2005 1,011,364

2004 =

Purchases from
related party
£

142,201,505
85,687,187

198,558,790
90,698,948

Amounts owed
by related party
£

17,364,296

627,642
436

Amounts owed
to related party
£

19,737,267
9,607,635

40,182,932
10,833,037

During 2004, ZMB GmbH transferred their beneficial interest in a leasehold property to the Company for the con-

sideration of £ 760,000.

The Company has entered into an agreement to participate in a group central cash management system, the
balance at the end of the year being £17,364,296 (2004: £442,412). The master account holder is ZMB GmbH,

the Company’s immediate controlling entity. Interest is receivable based on market interest rates.

Terms and conditions of transactions with related parties

Sales and purchases between related parties are made at standard market terms.

The Company has not provided or benefited from any guarantees for any related party receivables or payables.
During the year ended 31 December 2005, the Company has not made any provision for doubtful debts relating to

amounts owed by related parties (2004: nil).

Compensation of key management personnel

The remuneration of Directors and other key management during the year was as follows:

Short-term benefits
Post-employment benefits
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2005

£

1,016,663

24,750

2004

362,237
23,160



19. RELATED PARTY TRANSACTIONS (CONTINUED)

Directors’ transactions

Other debtors (note 8) include a loan to a director, V. Vasiliev. The loan of £ 13,177 (2004: £ 19,497) is for a term of
three years, with capital and interest due to be repaid on 1 December 2007. The maximum amount outstanding
during the year was £ 19,497 (2004:20,000) and interest is charged at the HM Revenue and Customs “Official
Interest Rate”.

20. CONTINGENCIES AND COMMITMENTS

Capital commitments
At 31 December 2005, amounts contracted for but not provided for in the financial statements for the acquisition
of property, plant and equipment amounted to £ nil (2004: 178,381).

Long-term gas purchase commitments
The Company has long-term gas purchase commitments for the period to 2016 under a take or pay contract. Cash
commitments under the contract are based on contracted volumes at floating quoted market price.

21. POST BALANCE SHEET EVENT

On 31 March 2006, the Company increased its authorised and issued share capital through the issue of £ 9,000,000
fully paid up ordinary shares at par, for cash.

22. RECONCILIATION OF NET ASSETS AND PROFIT UNDER UK GAAP TO IFRS

The Company reported under UK GAAP in its previously published financial statements for the year ended
31 December 2004. The analysis below shows a reconciliation of profit and net assets as reported under UK
GAAP as at 31 December 2004 to the revised profit and net assets under IFRS as reported in these financial sta-
tements. In addition, there is a reconciliation of net assets under UK GAAP to IFRS at the transition date for the
Company, being 1 January 2004.
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22. RECONCILIATION OF NET ASSETS AND PROFIT UNDER UK GAAP TO IFRS (CONTINUED)

Reconciliation of equity at 1 January 2004 (date of transition to IFRS)

Notes UK GAAP Transition Opening IFRS
adjustment Balance Sheet
to IFRS
GBP £ GBP £ GBP £
Non-current assets

Intangible assets 3 - 800 800
Short leasehold improvements 7,497 - 7,497
Fixtures fittings and equipment 38,286 - 38,286
Motor vehicles 51,915 - 51,915
Deferred tax asset 8,822 (8,822) -
Total non current assets 106,520 (8,022) 98,498
Cash owed by group companies 4,441,513 - 4,441,513
Other amounts owed by group companies 15,802 - 15,802
Fair value of derivative debtors 1 - 39,982,856 39,982,856
Marketable securities receivable — forward contracts 1 - 119,194 119,194
Other debtors 518,790 - 518,790
Prepayments and accrued income 17,158,864 - 17,158,864
Cash at bank and in hand 406,735 - 406,735
Total current assets 22,541,704 40,102,050 62,643,754
Total assets 22,648,224 40,094,028 62,742,252

Obligations under finance leases and
hire purchase contracts 31,333 - 31,333
Trade creditors 3 52,704 (14,939) 37,765
Amounts owed to group companies 15,524,173 — 15,524,173
Fair value of derivative creditors 1 - 33,885,640 33,885,640
Marketable securities payable — forward contracts 1 - 137,113 137,113
Taxation and social security 2,734,065 - 2,734,065
Deferred tax liability - 1,819,688 1,819,688
Accruals and deferred income 933,159 - 933,159
Total liabilities 19,275,434 35,827,502 55,102,936
Net assets 3,372,790 4,266,526 7,639,316
Called up share capital 1,000,000 - 1,000,000
Profit and loss account 1,2,3 2,372,790 4,266,526 6,639,316
Total equity 3,372,790 4,266,526 7,639,316
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22. RECONCILIATION OF NET ASSETS AND PROFIT UNDER UK GAAP TO IFRS (CONTINUED)

Reconciliation of equity at 31 December 2004

Notes

Non-current assets

Intangible assets 3
Long leasehold property

Short leasehold improvements

Fixtures, fittings and equipment

Motor vehicles

Total non current assets

Cash owed by group companies
Other amounts owed by group companies

Fair value of derivative debtors 1
Cash flow hedge-debtors 1
Marketable securities receivable — forward contracts 1
Other debtors

Prepayments and accrued income
Cash at bank and in hand

Total current assets
Total assets

Obligations under finance leases and hire
purchase contracts

Trade creditors

Amounts owed to group companies

Fair value of derivative creditors

Cash flow hedge — creditors

Taxation and social security

Deferred tax liability

Accruals and deferred income

—_ N

Total liabilities
Net assets

Called up share capital

Cash flow hedge reserve 1
Profit and loss account 1,2,3
Total equity

UK GAAP Transition Opening IFRS
adjustment Balance Sheet
to IFRS

GBP £ GBP £ GBP £

- 22,589 22,589
5,279,859 - 5,279,859
6,297 - 6,297
367,265 - 367,265
50,250 = 50,250
5,703,671 22,589 5,726,260
442,412 — 442,412
19,394 = 19,394

— 22,089,500 22,089,500

- 1,097,162 1,097,162

— 3,005,636 3,005,636
1,389,615 - 1,339,615
42,855,311 - 42,855,311
2,572,802 - 2,572,802
47,229,434 26,192,298 73,421,732
52,933,105 26,214,887 79,147,992
24,540 - 24,540
260,962 341,207 602,169
25,981,252 — 25,981,252
- 13,922,244 13,922,244

- 6,155,716 6,155,716
1,105,207 - 1,105,207
2,349 1,738,716 1,741,065
12,495,356 = 12,495,356
39,869,666 22,157,883 62,027,549
13,063,439 4,057,004 17,120,443
6,000,000 - 6,000,000
- (3,540,989) (3,540,989)
7,063,439 7,597,993 14,661,432
13,063,439 4,057,004 17,120,443
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22. RECONCILIATION OF NET ASSETS AND PROFIT UNDER UK GAAP TO IFRS (CONTINUED)

Reconciliation of equity at 31 December 2004 (continued)

REVENUE
Cost of sales

Gross profit

Administrative expenses

OPERATING PROFIT

Interest receivable and similar income
Interest payable and similar charges
PROFIT BEFORE TAX

Tax on profit on ordinary activities

PROFIT FOR THE YEAR

Fair value of derivatives

Notes

1

2,3

For the twelve months to 31 December 2004

UK GAAP Transition IFRS
adjustment
to IFRS
322,060,333 2,070,039 324,130,372
(313,250,896) - (313,250,896)
8,809,437 2,070,039 10,879,476
(2,385,420) (334,357) (2,719,777)
6,424,017 1,735,682 8,169,699
366,494 = 366,494
(2,472) 3,023,556 3,021,084
6,788,039 4,759,238 11,547,277
(2,097,390) (1,427,771) (3,625,161)
4,690,649 3,331,467 8,022,116

Under UK GAAP, gains and losses from derivative financial instruments used for hedging purposes are not reco-
gnised in earnings or as adjustments to carrying amounts until the underlying hedged transaction matures or
occurs. IAS 39 requires all derivatives to be recognised at fair value in the balance sheet. Consequently, forward
foreign exchange contracts with a positive fair value of £119,194, and forward foreign exchange contracts with a
negative fair value of £ 137,113 have been recognised in the Company balance sheet as at 1 January 2004 with a

related net deferred tax asset of £ 5,376.

At 31 December 2004, forward foreign exchange contracts with a positive fair value of £ 3,005,636, commodity
swaps with a positive fair value of £1,097,161, and commodity swaps with a negative fair value of £6,155,716
have been recognised in the Company balance sheet with a related net deferred tax asset of £615,875.
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22. RECONCILIATION OF NET ASSETS AND PROFIT UNDER UK GAAP TO IFRS (CONTINUED)

Fair value of derivatives (continued)

IAS 39 excludes from its scope own use contracts and such contracts are accounted for using the accrual method.
However, the definition of own use is highly restrictive meaning that many commodity contracts entered into by
the Company are scoped within IAS 39 and must be fair valued with gains and losses on fair value movements
being recognised directly within earnings. An adjustment has been made to recognise commodity contract finan-
cial assets of £39,982,856 and commodity contract financial liabilities of £ 33,885,640 in the Company balance
sheet as at 1 January 2004 with a related net deferred tax liability of £ 1,829,165. Adjustments have been made to
recognise commodity contract financial assets and liabilities of £22,089,500 and £ 13,922,244 within the Com-
pany balance sheet as at 31 December 2004 with a related net deferred tax liability of £2,450,177.

The Company also takes advantage of pricing opportunities by entering into contracts with embedded optionality.
If this optionality is embedded in a non-derivative host contract, IAS 39 requires this optionality to be accounted for
separately from the host contract and to be measured at fair value. Fair value movements are recognised directly
in earnings.

The fair value of derivative instruments under IFRS provide the same eventual impact on the financial statements
as under UK GAAP. However, the timing of the accounting entries differ resulting in volatility in the income state-
ment during the period of the contract.

Foreign exchange adjustments

UK GAAP allowed transactions in foreign currencies which were agreed at a fixed or forward exchange rate to be
recognised at that agreed rate or spot rate. IAS 21, The Effects of Changes in Foreign Exchange Rates, requires
that all foreign currency transactions are translated into the functional currency using the exchange rates prevailing
at the dates of the transactions i.e. Spot rate. An adjustment of £ 14,939 has been made to recognise foreign
exchange transactions at spot rate as at 1 January 2004 with a related deferred tax liability of £ 4,482, and adjust-
ment of £341,207 as at 31 December 2004 with a related deferred tax asset of £ 102,362.

Intangible assets
An adjustment has been made to equity to recognise £ 21,789 of software development expenditure which meets
the capitalisation criteria of IAS 38 as at 31 December 2004, with a related deferred tax asset of £6,537.

Restatement of cash flow statement from UK GAAP to IFRS

The transition from UK GAAP to IFRS has no effect upon reported cash flows generated by the Group. The IFRS
cash flow statement is presented in a different format from that required under UK GAAP with cash flows split into
three categories of activities — operating activities, investing activities and financing activities. The reconciling items
between the UK GAAP presentation and the IFRS presentation have no net impact on the cash flows generated.

In preparing the cash flow statement under IFRS, cash and cash equivalents include cash at bank and in hand and

highly liquid interest bearing securities with original maturities of three months or less where applicable. Under UK
GAAP highly liquid interest bearing securities were not classified as cash equivalents.
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