





Medical support

SUE “Vodokanal of St. Petersburg” has a Medical
Center.

Main activities of the Medical Center in 2008:

o Continuous monitoring of health status and
prevention of occupational diseases of the
employees working in hazardous conditions;

o Early detection of diseases and health risks of the
employees;

o Primary prevention and treatment, provision of
qualified, special and high-tech medical aid.

SUE “Vodokanal of St. Petersburg” created the
multilevel medical aid system:

o Ilevel. Aid posts in the branches. The closest first
aid posts for the employees of main manufacturing
groups. The posts are in charge of preventive health
care including total health survey.

- arrange consultations of

o IIlevel. The Diagnostic and Treatment Center and
the Dental Clinic of the Medical Center render
qualified, special and high-tech diagnostics and
medical assistance.

o IIlevel. Treatmentin theleading multidisciplinary
clinics and day and night clinics of the city on
the basis of compulsory medical insurance and
voluntary medical insurance for the employees
and their family members.

o IV level. Treatment and recreation in Burevestnik
and Orlovsky health resorts, children's holiday
camp “Zvezdny’, and recreation center “Omchino”
financed through social programmes.

5952 employees (2.9 times more than in 2006 when
the first total health survey took part) were covered
by total health survey in 2008. Herewith the number
of the employees liable to periodic health examination
due to influence of harmful occupational factors
reduced by 12.5% and made 2248 (due to reduction of
the number of working places recognized as harmful
or hazardous).

In 2008 a new building of the Diagnostic and Treatment
Center at Moskovsky pr., house 103, building 2 was
brought into operation (radiodiagnosis department).
Which allowed to:

- install modern MRT, computer tomography,

mammography,  ultrasonic and

endoscopy equipment;

diagnosis

breast physician,
traumatologist, neurologist, general practitioner
and oncologist;

Reduction of incidence of disease leading
to temporary disability in 2006-2008
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Thus, the incidence of disease reduced by 23% and the
number of days of temporary disability reduced by
26% in 2008.

- start preparations for establishment of a modern

rehabilitation center for the

Vodokanal;

employees of

- organize work under an international cooperation

programmeme aimed at creation of unified
medical space.

Vodokanal has no equal in the city in terms of the level

of development of material and technical base of its
medical facilities and availability of high-tech medical
equipment.

Significant reduction of the incidence of disease and
the number of days of temporary disability of the
employees of SUE “Vodokanal of St. Petersburg” in
2006-2008 is the result of work of the Medical Center.

Incidence of disease (per 100 emplovess per vear)




TARIFF POLICY

The operations of SUE “Vodokanal
of St. Petersburg” in St. Petersburg
and the suburbs are tariff-regulated.

The legal framework of tariff regulation and general
principles of tariff policy for public utilities are
established by the Federal Law No. 210-FZ dated 30
December 2004 “On Principles of Public Utility Tarifts
Regulation” and the Decree of the Federal Government
No. 520 dated 14 July 2008 “On Pricing Principles and
Regulation of Tariffs, Surcharges and Limiting Indices
to Be Used by Public Utilities”.

Under the current law, the tariffs for public utilities

are regulated, at the federal level, by the Federal Tarift

Authority. This federal executive body is authorized

to exercise legal control in the national regulation

of prices (tariff) for services and to monitor the use

thereof; it sets the average price change limits for the
subjects of the Russian Federation.

At the level of St. Petersburg as the subject of
the Russian Federation, the tariff activities
of Vodokanal are supervised and monitored
by the St. Petersburg Municipal Tariff
Committee.

The Tariff Committee issues a special
instruction establishing tariffs for
Vodokanal water and wastewater
services for each customer group for
each subsequent fiscal year.

The established tariff comprises two
components:

- tariff for the financing of the production

programme

- tariff surcharge to finance Vodokanal’s investment

programme.

In addition, the Committee establishes the charge for
connection to the networks.

Principles of tariff policy

The Federal Law No. 210-FZ dated 30 December
2004 establishes the following general principles of
tariff regulation:

1. The balance of interests between the public utility
and its customers should be reached to ensure,
affordability of goods and services provided by the
public utility and, at the same time, efficient work
of the public utility;

2. The tariffs and surcharges should cover financial
needs of the public utility as required for the
implementation of its production and investment
programmes;

3. Motivate reduction of production costs, improve
economic efficiency of operations and the use of
energy saving technologies by the public utilities;

4. Create conditions as required for the raising of
investments in order to develop and upgrade the
infrastructure of public utilities;

5. Full repayment of the costs incurred by public
utilities as a result of implementation of its
production and investment programmes;

6. Accessibility of information on the structure of
tariffs and surcharges.



Tariffs

In 2008 the tariffs for Vodokanal services

were as follows:

Reasons for tariff increase

In the plan of financial and economic activities of SUE
«Vodokanal of St. Petersburgy, the total sum of expenses
comprises material costs which are calculated using:

o For procurement of materials, works
or services:

— state-regulatedtariffs(prices)orforecasted
values thereof as communicated officially
by a relevant tariff (price) regulation
authority;

Epunniia 2008 . - orecasted price change indices by
M3MeEPEHN industrial sectors;
Tariffs - forecasted consumer price indices
WATER SUPPLY officially published by the Russian
Ministry of Economic Development;
for households py6./xy6. M 7,58 - macroeconomicindicatorsfortheforecast
for other consumers py6./Ky6. M 13.61 of social and economic development
smorpe6ureneit as approved by the Government of the
service water py6./xy6. M 2,23 relevant RF subject in consideration
WASTEWATER DISPOSAL of special features in the regional
development;
for househol /xyo. , g ’ .
or households Py6./ky6. 728 - indicators of the actual price level trend
for other consumers py6./Ky6. M 15.77 (validity of such calculation shall be
sIoTpebuTeneit ’ a db 1 s
pproved by regulatory authorities).

o When the services are provided directly by
the company divisions:

- planned depreciation for the existing and newly-
built fixed assets;

- salaries and wages calculated on the basis of the
planned number of staff in the company.

The main reasons for tariff growth are:

1.

3.

Significant growth of electricity, fuel, gas and heat
energy costs caused by the growth of corresponding
tariffs. The electricity costs grow because the
electricity suppliers have increased tariffs for their
services as a result of the growth of state-regulated
tariffs and the fact that more electricity is now
purchased at free markets.

Inflation processes in the economy which lead
to the growing prices of materials and services
required for the company operations.

The growth of depreciation deductions due
to implementation of new fixed assets under
the investment and production programmes.
De[recitation deductions are required for the
company to replace worn-out fixed assets. The
condition of the company’s fixed assets and the
possibility for the company to work after timely
replacement of old fixed assets depend on this
source of investment. Depreciation is calculated in
accordance with the accounting rules compulsory
for all organizations.




FINANCIAL STATEMENTS

The main technical and economic
indicators of SUE «Vodokanal of
St. Petersburgy»

Indicator 2007 2008

Sales of water supply services | 733,8 703,5
Sales of water disposal services | 810,3 7949
Turnover 14 850 16 720
Net profit 56 24

In compliance with the applicable tariff laws, the
total amount of the company’s net profit is used for
modernization and development of the company
infrastructure, such as water networks and sewers, water/
wastewater treatment plants, pumping stations, etc.

Liquidity indicators

Financial stability indicators.

Indicator 2007 2008 Indicator 2007 2008
Current ratio (standard: 1 to 2) 2,44 2,0 Equity to Total Assets 0,84 0,84
Quick ratio (over 1) 1,93 1,46 Current Assets to Equity Ratio 0,04 0,04
Cash ratio (over 0.2) 0,34 0,15 Financial leverage 0,16 0,16

Over the recent years, Vodokanal has maintained its
solvency at a rather high level which is evidenced by the

fact that its current assets exceed its short-term liabilities.

The main liquidity ratios comply with the regulatory
values which means that the company is able to settle its
obligations in a timely manner.

Vodokanal maintains a stable structure of its balance
sheet with non-current assets predominating (this can
be explained by the specifics of the water sector which
has a high capital coeflicient. The share of fixed assets in
the balance sheet structure is over 70%.

The Equity to Total Assets Ratio and Financial Leverage
are rather high which means that the company capital
structure is stable.

Hence, the company has financial stability, maintains a
sufficient level of solvency and is developing dynamically.



Balance Sheet ASSETS Code As of the As of the
beginning of end of
accounting | accounting
Codes period period
OKUD FormNo.1| 0710001 L 2 g ‘
As of December 31, 2007 Date 1. NON-CURRENT ASSETS
(year, month, day) Intz}ng;b(% as.sets, 110 30 408 30217
Organization: SUE «Vodokanal of St. OKPO 03323809 INCUCIng:
Petersburg» R&D 111 --- ---
Taxpayer Identification Number Taxpayers ID [ 7830000426 Fixed assets,
Type of business OKVED [ 90.00.1, 41.00.1, including: 20 || decusiis | Gh 7 Gl
41.00.2, 80.42, buildings 121 8 382 556 8309 954
[ structures 122 | 46645576 | 52876878
85.13, 85.14.3,
85.14.4 machinery and equipment 123 2993 388 3276 147
Form of incorporation / Type of ownership OKOPEF/OKEFS 13 Construction-in-progress 130 17708944 | 17908 594
State Unitary Enterprise / RE subject owned 42 Income_bearing investments in 135 - -
- inventories
Unit of measurement: ‘000 RUR. OKEI 384 -
Long-term investments 140 162 487 188 524
Address:
42, Kavalergardskaya st., St. Petersburg, 191015 Deferred tax assets 145 264 904 301 816
Other non-current assets 150 --- ---
TOTAL Section I 190 76 492 628 83173 831
II. CURRENT ASSETS
Inventories,
including: 210 785514 1176 588
raw materials and other similar assets 211 506 429 580 879
rearers and fatteners 212 --- 44
production-in-progress costs 213 --- ---
finished products and goods for resale 214 --- ---
goods shipped 215 --- -
deferred expenses 216 279 085 595 665
other inventories and costs 217 --- ---
Input value-added tax 220 261 769 250 533




Accounts receivable (where payments fall due
more than 12 months after the reporting date),

reserves required by foundation

documents 432 o o
Target financing and proceeds 450 3289032 3264 770
Undistributed profit (loss) 470 1075492 916 435
TOTAL Section III 490 67 314 224 73276 832
IV. LONG-TERM LIABILITIES
Loans and credits 510 10390741 | 10788131
Deferred tax liabilities 515 75 566 84 396
Other long-term liabilities 520

TOTAL Section IV 590 10 466 307 10 872 527
V. SHORT-TERM LIABILITIES
Loans and credits 610
Accounts payable,

including: 620 2287 816 3050516

suppliers and contractors 621 1 547 057 2008 906

payroll debt 622 98 120 116 717

debt to state extra-budgetary funds 623 25 942 24 814

tax arrears 624 267 398 486 320

other creditors 625 349 299 413759
Arrears of income payments to
participants (founders) 630 o o
Deferred income 640 2007 531 2 059 587
Provisions for liabilities and charges 650 --- ---
Other short-term liabilities 660 --- ---

TOTAL Section V 690 4295 347 5110103
BALANCE (Lines 490 + 590 + 690) 700 82075878 | 89259462

including: 230 261 787 209 654
buyers and customers 231 255560 205 524
Accounts receivable (where payments fall due
within 12 months from the reporting date),
including: 240 3497 407 3985 856
buyers and customers 241 2385199 2531337
Short-term investments 250 15 226 15 226
Cash 260 761 547 447 774
Other current assets 270 === ===
TOTAL Section II 290 5583250 6 085 631
BALANCE (Lines 190 + 290) 300 82075878 | 89259 462
LIABILITIES Code As of the As of the
beginning of end of
accounting | accounting
period period
1 2 3 4
III. CAPITAL AND RESERVES
Registered capital 410 1167 627 1167 627
Added capital 420 61 745 674 67 890 406
Reserves,
including: 430 36 399 37 594
reserves required by law 431 36 399 37 594

(5%




Note on off-balance assets

As of the As of the
fim Code | o ounting | aceounting
period period
1 2 3 4
Rented fixed assets, 910 4018 031 4117 549
including lease 911 4010277 4109 380
Inventories received on trust 920 75 ---
Goods accepted for commission 930 - -
Bad debts written off as loss 940 291 581 204 772
Obligation / payment securities, received 950 25531 14 633
Obligation / payment securities, issued 960 149 ---
Depreciation of housing stock 970 49 543 35251
Intangible assets received on the right of use 990 - -
7
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Income statement

Codes
OKUD Form No. 1 0710002
For the year 2008 Date
(year, month, day)
Organization: OKPO
SUE «Vodokanal of St. Petersburg» 03323809
Taxpayer Identification Number Taxpayers ID [ 7830000426
Type of business OKVED ( 90.00.1, 41.00.1,
41.00.2, 80.42,
85.11.2, 85.12,
85.13, 85.14.3,
85.14.4
Form of incorporation / Type of ownership OKOPF/OKEFS
State Unitary Enterprise / RF subject owned 42 13
Unit of measurement: ‘000 RUR OKEI 384

Item 3a In the
Code | OTUeTHBI corresponding
o HEepUOf, accounting
Description period of the
previous year

1 2 3 4
Income and expenses from ordinary
business. Net revenues from sales of
goods, products, works and services 010 | 16720485 14 850 187
(less value-added tax, excise and other
compulsory payments)
Prime cost of sold goods, products, works 020 | (14123781) | (12 649 880)
and services
Gross profit 029 2596 704 2200 307
Business costs 030 ——- —
Management costs 040 === ===
Sales profit / loss 050 2596 704 2200 307
Other income and expenses 060 2866 14 147
Interest receivable
Interest payable 070 (434 355) (475 712)
Income from membership in other 080 1605 713
organizations
Other income 090 987 297 654 722
Other expenses 100 (2 439 043) (1568 552)
Before-tax profit / loss 140 715074 825 625
Deferred tax assets 141 37 098 36 459
Deferred tax liabilities 142 (8830) (10 273)
Current profit tax 150 (719 307) (794 460)
Allocated funds 160 (138) (1019)
Net profit (loss) in the accounting period | 190 23 897 56 332
For reference: 200 | 518664 570 613

Fixed tax liabilities (assets))




Breakdown of profit and loss items

Item in the accounting period in the corresponding period
of the previous year
CEsEdpien o profit loss profit loss
1 2 3 4 5 6

Pen.al.tles, fines .and forfeits as acknowledged, or to be paid according to the court 210 8889 2296 6486 625
decision or arbitral award
Profit (loss) of past years 220 1613 80 831 21 365 22 001
Indemnification of damages caused by default or improper performance of 230 - o L -
obligations
Foreign exchange differences 240 397 290 1190 297 137 005 359937
Transfers to allowance account 250 X --- X -
Accounts receivable / payable written off upon expiry of action prescription 260 2595 44 841 2711 48 278

Director General

Chief Accountant
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OF SUE “VODOKANAL OF ST. PETERSBURG".

SERVICE QUALITY IMPROVEMENT POLICY

The State Unitary Enterprise
“Vodokanal of St. Petersburg”
provides water and wastewater
services to the citizens and
companies of St. Petersburg.

Being a supplier of water and wastewater services in St.
Petersburg we realize our responsibility to the society
and are aimed at satisfaction of the current and future
needs of the consumers.

Our services must comply with the consumers’
adequate requirements and expectations as well as
with target regulatory standards and norms.

We are intended to reach success in solving assigned
tasks with initiative of the personnel and leaders at all
levels including top management. We are confident
that by means of the Quality Management System we
will provide the following:

- development of strategic targets and objectives

according to the scale of SUE “Vodokanal of St.
Petersburg”;

- search and introduction of up-to-date technologies

into provision of water and wastewater services;

- involvementofthewholepersonnelinto continuous

process of service quality improvement;

- personnel training and motivation in order to

improve constantly key processes’” quality.

We are going to implement system and process
approaches within the QMS in compliance with MS
ISO-9001. Use of such approaches together with
statistic methods of key processes’ analysis will ensure
effective and resultant production management and,
as a consequence, service quality improvement.

We will use information technologies based on valid
data for top management to make optimal management
decisions. Balanced system of parameters, comparison
with the best companies in this sector, dialogue
with customers will give us opportunity to provide
continuous quality control of our activity, control of
customer satisfaction, production and management
processes, personnel qualification growth.

In cooperation with suppliers and contractors we will
keep long-term partnership which will let us solve
assigned tasks with high quality.

Our company has the EMS - Environmental
Management System based on MS ISO - 1400. Our
environmental objectives, including quality of this our
activity, are set in the EMS.

Establishment of total management system including
the Environmental Management System according
to ISO - 1400, the Quality Management System
according to ISO-9001, the Occupational Health and
Safety Management System according to OHSAS -
18001 and then the Social Responsibility Management
System based on SA 8000 will allow us to reach our
objectives with optimal costs and high efficiency.

While solving tasks and coming closer to the targets
we will update our Quality Policy and Objectives.



OF SUE “VODOKANAL OF ST.PETERSBURG”

OCCUPATIONAL HEALTH AND SAFETY POLICY

annual
report

SUE “Vodokanal of
St.Petersburg” realizes its
responsibility before its own
personnel and personnel of its
contractors, visitors, community
and other stakeholders for
occupational health and safety.

Vodokanal's  Occupational Health &  Safety
Management System created in accordance with the
requirements of the international standard OHSAS
18001 and applicable Russian law, guarantees that
identified risks are under the control of the Company.

We take responsibility to fulfill the requirements of
the Russian law related to occupational health and
safety, to the extent possible at present level of public
utilities technologies in our country. The employees
of SUE “Vodokanal of St.Petersburg” as well as other
stakeholders are informed of the Company’s Policy.
Based on the Policy, we prepare goals and goal
implementation programme related to occupational
health and safety.

We intend to be successful in meeting the assigned
objectives at the expense of the personnel initiative,
leadership of managers of different levels including
high-level managers. We are sure that the Occupational
Health & Safety Management System will help us to
reach the following goals:

« To improve working conditions at the
production facilities of the Company by means
of implementation of advanced, safe working
methods and modern technologies to provide
reliable and trouble-free operation and reduce
occupational accident and decease rate;

o To keep the accidents rate per one thousand
employees not higher than the industry accident
rate level;

o To ensure the continuous process of improving
working conditions and occupational health and
safety at Vodokanal’s facilities;

o To organize systematic education and training of
personnel;

o To improve the production control system in
terms of meeting the requirements to occupational
health and safety at Vodokanal’s facilities;

o To timely and fully finance activities related to
improvement of the occupational health and safety
level.

Occupational health and safety policy of SUE
“Vodokanal of St.Petersburg” envisages systematic
improvement of the management process being a part
of the integrated management system of the Company
which meets the requirements of the Russian and
international standards.

As we accomplish our objectives and approach the
assigned goals, we will update the Policy and the Goals
related to occupational health and safety.




ENVIRONMENTAL POLICY OF SUE “VODOKANAL OF ST. PETERSBURG”

Vodokanal’s mission is to provide
water and wastewater services to
individual and corporate consumers
and to create proper conditions

for sustainable development, i.e.

to ensure development in the
interests of both present, and future
generations.

The goal defined in our Company

strategy and plans is to provide water

and wastewater services which are
comparable to those of the Europe’s
best water companies in terms of
quality, and to ensure sustainable
development in terms of cost.
Environment protection is one

of our priority activities, and
environmental policy is an integral
part of Vodokanal’s general policy.

As Vodokanal activities have a significant impact on
the condition of environment, the Company aims at
gradual and consistent reduction of the burden on the
environment. For this purpose, we undertake to:

o DPrevent sewage pollution of the regional water
bodies, including the River Neva and the Baltic Sea,
by meeting the HELCOM Recommendations;

o Implement non-hazardous and effective methods
of drinking water / wastewater disinfection;

o Mitigate the drinking water losses in the course of
production and distribution;

o Upgrade the existing water preparation
technologies, also to stop discharge of untreated
flush water to the water bodies.

The above tasks will be solved through practical
implementation ~ of  innovative  technologies,
responsible attitude of every management level, staff
initiative and improvement of professional skills at
the existing Information and Training Centre and in
future - at the Corporate University to be created at
the Company.

We are convinced that continuous improvement
of environmental performance and optimal use of
resources can be achieved by means of the ISO 14001 -
based Environmental Management System.

We undertake to meet the requirements of
environmental laws to the extent achievable with the
state-of-the-art process and technology being used
in our country’s public utility sector, and to avail
of the existing opportunities for improvement of
environmental legislation.

We will develop programs to solve different
environmental problems in those aspects of our
business where the condition of environment is
impacted significantly, and will set targets to improve
the situation.

Our investment programmes will fully comply with the
goals and objectives formulated in the St. Petersburg
Integrated Development Plans - in the short- and
long-term planning documents.

Our policy, goals and objectives are subject to regular
revision as the existing objectives are reached and new
tasks are prioritized.



Preparation of the younger generation to the
interaction with environment is the main purpose
of Vodokanal’s education activities. We will further
develop partner relations with educational institutions,
the City administration, international and public
organizations on the basis of the Youth Environmental
Centre (YEC) and the museum “Water World of St.
Petersburg”:

o we want the young people to know and understand
the value of water;

o we want to improve the culture of water use
in our city by involving young people in our
programmes;

» we support the concept of effective environmental
education;

o we are convinced that sustainable development
of our society can only be ensured with the
environmentally educated generation.

We intend to work, in cooperation with the city
authorities, with the St. Petersburg industries to:

o minimize adverse impact on the environment by
the companies-polluters;

o develop the regional and federal legislation.

Our environmental policy will be communicated to
our partners and to the company staff, and we will
organize staff training in this field in order to achieve
the approved plans and targets.

We will continue to keep
the public informed of our
environmental policy and the
results achieved in the process
ofenvironmentalperformance
improvement. Our intention
is to promote environmental
awareness in the community
and to place special emphasis
on environmental education
among the adult population.

We will monitor and assess the impact of our activities
on the environment and ensure compliance with the
regulatory requirements to minimize negative effects
in the following spheres:

. preservation of water resources;

o depletion of non-renewable natural resources as a
result of our activities;

o soil pollution;
o emission of pollutants to the atmosphere.

We will also improve the condition of the areas
managed by the company.

We will take every step to ensure adequate reaction
if any extraordinary or emergency situation occurs
to prevent or minimize negative impact on the
environment.

Our company has implemented the ISO 9001-based
Quality Management System. This System formulates
our goals in relation to the quality of water and
wastewater services.

Using the integrated management system which
comprises the ISO 14001 Environmental Management
System, the ISO 9001 Quality Management System,
the OHSAS 18001 Occupational Health and Safety
Assurance System and will comprise, in future, the
SA 8000 Social Responsibility Management System,
we will be able to reach our goals in a cost-efficient
manner.




I'SUE “VODOKANAL OF ST. PETERSBURG”

191015, Cankr-Iletep6ypr, yn. KaBaneprappckas, . 42
Tenedon «lopsageit muuanm»: 8(812) 305 09 09
e-mail: office@vodokanal.spb.ru
www.vodokanal.spb.ru
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