2007 Balance Sheet Explanatory Note

1. Company Information.

1.1. Full name of the Company: Azovproduct Closed Corporation.

1.2. Legal address: 12 Molokova Spusk, Azov, 346780 – till 03.11.2006.

1.3. Legal address changed since 03.11.2006: Portovy Proezd 3, Azov, 344780.

1.4. Actual (postal) address since 03.11.2006: Portovy Proezd 3, Azov, 344780.

1.5. Federal registration date: April 18, 2000; Federal Registration Number: 1026101793255.

1.6. The Company's chartered capital amounts to RUR 2,758,000. The shareholders are: Decal España – 56.55%, Mr. A. Kudelya – 28.83%, Mr. G. Sevostianov – 11.15%, Mr. A. Oleinikov – 3.32%, Mr. V. Nadiradze – 0.15%. The shares are fully paid.

1.7. The Company has no subsidiaries or dependants.

1.8. The Company is not a small business entity.

1.9. The Company is subject to obligatory auditing as it comes within the criteria provided by Article 7 of the Auditing Federal Law No. 119-FZ issued on 07.08.2001.

2. Principal elements of the Company's accounting policies.

2.1. Accounting policies for accounting purposes.

2.1.1. Accounting in the Company is performed by the Company's Accounting Department as an individual structural division managed by the Chief Accountant.

2.1.2. Accounting of the economical activities of the Azovproduct Corporation is performed in conformity with the Regulations for Accounting of Long-Term Investments approved under the Letter No. 160 issued by the Ministry of Finances of Russia on 31.12.1993, and with the Instructions for filling in the forms of the Federal Statistic Monitoring of Capital Construction and Accounting Policies in 2006.

2.1.3. The term of the main assets application is fixed on the basis of the Classification of the Main Assets Included into Amortization Groups, approved under the Decree No. 1 issued by the Russian Federal Government on 01.01.2002.

2.1.4. Amortization of the main assets is charged linearly.

2.1.5. Low value items of the main assets with the cost not exceeding RUR 10,000, along with books, brochures, and other printed materials are written off to expenditures as they are released for operation.

2.1.6. No annual re-evaluation of the main assets is done.

2.1.7. The Company does not create any reserves for queer debts or forthcoming expenditures and payments.

2.1.8. No modifications of the accounting policies for the accounting purposes are provided in the year 2007.

2.2. Accounting policies for taxation purposes.

At the construction stage the accounting policies for taxation purposes are the same as those for accounting purposes.

3. Company's financial and economical activities.

3.1. Activities description for the reported year.

3.1.1. In 2007, the Company had no financial or economical activities.

The Azovproduct Corporation was examining the possibilities of expanding its production capacities by modernization and technical re-equipment of the facility for light oil products handling, due to the insufficiency of the methanol supply volume.

The principal financing source is the loan proceeds obtained from Decal España S.A., under the provision of the dedicated loan agreement.

Line 120 of the Balance Sheet indicates the main assets with their depreciation values:

	
	RUR 608,703,000

	incl.: land and erections
	RUR 96,378,000

	        machines and equipment
	RUR 20,594,000

	        industrial machinery
	RUR 445,303,000

	        other assets
	RUR 46,428,000


Line 130 of the Balance Sheet – incomplete construction – indicates the costs of the facility modernization:






    RUR 3,642,000.

3.1.2. Long-term financial contributions amounting to:


         RUR 30,000.

Azovproduct's contribution to the chartered capital of the Prodpromproduct Corporation, Moscow, in the amount of RUR 30,000.

3.1.3. Materials on the Company's balance:



    RUR 7,272,000.

3.1.4. The costs of the forthcoming periods amounting to:

RUR 133,532,000.

As the Company did not perform any financial or economical activities in 2007, all its expenditures were being accumulated on the account for forthcoming periods costs; they represent the expenses providing the administration of the Company, the land lease costs, amortization of the main assets on the Company's balance, facility insurance costs, third persons services, and the taxes charged to the expenditures.

3.1.5. Line 220 of the Balance Sheet indicates the amount of the value-added tax for the purchased material assets, which is not submitted for reimbursement from the budget, and also the same tax for the work related to the incomplete construction:

       RUR 574,000.

3.1.6. Miscellaneous receivables amounting to:


    RUR 3,491,000.

This is to be considered as internal mutual settlements of the main and joint activities balance sheets.

In August, 1998, the balance sheet of the joint activities accumulated the receivables representing the debts to be paid to the designing companies. After obtaining the loan from Decal S.A. in April, 2000, those debts were paid out, but under the main activity balance sheet. Hence, the receivables amounting to RUR 3,491,000 are to be considered as internal mutual settlements between the two balance sheets.

3.1.7. Receivables under Line 240 of the Balance Sheet:

  RUR 19,141,000:

	- budget arrears for the current VAT
	RUR 7,172,000

	- off-budget funds arrears
	RUR 12,000

	- debts for services provided
	RUR 9,355,000


3.1.8. Monetary assets.

Ruble and foreign currency accounts balance:



    RUR 4,498,000.

Total assets balance value:





RUR 780,883,000.

Balance liabilities:

111 Capital and reserves

	Chartered capital
	RUR 2,758,000

	Extra capital
	RUR 24,300,000

	Unsecured loss
	(RUR 80,294,000)


Section IV. Long-Term Liabilities.

3.1.9. Loans and credits amounting to:




RUR 830,550,000.

The amount of the liabilities represents the loans obtained from Decal S.A., in the amount of EUR 22,492,198, and also the interest charged in the amount of EUR 621,455.94 (for the amount of the loan granted), converted under the exchange rate provided by the Central Bank of Russia as of the reporting date.

Section V. Short-Term Liabilities.

Miscellaneous liabilities amounting to:




    RUR 3,568,000;

incl.:

	Miscellaneous liabilities for the services provided
	RUR 107,000

	Current liabilities to the budget

(property tax, vehicle tax, water tax,

environment pollution tax)
	RUR 3,449,000

	Miscellaneous liabilities
	RUR 12,000


Total balance liabilities:






RUR 780,883,000.

4. Social data:

Average number of the employees in the reported year:


              23,

incl. 2 foreigners.

Labour costs (salaries and wages):




       RUR …,…,….

Unified social taxes and duties:





    RUR 1,519,000.

5. Company's own capital.

5.1. Clear assets value:






RUR –53,235,000.

5.2. Chartered capital:






    RUR 2,758,000.

5.3. Reserve stock:







        not available.
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