IMPORTANT NOTICE

NOT FOR DISTRIBUTION TO ANY U.S. PERSON OR TO ANY PERSON OR
ADDRESS IN THE U.S.

IMPORTANT: You must read the following before continuing. The following applies to the Final
Prospectus following this page (the “Final Prospectus”), and you are therefore advised to read this
carefully before reading, accessing or making any other use of the Final Prospectus. In accessing the
Final Prospectus, you agree to be bound by the following terms and conditions, including any
modifications to them any time you receive any information from us as a result of such access.
NOTHING IN THIS ELECTRONIC TRANSMISSION CONSTITUTES AN OFFER OF SECURITIES FOR SALE IN THE UNITED
STATES OR ANY OTHER JURISDICTION WHERE IT IS UNLAWFUL TO DO SO. THE SECURITIES HAVE NOT BEEN, AND
WILLNOT BE, REGISTERED UNDER THE U.S. SECURITIES ACT OF 1933 (THE ""SECURITIES ACT"'), OR THE
SECURITIES LAWS OF ANY STATE OF THE U.S. OR OTHER JURISDICTION AND THE SECURITIES MAY NOT BE
OFFERED OR SOLD WITHIN THE U.S. OR TO, OR FOR THE ACCOUNT OR BENEFIT OF, U.S. PERSONS (AS DEFINED IN
REGULATION S UNDER THE SECURITIES ACT), EXCEPT PURSUANT TO AN EXEMPTION FROM, OR IN A
TRANSACTION NOT SUBJECT TO, THE REGISTRATION REQUIREMENTS OF THE SECURITIES ACT AND APPLICABLE
STATE OR LOCAL SECURITIES LAWS.

THIS PRELIMINARY PROSPECTUS MAY NOT BE FORWARDED OR DISTRIBUTED TO ANY OTHER PERSON AND MAY
NOT BE REPRODUCED IN ANY MANNER WHATSOEVER AND, IN PARTICULAR, MAY NOT BE FORWARDED TO ANY
U.S. PERSON ORTO ANY U.S. ADDRESS. ANY FORWARDING, DISTRIBUTION OR REPRODUCTION OF THIS
DOCUMENT IN WHOLE OR IN PART IS UNAUTHORISED. FAILURE TO COMPLY WITH THIS DIRECTIVE MAY RESULT
IN A VIOLATION OF THE SECURITIES ACT OR THE APPLICABLE LAWS OF OTHER JURISDICTIONS.

Confirmation of the Representation: In order to be eligible to view this Final Prospectus or make an investment
decision with respect to the securities described herein, investors must not be a U.S. person (within the meaning
of Regulation S under the Securities Act). This Final Prospectus is being sent to you on the basis that by accepting
the e-mail and accessing this Final Prospectus, you shall be deemed to have represented to us that you are not a
U.S. person, the electronic mail address that you have given to us and to which this e-mail has been delivered is
not located in the U.S., its territories and possessions (including Puerto Rico, the U.S. Virgin Islands, Guam,
American Samoa, Wake Island and the Northern Mariana Islands), and that you consent to delivery of such Final
Prospectus by electronic transmission.

You are reminded that this Final Prospectus has been delivered to you on the basis that you are a person into
whose possession this Final Prospectus may be lawfully delivered in accordance with the laws of the jurisdiction in
which you are located and you may not, nor are you authorised to, deliver this Final Prospectus to any other
person.

The materials relating to the offering do not constitute, and may not be used in connection with, an offer or
solicitation in any place where offers or solicitations are not permitted by law. If a jurisdiction requires that the
offering be made by a licensed broker or dealer and the underwriters or any affiliate of the underwriters is a
licensed broker or dealer in that jurisdiction, the offering shall be deemed to be made by the underwriters or such
affiliate on behalf of the Issuer in such jurisdiction.

Under no circumstances shall this Final Prospectus constitute an offer to sell or the solicitation of an offer to buy
nor shall there be any sale of the securities described herein in any jurisdiction in which such offer, solicitation or
sale would be unlawful. Recipients of this Final Prospectus who intend to subscribe for or purchase the securities
described herein are reminded that any subscription or purchase may only be made on the basis of the
information contained in the final Prospectus. This Final Prospectus may only be communicated to personsin the
United Kingdom in circumstances where section 21(1) of the Financial Services and Markets Act 2000 does not
apply to the Issuer.

This Final Prospectus has been sent to you in an electronic form. You are reminded that documents transmitted
via this medium may be altered or changed during the process of electronic transmission and, consequently, none
of the Issuer, the Borrower, Citigroup Global Markets Limited, Deutsche Bank AG, Dresdner Bank AG, London
Branch or J.P. Morgan Securities Ltd. nor any person who controls the Issuer, the Borrower, Citigroup Global
Markets Limited, Deutsche Bank AG, London Branch, Dresdner Bank AG or J.P. Morgan Securities Ltd. nor any
director, officer, employee or agent of the Issuer, the Borrower, Citigroup Global Markets Limited, Deutsche Bank
AG, London Branch, Dresdner Bank AG or J.P. Morgan Securities Ltd. nor any affiliate of any such person accepts
any liability or responsibility whatsoever in respect of any difference between the Final Prospectus distributed to
you in electronic format and the hard copy version available to you on request from Citigroup Global Markets
Limited, Deutsche Bank AG, London Branch, Dresdner Bank AG or J.P. Morgan Securities Ltd.






The City of Moscow
€407,000,000 5.064% Loan Participation Notes due 2016

issued by, but without recourse to, Dresdner Bank AG (a bank incorporated as a joint stock company
(Aktiengesellschaft) under the laws of the Federal Republic of Germany), for the purpose of funding a
€407,000,000 loan to The City of Moscow acting through The State Debt Committee of the City of Moscow

Dresdner Bank AG (the "Bank’’ or the ““Issuer’’) is issuing €407,000,000 in aggregate principal amount of 5.064% Loan Participation Notes due 2016 (the "Notes’’). The
Notes are limited recourse obligations of the Bank and are being offered for the sole purpose of funding a 10 year loan (the “"Loan’’) to The City of Moscow acting through The
State Debt Committee of the City of Moscow (the 'State Debt Committee”’, the “Borrower”’, the "’City" or “Moscow’’) pursuant to a credit facility agreement (the "*Credit
Facility Agreement”’) dated 18 September 2006 between the Bank and the Borrower.

The outstanding long-term debt of the City is rated Baa2 by Fitch Ratings Ltd. ("’Fitch’’) and, BBB+ by Standard & Poor’s Rating Services ('S&P’’) and BBB+ by Moody’s
Investors Service Inc. ("Moody’s""). A security rating is not a recommendation to buy, sell or hold securities and may be subject to revision, suspension or withdrawal at any
time by the assigning rating agency.

Issuer . ... ... Dresdner Bank AG of Juergen-Ponto-Platz 1, 60301 Frankfurt am Main, Germany

Borrower . ............... The City of Moscow acting through The State Debt Committee of the City of Moscow of 2 Yakimanskaya Naberezhnaya, **Golutvinsky
Dvor"’ Office Centre, 4th Floor, 119180 Moscow, Russia

Interest ... ... L The Notes will bear interest of 5.064% per annum. Interest on the Notes will be payable annually in arrear in equal instalments on

20 October in each year commencing on 20 October 2007 as described under "’ Terms and Conditions of the Notes—Interest'".

IssuePrice .. .............. 100%

Formand Delivery . .. ........ The Notes will be in registered form and will be constituted by, be subject to, and have the benefit of, a trust deed dated 20 October
2006 (the "“Trust Deed'’) between the Bank and Deutsche Trustee Company Limited as trustee (the ““Trustee'’), for the holders of the
Notes from time to time (the ‘Noteholders''). In the Trust Deed, the Bank will charge by way of first fixed charge to the Trustee for the
benefit of the Noteholders (a) its right to principal, interest and additional amounts (if any) as lender under the Credit Facility Agreement
and (b) amounts received pursuant to the Credit Facility Agreement in an account of the Bank (as described herein), in each case other
than the Reserved Rights (as defined in "' Terms and Condlitions of the Notes'') and any amounts relating to the Reserved Rights. The Bank
will also assign its rights under the Credit Facility Agreement to the Trustee.
The Notes will be represented by a global registered certificate (the “Global Note Certificate) registered in the name of a nominee for,
and deposited on 20 October 2006 with, a common depositary for Euroclear Bank S.A./N.V. ("Euroclear’’) and Clearstream Banking,
société anonyme (" Clearstream, Luxembourg'’). Definitive registered certificates ("‘Individual Note Certificates”) evidencing
holdings of Notes will only be available in certain limited circumstances. See "' Summary of Provisions relating to the Notes in Global

Form''.

Denomination . ............ The Notes will be in the denomination of €50,000. The Notes may be held and transferred, and will be offered and sold, in the principal
amount of €50,000 and integral multiples of €1,000 in excess thereof.

Offering Period ... ......... None

IssueDate . ............... 20 October 2006

PaymentDate . ............ 20 October 2006

MaturityDate .. ........... 20 October 2016

TaX oo Except as set forth herein (see "' Tax Considerations'"), payments in respect of the Notes will be made without any deduction or
withholding for or on account of taxes of the Federal Republic of Germany.

Scheduled Redemption and Early Unless previously redeemed or cancelled, the Notes will be redeemed at their principal amount on 20 October 2016.

Redemption .. ............

The Loan may be prepaid at its principal amount, together with accrued interest, at the option of the Borrower upon the Borrower or the
Bank being required to deduct or withhold any Russian or German taxes from payments to be made by them in respect of the Notes or
pursuant to the Credit Facility Agreement. The Loan may also be prepaid if it becomes unlawful for the Loan or the Notes to remain
outstanding, as set out in the Credit Facility Agreement, and thereupon (subject to the receipt of the relevant funds from the Borrower)
the principal amount of all outstanding Notes will be prepaid by the Bank, together with accrued interest.

Reopening . .............. The Issuer reserves the right to reopen this series of Notes (for details see Condition 13 (Further Issues) of the Notes).

Limited Recourse .. ......... In each case where amounts of principal, interest and other amounts (if any) are stated to be payable in respect of the Notes,
the obligation of the Bank to make any such payment shall constitute an obligation only to account to the Noteholders, on
each date upon which such amounts of principal, interest and additional amounts (if any) are due in respect of the Notes, for
an amount equivalent to all principal, interest and additional amounts (if any) actually received by, or for the account of, the
Bank pursuant to the Credit Facility Agreement, less any amount in respect of the Reserved Rights.

The Bank will have no other financial obligations under the Notes. Noteholders will be deemed to have accepted and agreed
that they will be relying solely and exclusively on the covenant to pay under the Credit Facility Agreement and the credit
and financial standing of the Borrower in respect of the financial servicing of the Notes.

Listing . ........ ... . ..... Application has been made for the listing of the Notes on the main segment of the SWX Swiss Exchange. The Notes are expected to be
admitted to trading on the SWX Swiss Exchange on or about 23 October 2006.

Selling Restrictions . ... ...... United States of America, United Kingdom, Russian Federation and Italy (for details see " Subscription and Sale’").

US Securities Legend . . .. ... .. The Notes and the Loan have not been, and will not be, registered under the United States Securities Act of 1933 (the
“Securities Act”’). The Notes are being offered outside the United States by the Managers (as defined in "’ Subscription and Sale'’) in
accordance with Regulation S under the Securities Act ("Regulation S'), and may not be offered or sold within the United States or to,
or for the account or benefit of, U.S. persons except pursuant to an exemption from, or in a transaction not subject to, the registration
requirements of the Securities Act.

Law and Jurisdictions . . . ... ... The Notes and all related contractual documentation will be governed by, and construed in accordance with, the laws of England. Place
of jurisdiction will be the courts of England. See "' English Law Statement'”.

Risk Factors . . ............. AN INVESTMENT IN THE NOTES INVOLVES A HIGH DEGREE OF RISK. SEE “RISK FACTORS" BEGINNING ON PAGE 9.

Securities Identification Codes . . . ISIN XS0271772559 Common Code 027177255 Swiss Security Number 2746638

Joint Lead Managers and Joint Bookrunners
Citigroup Deutsche Bank Dresdner Kleinwort JPMorgan

Co-Managers
UniCredit Group (BA-CA) UBS Investment Bank

The date of this Prospectus is 18 October 2006



THIS PROSPECTUS HAS BEEN PREPARED BY THE CITY IN CONNECTION WITH AN APPLICATION FOR THE LISTING
OF THE NOTES ON THE MAIN SEGMENT OF THE SWX SWISS EXCHANGE IN ACCORDANCE WITH COMMUNIQUE
NO. 9-2005 ON LOAN PARTICIPATION NOTES (""COMMUNIQUE NO. 9-2005""). THE CITY ASSUMES FULL
RESPONSIBILITY FOR THE INFORMATION CONTAINED IN THIS DOCUMENT WITH RESPECT TO ITSELF, THE CREDIT
FACILITY AGREEMENT AND THE NOTES IN ITS CAPACITY AS THE “ECONOMIC ISSUER"' (AS DEFINED IN
COMMUNIQUE NO. 9-2005) OF THE NOTES. IN RELIANCE UPON COMMUNIQUE NO. 9-2005, THE ISSUER
ACCEPTS RESPONSIBILITY ONLY IN RESPECT OF THE INFORMATION ABOUT ITSELF CONTAINED IN THE SECTION
"THE ISSUER" IN ITS CAPACITY AS THE "LEGAL ISSUER" (AS DEFINED IN COMMUNIQUE NO. 9-2005) OF THE
NOTES.

THIS PROSPECTUS HAS BEEN PREPARED IN RELIANCE UPON THE EXCEPTION CONTAINED IN ARTICLE 3.2(D) OF
DIRECTIVE 2003/71/EC OF THE EUROPEAN PARLIAMENT (THE *'PROSPECTUS DIRECTIVE'') TO PUBLISH A
"PROSPECTUS" WITHIN THE MEANING OF THE PROSPECTUS DIRECTIVE, AND DOES NOT, AND IS NOT INTENDED
TO, CONSTITUTE A “"PROSPECTUS" WITHIN THE MEANING OF THE PROSPECTUS DIRECTIVE.
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Responsibility Statement

The City accepts responsibility for the information contained in this Prospectus with respect to itself, the Credit
Facility Agreement and the Notes. To the best of the knowledge and belief of the City (which has taken all
reasonable care to ensure that such is the case), such information is in accordance with the facts and does not
omit anything likely to affect the import of such information.

In addition, the City, having made all reasonable enquiries, confirms that (i) this Prospectus contains all
information with respect to the City, the Credit Facility Agreement and the Notes that is material in the context of
the issue and offering of the Notes; (i) the statements contained in the Prospectus relating to the City are in every
material particular true and accurate and not misleading; (iii) the opinions, expectations and intentions expressed
in this Prospectus with regard to the City are honestly held, have been reached after considering all relevant
circumstances and are based on reasonable assumptions; (iv) there are no other facts in relation to the City, the
Credit Facility Agreement or the Notes the omission of which would, in the context of the issue and offering of the
Notes, make any statement in this Prospectus misleading in any material respect; and (v) all reasonable enquiries
have been made by the City to ascertain such facts and to verify the accuracy of all such information and
statements. The Bank accepts responsibility for the information in this Prospectus with respect to itself contained
in the section "' The Issuer”” (the "'Bank Information”’).

Information under the heading "' The Russian Federation’' includes extracts from information and data publicly
released by official and other sources and the City accepts responsibility for accurately reproducing such
information and data but accepts no further responsibility in respect of such information and data.

No representation or warranty, express or implied, is made by Citigroup Global Markets Limited ("' Citigroup'’),
Deutsche Bank AG, London Branch ("’‘Deutsche’’), Dresdner Bank AG ("‘Dresdner’’) J.P. Morgan Securities Ltd.
(“JPMorgan’’) (Citigroup, Deutsche, Dresdner and JPMorgan together, the “Joint Lead Managers'’), Bank of
Austria Creditanstaldt AG ("’'Bank of Austria’’) and UBS Limited (""UBS’’) (Bank of Austria and UBS together, the
""Co-Managers’’) the Bank (save for the above responsibility statement), the Trustee or any of their affiliates or
any person acting on their behalf or any of the other Managers (as defined in " Subscription and Sale'’) as to the
accuracy or completeness of the information contained in this document, and none of such persons has
attempted to verify such information.

18 October 2006

The City of Moscow acting through The State Debt Committee of the City of Moscow as Economic Issuer

By:
Title:

Dresdner Bank AG as Legal Issuer
By:

Title:

This Prospectus does not constitute an offer of, or an invitation by or on behalf of, the Bank, the City or the
Managers to subscribe or purchase any Notes. The distribution of this Prospectus and the offering of the Notes in
certain jurisdictions may be restricted by law. Persons into whose possession this Prospectus comes are required
by the City, the Bank and the Managers to inform themselves about and to observe any such restrictions. In
particular, the Notes have not been and will not be registered under the Securities Act and are subject to United
States tax law requirements. Subject to certain exceptions, the Notes may not be offered, sold or delivered in the
United States or to U.S. persons. For a description of certain further restrictions on offers and sales of Notes and
distribution of this Prospectus, see "' Subscription and Sale"".

No person is authorised to provide any information or to make any representation not contained in this
Prospectus and any information or representation not contained in this Prospectus must not be relied upon as
having been authorised by or on behalf of the City, the Bank, the Trustee or the Managers.

The delivery of this Prospectus at any time does not imply that the information contained in it is correct as at any
time subsequent to its date. Without limitation to the generality of the foregoing, the contents of the City's
website do not form any part of this Prospectus.



Neither the delivery of this Prospectus nor the offering, sale or delivery of any Note shall in any circumstances
create any implication that there has been no adverse change, or any event reasonably likely to involve any
adverse change, in the condition (financial or otherwise) of the City or the Bank since the date of this Prospectus.

o o

In this Prospectus, references to "Roubles’’, “‘roubles,” ‘Rbs’’ and ""RUB"’ are to the lawful currency for the time
being of the Russian Federation, references to 'U.S. dollars’’, “US$"", "U.S.$"", “USD"" and "'$"" are to the lawful
currency for the time being of the United States of America and references to "euro’, €' and "EUR" are to the

lawful currency of the member states of the European Union that adopted the single currency in accordance with

the Treaty of Rome establishing the European Community, as amended from time to time.

This Prospectus contains conversions of certain amounts into U.S. dollars and euro at specified rates solely for the
convenience of the reader. The Rouble/U.S. dollar exchange rate, published by the Central Bank of the Russian
Federation (""CBR"’) and expressed as a number of Roubles per U.S.$1.00, was RUB29.45, RUB27.75 and
RUB28.78 at 31 December 2003, 2004 and 2005, respectively. The rate on 30 June 2006 was RUB27.08 per
U.S.$1.00. No representation is made that the Rouble or U.S. dollar amounts referred to herein could have been
or could be converted into Roubles or U.S. dollars, as the case may be, at these rates, at any particular rate or at
all. The Rouble/euro exchange rate, published by the CBR and expressed as a number of Roubles per EUR1.00,
was RUB36.82, RUB37.81 and RUB34.19 at 31 December 2003, 2004 and 2005, respectively. The rate on 30 June
2006 was RUB33.98 per EUR1.00. No representation is made that the Rouble or euro amounts referred to herein
could have been or could be converted into Roubles or euro, as the case may be, at these rates, at any particular
rate or atall.

Certain figures included in this Prospectus have been subject to rounding adjustments; accordingly, figures
shown for the same category presented in different tables may vary slightly and figures shown as totals in certain
tables may not be an arithmetic aggregation of the figures which precede them.

In connection with the issue of the Notes, J.P. Morgan Securities Ltd. (the 'Stabilising Manager’’) (or any
person acting for the Stabilising Manager) (or any person acting for it) may over-allot or effect transactions with a
view to supporting the market price of the Notes at a level higher than that which might otherwise prevail for a
limited period, provided that the aggregate principal amount of Notes allotted does not exceed 105% of the
aggregate principal amount of the Notes. However, there may be no obligation on the Stabilising Manager (or
any agent of the Stabilising Manager) to do this. Such stabilising, if commenced, may be discontinued at any time
and must be brought to an end no later than the earlier of 30 days after the issue date of the Notes and 60 days
after the date of the allotment of the Notes. Such stabilising shall be in compliance with all applicable laws,
regulations and rules.

This Prospectus may be used only for the purposes for which it has been published.

ENGLISH LAW STATEMENT

The following is a brief summary of a general nature regarding the position of the Noteholders under the laws of
England with respect to the three items specified below. This summary is for information purposes only and shall
not constitute legal advice as to the matters described therein.

(A)  Permissibility of joint legal representation of investors before the courts of England:

The Notes will be represented by a Global Note Certificate. So long as the Notes are represented by interests
in the Global Note Certificate, individual Noteholders have no direct right to commence proceedings in
respect of any breach by the City or the Bank. The right of enforcement lies with the Trustee on behalf of the
Noteholders pursuant to the covenant to pay in the Trust Deed. In addition, as provided for in the Global
Note Certificate, the Swiss Paying Agent could seek to exchange the Global Note Certificate for Individual
Note Certificates in definitive form if (a) Euroclear or Clearstream, Luxembourg is closed for business for a
continuous period of 14 days (other than by reason of legal holidays) or announces an intention
permanently to cease business or (b) if the Bank would suffer a material disadvantage in respect of the
Notes as a result of a change in laws or regulations (taxation or otherwise) which would not be suffered
were the Notes in the form of Individual Note Certificates (see ** Summary of Provisions Relating to the Notes
in Global Form'"). Noteholders themselves do not have the right to require the exchange of the Global Note
Certificate for Individual Note Certificates in definitive form. The Swiss Paying Agent alone has the right to
require the exchange of the Global Note Certificate for Individual Note Certificates and to require the
printing and delivery of such Individual Note Certificates.

(B)  Maintenance of anonymity in instances of joint legal representation before the courts of England:

Itis not practicable, as a matter of English judicial procedure, for a Noteholder to maintain anonymity in
legal proceedings brought in an English court to enforce his or her individual rights under the Notes.
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(C)  Equal treatment in suit of domestic and foreign plaintiffs before the courts of England:

There is no formal distinction as to the treatment of domestic and foreign participants before the English
courts. As a matter of practice, however, claimants from certain other jurisdictions may be more likely to be
required to post security for costs of unsuccessful proceedings, since the defendant will be in a better
position to argue that his chances for recovering those costs are limited were he to successfully defend the
claim.

FORWARD-LOOKING STATEMENTS

This Prospectus contains “‘forward-looking statements’* which relate to, without limitation, the City’s plans,
objectives, goals, strategies, future operations and performance. These forward-looking statements are
characterised by words such as ““anticipates’’, “‘estimates’’, “expects’’, “'believes’’, “intends”’, “plans’’, “‘may"’,
"will”", “should’” and similar expressions. Such forward-looking statements involve known and unknown risks,
uncertainties and other important factors that could cause circumstances or the City’s actual results, performance
or achievements to be materially different from any future circumstances, results, performance or achievements
expressed or implied by such statements. Such forward-looking statements are inherently based on numerous

assumptions regarding, among other things:

° the performance of the Russian and the City's economy;

° the City's debt and the impact of exchange rate fluctuations; and

° the City's ability to meet its obligations and develop and maintain additional sources of financing.

The City does not make any representation, warranty or prediction that the results anticipated by such forward-
looking statements will be achieved, and such forward-looking statements represent, in each case, only one of
many possible scenarios and should not be viewed as the most likely or standard scenario.

Accordingly, prospective purchasers of the Notes should not place undue reliance on these forward-looking
statements. The important factors that could cause the City's actual results, performance or achievements to
differ materially from those in these forward-looking statements include, but are not limited to, those discussed
in "Risk Factors'" and "' The City of Moscow'". These forward-looking statements speak only as at the date of this
Prospectus. The City expressly disclaims any obligation or undertaking to disseminate after the date of this
Prospectus any updates or revisions to any forward-looking statements contained herein to reflect any change in
its expectation with regard thereto or any change in events, conditions or circumstances on which any such
forward-looking statement is based, unless required to do so by applicable law.



Presentation of Financial and Other Information

Financial Information

Prior to the dissolution of the Soviet Union in 1991, the collection of data and production of official statistical
information with respect to the economy of the City was geared to the needs of central planning.

Since that time, the means employed in collecting data and methodologies used in the production of statistics
have evolved significantly from year to year. Statistical information reported herein has been derived from official
publications of, and information supplied by, the Department of Finance and the Department for Economic Policy
and Development of the City, as well as by other departments and committees of the City.

Accounting Principles

The City maintains its books and records in roubles and prepares its budget in accordance with the Law of the City
of Moscow on Budget Composition and Budget Process in the City of Moscow No. 51 adopted by the Moscow
City Duma (the ""City Duma’’) on 9 October 2002, as amended on 2 June 2004 (the “'City Budgeting Law’’), and
pursuant to the procedures prescribed by the Budgetary Code of the Russian Federation No. 145-FZof 31 July
1998, as amended as of 2 February 2006 (the “Budget Code'’), and other laws and accounting principles,
including some internal directives, which are not necessarily published, adopted by the City. The main feature of
these accounting principles is that revenues are recognised in the period in which they are collected by the City
and expenditures are accounted for when paid by the City. There is no system of accrual of revenue or
expenditure amounts.

The financial information relating to the City presented in this Prospectus is derived from the City’s records
maintained by each of the relevant City departments and compiled by the Department of Finance in conjunction
with the Department for Economic Policy and Development. The Moscow Accounting and Control Chamber (the
"'City Audit Chamber’’) monitors various City departments, committees and other executive bodies. Although
the City Audit Chamber does not audit the City’'s accounts as such, the City Audit Chamber does carry out regular
but unscheduled checks on the City’s executive bodies, including in relation to compliance with financial and
budgetary legislation. See " City Budget and Financial Accounts—City Budget—Control over the Implementation
of the Budget".

The budgetary and accounting principles applicable to the City continue to evolve, with an increasing emphasis
being placed on preparing and implementing more detailed City Budgets and on controlling the flow and use of
budget funds. This process is expected to continue.

Financial Information for 2003 and 2004

The financial information set forth in this Prospectus for the years ended 31 December 2003 and 2004 derived
from the Law of the City of Moscow on the City of Moscow Budget Implementation for 2003 No. 55 dated

8 September 2004 (the 2003 City Budget Implementation Law'’) and the Law of the City of Moscow on the
City of Moscow Budget Implementation for 2004 No. 44 dated 14 September 2005 (the *'2004 City Budget
Implementation Law’’), respectively. See ' City Budget and Financial Accounts—City Budget——Budget
Procedure’".

Financial Information for 2005

The information set forth in this Prospectus with respect to the City's budget for 2005 (the “'2005 City Budget'’)
is derived from the Law of the City of Moscow on the City of Moscow Budget for 2005 No. 85 of 15 December
2004, as amended (the 2005 City Budget Law’’). Most financial information provided in relation to 2005 is
preliminary only and is derived from the Resolution of the Government of the City of Moscow No. 436—pp dated
27 June 2006 "'On the Results of the Implementation of the Budget of the City of Moscow for 2005 and the
Financial Plan for 2007-2009" (the “"Results of 2005 Budget Implementation’). The results of implementation of
the 2005 City Budget will be finally approved by the Law on Implementation of 2005 Budget, the draft of which is
as setout in Schedule 1 to the Resolution of the Government of the City of Moscow No. 436-PP dated 27 June
2006 (the "'City Draft 2005 Budget Implementation Law’’).

Financial Information for 2006

The information set forth in this Prospectus with respect to the City's budget for 2006 (the "'2006 City Budget'’)
is derived from the Law of the City of Moscow on the Budget of the City of Moscow for 2006 No. 56 dated

9 November 2005 and amended on 5 July 2006 (the 2006 City Budget Law’’). The calculation of revenue and
expenditure items in the 2006 City Budget was based on an assumed average annual rate of inflation of 9.1%.

vi



Restatement of Financial Information

The City’s revenue and expenditure items were reclassified during each of 2003, 2004 and 2005 as the City
sought to identify a consistent and accurate classification of budgetary items. Accordingly, the financial
information appearing in this document for the years ended 31 December 2003 and 31 December 2004 has been
restated in accordance with the classification set out by the 2005 City Budget Law.

Results on the implementation of the annual budget are ordinarily approved by the City of Moscow Government
in the year following that budget year. Budget results are subject to technical adjustment during the budget year
and the year following that budget year and the final figures reflecting the results of the implementation of an
annual budget are therefore not normally available before the end of the year following the budget year.
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Rounding Adjustments

Data included in this document has been subject to rounding adjustments. Accordingly, figures which are totals
may not be the arithmetical sum of their components.

Exchange rates

Since 1992, high inflation has caused a generally consistent decline in the value of the rouble in nominal terms. As
aresult of the events of 17 August 1998, during which the Russian government defaulted on certain of its
securities and the Russian banking system suffered a near collapse, the rouble depreciated against the U.S. dollar
by 246.5% in nominal terms and by 47.6% in real terms during 1998. Nonetheless, following the CBR tightening
monetary policy, the rouble has remained relatively stable since 1999. From 2002 to 2006, the rouble appreciated
against the U.S. dollar in nominal terms by 3.1% and by 53.6% in real terms.

The following table sets out the high, low and period-end exchange rates of the U.S. dollar and the euro to the
rouble for the periods indicated.

Roubles per euro Roubles per U.S. dollar

High Low Period-end High Low Period-end
Year ended 31 December
2002, . . ..o 33.11 26.30 33.11 31.86 30.14 31.78
2003 . . . .. 36.82 32.95 36.82 31.88 29.25 29.45
2004 . ... 37.84 34.12 37.81 29.45 27.75 27.75
2005. .. .. 37.84 33.68 34.19 29.00 27.46 28.78
2006, month ended
31January. . . ... ... 34.48 34.04 34.04 28.48 27.97 28.12
28 February . . . ... 34.14 33.33 33.33 28.26 28.10 28.12
31March . . ... ... ... ... 33.68 33.33 33.47 28.12 27.66 27.76
30April ..o 34.19 33.46 34.19 27.77 27.27 27.27
31May. . ... 34.74 34.25 34.64 27.24 26.92 26.98
30June . ... 34.71 33.95 33.98 27.10 26.71 27.08
Source: CBR

Following the financial crisis in August 1998, the CBR undertook a number of measures aimed at restricting
foreign exchange speculation, reducing capital outflows and improving regulatory supervision of foreign currency
transactions. These measures included:

° Requiring enterprises to repatriate their export revenue and to make obligatory purchases of roubles with a
percentage of their export revenue in a separate morning trading session of the Moscow Interbank
Currency Exchange ("MICEX"’). Currently, Russian companies are required to repatriate proceeds from
export sales. However, a requirement to convert from 10% to 75% of such proceeds into roubles applicable
historically is no longer effective. Although the CBR abolished the conversion requirement effective as of
10 May 2006, it still retains the right to require Russian companies to convert up to 30% of the proceeds
from export sales into roubles.

° Requiring enterprises to make a 100% prepayment for any purchase of foreign exchange to pay for imports.
° Limiting the ability of commercial banks to purchase foreign currency.

As aresult of these measures and the improved macroeconomic situation in Russia, the foreign exchange market
in Russia achieved relative stability. The Government of the Russian Federation and the CBR have been gradually
removing various exchange control restrictions. Effective from 1 July 2006, the CBR cancelled the "'special
account’’ and "‘mandatory reserve’’ requirements applicable to certain kinds of currency operations. On 26 July
2007 the Currency Law was amended to deprive the Central Bank of the right to introduce new ""mandatory
reserve’’ requirements with respect to certain currency operations in the future. However, there can be no
certainty that any recurrence of volatility in Russian financial markets will not have an adverse effect on the
rouble’s rate of exchange with foreign currencies. See " Risk Factors—Risks Associated with the Russian
Federation—£Exchange Rates, Exchange Controls and Repatriation Restrictions'".
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Summary of Transaction Structure

The following summary description should be read in conjunction with, and is qualified in its entirety by, the
Terms and Conditions of the Notes and the provisions of the Credit Facility Agreement which are set out
elsewhere in this Prospectus.

Principal and Interest

on the Loan :
The Bank < The City
as Issuer Loan > as Borrower
Principal and
Interest on Proceeds of
the Notes the Notes

Noteholders

The transaction will be structured as a loan (the “Loan”’) to the City by the Bank. The Bank will issue the Notes,
which will be limited recourse loan participation notes issued for the sole purpose of funding the Loan to the City.
The Notes will be constituted by, be subject to, and have the benefit of, the Trust Deed. The obligations of the
Bank to make payments under the Notes shall constitute an obligation only to account to the Noteholders for an
amount equal to the sums of principal, interest and/or additional amounts (if any) actually received by or for the
account of the Bank pursuant to the Credit Facility Agreement less any amount in respect of the Reserved Rights
(as defined in the Terms and Conditions of the Notes).

As provided in the Trust Deed, the Bank with full title guarantee and as continuing security for the payment of all
sums under the Trust Deed and the Notes will charge by way of first fixed charge in favour of the Trustee (the
""Charge’’):

(A)  allitsrights to principal, interest and additional amounts (if any) now or hereafter payable by the City to the
Bank as lender under the Credit Facility Agreement;

(B)  therightto receive all sums which may be or become payable by the City under any claim, award or
judgment relating to the Credit Facility Agreement; and

(Q) alltherights, title and interest in and to all sums of money now or in the future deposited in an account with
the Principal Paying Agent in the name of the Bank (the "’Account’’) and the debts represented thereby
(including interest from time to time earned on the Account),

provided that Reserved Rights and any amounts relating to Reserved Rights are excluded from the Charge.

In addition, the Bank with full title guarantee will assign absolutely to the Trustee for the benefit of the Trustee
and the Noteholders all the rights, title, interest and benefits, both present and future, which have accrued or may
accrue to the Bank as lender under or pursuant to the Credit Facility Agreement (including, without limitation, all
monies payable to the Bank and any claims, awards and judgments in favour of the Bank in connection with the
Credit Facility Agreement and the right to declare the Loan immediately due and payable and to take proceedings
to enforce the obligations of the City thereunder) other than any rights, title, interests and benefits which are
subject to the Charge and other than the Reserved Rights and any amounts relating to the Reserved Rights. As a
consequence of such assignment, the Trustee will assume the rights of the Bank under the Credit Facility
Agreement as set out in the relevant provisions of the Trust Deed.

The Bank will covenant not to agree to any amendments to or any modification or waiver of, or authorise any
breach of, the terms of the Credit Facility Agreement unless the Trustee has given its prior written consent. The
Bank will further agree to act at all times in accordance with any instructions of the Trustee with respect to the
Credit Facility Agreement, save as otherwise provided in the Trust Deed. Any amendments, modifications, waivers
or authorisations made with the Trustee’s consent shall be notified to the Noteholders in accordance with
Condition 14 of the Terms and Conditions relating to the Notes and shall be binding on the Noteholders.

At any time after an Event of Default (as defined in the Credit Facility Agreement), the Trustee may declare all
amounts payable under the Credit Facility Agreement by the Borrower to be due and payable. The security under
the Trust Deed will become enforceable upon the occurrence of a Relevant Event, that is, the earlier of (a) the
failure by the Bank to make any payment of principal or interest or other amounts (if any) on the Notes when due;
(b) the filing of an application by the German Federal Financial Supervisory Authority (Bundesanstalt fiir



Finanzdienstleistungsaufsicht) for the opening of insolvency proceedings over the assets of the Bank in Germany;
(0) the taking of measures by the Federal Banking Supervisory Authority pursuant to Sections 45 et seq. of the
German Banking Act (Kreditwesengesetz); or (d) the taking of any action in furtherance of the dissolution
(Auflésung) of the Bank. For the avoidance of doubt, any merger or reconstruction or any reorganisation of the
Bank pursuant to the German Transformation Act (Umwandlungsgesetz) does not constitute a Relevant Event.



Summary Description of the City of Moscow

The following summary should be read in conjunction with, and is qualified in its entirety by reference to, the
more detailed information and financial statements which are set out elsewhere in this Prospectus. See "' Risk
Factors' for a discussion of certain factors that should be considered by potential investors prior to an investment
in the Notes.

Overview and Governing Structure

Moscow is the capital of the Russian Federation (the "’Federation’’). Moscow is the largest city in, as well as the
financial, commercial, scientific, educational and artistic centre of, the Russian Federation. Under the Constitution
of the Russian Federation (the "“Constitution’’), Moscow has the status of a Subject ("'Subjects of the Russian
Federation’' or “Subjects’’) of the Federation (from 1 January 2007, the number of subjects will decrease by
three as a result of mergers of a number of the Subjects). Each of the 88 currently existing Subjects within the
Federation is governed by its own executive and legislative branch, as well as certain local self-governing bodies.

The Constitution describes the division of authority between the Federation and its Subjects. Certain areas of
governance are reserved by the Constitution exclusively for the Federal authorities, including management of
Federal state property, the issuance of currency, foreign relations (including foreign economic relations) and
defence. The Constitution confers joint jurisdiction on each Subject and the Federation over a number of other
areas, including tax administration, ownership and use of land and natural resources, and the appointment of
certain court and law enforcement officials within the relevant Subject. In these areas Subjects adopt their own
laws and regulations in accordance with the framework provided by Federal law. The Constitution also confers
jurisdiction on the Subjects over all matters not specifically reserved to the Federation or to the joint jurisdiction of
the Federation and its Subjects.

The City’s administrative structure is prescribed by the Charter of the City, as adopted on 28 June 1995, as
amended and restated (the "'City Charter'’), which is the main constitutive document of the City. The City is
governed by an executive and a legislative branch. The executive branch is headed by the Mayor who is the City's
highest official and whose office is comprised of various departments, committees, branches and their respective
subsidiary organisations responsible for the administration and operation of the City (the *City Executive
Authorities’’) under the supervision of senior officials who constitute the City's government (the *'City
Government'’). The City Government is accountable to the Mayor. The legislature is the City Duma which is a
unicameral parliament composed of elected Deputies. The City Duma enacts City laws, including laws pertaining
to the City budget (the "’ City Budget'’), monitors the activities of the City Government and exercises certain
other powers in accordance with the City Charter and Federal law. The City Charter may be amended by City laws
approved by the City Duma within the limits set by applicable Federal law.

City Economy

According to the results of the national census in 2002, Moscow is the largest city in the Federation with a
population of 10.4 million, or approximately 7.3% of the Federation’s total population of 142.8 million as of the
end of 2005.

In 2004, the service sector accounted for approximately 78% of the City's Gross City Product (""GCP"’). In 2004,
the industry sector accounted for approximately 14% of the City's GCP.

Employment levels in the City have remained relatively stable over the last five years, at an average level of 80% of
the City's labour force. In 2004 the public sector of the economy employed approximately 1.7 million people and
the private sector employed approximately 4.4 million people.

In 2005, the average monthly nominal wage in large, medium and small-sized enterprises in Moscow equalled
RUB 13,736 an increase of 24.1% by comparison with the 2004 level, while the average monthly real wage,
adjusted to take into account increases in the consumer price index, was 10.7% higher than in 2004.

Activities of the City and the City Budget

The City Budget is an itemised summary of expected revenue and expenditure which in recent years has become
increasingly detailed. By virtue of the City's status as a city of Federal significance, the City performs all of the
functions that fall to Subjects of the Federation and retains revenue assigned by Federal legislation for the
undertaking of such functions. The revenue base of the City Budget is estimated by taking into account the
expected tax and non-tax revenues for the current year, forecasts regarding the level of inflation and forecasts of
the economic development in the City, such as forecasts of the employment level, the development of the taxable



base and price indices within the City. Expenditure is estimated according to expected revenues and planned
social and economic programmes of the City.

The City's primary functions are to perform regional governance and to provide basic services to residents.
According to preliminary data, approximately 87% of the total expenditure of the 2005 City Budget was spent on
five primary activities: national economy; housing and utilities; healthcare and sport; education; and social
policy. In 2006, the financing of these activities is expected to remain at approximately 88% of the total
expenditure of the City Budget. The City budget funds are also used to service and repay the City’s debts.

The main sources of revenue for the City are (i) tax revenues, (ii) non-tax revenues and (iii) revenues from
Designated Purpose Funds (''DPFs’’). Non-tax revenues are comprised primarily of payments for the use of City
property, income from the City's participation in various state and private enterprises and administrative charges
and fines. DPFs are specified accounts within the City Budget that are allocated certain amounts of City tax,
non-tax and other revenues and are used to fund special purpose projects, such as the construction and
maintenance of roads within the City, which are normally excluded from general revenue and expenditure in the
City Budget.

In accordance with the Results of 2005 Budget Implementation, the City’s revenue and expenditure for 2005
were RUB 522.2 billion and RUB 503.2 billion, respectively, which resulted in a surplus of approximately
RUB 19 billion.

The City is projecting revenues of RUB 614.4 billion and RUB 699.8 billion for 2006 and 2007, respectively. The
City is projecting expenditure of RUB 704.0 billion and RUB 804.9 billion for 2006 and 2007, respectively,
resulting in projected deficits of RUB 89.5 billion and RUB 105.1 billion for the years 2006 and 2007, respectively.



Summary of Provisions of the Notes and the Loan

Issuer

The City (as Borrower)

Offering
Trustee

Principal Paying Agent and Transfer
Agent

Registrar

Swiss Paying Agent and Transfer
Agent

Issue Price of Notes
Issue Date
Maturity Date

Interest

Status

Security

Assignment of Rights

Form

Dresdner Bank AG

The City of Moscow acting through The State Debt Committee of the City
of Moscow

€407,000,000 5.064% Loan Participation Notes due 2016
Deutsche Trustee Company Limited

Deutsche Bank AG, London Branch

Deutsche Bank Luxembourg S.A.
Deutsche Bank AG, Zurich Branch

100% of the principal amount of Notes
20 October 2006
20 October 2016

On each Interest Payment Date (being 20 October in each year
commencing on 20 October 2006) the Bank shall account to the
Noteholders for an amount equivalent to amounts of interest actually
received by or for the account of the Bank pursuant to the Credit Facility
Agreement, which interest under the Loan is equal to 5.064% per annum
(as set out in Clause 5 of the Credit Facility Agreement) payable annually in
arrear.

The Notes will constitute the obligation of the Bank to apply the proceeds
from the issue of the Notes solely for financing the Loan and to account to
the Noteholders for amounts equivalent to sums of principal, interest and
additional amounts (if any) actually received by or for the account of the
Bank pursuant to the Credit Facility Agreement, less any amount in respect
of Reserved Rights, all as more fully described in "' Terms and Conditions of
the Notes—Status''.

The Notes will be secured by a first fixed charge on:

° all the Bank’s rights to principal, interest and additional amounts
payable by the City to the Bank as lender under the Credit Facility
Agreement and the right to receive all sums which may be or
become payable by the City under any claim, award or judgment
relating to the Credit Facility Agreement; and

° all of the Bank's rights, title and interest in and to all sums of money
deposited from time to time in an account specified in the Credit
Facility Agreement, together with the debts represented thereby
(including interest from time to time earned thereon, if any),

pursuant to the Trust Deed, in each case, other than certain Reserved
Rights and its right to any amounts in respect of such Reserved Rights.

The Bank with full title guarantee will assign absolutely its rights, title,
interests and benefits under the Credit Facility Agreement (save for those
rights charged or excluded as described above) to the Trustee upon the
closing of the offering of the Notes.

The Notes will be issued in registered form in the denomination of
€50,000 and will be represented by the Global Note Certificate. The Notes
may be held and transferred, and will be offered and sold, in the principal
amount of €50,000 and integral multiples of €1,000 in excess thereof. The
Global Note Certificate will be exchangeable for Individual Note



Initial Delivery of Notes

Optional Redemption by the Bank
in Limited Circumstances

Mandatory Redemption

Relevant Events

Withholding Tax

Certain Restrictions and Covenants

Events of Default

Use of Proceeds

Certificates in the limited circumstances specified in the Global Note
Certificate.

On or before the Issue Date, the Global Note Certificate will be deposited
with Deutsche Bank AG, London Branch as a common depositary for
Euroclear and Clearstream, Luxembourg. The Notes will be registered in
the name of BT Globenet Nominees Limited as common nominee for such
clearing systems.

In limited circumstances as more fully described in the Credit Facility
Agreement, the Bank may at its option require the Loan to be repaid by the
Borrower, in which case the Notes will be redeemed at the option of the
Bank in whole, but not in part, at any time, upon giving notice to the
Trustee, at the principal amount thereof, together with accrued and
unpaid interest and additional amounts (if any) to the date of redemption
in the event that it becomes unlawful for the Bank to fund the Loan or
allow the Loan to remain outstanding under the Credit Facility Agreement
or allow the Notes to remain outstanding. In such a case, the Bank would
require the Loan to be repaid in full.

The Bank is required to redeem the Notes in whole, but notin part, at
100% of their aggregate principal amount plus accrued and unpaid
interest and all additional amounts, if any, if the Loan should become
repayable and be repaid pursuant to the Credit Facility Agreement prior to
the Maturity Date, including in the event it is required to pay additional
amounts on account of withholding taxes or certain costs incurred by the
Bank pursuant to the Credit Facility Agreement.

In the case of certain events in relation to the Bank (as defined in the Trust
Deed), the Trustee may, subject as provided in the Trust Deed, enforce the
security created in the Trust Deed in favour of the Trustee and the
Noteholders.

All payments of principal and interest by or on behalf of the Bank in
respect of the Notes shall be made free and clear of, and without
withholding or deduction for, any taxes, duties, assessments or
governmental charges of whatsoever nature imposed, levied, collected,
withheld or assessed by the Federal Republic of Germany or any
jurisdiction of residence of any holding company of the Bank or any
political subdivision or any authority thereof or therein having power to
tax, unless such withholding or deduction is required by law. In that event,
the Bank shall, subject to certain exemptions, and only to the extent that it
has received the relevant funds from the Borrower, pay such additional
amounts as will result in the receipt by the Noteholders of such amounts as
would have been received by them if no such withholding or deduction
had been made or required to be made.

The sole obligation of the Bank in this respect will be to account to the
Noteholders for sums equivalent to the sums received from the City in
respect of such additional amounts described above.

The Bank will have the benefit of certain covenants made by the City,
including a negative pledge, as more fully described in the Credit Facility
Agreement.

In the case of an Event of Default (as defined in the Credit Facility
Agreement), the Trustee may, subject as provided in the Trust Deed,
declare all amounts payable under the Credit Facility Agreement by the
City to be due and payable.

The Bank will lend an amount equivalent to the net proceeds of the Notes
to the City. The City intends to use the net proceeds for financing
budgetary expenditures of the City.
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Further Issues

Ratings

Listing

Governing Law

Selling Restrictions

The Bank may from time to time, without the consent of the Noteholders,
create and issue further Notes on the same terms as existing Notes and
such further Notes shall be consolidated and form a single series with such
existing Notes.

The Notes have been rated Baa2 by Standard & Poor’s Rating Services,
BBB+ by Moody’s Investors Service, Inc. and BBB+ by Fitch Ratings Ltd.

A rating is not a recommendation to buy, sell or hold securities and may be
subject to revision, suspension or withdrawal at any time by the assigning
rating organisation.

Application has been made to list the Notes on the main segment of the
SWX Swiss Exchange.

The Notes and the Loan will be governed by English law.

United Kingdom, United States, Russian Federation and Italy. See
""Subscription and Sale"".



Summary Financial Information

The following table sets out certain selected financial and economic data for the City and the Federation,

including Gross City Product (""GCP"') and Gross Domestic Product ("GDP’’) data for the Federation for the

periods indicated.

Year ended 31 December

(in billions of Roubles) 2003 2004 2005’ 20062

City Financial Data:

Revenue:

Total budget revenue, including: . . . 281.855 338.504 393.608 522.219 614.424
Taxrevenue . . ... ... ... .. 236.374 263.389 316.966 431.467 534.934
Non-taxrevenue. . . . . . .. ... 36.869 51.746 54.503 70.263 66.181
Reconciliationitem® . . . . . . . .. (54.731) (30.124) (44.816) 20.488 13.309
DPFrevenues. . . . . ... ... .. 63.343 53.494 66.955 — —

Expenditure:

Total budget expenditure, including: 303.929 355.689 407.371 503.194 703,973
DPF expenditure . . . . . ... ... 61.370 53.136 58.762 — —

Budget surplus (deficit) . . . . . . . (22.074) (17.185) (13.763) 19.025 (89.549)

Source: City Department of Finance

(1) Preliminary data. Final budget figures for 2005 will not be available until the adoption of the law on the implementation of the 2005 City

Budget, which is expected to be adopted at the end of 2006.

(2)  Figures reflect the 2006 City Budget adopted by the City Duma on 9 November 2005 and subsequently amended on 5 July 2006. Figures
are subject to finalisation and further amendment, and final budget figures for 2006 (i.e. the data on implementation of the budget) are

not expected to be published until the end of 2007.

(3)  This reconciliation item was created to avoid the double counting of revenues which (i) constitute both tax or non-tax revenue and (i) are
attributed to Designated Purpose Funds ("'DPFs’’) (as described below under "' Budget of the City of Moscow — Designated Purpose
Funds'') and subsidies and subventions received from the Federal budget. Starting from 2005, the revenues of the Designated Purpose
Funds have not been accounted separately in the City Budget and the reconciliation items included only subventions and subsidies from
the Federal Budget for implementation of Federal laws as well as funds received from the Federal Budget for the implementation of the

Federal Investment Programme.

(in billions of roubles except per capita GCP and GDP,
population and inflation rates)

City Economic Data:
GCP at current prices:

Industry. . . .. ...
SErvices. . . . . .
Nettaxes . . . . . . . . ... ... .. ... ...
Total GCPatcurrentprices . . . . ... ... ...
Population (millions) . . . . .. ... ... ... ...

GCP per capita at current prices (in thousands of

roubles). . . . ...

City average annual rate of inflation:

Consumer Price Index(%). . . . . . ... . ... ...
Producer Pricelndex (%) . . . . . . . . . ... . ...

Federation Economic Data:

GDPatcurrentprices. . . . . ... ... ...

GDP per capita at current prices (in thousands of

roubles). . . . ...

Year ended 31 December

2002 2003 2004 2005’
288.910 358.315 387.686 n/a
1.478.566 1.829.917 2.147.074 n/a
208.172 270.251 224.341 n/a
1,975.649 2,458.483 2,759.101 n/a
10.387 10.392 10.407 10.415
190.204 237.575 265.120 348.310
19.2 13.0 10.2 12.1

10.3 12.6 12.0 1.1
10,830.5 13,243.200 16,966.4 21,598.0
74.711 91.859 118.253 151.302

Source: Department of Economic Policy and Development of the City of Moscow and Goskomstat.
(1) Preliminary data as it relates to the City. Final data for the City in respect of the year ended 2005 will become available no earlier than

2007.



Risk Factors

An investment in the Notes involves a high degree of risk. Accordingly, prospective investors should consider
carefully certain factors, including those set out below, in evaluating the Notes prior to making any investment
decision.

Risks Related to Investments in Emerging Markets

Investors in emerging markets such as the Russian Federation should be aware that these markets are subject to
greater risk than more developed markets, including in some cases significant legal, economic and political risks.
Investors should also note that emerging economies such as the economy of the Russian Federation are subject to
rapid change and that the information set out herein may become outdated relatively quickly. Accordingly,
investors should exercise particular care in evaluating the risks involved and must decide for themselves whether,
in light of those risks, their investment is appropriate. Generally, investment in emerging markets is only suitable
for sophisticated investors who fully appreciate the significance of the risks involved, and investors are urged to
consult with their own legal and financial advisors before making an investment in the Notes.

Risk Factors Relating to the City
Enforceability of Civil Liabilities

The City has not waived any rights to sovereign or other immunity it may have in any jurisdiction. Accordingly, the
City may be entitled to immunity from suit in any action or proceeding arising out of the Credit Facility Agreement
or any other of the agreements entered into in connection with the Notes to which the City is a party (the ' City
Agreements’’) and the City and its assets, properties and revenues may be entitled to immunity in any
attachment or enforcement action. In addition, the City has not submitted to the jurisdiction of any court, or
appointed any agent for service of process in any jurisdiction in connection with any action or proceeding arising
out of the Credit Facility Agreement or any of the other agreements entered into in connection with the Notes to
which the City is a party. Substantially all of the assets of the City are located within Russia. Accordingly, the
Issuer, the Trustee and the Noteholders may have difficulty obtaining effective legal redress in connection with
the City's obligations under the Credit Facility Agreement or any of the other agreements entered into in
connection with the Notes to which the City is a party.

In the event that a Noteholder nevertheless obtains a final judgment for a sum of money rendered by a court in
any jurisdiction other than the Federation, enforceability in the Federation of such final judgment will be
recognised by a court of the Federation as a basis upon which to approve enforcement of a judgment against the
City or its assets, properties or revenues in the Federation, provided that there exists an international treaty
between the Federation and the country where the foreign judgment was rendered concerning the recognition
and enforcement of judgments in civil cases and, unless such international treaty otherwise provides, provided
that the relevant requirements set forth in Chapter 31 of the Arbitration Procedure Code and any other relevant
law, decree or regulation of the Federation are met. No such international treaty exists between the Federation,
the United Kingdom or the Federal Republic of Germany concerning the recognition and enforcement of
judgments in civil cases. Accordingly, it is unlikely that a court of the Federation would recognise or enforce a
judgment from such a country without re-examination of the case on its merits. A court of the Federation may
refuse or limit enforcement of a foreign judgment, inter alia, on public policy grounds and may seek to decline
jurisdiction over a dispute arising out of an agreement governed by foreign law. The City has agreed that, in
relation to any claim by the Issuer (or, following the assignment of its rights, under the Credit Facility Agreement
pursuant to the Trust Deed, by the Trustee) in respect of any dispute or difference of whatever nature howsoever
arising under, out of or in connection with the Credit Facility Agreement, such claimant may elect, by notice in
writing to the City, to settle such claims by arbitration in accordance with the International Chamber of
Commerce Rules (the “Rules’’) as at present in force by a panel of three arbitrators appointed in accordance with
the Rules. The seat of any reference to arbitration shall be London, England. The procedural law of any reference
to arbitration shall be English law. The Federation is a party to the United Nations (New York) Convention on the
Recognition and Enforcement of Foreign Arbitral Awards dated 10 June 1958 (the “’Convention’’). An arbitral
award in a country which is a party to the Convention should be recognised and enforced by the courts of the
Federation without re-examination of the case on its merits, subject to certain qualifications, including, for
example, a Federation court’s refusal to enforce, or limiting the enforcement of, such award on public policy
grounds.

Under the laws of the Russian Federation and the City, certain assets of the City are not available to satisfy the
claims of creditors, including claims of creditors under the Credit Facility Agreement. In particular, Article 126 of
the Civil Code of the Russian Federation (the "'Civil Code"’) provides that certain assets which may only be owned
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by the City are not available to satisfy the claims of creditors and that land and natural resources owned by the
City may be available for such purposes only to the extent provided by law. Article 21 of the Charter of the City
adopted on 28 June 1995 (as amended) (the "'City Charter’’) provides that certain assets, including land of
common use (for example, squares, roads and parks), historic monuments, buildings donated to the City and
areas of recreational or historic significance, may not be disposed of by the City. In accordance with the Law of the
City of Moscow on the State Debt of the City of Moscow No. 15 of 18 April 2001 (as amended), the City's debt is
serviced by reference to the assets of the City’s ““treasury’’. In accordance with Article 20 of the City Charter, the
City's ""treasury’’ consists of the budget funds of the City and assets not transferred to entities established by the
City.

Article 126 of the Civil Code provides that assets which have been transferred to legal entities established by the
City and held under “‘economic management’’ or "“operational management’’ by such entities are not available to
satisfy claims of creditors of the City. The laws of the Russian Federation and the City do not restrict the City from
transferring any of its assets to such legal entities.

In addition, enforcement against the City's budget funds is subject to the procedures provided by budget
legislation, as interpreted by the courts, and may be limited or refused on the basis of ’budget immunity"’
provided by Article 239 of the Budget Code or because the relevant payment is not envisaged, or is not given the
requisite priority, in the City’s budget for the relevant year.

Budget funds that may not be available to satisfy the claims of creditors, including the City's obligations under the
Loan, include those in specified accounts within the City’s budget called "'Designated Purpose Funds'’ or
"DPFs'’. DPFs are only authorised to make the expenditures provided for in the City’s budget and, because each
City budget provides that each DPF shall be in fiscal balance, DPFs cannot incur deficits or, consequently, be used
to service debt obligations of the City.

Non-Payment of Financial Obligations Owed to the City

In the past, the Russian financial system has suffered from chronic and endemic problems related to the non-
payment of financial obligations. At present, the City, like most other constituent entities of Russia, is owed
certain amounts of unpaid taxes. As at 1 January 2006, approximately RUB 11.3 billion in taxes (which comprised
1.8% of the total City Budget revenues for 2006) due to the City budget remained unpaid. Non-payment of taxes
owed to the City may have a material effect on the City’s cash flow and, consequently, on the ability of the City to
comply with its obligations under the Credit Facility Agreement. See " City Budget and Financial Accounts—Tax
Collection".

Division of Tax Revenue with the Federation

The division of tax revenues between the budgets of the Federation and of the City is governed by Federal law. In
recent years, the Federation’s share of tax revenue has increased and the City's share has decreased. This trend
may continue with the further reform of Federal tax and budgetary legislation. The City's tax discretionary powers
are limited because, like other Subjects of the Federation, the City has no authority to set federal tax rates or to
alter the rates on regional and local taxes above the limits set by federal legislation (otherwise than through its
representation in the Federation Council, i.e. the upper chamber of the Federal Assembly). The abolition of
regional or local taxes or the reduction in rates by which the regions share in federal taxes by tax and budgetary
legislation has been in some instances accompanied by revenue compensation measures, though such measures
historically have not always been sufficient to make up for lost tax revenue. The increasing share taken by the
Federation of the tax revenue collected in the City may reduce the City's capacity to meet its spending
commitments and may adversely affect the ability of the City to comply with its obligations under the Credit
Facility Agreement. See "' City Budget and Financial Accounts—~Budgetary Relations between the Federation and
its Subjects’”.

Litigation
The City is or may become party to certain legal disputes and proceedings which may adversely affect the ability of

the City to comply with its obligations under the Credit Facility Agreement or potentially adversely affect its
obligations to other creditors under other forms of indebtedness. See " The City Economy—Litigation” .

Foreign Exchange Risk

At 1 June 2006 approximately 25% of the City’s total debt of RUB 88 billion was denominated in foreign
currencies, whereas the City’s revenues are generally denominated in roubles. Appreciation of any of these
foreign currencies against the rouble will increase the debt servicing burden of the City and may undermine the
City's ability to satisfy in a full and timely manner its obligations under the Loan.
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Risk Factors Relating to Russia

The majority of the City’s assets are located in Russia. There are certain risks associated with an investmentin
Russia. The following are some non-exhaustive examples:

Political Risks

Political conditions in Russia were highly volatile in the 1990s, which negatively impacted Russia’s business and
investment climate. However, Russia’s current president, Vladimir Putin, was inaugurated for his second four year
term of office on 7 May 2004 following his re-election as president on 14 March 2004. President Putin’s second
term will last until 2008. President Putin has maintained Russian federal government (the "'Government’)
stability and policies generally oriented towards the continuation of economic reforms. State Duma elections held
in December 2003 resulted in an increase in the percentage of the aggregate vote received by United Russia and
other members of the parliament allied with the President. The City's operations could be harmed if political
instability recurs or if reform policies are reversed or become ineffective. Such instability could lead to a
deterioration of Russia’s investment climate, which could adversely affect the City. Further risks of political
instability may emerge in connection with the Russian presidential election scheduled for 2008.

In addition, ethnic, religious, historical and other divisions have, on occasion, given rise to tensions and, in certain
cases, military conflict. Russian military, police and security forces have been engaged in Chechnya in the recent
past and continue to maintain a presence there. In addition, groups associated with the Chechen separatists have
committed various acts of terrorism in population centres within Russia (both inside and outside Chechnya,
including Moscow), resulting in significant loss of life, injury and damage to property. In particular, during the
years 1999-2004 the City has suffered a number of terrorist attacks resulting in significant loss of life and damage
to property, including bombings of residential buildings and metro stations and the taking of hundreds of
hostages at a Moscow theatre in 2002.

Following the terrorist attacks in Moscow, victims of the terrorist acts and their relatives filed court claims against
the City Government requesting compensation for moral harm and material losses. These claims were based on
Avrticle 17 of the Federal Law On Combating Terrorism No. 130-FZ dated 25 July 1998, as amended (the “Law No.
130-FZ"'). Pursuant to this Article, a Subject of the Russian Federation on whose territory the terrorist act was
committed was obliged to generally pay damages resulting from a terrorist act, although such compensation may
be subsequently recovered from the actual perpetrator of the terrorist act. Although claims with respect to
compensation of moral harm have been rejected by the courts, a number of claims with respect to compensation
of material losses have been upheld. See " City Economy—-Litigation". From 1 January 2007, the Law No. 130-FZ
will no longer be effective pursuant to the newly adopted Federal Law on Combating Terrorism No. 35-FZ dated
March 2006.

The spread of violence, or its intensification, could have significant political consequences, including the
imposition of a state of emergency in some parts or throughout the Russian Federation. These events could lead
to significant financial losses to the Federation and its Subjects and could materially and adversely affect the
investment environment in the City and Russia as a whole.

Material Economic Risks

Since the dissolution of the former Soviet Union in the early 1990s, Russia’s society and economy have been
undergoing a rapid transformation from a one party state with a centrally planned economy to a pluralist
democracy with a market-oriented economy. This transformation has been marked by periods of significant
instability and the Russian economy has experienced at various times:

° significant declines in gross domestic product;

° hyperinflation;

° an unstable currency;

° high levels of state debt relative to gross domestic product;

° a weak banking system providing limited liquidity to Russian enterprises;

° high levels of loss-making enterprises that continued to operate due to the lack of effective bankruptcy
proceedings;

° significant use of barter transactions and illiquid promissory notes to settle commercial transactions;
° widespread tax evasion;

° growth of a black and grey market economy;
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° pervasive capital flight;
° high levels of corruption and the penetration of organised crime into the economy;

° vulnerability of overall economy due to reliance on export of oil and gas and consequent dependence on
international oil and gas prices;

° significant increases in unemployment; and
° the impoverishment of a large portion of the Russian population.

In particular, the state’s decision temporarily to stop supporting the rouble in August 1998 caused the currency to
collapse. At the same time, the state defaulted on much of its short-term domestic debt and imposed a 90 day
moratorium on foreign debt and other payments by Russian companies. These actions resulted in an immediate
and severe devaluation of the rouble, a near collapse of the Russian banking system, a sharp increase in the rate of
inflation, a dramatic decline in the prices of Russian debt and equity securities and an inability of Russian issuers to
raise funds in the international capital markets.

There can be no assurance that recent positive trends in the Russian economy, such as the increase in the gross
domestic product, a relatively stable rouble and a reduced rate of inflation, will continue or will not be abruptly
reversed. Moreover, the fluctuations in international commodities prices, the strengthening of the rouble in real
terms relative to the U.S. dollar and the consequences of a relaxation in monetary policy, or other factors, could
adversely affect Russia’s economy and the City’s operations in the future.

Although economic conditions in Russia have recently improved, there is a lack of consensus as to the scope,
content and pace of economic and political reform. No assurance can be given that reform policies will continue
to be implemented or that, if implemented, they will be successful, that Russia will remain receptive to foreign
trade and investment, or that the economy in Russia will continue to improve. Any failure of the current policies of
economic reform and stabilisation could have a material adverse effect on the operations of the City.

Fluctuations in the Global or Russian Economy

Russia’s economy could be adversely affected by market downturns and economic slowdowns elsewhere in the
world. As has happened in the past, financial problems outside Russia or an increase in the perceived risks
associated with investing in emerging economies could dampen foreign investment in Russia and adversely affect
the Russian economy. Additionally, because Russia produces and exports large amounts of oil, the Russian
economy is particularly sensitive to the price of oil on the world market, and a decline in the price of oil could slow
or disrupt the Russian economy and thus the City’s financial condition.

Recent international terrorist activity and the recent armed conflicts in the Middle East region have had a
significant effect on international finance and commodity prices. Any future acts of terrorism or armed conflicts
could have an adverse effect on the international financial and commodities markets, the global economy and
world crude oil prices. Because Russian companies produce and export large amounts of crude oil and natural gas,
any of these developments could affect their business and reduce the amount of taxes payable by them to
respective budgets, including the budget of the City, which in turn could adversely affect the City’s financial
condition.

Inflation, Exchange Rates and Exchange Controls

There was significant instability in the rouble exchange rate following the financial crisis of August 1998,
although the rouble has appreciated against the U.S. dollar in real terms from 2001 until the present. The ability
of the Government and the CBR to reduce any further volatility of the rouble will depend on many political and
economic factors, including their ability to control inflation and the availability of foreign currency. According to
Government estimates, inflation in Russia was 12% in 2003, 11.7% in 2004, 10.9% in 2005 and 7.1% from
January to 1 July 2006.

The Government expects inflation to be approximately 9% in 2006. Although the rate of inflation in Russia has
been declining, any return to high and sustained inflation could lead to market instability, new financial crises,
reductions in consumer buying power and erosion of consumer confidence. Any one of these events could have a
material adverse effect on the ability of the City to comply with its obligations under the Credit Facility
Agreement.

The rouble is generally not convertible outside Russia. A market exists within Russia for the conversion of roubles

into other currencies, but it is limited in size and is subject to rules limiting such conversion. Since 1999 the rouble
has demonstrated relative stability followed by appreciation against the U.S. dollar and the Euro. There can be no
assurance that a relatively stable market will continue indefinitely. Current Russian law permits the City to convert
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its roubles into foreign currency to make payments to meet certain of its financial obligations, but there can be no
guarantee that such conversion will be permitted in the future.

The City’s revenues are generally denominated in roubles. See "' City Budget and Financial Accounts—Budget
Revenues''. Any significant devaluation in the value of the rouble or the introduction of further exchange controls
or repatriation restrictions could have a material adverse effect on the ability of the City to comply with its
obligations under the Credit Facility Agreement.

Exchange Control

The Federal Law on Currency Regulation and Currency Control No. 173-FZ dated 10 December 2003, and
amended as at 26 July 2006 (the “’Currency Control Law'’) introduced a new currency control regime as of 1 July
which will be further developed from 1 January 2007. According to this new regime, which is generally more
liberal than the previous one, starting from 1 July 2006, the CBR no longer has the right to introduce licensing,
mandatory reserve or any other requirements with respect to certain currency operations, except for a
requirement to effect certain currency operations through special accounts, which may be introduced by the CBR
up to 1 January 2007. In addition, as of 1 July 2006, the CBR abolished previously introduced “‘special account”’
and “‘mandatory reserve’’ requirements with respect to certain currency operations. However, should future
changes in law or future regulations adopted by the CBR impose additional restrictions on the City's foreign
currency operations, the regulations may have negative effects on the operations and business of the City. See
""Risk Factors Related to the Notes—Payments under the Loan'' and " The Russian Federation—Economic
Conditions and Recent Economic Developments—Exchange Controls and Repatriation'.

Banking Transactions

The City holds a majority of its funds and, in particular, all tax proceeds, in an account opened by the City Treasury
with the CBR. Although to a lesser extent than other Russian entities, the City is still dependent on the general
condition of Russia’s banking and other financial systems. Such systems are not well developed or regulated and
legislation relating to banks and bank accounts is subject to varying interpretations and inconsistent applications.
There are currently a limited number of creditworthy Russian banks through which the City can conduct banking
transactions, as the August 1998 financial crisis resulted in the bankruptcy and liquidation of many Russian banks.
Another prolonged or more serious banking crisis or the bankruptcy of a number of banks to which the City
transfers funds could adversely affect the City’s operations and its ability to complete banking transactionsin
Russia.

Lack of Reliable Official Data

Official statistics and other data published by the CBR, federal, regional and local governments, and federal
agencies are substantially less complete or transparent than those of Western countries, and there can be no
assurance that the official sources from which certain of the information set forth herein has been drawn are
reliable or complete. Official statistics may also be produced on different bases from those used in Western
countries. Any discussion of matters relating to Russia herein may therefore be subject to uncertainty due to
concerns about the completeness or reliability of available official and public information.

Physical Infrastructure

Russia’s physical infrastructure is in very poor condition, which could disrupt normal business activity. Russia’s
physical infrastructure largely dates back to Soviet times and has not been adequately funded and maintained
over the past decade. Particularly affected are road, pipeline and rail networks, power generation and
transmission, and communication systems. Road conditions throughout Russia are poor, with many roads not
meeting minimum quality requirements. The Government is actively considering plans to reorganise the nation’s
rail, electricity and telephone systems. Any such reorganisation may result in increased charges and tariffs while
failing to generate the anticipated capital investment needed to repair, maintain and improve these systems. The
continued deterioration of Russia’s physical infrastructure will harm the national economy, disrupt the
transportation of goods and supplies, add costs to doing business in Russia and may interrupt business
operations, all of which could have a material adverse effect on the City's financial condition.

Social Risks

The political and economic changes in Russia since the early 1990s have resulted in reduced policing of society and
increased lawlessness. The Russian and international press have reported high levels of organised criminal activity
and official corruption in Russia and other countries of the former Soviet Union, including the bribing of officials.
Press reports have also described instances in which state officials have engaged in selective investigations and
prosecutions to further commercial interests of select constituencies. Additionally, published reports indicate that

13



a significant number of Russian media regularly publish slanted articles in return for payment. The City's financial
condition and results of operations could be adversely affected by illegal activities, corruption or by claims alleging
involvement in illegal activities.

Social instability in Russia, coupled with difficult economic conditions, the failure of the state and many private
enterprises to pay full salaries on a regular basis and the failure of salaries and benefits generally to keep pace
with the rapidly increasing cost of living have led in the past, and could lead in the future, to labour and social
unrest and increased support for a renewal of centralised authority, increased nationalism, restrictions on foreign
involvement in the economy, and increased violence. Any of these could affect the City and lead to losses for the
City's budget.

Legal and Regulatory Risks

Russia is still developing the legal framework required by a market economy. Several fundamental Russian laws
have only recently become effective. The recent nature of much Russian legislation and the rapid evolution of the
Russian legal system place the enforceability and underlying constitutionality of laws in doubt and result in
ambiguities, inconsistencies and anomalies in their application. The following aspects of Russia’s legal system
create uncertainty with respect to many of the legal and operational decisions that the City’s government make.
Many of these risks do not exist in countries with more developed legal systems:

° since 1991, Soviet law has been largely, but not entirely, replaced by a new legal regime as established by
the 1993 Federal Constitution, the Civil Code and by other federal laws, and by decrees, orders and
regulations issued by the President, the Government and federal ministries which are, in turn,
complemented by regional and local rules and regulations. There may be inconsistencies between such
laws, presidential decrees, government resolutions and ministerial orders, and between local, regional and
federal legislation and regulations;

° decrees, resolutions and regulations may be adopted by state authorities and agencies without clear
constitutional or legislative basis and with a high degree of discretion. There is a risk that the state may
nullify or terminate contracts, withdraw licences, conduct sudden and unexpected tax audits, criminal
prosecutions and civil actions and use common defects in accounting or share issuances and registration as
pretexts for court claims and other demands to liquidate companies or invalidate such issuances and
registrations and/or to void transactions;

° substantial gaps in the regulatory structure may be created by the delay or absence of regulations
implementing certain legislation;

° there is a lack of judicial and administrative guidance on interpreting applicable rules and limited
precedential value of judicial decisions;

° Russia has a judiciary with limited experience in interpreting and applying market-oriented legislation and
which is vulnerable to economic and political influence; and

° Russia has weak enforcement procedures for court judgments and there is no guarantee that a foreign
investor will obtain effective redress in a Russian court.

The current status of the Russian legal system makes it uncertain whether the City would be able to enforce its
rights in disputes with other parties. Furthermore, the dispersion of regulatory power among a number of state
agencies in Russia has resulted in inconsistent or contradictory regulations and unpredictable enforcement.
Various new laws and regulations have been adopted and the legal structures of the state executive authorities
have been reformed in an effort to make the Russian economy more market-oriented, resulting in considerable
legal confusion. No assurance can be given that local laws and regulations will become stable in the future. The
City's ability to operate in Russia could be adversely affected by difficulties in protecting and enforcing its rights
and by future changes to local laws and regulations. Further, its ability to protect and enforce its rights is
dependent on the Russian courts, which are under-resourced, inefficient and, in places, corrupt. Judicial
precedents generally have no binding effect on subsequent decisions.

The independence of the judicial system and its immunity from economic, political and nationalistic influences in
Russia remains largely untested. The court system is understaffed and underfunded. Judges and courts in Russia
are generally inexperienced in the area of business and corporate law.

In addition, most court decisions are not readily available to the public. Enforcement of court judgments can in
practice be very difficult in Russia. All of these factors make judicial decisions in Russia difficult to predict and
effective redress uncertain. Additionally, court claims are often used in furtherance of political aims. The City may
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be subject to these claims and may not be able to receive a fair hearing. Additionally, court judgments are not
always enforced or strictly followed by law enforcement agencies.

Compliance with Applicable Laws, Decrees and Regulations

No assurance can be given that regulators, judicial authorities or third parties will not challenge the City’s
compliance with applicable laws, decrees and regulations. Russian authorities have the right to, and do, conduct
periodicinspections of the City’s operations throughout the year. Such future inspections may find that the City
has violated laws, decrees or regulations, and the City may not be able to cure such violations within any grace
periods permitted by such authorities. Such findings could result in the imposition of fines or penalties or more
severe sanctions, any of which could increase estimated costs and adversely affect the City's business.

Securities Laws

The regulation and supervision of the securities market, financial intermediaries and issuers are considerably less
developed in Russia than in Western countries. Disclosure and reporting requirements, anti-fraud safeguards,
insider trading restrictions and fiduciary duties are relatively new to Russia and are unfamiliar to most Russian
companies and managers. In addition, Russian securities rules and regulations can change rapidly, which may
adversely affect the City's ability to conduct securities related transactions. While some important areas are
subject to virtually no oversight, the regulatory requirements imposed on Russian issuers in other areas result in
delays in conducting securities offerings and in accessing the capital markets. It is often unclear whether, or how,
regulations and decisions issued by the various regulatory authorities apply to the City. As a result, the City may be
subject to fines or other enforcement measures despite its best efforts at compliance, which could cause the City's
financial results to suffer.

State Action

Federal authorities have a high degree of discretion in Russia and at times have been seen by many commentators
to exercise their discretion selectively and disproportionately. Moreover, the federal authorities also have the
power in certain circumstances, by regulation or act, to interfere with the performance of, nullify or terminate
contracts. State actions that may be subject to a high degree of discretion could include administrative sanctions,
criminal prosecutions and civil actions. Such action by federal authorities, if directed at the City, could have a
material adverse effect on the value of the Notes.

A reform of the sub-federal election system was introduced by Federal Law No. 159-FZ dated 11 December 2004.
Pursuant to this Law, the heads of executive authorities of the Subjects are approved by the legislatures of the
respective Subjects upon the proposal of the President of the Federation (instead of, as was previously the case, by
direct election by the electorate of the respective Subject without the participation of federal authorities in the
nomination process). The current term of the City Mayor Mr. Luzhkov will expire in December 2007. The
appointment of the new Mayor of the City under the new procedure may lead to a limitation of political and
economic autonomy of the City and enhancement of its dependence on the Federation.

Risk Factors Related to the Notes
Limited Recourse to the Bank

The Bank is only obliged to make payments under the Notes to the Noteholders in an amount equivalent to sums
of principal, interest and/or additional amounts (if any) actually received by or for the account of the Bank under
the Credit Facility Agreement, less any amount in respect of Reserved Rights. Consequently, if the City fails to fully
satisfy its obligations under the Credit Facility Agreement, the Noteholders will receive less than the scheduled
amount of principal, interest and/or additional amounts (if any) on the relevant due date.

Repayment

At maturity, the City may not have the funds to fulfil its obligations under the Credit Facility Agreement and may
not be able to arrange for additional financing. If the maturity date of the Loan occurs at a time when other
financing arrangements prohibit the City from repaying the Loan, the City would try to obtain waivers of such
prohibitions from the lenders under those arrangements, or the City could attempt to refinance the borrowings
that contain the restrictions. If the City could not obtain the waivers or refinance these borrowings, the City would
be unable to repay the Loan.

No Direct Recourse to the City

Except as otherwise disclosed in ' Terms and Conditions of the Notes'” and in the Trust Deed, no proprietary or
other direct interest in the Bank’s rights under or in respect of the Credit Facility Agreement or the Loan exists for
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the benefit of the Noteholders. Subject to the terms of the Trust Deed, no Noteholder will have any entitlement to
enforce any of the provisions of the Credit Facility Agreement or have direct recourse to the City, except through
action by the Trustee under the Security Interests (as defined in " Terms and Conditions of the Notes'"). Neither the
Bank nor the Trustee under the Assigned Rights (as defined in the " Terms and Conditions of the Notes'') shall be
required to monitor the financial performance or status of the City or to enter into proceedings to enforce
payment under the Credit Facility Agreement unless it has been indemnified and/or secured by the Noteholders
to its satisfaction against all liabilities, proceedings, claims and demands to which it may thereby become liable
and all costs, charges and expenses which may be incurred by it in connection therewith.

The sole obligation of the Bank is to pass on to the Noteholders payments of principal and/or interest
and/or additional amounts (if any) received from the City under the Credit Facility Agreement.
Consequently, Noteholders will have no further recourse against the Bank to the extent that such
payments have been passed on to Noteholders.

Existing Covenants

The agreements that govern the City's debt instruments, including the Credit Facility Agreement, contain certain
restrictions limiting its operational flexibility. Such restrictions limit its ability to, inter alia, create liens.

These restrictions could hinder the City's ability to carry out its operations and the City’s ability to make payments
on the Loan.

In addition, a breach of the Credit Facility Agreement or the terms of other debt instruments could cause a default
under the terms of the City’s other financing arrangements, causing all debt under those financing arrangements
to become due. No assurance can be given that if the indebtedness under the Credit Facility Agreement were to
be accelerated, the assets of the City would be sufficient to generate the funds necessary to repay the Loan, and
thus the Notes, in full in satisfaction of its obligations under the Credit Facility Agreement.

Prepayment of the Loan

Under the terms of the Credit Facility Agreement, the City may, subject to certain conditions, prepay the Loan if it
is required to increase its payments for tax reasons regardless of whether the increased payment obligation
results from any change in the applicable tax laws or treaties or from the change in application of existing tax laws
or treaties or from enforcement of the security provided for in connection with the Notes. The City may also
prepay the Loan if it is required to indemnify the Bank in respect of certain increased costs to the Bank (as set out
in the Credit Facility Agreement). In the event that it becomes unlawful for the Bank to allow the Loan to remain
outstanding under the Credit Facility Agreement, to allow the Notes to remain outstanding, to maintain or give
effect to any of its obligations under the Credit Facility Agreement and/or to charge or receive or be paid interest
at the rate then applicable to the Loan, the City may be required by the Bank to prepay the Loan in full. In case of
any such prepayment, all outstanding Notes would be redeemable at par together with accrued interest.

Payments under the Loan

Under the Currency Control Law, before 1 January 2007, the CBR has the right to impose special account
requirement on certain types of currency operations such as loans, including those involving the City. Should the
economic conditions in Russia deteriorate, the Currency Control Law may be amended in the future to increase
regulatory burdens on the City and so hinder performance of its obligations under the Credit Facility Agreement.

No Active Trading Market

Prior to their issue, there was no public market for the Notes. Although application has been made to list the
Notes on the SWX Swiss Exchange, an active trading market in the Notes may not develop or be maintained after
listing. If an active trading market does not develop or cannot be maintained, this could have a material adverse
effect on the liquidity and the trading price of the Notes. In addition, securities markets, in recent periods, have
experienced significant price fluctuations. These fluctuations were often unrelated to the operating performance
of the companies whose securities are traded on such stock markets. Market fluctuations as well as adverse
economic conditions have negatively affected the market price of many securities and may affect the market price
of the Notes.

Risk Factors Relating to Taxation of the Notes
Interest Payments under the Loan—Availability of Treaty Relief

In general, interest payments on borrowed funds made by a Russian legal entity to a non-resident legal entity are
subject to Russian withholding tax at a rate of 20% unless such withholding is reduced or eliminated pursuant to
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the terms of an applicable double tax treaty. Based on professional advice it has received, the City believes that
interest payments on the Loan made to the Bank will not be subject to withholding tax under the terms of the
applicable double taxation treaty between the Russian Federation and the Federal Republic of Germany on the
Avoidance of Double Taxation in relation to Taxes on Income and Property of 29 May 1996 (hereinafter the
"Treaty'’). However, there can be no assurance that relief under the Treaty will be available.

Specifically, for the purposes of the Treaty, the Bank must be the beneficial owner of the interest payments
received. While the City believes that the Bank will be treated as the beneficial owner of the income in question,
the notion of beneficial ownership is not defined in Russian law. As a consequence, different interpretations are
possible and the position could be taken that the Bank should not be viewed as the beneficial owner of the
interest payments received. However, the City believes that it is unlikely that the Russian authorities will adopt this
view.

Consequences of Russian Withholding

If any payments including payments of interest under the Loan are subject to any withholding tax, subject to its
option to prepay the Loan referred to in the following paragraph, the City will be obliged to increase the amounts
payable as may be necessary to ensure that the recipient receives a net amount that will be equal to the amount it
would have received in the absence of such withholding taxes. In addition, payments in respect of the Notes will,
except in certain limited circumstances, be made without deduction or withholding for or on account of German
taxes except as required by law. In such event, the Bank will only be required to pay additional amounts to the
extent that it receives corresponding amounts from the City under the Credit Facility Agreement. Based on
professional advice it has received, the City believes that payments in respect of the Notes will only be subject to
deduction or withholding for or on account of German taxes as described in ** Tax Considerations—Federal
Republic of Germany''. The Credit Facility Agreement provides for the City to pay corresponding amounts in these
circumstances. There are some doubts as to whether the gross-up clauses contained in the Credit Facility
Agreement are enforceable under Russian law.

Because of the limited recourse nature of the Notes, if the City fails to pay any such gross-up amounts, the
amounts payable by the Bank under the Notes will be correspondingly reduced. Any failure by the City to increase
such amounts would constitute an Event of Default under the Credit Facility Agreement. In certain circumstances
(including following enforcement of the security upon the occurrence of a Relevant Event as defined in the Trust
Deed), in the event that the City is obliged to increase the amounts payable, it may prepay the principal of the
Loan together with accrued interest, and all outstanding Notes would be redeemed by the Bank (to the extent
that the Bank has actually received the relevant funds from the City).

Withholding Tax Risk—Enforcement of the Security under the Trust Deed

The Bank has granted security over certain of its rights in the Credit Facility Agreement to the Trustee in respect of
its obligations under the Notes. The security under the Trust Deed will become enforceable upon the occurrence
of a Relevant Event, as further described in " Terms and Conditions of the Notes'". In these circumstances,
payments under the Credit Facility Agreement (other than in respect of Reserved Rights) would be required to be
made to, or to the order of, the Trustee. Under Russian tax law, payments of interest and other payments, other
than the principal, made by the City to the Trustee would in general be subject to Russian withholding income tax
atarate of 20%. Itis not expected that the Trustee will, or will be able to, claim a withholding tax exemption
under any double taxation treaty. In addition, while it might prove to be possible for some Noteholders who are
eligible for an exemption from Russian withholding tax under double tax treaties to claim a refund of tax
withheld, there would be considerable practical difficulties in obtaining any such refund. As indicated above, it is
currently unclear whether the provisions obliging the City to gross-up payments will be enforceable in the Russian
Federation. If, in the case of litigation in the Russian Federation, a Russian court does not rule in favour of the
Bank or the Trustee and Noteholders, there is a risk that gross-up for withholding tax will not take place and that
payment made by the City under the Credit Facility Agreement will be reduced by Russian income tax withheld by
the City at a rate of 20% (or, potentially, 30% in respect of non-resident individual Noteholders). See also "' The
Credit Facility Agreement—~Prepayment’’, "' The Credit Facility Agreement—Taxes'', "' Terms and Conditions of
the Notes—Redemption and Purchase', "' Terms and Conditions of the Notes—Taxation'' and " Russian
Federation™ .

o

Withholding Tax Risk—Circumstances where the Bank Ceases to be Resident in a Qualifying Jurisdiction

Payments of interest under the Credit Facility Agreement will be subject to Russian withholding tax at the rate of
20% in circumstances where the Bank ceases to be resident in the Qualifying Jurisdiction (as defined in Clause 1.1
of the Credit Facility Agreement). Where this is the case, the City will only be required to gross up paymentsin the
event that the Bank ceases to be resident in a Qualifying Jurisdiction by reason of a change of law after the date of
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the Credit Facility Agreement. Consequently, should the Bank cease to be resident in a Qualifying Jurisdiction in
any other circumstances, Noteholders will receive payments under the Notes net of such withholding and will
have no right to require their Notes to be prepaid.

Disposals of the Notes in Russia

If a non-Russian tax resident Noteholder that is a legal entity or organisation sells Notes and receives proceeds
from a source within Russia, there is a risk that the part of the payment, if any, representing accrued interest may
be subject to 20% Russian withholding tax. Where proceeds from a disposition of the Notes are received from a
source within Russia by an individual Noteholder non-resident in Russia for tax purposes, a withholding tax would
be charged at a rate of 30% on gross proceeds from such disposal of the Notes less any available qualifying cost
deduction. The imposition or possibility of imposition of this withholding tax could adversely affect the value of
the Notes. See " Tax Considerations—The Russian Federation" .

Risk Factors Relating to the German Insolvency Code

Clause 4 of the Trust Deed provides for, among other things, an English law charge in favour of the Trustee for the
benefit of the Noteholders over certain receivables of the Bank under the Loan. Section 166(2) of the German
Insolvency Code provides that receivables assigned for security purposes may not, after the commencement of
insolvency proceedings, be enforced by the assignee but only by the insolvency administrator, who will be entitled
to deduct from the enforcement proceeds a lump sum of 9% (including VAT, if applicable) consisting of 4% as
costs of determination and 5% as costs of realisation. However, the 5% component may be increased or
decreased by any substantial amount by which the actual costs of realisation exceed or fall below 5% of the
enforcement proceeds. Value added tax will be deducted to the extent payable by the insolvent estate in
connection with the realisation. Should the Bank become unable to make payments with respect to the Notes, the
proceeds that are available for distribution to Noteholders under the security given pursuant to Clause 4 of the
Trust Deed might therefore be reduced by 9% as calculated above and as increased or decreased by an amount
reflecting the actual costs of realisation and value added tax, since a court could hold that an English law charge
should be subject to Section 166(2).

The same may apply if the secured property becomes enforceable by the Trustee, but the Trustee fails to enforce
the security interests within the certain limit set by the insolvency court. Where the insolvency administrator
waives his right of realisation in favour of the Trustee, the Trustee is nevertheless obliged to transfer to the estate
out of the enforcement proceeds an amount equal to the costs of determination (which may amount to up to
4%), as well as the amount of any value added tax, if applicable.
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Use of Proceeds

The proceeds from the Loan (expected to be €407,000,000 before taking account of fees, commissions and
expenses), which is being funded in full by the issue of the Notes, will be used by the City for the purpose of
funding budgetary expenditures of the City. The fees, commissions and expenses relating to the offering of the
Notes that the Bank is entitled to deduct from a single advance under the Credit Facility Agreement are expected
to be €305,250. The net proceeds of the Loan pertaining to the City are expected to be €406,694,750.
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The City of Moscow

Introduction and History

Moscow is the capital of the Federation. Moscow is an ancient city, which celebrated its 850th anniversary in
1997. Moscow is the largest city in, as well as the financial, commercial, scientific, educational and artistic centre
of, the Russian Federation. Under the Constitution of the Russian Federation (the “Constitution’’), Moscow has
the status of a Subject. Each of the 88 Subjects within the Federation, which is comprised of 21 republics, seven
provinces, 48 regions, one autonomous region, nine autonomous districts and two cities of Federal significance,
Moscow and St. Petersburg, is governed by its own executive and legislative branch, as well as certain local self-
governing bodies. Due to the expected merger of three Subjects, the number of Subjects may be reduced from 88
to 86 from 1 January 2007 onwards.

Moscow lies within the central part of the most highly developed and densely populated area of the Russian
Federation and stands on the Moscow River, a tributary of the Oka River, which is in turn a tributary of the Volga
River, the longest river in European Russia.

The Moscow region was settled by the Eastern Slavs in the 10th and 11th centuries. From the mid-14th century,
Moscow has been the centre of the Russian Orthodox Church and, despite prolonged struggles against invaders,
became the undisputed economic and cultural centre of unified Russia. Moscow was the capital of Russia until
1712. Between 1712 and 1918, the capital was moved to St. Petersburg. In 1918 Moscow regained its status as
the capital. From 1922 to 1991, Moscow was the capital city of the Union of Soviet Socialist Republics (the
“Soviet Union’’). With the dissolution of the Soviet Union, Moscow remained the capital of the Russian
Federation and the seat of the Federal Government. Its status as the capital is established by the Constitution and
the Federal Law On Status of the Capital of the Russian Federation No. 4802-1 enacted on 15 April 1993 as
amended (the "'Federal Capital Law’’).

Overview of Legislative, Executive and Administrative Structure

The Constitution describes the division of authority between the Federation and its Subjects. Certain areas of
governance are reserved by the Constitution exclusively for the Federal authorities, including management of
Federal state property, the issuance of currency, foreign relations (including foreign economic relations) and
defence. The Constitution confers joint jurisdiction on each Subject and the Federation over a number of other
areas, including tax administration, ownership and use of land and natural resources, and the appointment of
certain court and law enforcement officials within the relevant Subject. In these areas Subjects adopt their own
laws and regulations in accordance with the framework provided by Federal law. The Constitution also confers on
the Subjects jurisdiction over all matters not specifically reserved to the Federation or the joint jurisdiction of the
Federation and its Subjects.

The City’s administrative structure is prescribed by the Charter of the City, as adopted on 28 June 1995, as
amended and restated (the "'City Charter'’), which is the main constitutive document of the City. The City is
governed by an executive and a legislative branch. The executive branch is headed by the Mayor who is the City's
highest official and whose office is comprised of various departments, committees, branches and their respective
subsidiary organisations responsible for the administration and operation of the City (the " City Executive
Authorities’’) under the supervision of senior officials who constitute the City's government (the "'City
Government”'). The City Government is accountable to the Mayor. The legislature is the City Duma which is a
unicameral parliament composed of elected Deputies. The City Duma enacts City laws, including laws pertaining
to the City budget (the “’City Budget'’), monitors the activities of the City Government and exercises certain
other powers in accordance with the City Charter and Federal law. The City Charter may be amended by City laws
approved by the City Duma within the limits set by applicable Federal law.

The Mayor of Moscow

Previously, the Mayor was elected by citizens of Moscow for a term of four years, but for no more than two terms
beginning as of October 1999, not taking into account terms that started to run before October 1999. Within the
limits set by Federal and City law the Mayor appoints the City Government, defines the authority of the various
departments within the City’s Executive Authorities and directs their activities. Pursuant to the City Charter, the
Mayor may present legislative proposals to the City Duma which can debate such proposals. The Mayor also has
the power to veto any legislation promulgated by the City Duma and may re-submit laws to the City Duma for
consideration with or without amendments. The current Mayor is Mr. Yuri Luzhkov who was re-elected on

7 December 2003 for a final four-year term. The Mayor can be removed from office upon his resignation,
becoming physically disabled, dismissal by the President of the Russian Federation in certain circumstances
established by Federal law, impeachment, conviction of a criminal offence, loss of legal capability, loss of Russian
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citizenship or relocation of permanent residence outside Russia. According to changes in general principles of the
functioning of the Subjects’ legislative and executive bodies established on the Federal level, introduced in
December 2004, starting from 2007, the City's highest official will have to be proposed by the President of the
Russian Federation and approved by the City Duma for the next four-year term.

The City Government

The City Executive Authorities are comprised of various departments, committees, directorates, inspectorates and
their respective subsidiary organisations primarily established pursuant to the City Charter.

Pursuant to the Mayor’s Decree No. 103-UM dated 30 December 2003, as amended on 31 October 2005, the
City's Executive Authorities are primarily engaged in the administration and operation of four principal divisions,
or complexes, of the City: (i) the City Utilities Complex, (ii) the Architecture, Construction, Development and
Reconstruction Complex, (iii) the Economic Policy and Development Complex and (iv) the Social Sphere Complex.
Each Complexis run by a First Deputy Mayor. Certain other departments and branches of the City Executive
Authorities, such as the Finance Department, fall outside these four principal sectors. The City Government
approves the regulations of certain constituent bodies within the City Executive Authorities and may appoint and
remove the Heads of such bodies.

The City Government is, in accordance with the City Charter and the City Law On the Government of Moscow No.
5 dated 26 February 1997, as amended on 6 November 2002, the highest executive authority of the City. The
senior member of the City Government as provided in the City Charter is the Mayor, who appoints and removes
the other members of the City Government.

The primary spheres of activity of the City Government relate to (i) the economy and infrastructure of the City,
including the City’s public utilities, public transport, communications and engineering infrastructure, (i)
construction activities within the City, (iii) the management, sale and leasing of the City’s real estate and other
assets, and the development of economic policy for the City and (iv) the development of the City's social
infrastructure, including the provision of services such as public health, education, culture and sport as well as
providing support for the more vulnerable groups within the population of the City, such as the aged and the
handicapped.

Each such primary sphere of activity is managed by various elements of the City Executive Authorities and
enterprises that are either controlled by the City or under contract with the City.

The members of the City Government include:

° The Mayor;

° First Deputy Mayors, who are responsible for the primary spheres of activity of the City Government;
° Head of the Office of the City Government;

° Deputy Mayors;

° Ministers of the Government; and

° Prefects of the City’s 10 administrative regions (the *Administrative Regions'’), who are in charge of the
City's regions.

As of the date hereof, the senior members of the City Government are as follows:

Yuri M. Luzhkov is the Mayor of Moscow and the Head of the Government of Moscow, the highest executive
authority within the City. Mr. Luzhkov is responsible for the general co-ordination of the activities of the City
Government and activities of the City Executive Authorities, including: the general social and economic
development of the City, international and foreign economic relations, the security and emergency services in the
City, the financial, economic, industrial and environmental policy of the City and the development and realisation
of the City's special programmes, such as programmes for the development of housing and utilities, construction,
industry, trade, public transport, education, healthcare and sport. Mr. Luzhkov was bornin 1936 and is a
graduate of the Gubkin Oil and Gas Institute in Moscow.

Pyotr N. Aksyonov is the First Deputy Mayor responsible for the City Utilities Complex. His areas of responsibility
include the functioning and development of the housing and urban utilities sector in the City, power and water
supply and drainage systems, roads, transport and communications, landscaping and maintenance of residential
housing, sanitary purification, environmental protection and control, supply of oil products and foodstuffs.

Mr. Aksyonov was born in 1946 and is a graduate of the All-Union Institute of Engineering and Construction.
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Vladimir I. Resin is the First Deputy Mayor responsible for the Architecture, Construction, Reconstruction and
Development Complex. He is the Head of the City Planning Policy, Development and Reconstruction Department.
His areas of responsibility include the development and implementation of the General Plan of the City
Development, improvement of the City’s architecture, development and implementation of construction
programmes within the City, and financing of the City Investment Programme in the sphere of construction,
protection and exploitation of historic buildings and monuments. Mr. Resin was born in 1936 and is a graduate of
the Moscow College of Mines as well as a member of the International Engineering Academy.

Yuri V. Rosliyak is the First Deputy Mayor and responsible for the Economic Policy and Development Complex. His
areas of responsibility include planning and implementation of the City’s economic, investment, financial, tariff,
pricing and taxation policy, development of the City Borrowing Programme, raising of funds for the City's
borrowing needs and management of the City's state debt, government contractual works, management of the
City's state property, licensing, organisation and holding of tenders and auctions. Mr. Rosliyak was born in 1954
and is a graduate of the Moscow Institute of Engineering and Construction.

Ludmila I. Shvetsova is the First Deputy Mayor responsible for the Social Sphere Complex. Her areas of
responsibility include the development and realisation of the City’s social policy, including social services,
provision of residential housing, development of mortgage financing programmes in the City, family and youth
issues, culture and arts, education, health care, veterinary service, labour relations and employment and social
relations in the City. Ms Shvetsova was born in 1949 and is a graduate of the Kharkov Institute of Aviation.

Victor A. Korobchenko is the Head of the Mayoral Office and the Head of the Office of the Government of
Moscow and is ranked as the First Deputy Mayor. Mr. Korobchenko is responsible for co-ordinating activities of
the Mayor and of the City Executive Authorities, control over implementation of the City laws, resolutions and
decrees of the City Government, Mayor, First Deputy Mayors and Deputy Mayors as well as for manpower policy
and public relations. Mr. Korobchenko was born in 1947 and is a graduate of the Bauman Technical College in
Moscow.

losif N. Ordzhonikidze is the Deputy Mayor for international relations and foreign economic activities. His areas of
responsibility include collaboration with Russian and foreign entities in the sphere of international relations, the
development and implementation of foreign social and economic policy, attracting foreign investment to the
City, the co-ordination of international relations and foreign economic activities of the City executive authorities,
and the functioning and development of the tourism, hotel and gambling businesses in Moscow.

Mr. Ordzhonikidze was born in 1948 and is a graduate of the Lenin Polytechnic Institute in Georgia.

Valeri Y. Vinogradov is the Deputy Mayor for regional relations and sport. His areas of responsibility include
economic, social, cultural and scientific relations with the Russian regions and the regions of the Republic of
Belarus, the development and implementation of regional programmes, including regional investment
programmes, collaboration with international associations and unions, as well as religion and the development of
sportin Moscow. Mr. Vinogradov was born in 1958 and is a graduate of the Lenin State Institute of Teachers'
Training in Moscow and the State Law Academy in Moscow.

Anatoliy V. Petrov is the Deputy Mayor with responsibility for the co-ordination of activities of the City
Government and executive bodies with the Administrative Regions and Districts and the development of local
authorities’ self-governance. He is the representative of the Mayor in the City Duma. His areas of responsibility
include co-ordination of the City Government with activities of local bodies, co-ordination between the City
Government and Federal authorities, organisation and holding of elections and referendums in the City, co-
ordination of activities of the City Executive Authorities in the development of legislative acts of the City and
control over theirimplementation. Mr. Petrov was born in 1937 and is a graduate of the Moscow Metallurgy
Institute.

The Office of the Vice-Mayor of Moscow was eliminated by the City Law on Amendments to the City Charter No.
11 dated 15 February 2006. If the Mayor is temporarily absent, one of the First Deputy Mayors or Deputy Mayors
appointed by the Mayor is charged with carrying out the Mayor's responsibilities.

Administrative Division of the City and Administrative Executive Bodies

The City is divided into administrative entities comprising 10 Administrative Regions (territorial subdivisions of the
City created to enhance the effectiveness of governance and performance of other City activities) and certain
other areas. The Administrative Regions consist of 125 Districts. Districts of the City formally have the status of
municipalities and their own local governance structure. The division into Administrative Regions is governed by
the City Law On Territorial Division of the City of Moscow No. 13-47 dated 5 July 1995 as amended on 22 June
2005. Administrative divisions and boundaries are made taking into account the historical, geographical and
town-planning features of the relevant areas, demographic and socio-economic characteristics, the layout of

22



transport communications and the presence of engineering infrastructure and the ability to regulate local matters
in the interests of residents.

The authority to administer, co-ordinate and control functions and powers of the City’s Executive Authorities in
the Administrative Regions is delegated to Prefects who are appointed and removed from office by the Mayor of
Moscow. Each District is governed by a Head of the District. The Head of the District acts as the chairperson of the
District Assembly and the head of the administration of the District. Members of the District Assembly are elected
for a four-year term. The Head of the District has, within certain limits, the right to organise the functions and
working of the administration and District Assembly and has a casting vote in the District Assembly. The
administration of the District and the District Assembly are primarily involved in the administration of the local
economy and local social services.

The City Duma

The City Duma is a representative chamber directly elected by the electorate of Moscow in accordance with City
laws. The City Duma is composed of 35 deputies, representing geographic constituencies in the City, and is
elected for a term of four years. The Chairman and the Vice-Chairman of the City Duma are elected by secret
ballot from among the deputies. The Chairman and Vice-Chairman preside over the sessions of the City Duma and
perform representative duties including the execution of resolutions and other official City Duma documents.
Successive elections of deputies took place on 12 December 1993, 14 December 1997, 16 December 2001 and

4 December 2005. In the last election the United Russia Party gained 28 seats, the Russian Communist Party
gained four seats and the Yabloko Party gained three seats.

The City Duma is responsible for approving the laws of the City including the Law on the City Charter and laws on
the City Budget and controlling their implementation, reviewing the City Budget's implementation, and
approving and controlling the use of designated purpose budgetary funds. The City Duma is empowered to
impose fines and penalties, to levy or repeal taxes, duties and other compulsory payments within the exclusive
jurisdiction of the City and to grant rebates, if any, to taxpayers within the jurisdiction of the City with respect to
that portion of Federal taxes transferred to the City. The City Duma also approves the General Plan of
Development of the City, the City's designated purpose programmes such as programmes in support of industry,
scientific research, education, the arts and sport, and the City's social and economic development programmes.
The City Dumaiis also responsible for, among other things, establishing the working procedure of Administrative
Regions and Districts and allocation of regional tax proceeds between the City Budget and the budgets of the
Administrative Regions and Districts.

The City Duma works in sessions, although it also has a number of working groups and committees. The City
Duma'’s principal permanent committees include: (i) the Budgetary and Finance Committee which is responsible
for the City Budget and designated purpose budgetary funds, regional and local tax procedures, debt service and
debt repayment, and foreign investments; (ii) the Committee on Economic Policy which is responsible for the
economic development of the City, the development of the City real estate market, management of City property,
insurance and leasing in Moscow; (iii) the Social Policy Committee which is responsible for social welfare,
education, healthcare, arts, migration and job placement, national policy and religion; (iv) the Housing Policy and
Reforms Committee which is responsible for the management of housing resources in the City, the development
of the housing and utilities sector of the City’'s economy, the privatisation and registration of proprietary rights,
mortgage lending and human ecology; (v) the Committee on Public Utilities and Municipal Reforms which is
responsible for the energy, water and natural gas supply in the City, the sewage system, construction, the
development of road infrastructure and communications, the tariff policy, the development of the City territory
and the City ecology; (vi) the Committee on Entrepreneurship which is in charge of support for small and medium
size enterprises in the City, the protection of interests of entrepreneurs and consumers, the insurance,
registration and licensing of various entrepreneurial activities, employment and labour relations in Moscow; (vii)
the Committee on Environmental Policy which is responsible for the effective use of natural resources,
environmental protection, industrial hygiene and the ecological safety of the City population; (viii) the Security
Committee which is responsible for law enforcement, the maintenance of public order and the protection of the
rights of citizens in Moscow; (ix) the Committee for Legislation which is responsible for ensuring that the City laws
comply with the Constitution of the Russian Federation; (x) the Committee for State Development and Self-
Governance which is responsible for the organisation of activities of the City Executive Authorities and for
development of self-governance, public and municipal service in Moscow; and (xi) the Committee on City Duma
Activities whose responsibilities include finalising the agenda for the City Duma sessions and co-ordination of the
City Duma'’s activities.

Legislation may be initiated by the City Duma, through its deputies and various committees and working groups,
although most laws are developed by the City Government and approved by the Mayor and then submitted to the
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City Duma by the Mayor. The City Executive Authorities, local self-governing bodies and other official
organisations are obliged to provide, at the City Duma's or a Deputy's request, relevant information in relation to
their activities.

The City Duma has the power to vote on the performance of the City Government and can, in certain
circumstances, pass motions of no confidence in relation to the City Government or in relation to particular
officials including the Mayor.

The City Judicial System

The principal judicial organs within the City operate under the auspices of the Russian Federation and constitute a
part of the Federal judicial system. The Russian Federation has a unified judicial system with Federal courts
operating throughout the Russian Federation, including the Arbitration Court of the City of Moscow (part of the
system of Federal state commercial courts), the Moscow City Court (part of the system of Federal courts of general
jurisdiction) and the Intermunicipal or District courts. The Arbitration Court of the City of Moscow generally hears
“economic”’ (i.e., business-related) disputes between legal entities and individual entrepreneurs, organisations
and citizens. The Moscow City Court and the Intermunicipal or District courts of Moscow that are also courts of
general jurisdiction consider civil and criminal cases as courts of first instance. The Moscow City Court is also the
first court of appeal from the Intermunicipal or District courts.

Criminal and civil proceedings in the City as well as in the Russian Federation are governed by the relevant Federal
legislation, which is binding on the City’s courts. Judges are appointed by the President of the Russian Federation
upon recommendation by the Chairman of the Highest Arbitration Court of Russia (in the case of the Arbitration
Court of the City of Moscow) and the Chairman of the Supreme Court of the Russian Federation (in the case of the
Moscow City Court and the Intermunicipal or District courts). Supervision over judicial practice of all courts of
generaljurisdiction in Russia is exercised by the Supreme Court of the Russian Federation and over arbitration
courts by the Highest Arbitration Court of the Russian Federation.

The City’s judicial institutions are comprised of the Charter Court of the City of Moscow and City of Moscow
Magistrate Courts and are separate from the Federal judicial system. Pursuant to the City Charter, the Charter
Court of the City of Moscow is competent to review the compliance of City legislation and acts of local self-
governance bodies with the City Charter and to interpret the City Charter. The Charter Court of the City of
Moscow has not yet been established by the City of Moscow and is not currently functioning.
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Major Activities of the City

Overview

The City’s primary functions are to perform regional governance and to provide basic services to residents. In
2004, approximately 88% of the total expenditure of the 2004 City Budget was spent on five primary activities:
national economy; housing and utilities; healthcare and sport; education and social policy. According to
preliminary data, approximately 87% of the total expenditure of the 2005 City Budget was allocated for financing
these five activities, while the 2006 City Budget allocates approximately 88% of the total City Budget for these
activities. For a description of the City Budget expenditures as they relate to the City's principal activities, see " City
Budget and Financial Accounts—Expenditure of the City Budget''.

National Economy

Expenditure on the National Economy includes, among other things, expenditures on the implementation of the
City employment policy and the provision of work placement services, the functioning of the fuel and energy
complex, the City’s transportation system, including expenditure on the construction and reconstruction of
roads, various activities to support the City’s ground and underground transportation system, communication
and information services, economic research, the support and development of industry, food supply and the
maintenance of food reserves, including the City's Reserve Food Resources Fund and the implementation of
various City designated purpose programmes, including the development of industry, transportation and
information systems, consumer market services and support for small businesses, and protection of employment
and labour relations. For a further description of the City’s national economy activities, see "' Expenditure of the
City Budget—National Economy'".

Housing and Utilities

At the end of 2005, the total area of residential housing stock of Moscow was approximately 219 million square
metres and the total area of non-residential property was approximately 140 million square meters. The total area
of the residential property owned by the City in 2005 amounted to approximately 57 million square meters, while
the total area of non-residential property owned by the City amounted to approximately 47 million square
meters. With respect to residential housing, the City has responsibility for maintenance, general building upkeep
and waste disposal. With respect to commercial real estate, the City also provides basic services such as waste
disposal and power and water supply.

The construction of new residential housing has always been one of the prime objectives of the City Government.
The City finances the construction of new housing which is partially sold and partially granted free of charge to
City residents. In 2004, more than 4.5 million square metres of municipal residential premises were constructed in
Moscow, including approximately 400 thousand square metres of residential housing for persons on waiting lists,
1.1 million square metres of residential housing for persons relocated to newly built premises, and 190 thousand
square metres of residential housing built under the Programme "'Affordable Housing to Young Families”. In
addition, in 2004, approximately 1.7 million square metres of social infrastructure facilities were put into
operation in the City, in part reflecting the growth in residential housing.

Pursuant to the City Housing Construction Programme for 2006-2008 (City Government Resolution No. 268-PP
dated 18 April 2006), the City plans to demolish 3.1 million square metres of residential housing, including old
five-story buildings, and to construct 14.8 million square metres of residential housing including: 1.8 million
square metres for persons who are entitled to an improvement in their living conditions, 1.1 million square metres
for young families under the City Programme ““Affordable Housing to Young Families’" and 3.8 million metres for
persons relocated from the old five-storey buildings that are to be demolished.

With the goal of improving the living standards of a certain section of the City's residents, the City Government
has approved the Programme of Development of Social Mortgage Lending in the City for 2006-2008 (City
Government Resolution No. 881 PP dated 8 November 2005). The Programme is aimed at promoting social
mortgages, increasing the volume of mortgage lending in the Moscow region and expanding the availability of
housing to City residents. Under the Programme, qualified City residents can receive subsidies from the City to
fund the initial payment on mortgage loans. The City plans to allocate RUB 9.8 billion under the City Budget to
finance these subsidies during 2006-2008. In addition, the Programme assists City residents in acquiring housing
through the construction of housing which is priced at the cost of construction and by allowing City residents to
pay for this housing in instalments with the assistance of the City’s housing fund. During 2006-2008, the City
plans to allocate RUB 41.3 billion from its City Budget for the construction of such housing. The City Budget's
revenues from selling this housing during 2006-2008 is estimated to be RUB 29.5 billion.
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The City partially subsidises the cost of utilities such as heat and water and certain housing services such as
building maintenance. Electric power for Moscow is generated by OAO MosEnergo, in which RAO United Energy
Systems, the Federal energy provider, owns a controlling interest. The City does not provide financing for capital
expenditures by OAO MosEnergo.

The City does not subsidise the cost of electricity to Moscow residents, although industrial consumers pay
substantially higher tariffs for electricity than the general population. Steam heat generated as a by-product of
OAO MosEnergo’s electricity production is transferred to City residents through a pipeline distribution system
owned by OAO MosEnergo and the City and operated by the City-owned State Unitary Enterprise, MosGorTeplo.
MosGorTeplo distributes generated steam heat to City residents, commercial and industrial enterprises in nine of
the City’s Districts covering approximately 70% of the City's territory. Another City-owned State Unitary
Enterprise, MosTeploEnergo, generates and distributes steam heat to City consumers.

The City’s current electric power system often suffers from power supply shortages which sometimes makes it
difficult to provide the necessary electricity to the electrical power network supporting residential and commercial
buildings and industrial enterprises.

To improve the stability of the electrical power supply, the City Government has developed the Programme of
Construction of Power Generating Facilities in the City. This Programme was approved by the City Government
which authorised the construction of new power generating gas-turbine facilities in the City with an estimated
total output of 2.9 million kilowatts by 2010. In 2005, the City Budget financed the construction and operation of
the new power generating gas-turbine facilities in the Kuryanovo and Penyagino districts of the City. In 2006, the
City Budget will finance construction of new power generating gas-turbine facilities in Strogino, Peredelkino and
Zelenograd, each of which are areas within the City of Moscow, as well as six electric sub-stations. The annual
capital expenditure of the City Budget to implement the Programme is currently limited at RUB 7-8 billion.

The City Government is actively considering other sources of financing for the construction of these new power
generating facilities and is taking active steps to attract private investors to the City's energy market. For example,
in May 2006 RAO United Energy Systems announced its intention in to invest approximately RUB 250 billion in the
City's power infrastructure during 2006-2010.

The City owns and controls its water supply and sewage system through a State Unitary Enterprise,
MosVodoKanal, which is wholly controlled by the City. In 2005, MosVodoKanal supplied approximately 4.7
million cubic metres of drinking water per day from two water systems, the Moscow and Volga River systems.
MosVodoKanal operates four waste water processing facilities. MosVodoKanal also operates four sewerage
facilities with an average capacity of 6.3 million cubic metres per day.

The City is responsible for the maintenance of City-owned apartment buildings in Moscow including buildings in
which apartments have been transferred to their residents in accordance with the Federal law On Privatisation of
Residential Housing Stock in the Russian Federation No. 1541-1 dated 4 July 1991 as amended on 15 June 2006,
which allows residents to become owners at no cost to the residents.

The City collects and disposes of domestic and industrial waste in Moscow. In connection with the disposal of
household waste, the City employs approximately 2,000 refuse vehicles, manages several incineration plants and
waste disposal stations, and engages in landfill activities.

The City’s expenditure on housing and utilities includes expenditure on repair and renovation of residential
housing, repair of minor roads, improvements, repair of heat and gas pipelines and equipment, reform of the
housing and utilities sector as well as investments in the housing and utilities sector. The City's expenditure on
housing and utilities totalled RUB 107 billion in 2004. According to preliminary data, in 2005 the City allocated
RUB 122 billion to housing and utilities.

At present the City subsidises the population’s costs relating to the maintenance of residential housing and the
heat and water supply. The amount paid by City residents for the maintenance of housing and the use of public
utilities equalled RUB 13 billion (or 38% of the actual cost of providing housing maintenance and public utilities) in
2001, RUB 18 billion (or 40% of the actual cost) in 2002, RUB 24 billion (or 42% of the actual cost) in 2003,

RUB 46.7 billion (or 51% of the actual cost) in 2004 and RUB 63.5 billion (or 56% of actual cost) in 2005.

The City is currently reforming the services provided to City residents in its Housing and Utilities sector. The aim of
the reform is to improve the quality and to reduce the cost of the services provided to City residents by
establishing economicincentives to promote competition between private sector service providers and to
increase the appeal of the sector to private investors. The next stage of the Housing and Utilities sector reform is
expected to be completed by 1 January 2007 and should allow property owners to choose between different
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housing and utilities service providers. The City believes the reform will lead to further reductions in the level of
subsidies that the City provides for residential housing maintenance costs including the supply of heat and water.

Healthcare and Sport

Medical institutions within the City operate in accordance with the City Health Care Programme. The Programme
is aimed at the development and improvement of healthcare services provided in Moscow through the
application of new technologies and methods of diagnostics and treatment.

State guaranteed medical care for Moscow residents is provided through designated purpose medical
programmes. These programmes are financed from the City Budget and from the Moscow territorial division of
the Federal Fund of Compulsory Medical Insurance. In 2005, the City Budget financed the functioning of 808
medical institutions of the Moscow Department of Health Care, including 160 hospitals, 567 outpatient clinics
and sub-clinics, one ambulance service station and 81 other medical care institutions such as the Centre of
Emergency Medical Care, the Centre of Blood Transfusion, the Stem Cell Centre, sanatoria and child-care homes.

Voluntary medical insurance and private medical care continue to develop in parallel with state guaranteed
medical services. Certain Federal medical institutions are also located in the City but are financed from the Federal
budget ("’Federal Budget'’) and other sources but not from the City Budget.

Moscow has a centralised ambulance service which includes 53 substations located across the City. The
centralised ambulance service is operated by the Federal bodies.

In 2006, the City plans to construct three outpatient clinics and three hospitals.

The City’s capital expenditure on healthcare includes expenditure on procurement and modernisation of
equipment and general repairs as well as investments in the healthcare sector.

The City Government implements a policy of development and promotion of physical culture and sportin
Moscow. The City Medium Term Designated Purpose Programme of Development of Physical Culture and Sport
Objects in Moscow for 2005-2007 is aimed at the development and improvement of sport facilities in the City,
including construction of new, and reconstruction of existing, sport clubs and schools, stadiums and special
centres. The total cost of financing the Programme is RUB 36 billion, including RUB 14 billion to be allocated from
the City Budget and RUB 22 billion to be provided by private investors.

Education

At the end of 2005, there were 3,978 educational institutions operating in the City supervised by the Moscow
Department for Education for the benefit of approximately 1.5 million persons. These institutions included 1,537
schools, 1,836 kindergartens, 92 technical schools and four institutions of higher education. In addition, many
Federal educational establishments are located in the City but are not financed from the City Budget.

In 2006, the City plans to construct 18 schools, and to modernise and construct a number of kindergartens.

The City’s capital expenditure on education includes expenditure on procurement and modernisation of
equipment and general repairs as well as investments in the education sector.

Social Policy

The City provides a wide range of social services for its citizens including housing for the elderly and the homeless
and allowances for students, children and young people. The City’s prime focus is to provide social support for
low income residents. At the end of 2005, there were 120 social service centres and 5 branches operating in the
City.

Based on preliminary data, in 2005 approximately 12% of the City Budget expenditure was allocated for the
provision of various social services in the City. Primary attention was given to the implementation of various social
programmes, social support of certain categories of residents, including low income citizens, the disabled, war
veterans, widows, students, single mothers and parents with many children. While pensions for Russian citizens
are paid out of Federal funds, the City also disburses certain additional payments to certain categories of
pensioners.

The City has been implementing the Complex Programme of Social Protection of City Residents pursuant to which
certain categories of the City residents, such as pensioners, the disabled, single mothers, low income families and
students receive benefits and monetary donations from the City Budget. The Complex Programme of Social
Protection shares in funds already allocated to a number of City Executive Authorities, including the Departments
of Social Policy, Healthcare, Education and Committees on Culture and Sport. The overall expenditure of the City
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Budget and State Federal Non-Budgetary Funds on the Complex Programme of Social Protection equalled
RUB 112 billion in 2003 and RUB 133 billion in 2004 and RUB 156 billion in 2005.

The City’s capital expenditure on social services includes expenditure on procurement and modernisation of
equipment and general repairs as well as investments in the social services sector.

Transport, Roads and Communications

The City is responsible for the maintenance and the cost of financing repairs, renovations and reconstruction of all
roads within Moscow. The City also operates mass transportation and communications systems within Moscow
and partly subsidises the operating costs of the public transportation system, which is currently serving more than
20 million passenger journeys per day. The City intends to continue to increase the proportion of the cost of public
transportation borne by users. The City continues to invest significant amounts in public transport projects.

In each of 2004 and 2005, the City's general expenditure on transport equalled approximately RUB 29 billion. One
of the main components of these expenditures was subsidies for the operating costs of the transportation system.
The City also spent considerable funds on construction and reconstruction of roads as well as on the development
of the transportation system and transport utilities. These funds were primarily provided from the City’s Road
Fund which expenditures amounted to RUB 32 billion and RUB 51 billion in 2004 and 2005, respectively.

Roads, Construction and Maintenance

At the end of 2005, there were approximately 4,876 kilometres of roads in Moscow, including 22 radial
motorways and two ring roads, Sadovoye and Moscow. The total length of the radial motorways in Moscow is
approximately 1,305 kilometres. The Sadovoye ring road is 15.5 kilometres long. The Moscow outer ring road is
approximately 109 kilometres long and carries a high proportion of Moscow's traffic as well as traffic transiting
the City. At present the construction of a third ring road has almost been completed. The length of the third ring
road is 35 kilometres. It is expected that the construction phase of the third ring, which will allow for continuous
vehicular traffic along the full length of this ring, will be completed in 2008.

In 2006-2010 the City plans to build additional sections to Zvenigorodsky Prospect, a traffic artery that will
connect Vosstaniya square in the centre of Moscow and an intersection of the Moscow outer ring road with
""Baltiya” highway in the western outskirts of the City, at a total estimated cost of RUB 65 billion. By 2013, the City
plans to put into operation a fourth ring road with an estimated length of over 60 kilometres and an estimated
cost of construction of approximately RUB 84 billion.

The City has completed the construction of the first segment of the three kilometre two-way tunnel, which will
become a part of the new motorway extending Zvenigorodsky Prospect. The tunnel will provide access from the
Moscow-Riga highway through the Moscow outer ring road to main traffic arteries in the centre of the City. The
completion of the construction of the tunnel and the new motorway is scheduled for 2008 and is expected to
alleviate congestion on adjacent roads and increase the efficiency of the Volokolamskoe, Leningradskoe and
Rublevskoe motorways which are among the main transport arteries in the North-Western, Northern and
Western parts of the City.

Prior to 1996, the Federation funded renovations of the Moscow outer ring road and the other most significant
roads in the City out of the Federal Road Fund. The maintenance and repair of other roads in Moscow was funded
out of the City Budget. In 1996, the City acquired the right to retain tax revenues, previously collected by the City
for the Federal Road Fund, in the accounts of the City’s Non-Budgetary Road Fund. This Fund was consolidated
with the City Budget in 1999 and renamed the Designated Purpose Fund. Currently, the City funds the
construction, renovation and maintenance of all major roads in Moscow from this Fund and from the City Budget.
Since 2001, the City has also received funds from the Federal Budget for financing the construction, renovation
and maintenance of roads of Federal importance.

Public Transport
Metro

At the end of 2005, the Moscow metro extended over 278 kilometres and included 171 stations and 12 lines. The
metro is the major part of the City’s transportation system and is owned by the City. The metro carries
approximately 9 million passengers each day. The City subsidises the metro’s operating and maintenance
expenses not otherwise covered by passenger fares. The subsidies for the metro’s running costs were
approximately RUB 3.8 billion in 2004. Based on preliminary data, in 2005 the subsidies for the metro’s running
costs totalled RUB 3.2 billion.
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In the past the Federal Government provided sufficient funds for the construction of additional metro lines and
stations in the City. In recent years, however, the development of the City’s underground transportation system
has been financed mainly from the City Budget. According to the City Government Resolution On the Plan of
Construction of the Metro in Moscow for 2005-2007 No. 669-PP dated 6 September 2005 the City plans to build
more than 18 kilometres of new metro lines, including new monorail lines, which will increase the efficiency of the
underground transportation system, reduce system overload during rush hours and accommodate additional
passengers who reside in locations that are currently not serviced by the metro.

Ground Transport

Another major passenger carrier in the City is public ground transport. In 2005, it provided more than 12 million
passenger journeys per day. At the end of 2005, the City’s public ground transport infrastructure consisted of a
7,077-kilometre bus, trolley bus and tram network. At the end of 2005, there were 664 bus, trolley bus and tram
routes and the City's fleet of buses, trolley buses and trams numbered 7,704. Currently, ground transport services
are subsidised by the City to cover operating and maintenance expenses not otherwise covered by passenger
fares. The companies operating the ground transport system are owned and controlled by the City. The subsidies
for the ground transport system’s running costs were approximately RUB 7.9 billion in 2004. Based on preliminary
data, in 2005 the subsidies for the ground transport system’s running costs totalled RUB 8.6 billion.

Telecommunications

The City does not make significant expenditures on its telecommunications infrastructure. 0JSC Moscow City
Telephone Network, which is majority owned by OAO AFK Sistema, is the main owner and operator of the public
switched telecommunications network in Moscow. The City is not a shareholder in OJSC Moscow City Telephone
Network and does not provide financing from the City Budget for operational costs or the installation and
maintenance of telephone switch facilities. The construction of new automatic telephone systems and equipment
and their subsequent maintenance is financed by OJSC Moscow City Telephone Network from its own revenues
and borrowed funds.

Law Enforcement and Emergency Services

Law enforcement and emergency services in the City are administered by the Chief Directorate of Internal Affairs
and the Headquarters for Civil Defence and Emergency Situations, respectively. The Chief Directorate of Internal
Affairs is responsible for the maintenance of order in the City, the security of individuals and the protection of
property. The organisation and operation of this Department are regulated by Federal law and relevant City law.
The City and the Russian Federation share the costs associated with the Chief Directorate of Internal Affairs.

The Chief Directorate of Internal Affairs is responsible for the organisation and performance of the Municipal
Police. There are more than 190 Municipal Police subdivisions in Moscow that are grouped into 10 divisions (on a
geographical basis). The funding of material and technical support for Municipal Police subdivisions is provided by
the City Budget and designated purpose funds operated by the relevant administrative districts.

The Fire Department operates more than 70 fire stations within the City. This department has approximately 800
emergency vehicles.

The City is not responsible for maintenance and operation of the penal system, which is largely within the
responsibility of the Federal authorities.

The City Government is responsible for implementing the Complex Anticrime Programme. The City Budget for the
years 2003-2005 included RUB 9.6 billion to fund the Programme’s goals of reducing crime, including crime in the
commerce and finance sectors, preventing terrorist acts, maintaining public order, training law enforcement
officials, strengthening leadership in law enforcement agencies and developing an effective legal framework,
which in turn is expected to increase investor confidence and stimulate investment in the City.

Culture

Moscow is one of the largest cultural centres in the world. At the end of 2005, there were 83 theatres, 24 concert
halls, 29 museums, 30 exhibition halls, 434 libraries, nine cinemas for children, 138 music schools for children and
15 leisure parks supervised by the Committee for Culture of the City of Moscow. The City Government is
implementing a set of measures directed at facilitating the use of culture institutions’ services by people of all
social levels, including rendering services for free or at a discount to people with low incomes. In addition many
cultural institutions supervised by Federal authorities are located in the City but are not financed from the City
Budget.
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The City plans to construct and renovate the premises of a number of cultural institutions in 2006 including the
cultural and recreation area ‘Tsaritzino"’, the recreational area "Kolomenskoye”’, the Gradsky Theatre and
Concert Hall, the Fomenko Theatre, the Rumina Folk Centre, the Gnesinikh Musical School and the theatre
""Gelikon-Opera"'.

The City’s capital expenditure on Culture includes expenditure on procurement and modernisation of equipment
and general repairs as well as investments in the culture sector.

Environmental Protection

The City provides a variety of environmental protection services including the disposal of domestic and industrial
waste and the disposal of nuclear waste from medical and scientific research institutions within the City. The City
also provides sanitary and public hygiene monitoring services.

The City continues to conduct a number of initiatives relating to the control of pollution and the protection of the
environment. While the development of the City’s economy and capital investment in infrastructure remain
priorities, the City Government has provided for various measures to be taken to reduce pollution, including the
relocation of industrial facilities from the City centre, liquidation of small heat and power producing facilities,
installation of pollution control systems and imposition of reporting requirements for polluters, the centralisation
of waste collection, building of new waste processing and sorting facilities and the improvement of standards of
vehicle exhaust emissions. The City Budget has allocated approximately RUB 2 billion to its Ecology Designated
Purpose Fund for the recovery and reproduction of natural resources, the development of nature and ecological
monitoring and control.

These environmental protection measures, along with continuous road maintenance and the construction of the
third and the fourth ring roads and new traffic interchanges, is expected to contribute significantly to a reduction
in emission levels in the City. The City continues to equip its fleet of vehicles with engines powered either by gas or
gasoline in conformity with European exhaust emission standards, which is expected to reduce the exhaust
emissions of the municipal ground transport by 10% by 2007. The City also intends to further develop pollution-
free transport powered by electricity, including the metro, trolley buses and trams. The City also plans to purchase
monorail buses.

The City’s capital expenditure on environmental protection includes expenditure on environmental protection
equipment and monitoring of enterprises, as well as investments in the environmental protection sector.

Other Activities

The City Government participates in the construction and renovation of business centres, hotels, and other
buildings in the City. Although such projects are generally financed by private investors, the City provides
financing for infrastructure development related to these building projects, including the construction and
renovation of access roads and the installation and modernisation of communications equipment. As part of one
of its larger development projects, the City has allocated RUB 2.9 billion from its 2006 budget for infrastructure
development relating to construction of the business complex Moskva-City, located in the western segment of
the centre of the City outside the Sadovoye ring road. The City is currently providing funds in support of other
significant long-term capital projects, including the reconstruction of the International Airport Vnukovo. In 2005,
the capital investments for reconstruction and development of the Airport amounted to approximately RUB 692
million. In 2006, the City plans to allocate up to RUB 2.2 billion under its 2006 Investment Programme for
reconstruction of the Airport.

In an effort to develop the hotel industry in the City, the City Government has adopted the Programme of
Development of Tourism in the City of Moscow in 2005-2007 and adopted the General Plan of Hotel Placement in
the City of Moscow for the period ending 2010. The total funds for implementation of the Programme are
estimated at RUB 60 billion, including RUB 1.2 billion provided from the City Budget and RUB 58.8 expected to be
provided by investors. The Programme emphasizes the construction of economy class hotels. By 2010 the City
plans to construct approximately 250 new hotels to accommodate some 98,000 guests. As a result, the total
number of guests capable of being accommodated by hotels located in the City at any one time will increase to
200,000.

Industrial enterprises contribute significantly to the City’s Gross City Product (““GCP"*). In 2004, manufacturing
output in the City grew by 7.7% and constituted more than 14% of the City’s GCP. In 2004, approximately 13% of
the labour force in Moscow consisted of employees in the manufacturing sector.

Industrial activity in the City is requlated by the City Law on Industrial Activity in the City of Moscow No. 21 dated
16 June 1999, as amended 21 February 2001. This law sets forth the basic principles governing industrial activity
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in the City and the City's industrial policy. The law is designed to ensure support for and creation of favourable
conditions for the development of City industry and employment in the industrial sector.

The City Government implements the Complex Programme on Industrial Activity in the City of Moscow. The City
Budget for the years 2004-2006 included approximately RUB 9.4 billion to fund the Programme’s goals of
supporting and developing industry in the City.

Small enterprises play an important role in the City’s economy and provide approximately 30% of the City’s tax
revenues. The City’s Department of Support and Development of Small Enterprises provides technical support
and financial assistance to small enterprises. For financing the support and development of small enterprises
under the Complex Programme of Support and Development of Small Enterprises in the City of Moscow, the City
Budget for the years 2004 — 2006 was approximately RUB 4.3 billion with additional funding being provided by
private investors. Financial assistance to small enterprises takes various forms, including subsidies and grants,
budget loans and lease of equipment and machinery.
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City Economy

Inflation

Financial information relating to the City's revenue and expenditure has not been adjusted for the effects of
inflation and is presented on the basis of those rouble values which applied at the time of receipt of revenue or
payment of expenditure.

Average annual percentage change in the consumer and producer price indices for the City of Moscow in 2001-
2004, estimates for 2005 and forecasts for 2006 (expressed as a percentage increase over the previous year):

2001 2002 2003 2004 2005 2006
Consumer PriceIndex . . . . . . .. 23.0 19.2 13.0 10.2 121 9.1
Producer Priceindex. . . . . . . .. 23.5 10.3 12.6 12.0 111 8.0

Source: Department of Economic Policy and Development of the City of Moscow.

References in this Information Memorandum to “inflation” in any period refer to the average annual percentage
change in the City's Consumer Price Index, as appropriate.

Key Macroeconomic Indicators

Key macroeconomic indicators of the social and economic development of the City of Moscow and the Russian
Federation in 2002-2004, estimates for 2005 and forecasts for 2006

Indicators 2002 2003 2004 2005 2006
City RF  City RF  City RF ity RF ity RF

Gross City Product, as % to the

previousyear. . . . . . .. .. .. 110.1 104.7 1089 107.3 107.3 107.2 110.0 106.4 108.0 106.0
Volume of industrial output, as % to

the previousyear. . . . . . . . .. 115.3 103.1 122.0 1089 107.7 1083 1224 1040 115.0 104.4
Investments in fixed capital, as % to

the previousyear. . . . . . . . .. 108.1 102.8 107.6 1125 1106 111.7 106.3 110.7 1035 111.3
Retail turnover, as % to the previous

year ... 103.0 109.3 104.1 108.8 108.3 1125 106.2 1120 1050 111.8

Level of registered unemployment, as
% to the economically active

population. . . . ... ... 0.6 1.9 0.6 2.2 0.5 2.3 0.6 2.6 0.6 2.7
Consumer Price Index, annual average,

% .o 119.2 1158 113.0 113.7 110.2 1109 112.1 112.7 109.1 109.7
Producer Price Index, annual average,

% .o 110.3 1114 1126 1150 112.0 1222 111.1 1182 108.0 108.7

Monthly average wages (including
wages in small enterprises), RUB,
thousands . . . . . . .. ... .. 6,388 4,360 8,612 5,499 10,634 6,740 13,736 8,550 16,760 10,244

Source: Department of Economic Policy and Development of the City of Moscow.

Demographics

The population of Moscow grew rapidly between 1918 and 1990. Since then, the population has declined
because of decreases in the birth rate as well as migration away from the City, particularly in the early 1990s.
Despite this decrease, according to the results of the national census in 2002, Moscow remained the largest city in
the Federation. At the end of 2005, the City's population equalled 10.4 million, or approximately 7.3% of the
Federation’s total population of 142.8 million.

While the number of births in Moscow in 2005 remained almost the same as in 2004, the number of deaths in the
City exceeded births by 36,288. The mortality rate for residents of working age remains high. Deaths among
people of working age amounted to 26% of all deaths in 2003, of which deaths of males constituted 78%. Infant
mortality decreased from 11.5 per 1,000 births in 2003 t0 9.9 per 1,000 in 2004 and to 9.0 per 1,000 in 2005.

The average age of the population has generally been decreasing. In 2004, 11.7% of the total population of the
City was under 15 years of age and 24.1% of the total population of the City was over 55 years of age, as
compared to 17.9% and 26.0%, respectively, in 1994. In 2004, the average life expectancy of Muscovites was
70.1 years.
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During 2003 and 2004, the City's labour force (those people capable of employment) accounted for
approximately 65-66% of the resident population. The City estimates that, while the total population of the City
may continue to decline, the proportion of the total population in the labour force will remain stable over the
medium term as a result of continued migration to the City of people capable of employment.

Migration to the City increased from 51,600 persons in 2004 to 55,000 persons in 2005. The City estimates that
its present day-time population, taking all migrants into account, is approximately 13-14 million, while the City's
residential population is approximately 10.4 million according to the 2002 All-Russia Population Census. The
density of the City’s residential population is approximately 10,000 persons per 1,000 square metres, which is
140 times higher than the average population density of the Central Federal District of the Russian Federation.

Prior to 2002, a population census was not held regularly in Russia. Pursuant to the Federal Law On All-Russia
Population Census No. 8-FZ dated 25 January 2002, a population census is to be carried out within all territories
of the Russian Federation not less than once every 10 years upon a decision of the Federal Government. The last
population census was carried out in October 2002.

Employment and Wages
Employment

Employment levels in the City have remained relatively stable over the last five years, at an average level of 80% of
the City's labour force. In 2004, the public sector of the economy employed approximately 1.7 million people
while the private sector employed approximately 4.4 million people. The gap between the number of people
working in the public and private sectors is widening, with the number of private sector employees growing by
comparison with the public sector. This trend is inhibited in part by the City’s various social activities, such as
construction of hospitals, schools and apartment buildings, as a result of which the City, either directly or through
enterprises which it owns or controls, remains a significant employer. The City anticipates that the rate of
unemployment will remain relatively stable in the near to medium term. The City estimates that approximately
60,000 new jobs will be created during 2005-2007. The City also estimates that the workforce in certain sectors
of the City's economy will be augmented by the attraction of between 55,000 to 65,000 workers a year from
other regions in the Federation during 2005-2007.

The following table shows the total number of people employed in the public and private sectors in both the City
and the Russian Federation in the period from 1999 to 2004, in thousands of persons (no more recent data being
currently available):

1999 2000 2001 2002 2003 2004

Moscow Federation  Moscow Federation  Moscow Federation  Moscow Federation Moscow Federation  Moscow Federation

Publicand Municipal . . 1,877 24,437 1,858 24,365 1,831 24,223 1,775 24,192 1,723 23,933 1,722 23,724
Private, mixed, foreign . 3,523 39,526 3,550 39,962 3,586 40,487 3,709 41,167 3,008 41,733 4,357 42,176
Labour in employment . 5,400 63,963 5,408 64,327 5,417 64,710 5,484 65,359 5,631 65,666 6,079 65,900
Labour foree!™ . . .. 6,570 86,300 6,593 88,040 6,610 88,500 6,641 89,206 6,719 89,896 8,454 90,300

Source: Department of Economic Policy and Development of the City of Moscow.
(1) Number of people capable of employment in Russia.

Wages

In 2005, the average monthly nominal wage in large, medium-size and small enterprises in Moscow equalled
RUB 13,736, an increase of 24.1% by comparison with 2004, while the average monthly real wage, adjusted to
take into account increases in the consumer price index, was 10.7% higher than in 2004.
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Composition of Employed Labour Force

The following table sets out the percentage of the employed labour force in Moscow by sector for the period from
1999 to 2004, expressed in percentage terms:

As of 31 December

1999 2000 2001 2002 2003 2004
Manufacturing . . . . ... ... 14.4 13.4 13.2 12.0 11.6 12.8
Construction . . . . .. ... ... ... .. 15.7 15.4 15.2 14.0 14.1 13.5
Transport and telecommunications . . . . . 8.1 8.0 7.8 7.2 7.1 7.7
Retail and wholesaletrade . . . . . . . . .. 18.6 18.9 19.4 259 24.7 24.0
Housing and utilities; domestic services . . . 4.2 4.9 5.0 4.0 41 3.1
Healthcare, physical education and social
welfare. . . .. .. ... 5.9 5.9 6.0 5.6 5.7 5.4
Education, cultureandarts. . . . . . .. .. 9.0 8.9 9.0 8.7 9.1 8.5
Science and scientificservices . . . . . . .. 7.7 7.7 7.5 7.0 7.4 6.4
Financial services . . . . . .. ... ... .. 2.5 2.8 3.0 3.0 3.1 3.3
State administration . . . .. ... .. ... 3.8 3.8 3.6 3.6 3.5 3.3
Other . . . . . . . ... ... 10.1 10.3 10.3 9.0 9.6 12.0
Total . . .. ... ... ... ... ... . 100.0 100.0 100.0 100.0 100.0 100.0

Source: Department of Economic Policy and Development of the City of Moscow.

In December 2005, the number of full-time employees in large and medium-size enterprises in Moscow was
2.98 million people or 48% of the total employed labour force.

Unemployment

At the end of December 2005, the officially registered rate of unemployment in Moscow was 0.6% of the
economically active population, while according to the International Labour Organisation ("'ILO"') methodology
the number of unemployed people was 54,000 or 0.9%. The official rate only reflects unemployed persons who
have formally registered as such and thus actual unemployment may be higher than official figures indicate.

Gross City Product

In recent years the service sector in Moscow has grown significantly. At the same time the industry sector
continues to play an important role in forming the City's GCP.
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The following table sets forth the amount of Moscow's GCP at current prices by sector, expressed in billions of

roubles:
As of 31 December

2000 2001 2002 2003 2004
Industry:
Manufacturing . . . . . ... ... .. 107.260 144.290 160.720 191.032 218,616
Construction . . . . . . ... ... .. 61.164 74.598 94.157 131.303 129,305
Other industrial sub-sectors . . . . . . 13.721 22.307 34.033 35.980 39,765
Total . . . . ... ... .. ... ... 182.145 241.195 288.910 358.315 387.686
Services:
Market services:
Transport and telecommunications . . 71.959 85.116 107.700 154.640 205.708
Trade and Commerce” . . . . . . .. 701.782 780.638 1,007.550 1,179.335 1,376,787
Realestate . . . .. . ... ... ... 44203 55.029 65.295 88.374 101.022
Housing and utilities . . . . . . . . .. 27.687 25.233 32.828 42.015 51.585
Science and scientificservices . . . . . 26.052 31.277 33.694 48.485 51.540
Insurance . . . . ... ... 18.025 46.027 84.947 127.439 115.916
Other marketservices . . . . . .. .. 49.238 58.390 75.694 96.111 132.706
Total market services. . . . . . . . . 938.946 1,081.710 1,407.708 1,736.399 2,035.264
Non-market services . . . . . . . .. 37.943 47.278 70.858 93.518 111.810
Total services . . . . . . .. ... .. 976.889 1,128.988 1,478.566 1,829.917 2,147.074
Net taxes on products . . . . . . .. 149.867 180.996 208.172 270.251 224.341
GCP at current prices. . . . . . . .. 1,308.901 1,551.179 1,975.649 2,458.483 2,759,101
Source: Department of Economic Policy and Development of the City of Moscow.
(1) Includes trade, catering and general commercial activities.
The following table sets forth the percentage of Moscow's GCP at current prices by sector:

As of 31 December

2000 2001 2002 2003 2004
Industry:
Manufacturing . . . . . ... ... .. 8.2 9.3 8.1 7.8 7.9
Construction . . . . . ... ... ... 4.7 4.8 4.8 5.3 4.7
Other industrial sub-sectors . . . . . . 1.0 1.4 1.7 1.5 1.4
Total . . . . .. ... ... ... ... 13.9 15.5 14.6 14.6 14.1
Services:
Market services:
Transport and telecommunications . . 5.5 5.5 5.5 6.3 7.5
Trade and Commerce!” =+ -+~ - - 53.6 50.3 51.0 48.0 499
Realestate . . . . .. ... ... ... 3.4 3.5 3.3 3.6 3.7
Housing and utilities . . . . . . . . .. 2.1 1.6 1.7 1.7 1.9
Science and scientificservices . . . . . 2.0 2.0 1.7 2.0 1.9
Insurance . . . .. ... 1.4 3.0 4.3 5.2 4.2
Other marketservices . . . . . .. .. 3.8 3.8 3.8 3.9 4.8
Total market services. . . . . . . .. 71.7 69.7 71.3 70.6 73.8
Non-market services . . . . . . . .. 2.9 3.0 3.6 3.8 41
Total services . . . . . . . .. .. .. 74.6 72.8 74.8 74.4 77.8
Net taxes on products . . . . . . . . 11.4 11.7 10.5 11.0 8.1
GCP at current prices. . . . . . . .. 100.0 100.0 100.0 100.0 100.0

Source: Department of Economic Policy and Development of the City of Moscow.
(1) Includes trade, catering and general commercial activities.
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City's Assets

In general, the City's assets include residential and non-residential real estate, assets allocated to so-called "'state
unitary enterprises’’ (the "SUEs"’) and institutions, and shareholdings in various companies.

The Department of State Property of the City of Moscow is responsible for general management of the City's
property.

In 2005, the total area of the residential property owned by the City amounted to approximately 57 million square
metres. The total area of non-residential property owned by the City in 2005 amounted to approximately
47 million square metres.

At the beginning of 2006, the City owned shares in approximately 600 entities, including 480 joint stock
companies and 20 limited liability companies. With respect to such joint stock companies, the City's shareholding
is below 50% in 365 companies, 50% to 75% in 49 companies, 75% to 100% in 23 companies, and 100% in 43
companies. In addition, the City holds a so-called "golden share” in 121 joint stock companies. Under Russian
privatisation laws, a “‘golden share” is a special voting right of a sovereign or a municipal shareholder which
implies a right to veto corporate resolutions relating to reorganisation, liquidation, related-party transactions or
other significant issues.

There are ongoing disputes between the Government of the Russian Federation and the City regarding the right
of ownership of certain intangible assets. These disputes primarily relate to cultural and historical objects of
federal significance as well as to non-commercial institutions located in the City. Based on the nature of these
disputes and the assets involved, the City does not believe that the outcomes of these disputes will materially
affect the activities or the revenues of the City.

City's revenues from the sale and use of assets, including commercial apartment sales, dividends and lease
payments, amounted to approximately RUB48 billion in 2005. The forecast for revenues from the sale and use of
assets in 2006 is RUB54 billion.

Privatisation

The City's property is managed in accordance with Federal and City laws and normative acts. The Department of
State Property of the City of Moscow is responsible for management and disposal of the City’s property including
by way of privatisation. Privatisation in Russia is generally regulated by the Federal Law On Privatisation of State
and Municipal Property No. 178-FZ dated 21 December 2001, as amended, as well as by other relevant laws and
acts of the Federation and its Subjects. The privatisation programme in Russia, including Moscow, was launched
in the early 1990s. The Department of State Property of the City of Moscow is responsible for preparing a
privatisation plan and recommending City properties, including SUEs, non-residential buildings and shares in
various joint stock companies, for privatisation in a given year. This plan is then submitted to the City Government
for approval. Prior to privatisation, all assets are subject to independent market valuation. All proceeds from
privatisation are directed to the City Budget and are allocated to finance the City’s budget deficit.

Between 2001 to 2003, proceeds from the privatisation of non-residential buildings constituted the main
proportion of the City’s privatisation revenues. Since 2003, the proportion of revenues from the sale of shares in
enterprises as a part of the City’s privatisation proceeds has been increasing. In 2004, approximately half of the
City's proceeds from privatisation were comprised of receipts from the sale of non-residential property while the
other half came from the sale of shares in various enterprises. In 2005, approximately 80% of the City's
privatisation proceeds came from sale of shares in enterprises.

The City has decided to privatise a number of its SUEs through the use of auctions in accordance with the City’s
preference towards utilising market mechanisms to determine price. In accordance with the City’s Middle-Term
Privatisation Programme for 2005-2007, the City plans to privatise over 300 SUEs during 2005 — 2007. In 2005,
the City approved the privatisation of 128 SUEs through conversion of such SUEs into joint-stock companies and
sale of the City’s shares in them, including 77 SUEs in respect of which the resolutions on privatisation were
adopted. In 2006, the City intends to privatise more than 40 SUEs.

The largest SUEs privatised by the City through auctions during 2004 and 2005 included Mosgorsvet (outdoor
lighting in the City), Izmailovo (construction company), Landshaft and Viktoria-A (maintenance companies).

At the same time as it privatises SUEs, non-residential buildings and interests in various companies, the City is
undertaking the privatisation of residential premises. Since the initiation of privatisation of City property in the
early 1990s, approximately 75% of the City’s residential housing has been transferred to its residents as part of
the City’s privatisation process. Residents may obtain title to the property in which they reside by concluding a
transfer agreement with the City for a generally nominal sum.
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In 2004, the City sold shares in several commercial enterprises, including 26% of the share capital of Avtoframos,
Renault’s Russian subsidiary, 12% plus 2 shares (through two auctions) of the share capital of the sports complex
Luzhniki, 99% of the share capital of Delovoy Tsentr, a business centre, 20% of the shareholder capital of
Kholodilnik No. 5-6, a wholesaler of frozen food, and 74.9% (through two auctions) of the shareholder capital of
Mosavtolegtrans, a passenger and cargo taxi-carrier.

In 2004, the City’s revenues from the sale of its property and shares were approximately RUB 3.5 billion. In 2005,
according to preliminary data, revenues from the sale of the City’s property and shares equalled RUB 10.7 billion.
In the first seven months of 2006, the City received over RUB 3.8 billion from the sale of property and shares.

Litigation

During the years 1999-2004 the City suffered a number of terrorist attacks resulting in significant loss of life and
damage to property, including bombings of residential buildings and metro stations and the taking of hundreds
of hostages at a Moscow theatre in 2002. Following the terrorist attacks in Moscow, victims of the terrorist acts
and their relatives filed court claims against the City Government requesting compensation for moral harm and
material losses. These claims were based on Article 17 of the Federal Law On Combating Terrorism No. 130-FZ
dated 25 July 1998 (as amended) ( the "‘Law No. 130-FZ""). Pursuant to this Article, a Subject of the Russian
Federation on whose territory the terrorist act was committed was generally obliged to pay damages resulting
from a terrorist act, although such compensation may be subsequently recovered from the actual perpetrator of
the terrorist act. While the moral harm claims have been rejected by the courts, the City was obliged to pay a total
of approximately RUB 9 million as compensation (in the form of one time payments, monthly payments over a
limited period of time and monthly payments over the course of a claimant’s lifetime) in connection with 82 court
claims filed with respect to compensation of material losses (losses resulting from the loss of a breadwinner,
working capacity and health, and other losses such as funeral expenses). From 1 January 2007 the Law No. 130-FZ
will no longer be effective pursuant to the newly adopted Federal Law On Combating Terrorism No. 35-FZ dated
6 March 2006.

In October 2004, affiliates of Dresdner Bank, Citigroup and UBS, which were acting as joint lead managers in
connection with the offering of €374 million loan participation notes due 2011, issued by, but without recourse
to, Dresdner Bank Aktiengesellschaft, for the sole purpose of funding a 374 million loan to The City of Moscow
acting through The State Debt Committee of the City of Moscow (the 2004 Loan Participation Notes''),
received a summons from L'Association Francaise des Porteurs d'Emprunts Russes (’AFPER"’) to cease all
activities in connection with the issuance of the 2004 Loan Participation Notes. AFPER, which purported to be a
group of holders of bonds issued by the Russian government prior to the 1917 Bolshevik Revolution, indicated in
the summons that by acting on behalf of the City in a new debt issuance, such banks were diminishing the
capacity of the City to repay debts allegedly owed by the City to AFPER members in the amount of approximately
€7.8 million. The banks responded to AFPER by letter stating that AFPER's allegations were without foundation.
To the knowledge of the City, AFPER has taken no further action with respect to its allegations. The City believes
that the allegations contained in the AFPER summons lack legal or factual merit.

ZAO Concern Yauza has filed a claim against the City Government requesting compensation for alleged losses
arising from the performance of its functions as a general contractor in connection with the construction of new
housing in Moscow. ZAO Concern Yauza has alleged damages of U.S.$38.8 million in connection with the claim.
The Arbitration Court of the City of Moscow has scheduled a hearing on this case to take place in the end of
October 2006. The City Government does not believe the claim to be well-founded and will contest such claim
vigorously.

ZAO Dubitsa has filed two claims against the City Government, the Mayor and certain Russian federal
government bodies seeking compensation in connection with the demolition of a building formerly occupied by
the Polish cultural center in Moscow. In one of the claims ZAO Dubitsa has sought damages of U.S5.$50.0 million
and in the second U.S.$59.0 million. The Arbitration Court of the City of Moscow has scheduled hearings on these
cases to take place in October 2006. In part because previous claims of ZAO Dubitsa challenging the decisions of
relevant governmental authorities relating to the demolition of the building have been rejected by the relevant
courts without consideration of the case on its merits, the City Government believes that it has strong defences to
these claims and intends to contest them vigorously.
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City Budget and Financial Accounts

City Budget
Budgetary Relations between the Federation and its Subjects

The amount of revenues accruing to the budgets of the Subjects is influenced by Federal law. In particular,
revenue from certain Federal taxes collected within the jurisdiction of a Subject are divided between the Federal
and Subject budgets in a proportion established by the Tax Code of the Russian Federation (Part One No. 146-FZ
dated 31 July 1998 (as amended) and Part Two No. 117-FZ dated 5 August 2000 (as amended)) (the “Tax Code"’)
and the law on the Federal Budget for each respective year. Moreover, the Federal Government provides
additional revenues to the Subjects in the form of (i) transfers from the Federal Fund for Financial Support of the
Russian Federation Subjects, (ii) financing of specific Federal social and economic programmes in the jurisdiction
of the Subject and (i) payments from certain Federal funds.

In the past five years, Federal taxes and payments collected under the jurisdiction of the City accounted for
approximately 20-30% of the total taxes and payments received by the Federal Budget.

The City is deemed by the Ministry of Finance of the Russian Federation (the ‘“Ministry of Finance'’) to have
sufficient funds to meet its expenditure requirements and, consequently, the City does not receive funding from
the Federal Government. The Federal Government finances specific social and economic programmes within the
City, including programmes for the treatment of AIDS among the City population, the development of arts and
culture, the development of passenger railway services and the reconstruction and building of prisons and police
facilities. Many of these programmes are directly funded by the Federal Government in which case funds for these
programmes do not pass through the City Budget. In the past, the City received monies from the Federal Budget
to cover expenditures in connection with the implementation of certain Federal laws, its role as the capital of the
Russian Federation and the provision of City services to administrative bodies of the Federal Government and
embassies of foreign countries and other Subjects located in the City.

In accordance with the Federal Budget for 2006, the City is due to receive transfers from the Federal Budget in the
amount of over RUB 12 billion in 2006, including RUB 4.5 billion for the construction and reconstruction of major
roads in the City, RUB 5.3 billion for subsidising expenditure on housing and utilities services for some categories
of citizens, and RUB 430 million for the implementation of two Federal laws in the City: the Law On Veterans No.
5-FZ dated 12 January 1995, as amended, and the Law On Social Protection of Disabled in the Russian Federation
No. 181-FZ dated 24 November 1995, as amended as of 31 December 2005.

Any change in Federal legislation affecting the division of tax revenues between the Federation and the Subjects,
the level of Federal funding for social and economic programmes in the City or the level of expenditure by Federal
non-budgetary funds in the City may have an adverse effect upon the financial resources of the City.

Introduction to the City Budget

The main sources of revenue for the City are (i) tax revenues, (i) non-tax revenues and (iii) revenues from
Designated Purpose Funds ("'DPFs’’). Non-tax revenues are comprised primarily of payments for the use of City
property, income from the City’s participation in various state and private enterprises and administrative charges
and fines. DPFs are specified accounts within the City Budget that are allocated certain amounts of City tax, non-
tax and other revenues and are used to fund special purpose projects, such as the construction and maintenance
of roads within the City, which are excluded from general revenue and expenditure in the City Budget.

The Budget Code allows the City to finance its budget deficit by way of borrowing unallocated cash generated in
the preceding financial period and proceeds from sale of the City’s property, such as shareholdings and real
estate. Borrowed funds and the balance brought forward from the preceding financial period are not accounted
in the City's revenues. However, the proceeds from sale of the City property, (including sales of residential
property), excluding shareholdings and real estate, are accounted for in the City’s non-tax revenues.

The City Budget is an itemised summary of expected revenue and expenditure which in recent years has become
increasingly detailed. By virtue of the City’s status as a city of Federal significance, the City performs all of the
functions that fall to Subjects of the Federation and retains revenue assigned by Federal legislation for the
undertaking of such functions. The revenue base of the City Budget is estimated by taking into account the
expected tax and non-tax revenues for the current year, forecasts regarding the level of inflation and forecasts of
the economic development in the City, such as forecasts of the employment level, the development of the taxable
base and price indices within the City. Expenditure is estimated according to expected revenues and planned
social and economic programmes of the City. The City Budget funds are spent on the City’s administrative and law
enforcement bodies, servicing and repayment of the City’s debt and City-wide expenditure on housing, utilities,
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transport, maintenance for educational, cultural, health-care and social institutions, as well as on social assistance
such as child allowances, capital investments, industry support, services related to the City’s international and
foreign economic activities and the holding of City elections and referendums.

Each District constitutes a municipality under Federal law, each having its own separate budget. At the District
level expenditures include the funding necessary for the maintenance of the relevant local municipal governing
bodies. The City's Districts therefore perform a narrower range of functions and are largely financed from the City
Budget. The Districts can also receive financial assistance from the City Budget including grants for financing
expenditures, subventions and subsidies for financing certain outlays, as well as short-term loans for financing
current budget deficits.

The Federal budgetary reform which was carried out in 2005 was aimed at the further systematisation of the
budgetary policy and the facilitation of the budget process at all levels. The reform required changes to be made
to the budgetary classification. The new budget classification codes have been in effect since 1 January 2005. The
changes to the manner in which budgetary items are classified have been codified in the Budget Code and in the
Federal Law On Budget Classification of the Russian Federation No. 115-FZ dated 15 August 1996, as amended.
The Federal budgetary reform has enabled the reconciliation of discrepancies in the accounting of various revenue
and expenditure items in the budgets of different levels, as well as the bringing of the Russian budgetary
classification into conformity with the international standards.

Municipalities located in the City's territory have their own sources of revenues established in accordance with
Russian legislation.

Revenues of municipal budgets are mainly derived from personal property tax proceeds and the share of the profit
tax which is collected by the City Budget. In addition, municipal budgets receive financial aid from the City Budget
to assist municipalities in meeting minimum budget requirements. It is planned that in 2006 such aid will amount
to approximately RUB 470 million. The City Government exercises general control over the activities of the
municipalities, including the budgets of the municipalities, as these budgets are largely derived from subventions,
subsidies and grants received from the City Budget.

Budget Procedure

The City’s budgetary process and structure are regulated and implemented according to the Budget Code, the Tax
Code, the City Charter and the City Budgeting Law.

The budgetary process commences with the preparation of a draft budget carried out by the Department of
Finance under the City Government, which, after review by the Mayor’s office, is submitted for the consideration
of the City Duma. The City Duma organises the review of the draft budget through its special committees. Upon
revision of the draft budget to reflect the review carried out by the City Duma special committees the draft budget
is submitted to the full City Duma for consideration. The draft budget must undergo three hearings by the City
Duma and in the course of first two hearings the draft budget may be rejected and returned to the City
Government for further revision. The draft budget, as approved by the City Duma, is then passed to the Mayor for
signing and, subject to the Mayor's veto, acceptance. The Mayor’s veto may be overridden in the event the draft
budget is further approved by the City Duma by a two-thirds majority vote.

Any decision of the executive authorities or the City Duma which may lead to a reduction in revenues or an
increase in expenditure must be approved as an amendment to the City Budgeting Law.

The size and composition of borrowings are stipulated by the City's Debt Issuance Programme, which is included
in the City Budget. The decision on the level of City bond issues, City loans or other borrowings whether in roubles
or foreign currency within the limits stipulated by the City Budget is made by the City Government.

Budget Implementation

The City’s Department of Finance is responsible for the implementation of the City Budget and the management
of budgetary funds. The City Treasury, a division within the City's Department of Finance established in 1999, is
responsible for monitoring the receipt of budget funds and ensuring that budget funds are disbursed to the
appropriate recipients. The City Treasury holds bank accounts with the Central Bank of Russia, and the City's
administrative bodies in turn hold their respective accounts with the City Treasury. The City Treasury budget
implementation system has, among other things, allowed for (i) the consolidation of all of the City's budgetary
funds in the accounts of the City Treasury opened with the Central Bank of Russia and (ii) the establishment of a
centralised system for the management of budget funds.

Over the course of the past few years, the City Treasury has been actively focusing on the automation of the City's
budgetary procedures and the development of a unified information management system. Owing to the
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advancement of the City Treasury's information systems, the City Treasury has been better able to allocate
available resources for financing expenditures even during times of peak demand.

Control over the Execution of the Budget

The execution of the City Budget is subject to significant controls at each major stage of the budget process. At
the budget execution stage, the City Treasury verifies the availability of funds prior to disbursement in accordance
with the planned budget. In addition, monthly statements on the execution of the budget are submitted for the
consideration of the City Government by the City’s Department of Finance during the budgetary year. At the end
of the fiscal year after the execution of the budget has been approved by the City Government and submitted to
the Ministry of Finance of the Russian Federation, the Mayor submits to the City Duma and to the City Audit
Chamber a draft Law on the execution of the budget for the past financial year.

The City Audit Chamber monitors the City Budget performance as well as the performance of the DPFs. The City
Audit Chamber has powers to carry out inspections of City bodies and departments as well as organisations
funded from the City Budget and transactions involving City Budget funds and City property. The City Audit
Chamber reports to the City Duma. The City Audit Chamber has extensive powers to require information from
bodies which it is investigating. In certain instances, the City Audit Chamber has the power to issue binding
directives to bodies that have breached relevant regulations and laws.
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Budget of the City of Moscow

The following table sets out revenue and expenditure of the City Budget for 2003-2004, preliminary revenue and
expenditure for 2005 and budgeted revenue and expenditure for 2006 (in each case, including Designated
Purpose Fund revenue and expenditure). Figures are in billions of roubles.

2003 2004 2005 2006
Revenue
Total budget revenue, including: . . . . . .. .. .. 338.504 393.608 522.219 614.424
Taxrevenues . . . . . . ... 263.389 316.966 431.467 534.934
Non-taxrevenues. . . . . . . . ... ... ... ... 51.746 54.503 70.263 66.181
Reconciliationitem™ . . . ... (30.124) (44.816) 20.488 13.309
DPFrevenues . . . . . . . . .. ... 53.494 66.955 — —
Expenditure
Total budget expenditures, including:. . . . . . . .. 355.689 407.371 503.194 703.973
DPFexpenditures . . . . . ... .. ... ... .... 53.136 58.762 — —
Surplus (deficit) . . . . ... ... ... ... . ... (17.185) (13.763) 19.025 (89.549)

Source: Department of Finance of the City of Moscow.

(1) This reconciliation item was created to avoid the double counting of revenues which (i) constitute both tax or non-tax revenue and (i) are
attributed to Designated Purpose Funds ("'DPFs"’) (as described below under * Budget of the City of Moscow—Designated Purpose
Funds'") and subsidies and subventions received from the Federal Budget. Starting from 2005 the revenues of the DPFs have not been
accounted separately in the City Budget and the reconciliation items included only subventions and subsidies from the Federal Budget for
implementation of the Federal laws as well as funds received from the Federal Budget for the implementation of the Federal Investment
Programme.

In accordance with the Preliminary Results of 2005 Budget Implementation of the City of Moscow, the City's
revenue and expenditure in 2005 were RUB 522.2 billion and RUB 503.2 billion, respectively, which would result
in a surplus of approximately RUB 19 billion.

The Department of Economic Policy and Development of the City of Moscow and the Department of Finance of
the City of Moscow are responsible for the development of the economic and financial plans for the City. Their
economic forecasts are designed to provide more precise budgeting based on certain factors including projected
revenues and expenditure, estimated inflation rates, volume of retail sales and industrial output, and projected
levels of investment.

The City is projecting revenues of RUB 614.4 billion and RUB 699.8 billion for 2006 and 2007, respectively. The
City is projecting expenditure of RUB 704.0 billion and RUB 804.9 billion for 2006 and 2007, respectively,
resulting in projected deficits of RUB 89.5 billion and RUB 105.1 billion for the years 2006 and 2007, respectively.

Designated Purpose Funds

Prior to 1 January 2000, the City's financial accounts comprised two separate items: the City Budget and several
non-budgetary funds (""NBFs’’). The NBFs were allocated certain amounts of City tax, non-tax and other revenues.
Revenue amounts allocated to the NBFs were excluded from the revenue in the City Budget. Funds in each NBF
were used in accordance with the purposes established for that NBF: to finance operational expenditure,
investment programmes and to provide funding for capital expenditure in connection with the development of
the City's infrastructure that could not otherwise be financed out of the current City Budget. The expenditure of
the NBFs could not be covered from the City Budget and, similarly, the City Budget deficit (if it arose) could not be
compensated by the revenues of NBFs.

Generally NBFs were managed by certain City departments and officials of the City’s Administrative Regions. The
administration and activities of the City's NBFs were overseen by the Mayor's office and were subject to annual
review and approval by the City Duma. The approval process undertaken by the City Duma with respect to NBFs
was similar to that applied to the City Budget. The City Duma reviewed and approved estimated revenues and
expenditures budgeted for each NBF and assessed and approved their actual performance at year-end. The
principal NBFs of the City were the Housing and Construction Investment NBF, the Administrative Regions NBF,
the Hard Currency NBF and the Road NBF.

In January 2000, amendments to the Budget Code were enacted by the Federal Government. The Budget Code as
amended, among other things, prohibits the Subjects from maintaining non-budgetary funds. Consequently, the
City NBFs were terminated with effect from 1 January 2000 and the necessary amendments to the revenue and
expenditure articles of the Budget were made. The City has established, however, specified accounts within the
City Budget ("’Designated Purpose Funds'’ or “DPFs’’). The DPFs receive the same tax, non-tax revenues and
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other revenues that were previously allocated to the City NBFs and are only authorised to make the expenditures
provided for in the City Budget. The DPFs are managed by certain City entities which continue to develop and fund
designated projects and programmes and otherwise manage the revenues and expenditures of the DPFs.

Depending on the DPF, the managers of DPFs are appointed and removed by the City Government, the Mayor or
as provided for by the City Budgeting Law.

The following table sets out the preliminary revenue and expenditure data for DPFs within the City Budget for
2005 and budgeted revenue and expenditure for DPFs within the City Budget for 2006. Figures are in billions of
roubles.

Name of DPF Authorised Manager of the Fund 2005 2006
Revenue Expenditure Revenue Expenditure
Road Fund Department of Economic 43.735 51.410 43.521 45.582
Policy and Development of
the City of Moscow
Investment Fund Department of Construction 9.882 9.497 13.600 14.184
Investment Programmes of
the City of Moscow
Territorial Development Funds Prefectures of the 11.066 10.742 11.870 13.202
Administrative Regions
Ecology Fund Department of 2.135 1.958 1.991 2.729

Environmental Management
and Protection of the City of

Moscow

Employment Creation Fund Committee on Social 1.568 1.159 0.846 1.635
Relations of the City of
Moscow

Advertising and Information Fund Committee of Advertising, 0.562 0.616 0.509 0.488
Information and Design of
the City of Moscow

Protection and Popularisation of ~ Committee for Cultural 0.550 0.337 0.550 0.763

Cultural Heritage Fund Heritage of the City of

Moscow

Total 69.497 75.719 72.887 78.582

Source: Department of Finance of the City of Moscow.

Road DPF

Historically, expenditure on roads within the City was divided between the Federal Road Fund, which was
responsible for the repair and construction of transportation links of Federal importance within the Federation,
and the City. The City financed expenditure on roads within the City, other than major Federal roads, out of the
City Budget. Pursuant to the Federal Law on Road Funds in the Russian Federation No. 1759-1, dated 18 October
1991, as amended (the ‘'Federal Road Fund Law'’), the activities of the Federal Road Fund were financed by
Federal taxes raised within the jurisdiction of the Subjects, including the City. Pursuant to the Federal Road Fund
Law, all Subjects had the right to allocate a portion of the Federal tax revenue otherwise used by the Federal Road
Fund to a regional non-budgetary fund to be utilised for the construction and maintenance of roads within the
relevant Subject. However, this law was initially interpreted to exclude the Cities of Moscow and St. Petersburg
from the ability to allocate funds as described above. The City disputed this interpretation, and in 1996, the City
won a decision from the Russian Federation Constitutional Court affirming its right to allocate a portion of those
Federal taxes otherwise used by the Federal Road Fund to the City’s Non-Budgetary Road Fund to repair and
construct roads. Since 1996, the City has financed the repair and maintenance of all roads within its jurisdiction,
including roads previously financed by the Federal Road Fund and had full discretion over the expenditure of the
principal projects financed from the City's Non-Budgetary Road Fund such as the reconstruction of the Sadovoye
and Moscow ring roads and construction of the Third and the Fourth ring roads.

The City’s Non-Budgetary Road Fund was terminated in the Law of the City of Moscow On Budget of the City of
Moscow for the Year 1999 No. 6 dated 24 February 1999 (the "'1999 City Budget'’) and a designated purpose
fund, the Road DPF, was established as a separate account within the 1999 City Budget. Revenues of the Road
DPF amounted to RUB 28.1 billion in 2003 and RUB 39.9 billion in 2004. According to preliminary estimates, in
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2005, the Road DPF received revenues of RUB 43.7 billion. In the 2006 City Budget, the Road DPF has an allocated
revenue budget of RUB 43.5 billion. According to the 2006 City Budget Law, revenues of the Road DPF are
generated from a portion of the City’s proceeds from the profit tax, the transport tax, the excise on oil products
and land payments. Road DPF funds are used primarily to finance the construction of new roads and the repair
and maintenance of existing roads in the City.

Investment DPF

The Investment NBF was established in 1991 to finance housing construction in the City and to provide housing
under the City’s Free Housing Programme. The principal revenue of the Investment NBF came from the sale of
residential real estate. Revenues were invested in the construction of social housing and commercial projects for
the construction of residential real estate. The Investment NBF was replaced by the Investment DPF on

31 December 1999.

Revenues of the Investment DPF amounted to RUB 11.6 billion in 2003 and RUB 10.7 billion in 2004. According to
preliminary estimates, in 2005 the Investment DPF received revenues of RUB 9.9 billion. In the 2006 City Budget,
the Investment DPF has an allocated revenue budget of RUB 13.6 billion. According to the 2006 City Budget Law,
funds of the Investment DPF are generated from the sale and lease of the City's residential and non-residential
buildings. Investment DPF funds are used for the construction of residential and non-residential buildings
designed for both commercial sale and use and the City's own needs, as well as maintenance of the buildings
constructed through the expenditure of Investment DPF funds and management of buildings transferred by the
City for temporary use and other related expenditures.

Territorial Development DPF

Until 31 December 1999, there were ten Territorial Development NBFs for each of the City’s ten Administrative
Regions. From 31 December 1999, the Territorial Development NBFs were transformed into ten Territorial
Development DPFs which continue to serve the City's ten Administrative Regions. Revenues of the Territorial
Development DPFs amounted to RUB 11.1 billion in 2003 and RUB 11.9 billion in 2004. According to preliminary
estimates, in 2005 the Territorial Development DPFs received revenues of RUB 11.1 billion. In the 2006 budget,
the Territorial Development DPF has an allocated revenue budget of RUB 11.9 billion. According to the 2006 City
Budget Law, revenues of the Territorial Development DPF funds are generated from the lease of the City’s land
and other property, fines and penalties. Territorial Development DPF funds are mainly used as additional sources
for financing of certain expenditures, including municipal housing, urban planning, education, culture, mass
media, medical care and social policy within the City’s Administrative Regions.

Other DPFs

In addition to the DPFs listed above, there are a number of dedicated DPFs used for the development of specific
social and infrastructure programmes in the City and funded from the relevant specific sources established by the
City Budget Law. Generally, such DPFs were converted from NBFs that were consolidated into the City Budget in
2000. The revenues and expenditure of these budgetary funds are approved by the City Duma as part of the
budgetary approval process.

Revenues of the Budget

The City categorises its Budget revenue into four groups: (i) tax revenues; (ii) non-tax revenues; (iii) revenues of
DPFs; and (iv) subsidies and subventions.
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Revenues of the Budget for 2003-2004, preliminary data on revenues in 2005 and budgeted revenues for 2006

2003 2004 2005 2006
RUB in RUB in RUB in RUB in

Revenue billions % billions % billions % billions %
Tax revenues:
Profittax . . . . . . ... ... 107.004 31.61 149.756 38.05 228.850 43.82 293.834 47.82
Personal incometax. . . . . . . 83.445 24.65 108.799 27.64 144.993 27.76 178.628 29.07
EXCISES . . . o 11.174 330 16.484 419  18.129 3.47  18.581 3.02
Salestax . . . . .. ... ... 19.887 5.87 2.341 0.59 0.022 — — —
Propertytaxes. . . . . .. ... 23.850 7.05 24237 6.16  25.691 4.92  36.062 5.87
Land payments . . . . . . . .. 1.050 0.31 1.311 0.33 1.306 0.25 1.575 0.26
Othertaxes™™ . . . . . . . . .. 16.979 5.02  14.038 357 12.477 2.39 6.254 1.02
Total taxrevenues. . . . . . . . 263.389 77.81 316.966 80.53 431.467 82.62 534.934 87.06
Non-tax revenues:
Revenues from use of City's

property® ... 36.448 10.77  36.710 9.33  47.720 9.14 54216 8.82
Other®. . . . . . . .. . ... 15.298 452  17.793 452  22.543 432 11.965 1.95
Total non-tax revenues . . . . . 51.746 15.29  54.503 13.85  70.263 13.45  66.181 10.77
Recondiliationitem™ . . . . . . (30.124) (8.90) (44.816) (11.39) 20.488 3.92 13.309 2.17
DPFrevenues . . . . . . . . .. 53.494 15.80  66.955 17.01 — — — —
Total revenues. . . . . . . . . 338.504  100.00 393.608 100.00 522.219  100.00 614.424  100.00

Source: Department of Finance of the City of Moscow. State Debt Committee of the City of Moscow.

(1)  Prior to 2005, this included advertisement tax, transport tax, licence and registration fees, total revenue tax and state duties, and after
2005, this included total revenue tax and state duties.

(2)  Including property rents, sales of housing and dividends.
(3) Including administrative payments and fees, penalties and fines and, from 2005, licence fees.

(4)  This reconciliation item was created to avoid the double counting of revenues which (i) constitute both tax or non-tax revenue and (i) are
attributed to Designated Purpose Funds ("'DPFs"’) (as described below under "’ Budget of the City of Moscow—Designated Purpose
Funds'') and subsidies and subventions received from the Federal Budget. Starting from 2005, the revenues of the DPFs have not been
accounted separately in the City Budget and the reconciliation items included only subventions and subsidies from the Federal Budget for
implementation of the Federal laws as well as funds received from Federal Budget for the implementation of the Federal Investment
Programme.

Tax Revenues

The tax system in the Federation has evolved in recent years as a result of market reforms. The current system
replaced a tax system, common to centrally planned economies, which relied heavily on transfers of profits from
state enterprises to the state budget. Under the Constitution, Federal law, as set forth in the current Tax Code,
governs the principal parameters for the levy of all taxes in Russia. The Tax Code establishes taxes at three levels:
(i) Federal, including, among other things, corporate profit tax, value added tax, excise tax on certain goods and
services, personal income tax, single social tax, water tax, state duties and minerals extraction tax, (ii) regional (at
the Subject level), including corporate property tax, transport tax, tax on gambling businesses; and (iii) local (at
the municipality level), including land tax and personal property tax.

The Tax Code establishes procedures for tax collection in the Russian Federation and sets the rates at which taxes
are collected. A specified percentage of revenues from certain Federal and regional taxes collected in the
jurisdiction of a Subject is transferred to the budget of the Russian Federation while the rest is transferred to the
budget of the Subject. Revenues from local taxes are transferred in full to the budget of the Subject, although the
Tax Code defines the maximum rates which can be imposed for such taxes.

To amend existing taxes or change the distribution of tax revenues as between the Federal, regional or local levels,
amendments would have to be introduced to the Tax Code and the Budget Code. Such amendments could only
be introduced at the Federal level and would therefore require the approval by the Federal Assembly (the Federal
legislative body) and need to be signed into law by the President of the Federation.

Under the Russian Constitution, the City has the status of both a Subject of the Federation and a city of Federal
significance and therefore levies both regional taxes and local taxes. Taxes are paid in roubles. The City grants tax
rebates to certain taxpayers meeting requirements specified by City laws. However, in the past years the City has
reduced the number of granted tax rebates and revised the qualification criteria for such rebates.

The main sources of tax revenues for the City Budget are corporate profit taxes and personal income taxes, which
represented approximately 72% and 82% of all tax revenues of the City in 2003 and 2004, respectively. According
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to preliminary data, in 2005 corporate profit taxes and personal income taxes represented approximately 87% of
all tax revenues of the City in 2005. In the 2006 budget, the City estimates that corporate profit taxes and
personal income taxes will represent approximately 88% of all tax revenues of the City.

In 2003 and 2004 tax revenues amounted to RUB 263 billion and RUB 317 billion representing 78% and 81% of
total City Budget revenue, respectively. The 20% growth in tax revenues in 2004 was primarily due to a substantial
increase in proceeds from the corporate profit tax, as well as from excise and property taxes. According to
preliminary data, in 2005 tax revenues amounted to RUB 432 billion and represented 83% of the total City Budget
revenue. Tax revenues increased sharply in 2005 mainly due to significant improvements in Russia’s and the City’s
macroeconomic and financial position which in turn increased proceeds from corporate profit taxes and personal
income taxes to the City. In the 2006 budget, the City estimates that tax revenue will amount to RUB 535 billion
and represent approximately 87% of the total City Budget revenue.

Allocation between the Federal Budget and the City Budget of various taxes and excises levied on Moscow
taxpayers in 2004, 2005 and 2006, expressed as percentages.

2004 2005 2006
Moscow Russia Moscow Russia Moscow Russia

Tax revenues
Profittax . . . .. ... .. .. 19.0 5.0 17.5 6.5 17.5 6.5
Personalincometax . . . . . . . 100.0 — 100.0 — 100.0 —
VAT, . ... — 100.0 — 100.0 — 100.0
Singlesocialtax . . . ... ... 90.0 10.0 90.0 10.0 90.0 10.0
Excises on ethyl alcohol . . . . . 50.0 50.0 50.0 50.0 50.0 50.0
Excises on alcohol (wine, beer

and similar low-alcohol

products) . . ... ... ... 100.0 — 100.0 — 100.0 —
Excisesontobacco. . . . . . .. — 100.0 — 100.0 — 100.0
Land tax and fees for land lease 100.0 — 100.0 — 100.0 —

Source: Department of Finance of the City of Moscow.

(1) In 2004 the profit tax rate equalled 24% including 19% paid to the City Budget and 5% paid to the Federal Budget. In 2005-2006 the
profit tax rate remained unchanged, however 17.5% was paid to the City Budget and 6.5% was paid to the Federal Budget.

Profit Tax

Federal profit tax is levied on Russian and foreign legal entities carrying on business activities through permanent
establishments and/or receiving income from sources located in the Russian Federation, subject to relief provided
by applicable double taxation treaties.

In accordance with the Tax Code, the profit tax rate is set at 24%. The receipts from collection of the profit tax are
divided as follows:

° 6.5% is paid to the Federal Budget; and
° 17.5% is paid to the budget of a Subject.

Although legislative bodies of the Subjects can reduce the profit tax rate due to a Subject for certain categories of
taxpayers, the rate of profit tax paid to the budget of a Subject cannot be less than 13.5%.

Revenues from profit tax are the largest single source of City tax revenues. Profit tax revenues were RUB 107
billion in 2003 and RUB 150 billion in 2004. According to preliminary data, in 2005 profit tax revenues amounted
to RUB 229 billion. In the 2006 budget, the City estimates that profit tax revenues will amount to RUB 294 billion.
In 2005, pursuant to Federal Tax reforms, the proportion of profit tax paid to the subjects was reduced from 19%
to 17.5%. This, however, has not had any negative effect on the City’s revenues generated through profit taxes.

Personal Income Tax

Personal income tax is levied on income received by all individuals who are residents of the Federation for tax
purposes as well as on income received from sources located in the Federation by individuals who are non-
residents for tax purposes.

Prior to 1 January 2001, the Federal tax on individual income was levied at progressive rates between 12% and
35% depending on income and there were a series of tax deductions and exemptions which applied to different
categories of citizens of the Federation as well as to non-residents. Since 1 January 2001 according to the Tax
Code the standard rate of tax on individual income has been set at 13%. Certain specified forms of income, such
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as prizes and gains (for example lottery winnings) are taxed at 35%. Income received by individuals who are
non-residents for tax purposes is taxed at 30%. Income received in the form of dividends from shareholdings is
taxed at 9%.

According to the Tax Code, some earnings are exempt from personal income tax including among other things,
certain public welfare payments, state pensions, health compensation payments and alimony payments. The Tax
Code also provides for four types of tax deductions: standard, social, material and professional.

Since 2002, all proceeds from personal income tax collected in the City have been transferred to the City Budget.

Over the past several years revenues from personal income tax have increased steadily from RUB 84 billion in 2003
to RUB 109 billion in 2004. According to preliminary estimates, in 2005 revenues from personal income tax
amounted to RUB 145 billion. In the 2006 budget, the City estimates that revenues from personal income tax will
amount to approximately RUB 179 billion.

Excise and Value-Added Tax (“’VAT")

According to provisions of the Tax Code since 1 January 2001 value-added tax has been paid not only by legal
entities but also by individual entrepreneurs operating in Russia. The basic VAT rate is 18% of the cost of goods
and services, but on a number of goods and services it is reduced to 10%. Certain goods and services, including
the operation of non-commercial educational institutions, construction of objects of social importance as well as
the provision of certain medical goods and services, are exempt from VAT altogether.

Since 2001 all VAT proceeds have been transferred to the Federal Budget and the City Budget has only received a

share of excise taxes collected on its territory. The City's receipts from collection of excise taxes are determined by
the federal Budgetary Code. The City’s receipts from excise taxes are predominantly comprised of proceeds from

excises on diesel fuel, gasoline and alcohol.

In 2003 and 2004, the City recorded revenues from excise taxes of RUB 11 billion and RUB 16 billion, respectively.
According to preliminary data, in 2005 the City's revenues from excise taxes grew to RUB 18 billion. In the 2006
budget, the City estimates that the City’s revenues from excise taxes will amount to RUB 19 billion.

Property Taxes

The principal component of revenue from this category of taxes is the corporate property tax. The corporate
property tax rate is established by the Tax Code. In 2006, the maximum rate of this tax is 2.2% of the annual
average cost of the property owned by enterprises. City law provides some exemptions from the payment of
property tax for certain categories of taxpayers. In addition, property tax includes taxes levied on the property of
individuals as well as on inherited or gifted property.

The City’s property tax revenues amounted to RUB 24 billion in 2003 and 2004. According to preliminary data, in
2005 property tax revenues amounted to RUB 26 billion. In the 2006 budget, the City estimates that property tax
revenues will amount to RUB 36 billion.

Single Social Tax

From 1 January 2001, the system of payroll taxes and contributions has been simplified with the introduction of

the Single Social Tax. Since 1 January 2001 a new system of variable rates has been applied. From 1 January 2001
to 1 January 2005 the Single Social Tax was imposed at the rate of 35.6%. The Single Social Tax was levied at the
maximum rate if an employee’s income was less than RUB 100,000 per annum. As an employee’s annual income
increased above RUB 100,000 the rate of tax was gradually reduced.

From 1 January 2005 the maximum rate of the Single Social Tax has been reduced and set at 26% for incomes less
than RUB 280,000 per annum. As an employee’s annual income increases above RUB 280,000, the rate of tax is
gradually reduced. In 2006, 10% of the revenue generated by the Single Social Tax is to be paid to the Federal
Budget while 90% is to be paid to the City Budget. Proceeds from the Single Social Tax are not shown in the City
Budget.

Payments for Use of Natural Resources

In accordance with the Federal law, prior to 2005 the City categorised various fees and levies as a source of tax
revenue, including land tax, water tax and fees for environmental permits.

The City’s revenues from natural resource payments amounted to RUB 1.1 billion in 2003 and RUB 1.3 billion in
2004. According to preliminary data, in 2005 revenues from natural resource payments amounted to RUB 1.3
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billion. In the 2006 budget, the City estimates that revenues from natural resource payments will amount to
RUB 1.6 billion.

Sales Tax

The sales tax was a local tax and was introduced in Moscow on 1 July 1999 and was levied on the cash retail and
wholesale price of goods and services. From 1 January 2001 to 1 January 2004, the rate of sales tax was 5%,
although certain goods and services were exempt from this tax. All sales tax revenues were transferred to the City
Budget. The sales tax was abolished beginning 1 January 2004.

The City’s revenues from sales tax amounted to RUB 15.7 billion in 2001, RUB 18.1 billion in 2002 and RUB 19.9
billion in 2003. The City estimates that the loss resulting from the termination of this tax in 2004 amounted to
RUB 22-23 billion.

Other Taxes, Duties and Fees

From 2005 onwards, other taxes, duties and fees include total revenue tax and state duty. Prior to 2005 other
taxes also comprised advertisement tax and transport tax and license and registration fees.

In 2003 and 2004, revenues from other taxes amounted to RUB 17 billion and RUB 14 billion. According to
preliminary data, in 2005 the City estimates that revenues from other taxes will amount to RUB 12 billion. In the
2006 budget, the City estimates that revenues from other taxes will amount to RUB 6 billion.

Non-Tax Revenues

Non-tax revenues are primarily comprised of payments for the lease or sale of City property, proceeds from the
commercial sale of residential property and income from the City's participation in various state and private
enterprises and administrative charges and fines. Privatisation proceeds that the City receives are not treated as
non-tax revenue.

The City’s revenues from non-tax revenues amounted to RUB 52 billion in 2003 and RUB 55 billion in 2004.
According to preliminary data, in 2005 revenues from non-tax revenues amounted to RUB 70 billion. In the 2006
budget, the City estimates that non-tax revenues will amount to RUB 66 billion.

In 2003 and 2004, revenues from leasing the City’s property amounted to approximately RUB 21 billion.
According to preliminary data, in 2005 the City had revenues of RUB 28.5 billion from lease payments. In the 2006
budget, the City estimates it will have revenues from lease payments in the amount of RUB 27.6 billion.

In 2003 and 2004, the City's proceeds from commercial sales of residential housing (which represents the
principal part of the revenues that the City derives from the sale of property), equalled RUB 11.7 billion and

RUB 11.3 billion, respectively. According to preliminary data, in 2005 the City had revenues of RUB 12 billion from
the sale of residential housing. The City estimates that revenues from the sale of residential housing in 2006 will
increase to approximately RUB 21 billion.

In 2003 and 2004, dividends and returns from participation by the City in the charter capital of enterprises
equalled approximately RUB 620 million and RUB 430 million, respectively. According to the City’s estimates, in
2005 revenues from participation in the charter capital of enterprises was approximately RUB 940 million. In the
2006 budget, the City estimates that revenues from participation in the charter capital of enterprises will be at
least RUB 600 million.

At the beginning of 2006, the City held shares in approximately 600 enterprises. In 2005, the largest and most
important enterprises in terms of dividends paid into the City Budget and in which the City holds shares are
Usadba Tsentr, a business centre (dividends of RUB 70 million), The Bank of Moscow, a commercial bank
(dividends of RUB 49 million) and Knjas Rurik, a brewery (dividends of RUB 19 million).

Tax Collection

The Moscow branch of the Federal Tax Service, which is in charge of the full and timely collection of taxes for the
City Budget, includes 36 district tax inspectorates as well as five inter-district tax inspectorates dealing with major
taxpayers, enterprises that produce and sell alcohol and tobacco goods or which are engaged in gambling,
financial, insurance or construction activity as well as the taxation of foreign persons.

All taxpayers, whether legal entities or natural persons, are obliged to register with the relevant tax inspectorate,
to submit accounting reports and tax declarations to the tax inspectorate and to make payment of taxes and
other mandatory payments in the manner provided by the Tax Code. The tax inspectorates maintain records in
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respect of each taxpayer and each type of tax and are also responsible for monitoring the observance of tax
legislation.

In the event of breaches of tax law, taxpayers are obliged to pay unpaid taxes to the City Budget as well as fines
and penalties. Unpaid taxes or fines in the amount of up to RUB 50,000 for a legal entity and up to RUB 5,000 for a
sole proprietorship may be recovered directly by the tax inspectorate, but taxes and fines in excess of these
amounts may only be recovered by court action. Unpaid taxes, fines and penalties may only be recovered from
natural persons by court action.

Where an enterprise is unable to meet its tax obligations in excess of RUB 100,000 due to poor financial
performance or lack of monetary funds, the tax authorities initiate bankruptcy proceedings through filing an
application to the Arbitration Court of the City of Moscow. Such application may be filed not earlier than 30 days
and not later than 90 days from the date the tax authorities issue an order to a court bailiff to collect the relevant
tax indebtedness by application of proceeds from the sale of the debtor’s assets.

As of 1 January 2006, according to preliminary data, the City had an aggregate of RUB 11.3 billion of tax arrears
as compared to RUB 9.6 billion as of 1 January 2005 and RUB 9.8 billion as of 1 January 2004.
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Expenditure of the City Budget

Introduction

The following table sets out the expenditure of the City from the City Budget for 2003 and 2004, preliminary data
with respect to expenditure for 2005 and the budgeted expenditure for 2006. For purposes of the discussion that
follows with respect to the overall City Budget or any given segment of the City Budget, the term ""total
expenditure is the sum of “capital expenditure’” and ""current expenditure”.

Total expenditure of the City Budget for 2003 and 2004, preliminary data with respect to expenditure for 2005
and budgeted expenditure for 2006. Figures are in billions of roubles.

Expenditures 2003 % 2004 % 2005 % 2006 %
State general expenditure. . . . 19.412 5.46 20.495 5.03 27.047 538 36.161 5.14
National defence . . . . . . .. 0.038 0.01 0.043 0.01 0.082 0.02 0.116 0.02
National security and law

enforcement. . . . . . . .. 8.113 2.28 10.053 2.47 16.620 3.30 18.615 2.64
National economy. . . . . . . . 110.523 31.07 108.940 26.74  141.122 28.05 167.337 23.77
Housing and utilities . . . . . . 87.327 2455 107.127 26.30 122.390 24.32  198.771 28.24
Environmental protection 5.386 1.51 6.769 1.66 6.782 1.35 5.046 0.72
Education. . . . ... ... .. 39.081 10.99  46.793 11.49 58.677 11.66  88.413 12.56
Culture, cinematography and

massmedia . . . ... ... 11.771 3.31 12.835 3.15 15.451 3.07 25.337 3.60
Healthcareandsport . . . . . . 35.398 9.95 42.574 10.45 56.792 11.29  86.737 12.32
Social policy. . . . . . ... .. 38.429 10.80 51.378 12.61 57.744 11.48 76.851 10.92
Inter-government transfers . . . 0.211 0.06 0.364 0.09 0.486 0.10 0.590 0.08
Total expenditure . . . . . . . 355.689 100.00 407.371 100.00 503.194 100.00 703.973 100.00

Sources: Department of Finance of the City of Moscow, State Debt Committee of the City of Moscow.

Total expenditure from the City Budget increased from RUB 356 billion in 2003 to RUB 407 billion in 2004.
According to preliminary data, in 2005 the City expenditure amounted to RUB 503 billion. In the 2006 budget, the
City estimates that the expenditure of the City Budget will grow to RUB 704 billion.

State General Expenditure

State General Expenditure includes, among other things, expenditure on the functioning of the executive and
legislative bodies of the City, the judicial system, financial and taxation bodies, customs offices, the holding of
elections and referendums, foreign relations and international co-operation, state and municipal debt service, the
provision of reserve funds, the maintenance and management of state property of the City, privatisation of City
assets and implementation of some of the City designated purpose programmes, including the development of
local self-governance in Moscow, sponsorship of Russian federal entities, and support and assistance to Russian
citizens living abroad.

In 2003-2004, all expenditures under the State General Expenditure area were classified as current expenditures.
In 2003 and 2004, the total expenditures of the City under this area amounted to approximately RUB 19.4 billion
and RUB 20.5 billion, respectively. According to preliminary data, in 2005 total State General Expenditure
increased to RUB 27.05 billion, including the current expenditure of approximately RUB 27 billion and the capital
expenditure of RUB 50 million. In the 2006 budget, the City estimates that the total expenditures under this area
will amount to RUB 36.2 billion including current expenditure of RUB 36.1 billion and capital expenditure of

RUB 100 million.

National Security and Law Enforcement

Expenditure on National Security and Law Enforcement includes expenditure on law enforcement, emergency
services, civil defence, fire safety and various City designated purpose programmes aimed at protection of public
order, prevention and reduction of crime in the City.

Expenditure under National Security and Law Enforcement includes both capital and current expenditures.
Current expenditure of the City under the National Security and Law Enforcement area in 2003 and 2004
amounted to approximately RUB 6.9 billion and RUB 8.7 billion, respectively. Capital expenditure of the City under
this areain 2003 and 2004 amounted to RUB 1.2 billion and RUB 1.3 billion, respectively. According to
preliminary data, in 2005 the current and capital expenditure on National Security and Law Enforcement
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increased to RUB 14.1 billion and RUB 2.5 billion, respectively. In the 2006 budget, the City estimates that current
and capital expenditure will amount to RUB 16.3 billion and RUB 2.3 billion, respectively.

National Economy

Expenditure on the National Economy includes, among other things, expenditures on the implementation of the
City employment policy and the provision of work placement services, the functioning of the fuel and energy
complex, the City's transportation system, including expenditure on the construction and reconstruction of
roads, various activities to support the City’s ground and underground transportation system, communication
and information services, economic research, the support and development of industry, food supply and the
maintenance of food reserves, including the City’s Reserve Food Resources Fund and the implementation of
various City designated purpose programmes, including the development of industry, transportation and
information systems, consumer market services and support for small businesses, and protection of employment
and labour relations. The funds for financing these designated purpose programmes are provided for in the City
Budget and in 2005 amounted to approximately RUB 9.3 billion. The main programmes include The Programme
of Development of the Ground Public Transport of the City of Moscow and its Material Support Until the Year
2007 (in 2005 the City Budget provided RUB 2.9 billion for financing the capital expenditure of this Programme),
The Complex Programme on Industrial Activities in the City of Moscow (in 2005 the City Budget provided RUB 2.6
billion for financing this Programme) and the E-Moscow Programme aimed at promoting information
technologies in the City (in 2005 the City Budget provided RUB 1.7 billion for financing this Programme).

Expenditure under the National Economy area is comprised of both current and capital expenditures. Current
expenditure of the City on the National Economy section in 2003 and 2004 amounted to approximately RUB 52.7
billion and RUB 65.2 billion, respectively. Capital expenditure of the City under this area in 2003 and 2004
amounted to RUB 57.8 billion and RUB 43.8 billion, respectively. According to preliminary data, in 2005 current
and capital expenditure on the National Economy increased to RUB 121.6 billion and RUB 19.5 billion,
respectively. In the 2006 budget, the City estimates that current and capital expenditure on National Economy will
amount to RUB 62.1 billion and RUB 105.3 billion, respectively.

Housing and Utilities

Expenditure on Housing and Utilities includes, among other things, capital and current overhaul and repair of
housing stock, subsidies to organisations providing municipal services, the improvement of the City territory and
the reform of the Housing and Utilities sector.

Expenditure under the Housing and Utilities area is comprised of both current and capital expenditures. In 2003
and 2004, current expenditure of the City under the Housing and Utilities area amounted to approximately

RUB 48.9 billion and RUB 57.2 billion, respectively. In 2003 and 2004, capital expenditure of the City under this
area amounted to RUB 38.4 billion and RUB 49.9 billion, respectively. Based on preliminary data, in 2005 current
and capital expenditure on Housing and Utilities grew to RUB 57.7 billion and RUB 64.7 billion, respectively. In the
2006 budget, the City estimates that current and capital expenditures on Housing and Utilities will amount to
RUB 86 billion and RUB 112.8 billion, respectively.

Education

Expenditure on Education includes, among other things, the provision of kindergartens, elementary, secondary
and higher schools of education, special professional schools and colleges, including salaries and social benefits of
teachers and other school staff, meals for students, textbooks, the maintenance of educational institutions, the
organisation of studies, personnel retraining, implementation of the City's youth policy and financing of the City
designated purpose programmes, including support for young families, youth organisations, development of
education networks, material and technical improvement of education facilities, publiclibraries and training of
personnel.

Expenditure under the Education section is comprised of both current and capital expenditures. In 2003 and
2004, current expenditure of the City under the Education area amounted to approximately RUB 33.5 billion and
RUB 41.1 billion, respectively. Capital expenditure of the City under this area in 2003 and 2004 amounted to

RUB 5.6 billion and RUB 5.7 billion, respectively. Based on preliminary data, in 2005 current and capital
expenditure on Education grew to RUB 52.4 billion and RUB 6.3 billion, respectively. In the 2006 budget, the City
estimates that current and capital expenditure on Education will amount to RUB 72.9 billion and RUB 15.5 billion,
respectively.
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Healthcare and Sport

Expenditure on Healthcare and Sport includes, among other things, the provision of healthcare, sport and
physical culture institutions, the provision of subsidies and social benefits to certain categories of the City
residents and financing of the City designated purpose programmes, including the promotion and development
of sports, development of sport facilities in the City and enhancing their availability to City residents, and
preventing the spread of dangerous diseases in the City. The funds for financing these programmes are provided
for in the City Budget and for 2005 amounted to approximately RUB 4.1 billion.

Expenditure under the Healthcare and Sport section is comprised of both current and capital expenditures. In
2003 and 2004, current expenditure of the City on Healthcare and Sport amounted to approximately RUB 26.6
billion and RUB 33 billion, respectively. The capital expenditure of the City under this area in 2003 and 2004
amounted to RUB 8.8 billion and RUB 9.6 billion, respectively. Based on preliminary data, in 2005 current and
capital expenditure on Healthcare and Sport grew to RUB 46.7 billion and RUB 10.1 billion, respectively. In the
2006 budget, the City estimates that current and capital expenditures on Healthcare and Sport will amount to
RUB 68.5 billion and RUB 18.2 billion, respectively.

Social Policy

Social Policy expenditure includes, among other things, the provision of pensions, social services and social
benefits to City residents, the functioning of the City’s social aid institutions, social insurance, guardianship,
measures directed at the reduction of the number of homeless in the City and the financing of the City designated
purpose programmes.

Expenditure under the Social Policy section is comprised of both current and capital expenditures. In 2003 and
2004, the current expenditure of the City on Social Policy amounted to approximately RUB 38.2 billion and

RUB 50.8 billion, respectively. The capital expenditure of the City under this area in 2003 and 2004 amounted to
RUB 257 million and RUB 548 million, respectively. Based on preliminary data, in 2005 current and capital
expenditure on Social Policy grew to RUB 57.6 billion and RUB 165 million, respectively. In the 2006 budget, the
City estimates that current and capital expenditures on Social Policy will amount to RUB 76.6 billion and RUB 252
million, respectively.
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Indebtedness of the City of Moscow

The Ministry of Finance of the Russian Federation ('’Ministry of Finance'’) has historically been the Federal body
in charge of supervising the borrowing activities of the Subjects. Since March 2004, the task of supervising and
controlling budgetary matters has been entrusted to the Federal Service of Finance and Budget Supervision,
which is controlled by the Ministry of Finance. One of the functions of the Ministry of Finance is to register bond
issues by the Subjects and to ensure that all applicable legal requirements with respect to such borrowings are
fulfilled, including limits on levels of internal and external debt and funds spent on debt service and debt
repayment. General authorisation of the borrowings is within the jurisdiction of the legislative bodies of the
respective Subjects. At present the majority of the City’s debt financing is raised through the State Debt
Committee, which is itself a City Executive Authority. The total debt of the City amounted to RUB 58.6 billion as of
the end of 2000 (including RUB 32.6 billion serviced through the State Debt Committee), RUB 41.6 billion as of
the end of 2001 (including RUB 27.1 billion serviced through the State Debt Committee), RUB 60.2 billion as of
the end of 2002 (including RUB 45.2 billion serviced through the State Debt Committee), RUB 83.3 billion as of
the end of 2003 (including RUB 70.6 billion serviced through the State Debt Committee) and RUB 103.5 billion as
of the end of 2004 (including RUB 91.2 billion serviced through the State Debt Committee). By the end of 2005,
the City had reduced its debt to RUB 88.9 billion (including RUB 76.4 billion serviced through the State Debt
Committee).

The State Debt Committee has authority over (i) the placement and circulation of the securities issued by the City;
(i) the timely receipt and transfer of borrowed funds to the City Budget; and (iii) the prompt and complete
servicing and repayment of the assumed debt obligations. The accounting of and control over debt obligations of
the City as well as control over servicing and repayment of debt obligations of the City and the use of borrowed
funds is exercised by the Department of Finance of the City of Moscow. The Department of Finance also maintains
and administers the State Debt Book of the City of Moscow.

The size and composition of the City’s borrowings are stipulated by the City’s Borrowing Programme, which is
included in the City Budget. The decision on the level of bond issues, loans or other borrowings whether in
roubles or foreign currency within the limits stipulated by the annual Borrowing Programme is made by the City
Government. Any changes to the level and composition of borrowings set out in the City's Borrowing Programme
must be approved by the City Duma in the form of an amendment to the City Budget (except when such changes
are introduced by the City Government in accordance with the City Budgeting Law).

State Debt

According to the Budget Code, the State Debt of the City of Moscow is the aggregate amount of all of its debt
obligations. The State Debt of the City of Moscow includes direct debt obligations of the City, such as loans and
bonds, and indirect obligations, such as guarantees issued by the City.

Historically, the City assumed direct debt principally to finance capital investments. At present the Budget Code
permits the City to borrow for the purpose of financing the budget deficit and refinancing of existing debt.
Internal debt is denominated in Roubles. External debt obligations may be denominated in a variety of foreign
currencies. The majority of the City’s foreign debt is currently denominated in euros and represented by loans
which were financed through the issuance of Loan Participation Notes, while the remainder is denominated in US
dollars.

The City Government has guaranteed loans from Russian banks and other obligations of various City enterprises
to finance expenditures which the City considered to be a priority and in which the City had an interest. These
guarantees are budget guarantees whereby the full taxing and borrowing power of the City and non-tax revenues
are made available towards payment in the event that the City enterprise fails to perform its obligations. The City
also provides foreign currency guarantees, whereby the City guarantees payment of obligations denominated in
various foreign currencies. As expressed in the table below, the City's total guarantees (internal and external)
represent approximately 5% of the City’s total debt liabilities. The City guarantees are treated as non-direct debt,
or debt which will not necessarily be incurred. The City’s total guarantees are less than 1% of budgeted revenues
for 2006. The City’s Department of Finance is authorised to issue guarantees on behalf of the City.

City guarantees are regulated by the Budget Code (Articles 115, 116 and 117) and the City Budget Law. The City’s
Borrowing Programme, which is attached as an addendum to the City Budgeting Law each year, specifies the
primary City guarantees to be issued in a given financial year. The City Budget Law also specifies the main
parameters of the City guarantees.
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City of Moscow internal and external debt liability profile as of 1 August 2006

Amount, Equivalent in Percentage
Liability Currency millions USD, millions of total debt
Internal debt
Bonds . . . ... ... RUB 62,079.9 2,314.7
Guarantees . . . . ... RUB 2,690.0 100.3
Total InternalDebt . . . . . . .. .. .. ... ... RUB 64,769.9 2,415.0 76.3
External Debt
Loans funded through Loan Participation Notes . . . EUR 374.0 477.1
Bankloans . . . . ... ... ... ... ... ... EUR 3.8 4.9
Loans from the Russian Federation. . . . . . . . .. usD 163.2 163.2
EUR 35.7 455
TotalLoans . . . . .. . ... .. ... .. ..... 690.7 21.8
Guarantees . . . . ... Lo usD 60.5 60.5 1.9
Total ExternalDebt . . . . . . . ... ... .. ... USD equivalent 751.2 23.7
RUB equivalent 20,146.5
TotalDebt. . . . . . . . . ... ... USD equivalent 3,166.2 100.0
RUB equivalent 84,916.4
of which Direct Debt 80,605.2 94.9

Sources: Department of Finance of the City of Moscow, State Debt Committee of the City of Moscow.

For purposes of this table only, rouble amounts have been translated (i) into USD at a rate of USD 1 = RUB 26.8197 and (i) into EUR at a rate of
EUR 1 =RUB34.2112.

The following table sets out the City’s internal and external debt liabilities by maturity as of 1 August 2006

Repayment
Amount,

Liability Currency millions 2006-2007 2008-2016
Internal Debt
Bonds . . . . ... RUB 62,079.9 14,939.4 47,140.5
Guarantees . . . . .. RUB 2,690.0 0.0 2,690.0
Total Internal Debt . . . . . . ... ... ... ... RUB 64,769.9 14,939.4 49,830.5
External Debt
Loans funded through Loan Participation Notes. . . EUR 374.0 0.0 374.0
BankLoans . . . .. ... .. .. ... EUR 3.8 3.8 0.0
Loans from the Federal Budget. . . . . . . ... .. usbD 163.2 31.3 131.9

EUR 35.7 7.9 27.7
TotalLoans . . . . . ... ... ... ... ... . RUB equivalent 18,525.3 1,242.5 17,282.8
Guarantees . . . . ... usD 60.5 12.7 47.8
Total Guarantees . . . . . .. . .. ... ... ... RUB equivalent 1,621.3 340.3 1,280.9
Total ExternalDebt . . . . . ... ... ... .... USD equivalent 751.2 59.0 692.2
TotalDebt. . . . . . . . ... ... USD equivalent 3,166.2 616.0 2,550.1
of which DirectDebt . . . . . . ... ... .. ... USD equivalent 3,005.4 603.4 2,402.1

Sources: Department of Finance of the City of Moscow, State Debt Committee of the City of Moscow.

For purposes of this table only, rouble amounts have been translated (i) into USD at a rate of USD 1 = RUB 26.8197 and (ii) into EUR at a rate of
EUR1=RUB34.2112.

The City has honoured in full all the internal and external debt it has contracted or guaranteed since 1997 and
which it recognises as its obligations.

According to the Budget Code, the total outstanding debt of a Subject cannot exceed 100% of its total revenues
(excluding funds received from the Federal Budget in the form of subsidies, subventions and grants) and total
interest payments cannot exceed 15% of total expenditure of the Subject. In addition to this limitation to secure a
safe level of debt the City Government adopted additional restrictions set out in the Government Resolution No.
425-PP of 22 June 2004 pursuant to which the total outstanding debt of the City cannot exceed 33% of its total
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budget revenue. At the end of 2005, the City's outstanding debt decreased to 17.0% of the City's total revenues
as compared to 26.3% in 2004. The City estimates that in the next few years its outstanding debt will represent
approximately 30% of its total revenue.

The following table sets out certain data relating to the amount of total debt and debt payments of the City and
revenue of the City for the years 2001-2004, preliminary data with respect to total debt and debt payments of the
City and revenue of the City for 2005 and budgeted total debt and debt payments of the City and revenue of the
City for 2006. Amounts in the table are expressed in billions of roubles, except percentages.

All figures in the table below are provided as at the year end or for the year ended, except the figures for 2006
which are estimates.

2001 2002 2003 2004 2005 2006
Total surplus (deficit) . . . ... .. 4.652 (22.074)  (17.185)  (13.763) 19.025 (89.549)
Totaldebt . . . . .. ... ... .. 41.569 60.192 83.246 103.480 88.876 140.968
Debtrepayment. . . . .. ... .. 45.729 9.863 17.311 28.875 34.134 21.741
Interestpayments . . . . . ... .. 3.473 4.532 6.571 7.459 8.814 14.486
Totalrevenue . . . . .. ... ... 233.396  281.855  338.504  393.608 522.219  614.424
Total debt as percentage of total
revenue . . . ... 17.8 21.4 24.6 26.3 17.0 22.9

Note: Excluding a guarantee that may be issued to manufacturing entity AMO ZIL for €45,100. This guarantee is currently provided for in 2006
City Budget, but has yet to be issued.

Credit History of the City of Moscow
Foreign Debt Ratings of the City

The City has a strong credit history in relation to its foreign debt liabilities. In early 1997, the City received a
foreign debt rating of “’Ba2"’ from Moody’s Investors Service (""Moody’s"’) and “'BB"' from Standard & Poor’s,
which were also the foreign debt ratings from Moody’s and Standard & Poor's for the Russian Federation.

In March 1998, Moody’s and in June 1998, Standard & Poor’s downgraded the foreign debt rating of the Russian
Federation to ""Ba3" and ""B+"’, respectively. According to the rating agencies, the foreign debt rating of each
Subject of the Russian Federation, including the City, is limited by the foreign debt rating of the Russian
Federation. The City's foreign debt rating was downgraded accordingly to “‘Ba3’" and "'B+"" by Moody’s and
Standard & Poor’s, respectively. In the aftermath of the Russian economic crisis, the Russian Federation’s foreign
debt rating from Moody’s and Standard & Poor's fell from “B1"" to “’‘B3"" and from “'B+"" to ""CCC"’, respectively.
The City’s foreign debt rating was downgraded accordingly to B3’ and ""CCC"" by Moody’s and Standard &
Poor's, respectively. The City's foreign debt rating from Standard & Poor’s in September 1998 and from Moody’s
in March 1999 was ""CCC-"" and "Caal1’ respectively.

Following the recovery in the Russian economy in 1999, Standard & Poor’s upgraded the City's foreign debt rating
from ""CCC-"" to ""CCC+"" in April 2000 and from ""CCC+" to "'B-"" in December 2000. In December 2000 Moody's
upgraded the City’s foreign debt rating from "“Caa1’’ to "’B3"". The rating agencies cited the City’s increasing
revenues, the reduction of its debt burden and the improved transparency of the City's budget and finances as the
reasons for the rating upgrades.

In 2001, the rating agencies noted the efficient execution of the City's budget, the City’s growing tax base, its
efficient expenditure control and the successful repayment of its outstanding eurobonds. Fitch Ratings upgraded
the foreign debt rating of the City from "CCC"" to "B-"" in March 2001, to "B"" in October 2001 and to "B+ in
December 2001. Standard & Poor’s upgraded its foreign debt rating of the City to “'B"" in June 2001, and to "'B+"’
in December 2001. Moody’s upgraded the foreign debt rating of the City to "'B2"" in October 2001 and to "'Ba3"’
in December 2001.

In light of the further growth in the Russian economy, Fitch Ratings upgraded the City’s foreign debt rating to
"BB-""in May 2002; Standard & Poor’s upgraded the City's foreign debt rating to “'BB-"" in July 2002, and to "'BB"’
in December 2002; and Moody's upgraded the City's foreign debt rating to “'Ba2"’ in December 2002.

In October 2003, Fitch Ratings upgraded the City’s foreign debt from "'BB"' to "BB+"" (with stable outlook). In
2003, Moody’s and Standard & Poor’s confirmed their foreign debt ratings of the City to be "'Ba2" and "'BB",
respectively.

In January 2004 and February 2004, Moody’s and Standard & Poor’s raised the City’s foreign debt rating to "Ba1”’
and ""BB+", respectively. In November 2004, Fitch Ratings and Moody’s upgraded the City's foreign debt rating
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to the investment grade of "'BBB-"" and “'Baa3"’, respectively. Both rating agencies noted the City's strong budget,
its fully controlled debt burden and the continuing improvement of the City’s debt management.

In February 2005, Standard & Poor’s raised the City's foreign debt to the investment grade of "BBB-"". In August
2005, Fitch Ratings further raised the City's foreign debt rating to “'BBB’" and in October 2005 Moody's upgraded
the City's foreign debt rating to “‘Baa2"’. In December 2005, Standard & Poor’s upgraded its rating on the City’s
foreign debt to ""BBB"".

InJuly 2006, Fitch Ratings raised the City's foreign debt rating from ’'BBB’’ to ""BBB+"". In September 2006,
Standard and Poor’s raised its rating on the City’s foreign debt from "BBB"" to "'BBB+"".

Internal Debt Ratings of the City

In June 1998, Moody’s assigned the City an internal debt rating of ’'Ba3"". Since then the foreign and internal debt
ratings have changed simultaneously. In August 1998, Moody's downgraded the internal debt rating of the
Russian Federation, and accordingly the internal debt rating of the City, to "’Ca"". In March 1999, Moody's
downgraded the internal debt rating of the City to “Caa1"’. In December 2000, Moody's upgraded the City’s
internal debt rating to "'B3"" and following further upgrades by Moody's, the City’s internal debt rating was
""Ba3" by December 2001. In December 2002, Moody's upgraded the City's internal debt rating to “Ba2"". In
2003, Moody's confirmed its rating of “Ba2"’ (with stable outlook). In January 2004, Moody's upgraded the City's
internal debt rating to “Ba1’’. In November 2004, Moody's upgraded the City’s internal debt to the investment
grade rating of ""Baa3"’". According to Moody's, the upgrade was in part due to Moscow's strong local economy,
the City's strong budget and its capacity for debt financing. In October 2005, Moody's upgraded the City’s
internal debt to ’‘Baa2’’ from "Baa3"’.

In December 2001, Fitch Ratings assigned an internal debt rating of "’‘B+"’ to the City, which was one notch higher
than the internal debt rating of the Russian Federation from Fitch Ratings. In the second half of 2002, Fitch
Ratings assigned an internal debt rating of ’BB-"" to the City. Fitch Ratings revised the City’s internal debt rating
from ""BB-"" to "'BB"" in May 2003 and to "'BB+"" in October 2003. In November 2004, Fitch Ratings raised its rating
of the City's internal debt to the investment grade rating of ’BBB-"" and in August 2005 further upgraded the
City's internal debt rating to “'BBB"". In July 2006, Fitch Ratings assigned a "'BBB+"" rating to the City’s internal
debt.

City Debt Management

The Committee of Municipal Debt, Securities and Capital Market Development of the Government of the City of
Moscow (the “"Municipal Debt Committee’’) was established in July 1996 to arrange and raise borrowings on
behalf of the City. In April 2003, the Municipal Debt Committee was renamed the State Debt Committee. Since
March 1999, the Municipal Debt Committee (subsequently, the State Debt Committee) has been authorised to
act as borrower on behalf of the Government of Moscow in relation to all types of borrowings serviced from the
City Budget. The State Debt Committee is authorised to enter into agreements on behalf of the City Government
in accordance with applicable City laws and regulations. The State Debt Committee is integrated into the
Economic Policy and Development Complex headed by Mr. Yuri V. Rosliyak.

The Chairman of the State Debt Committee and his deputies are appointed by the Mayor. The State Debt
Committee is a budgetary organisation and thereby funded directly from the City Budget.

The Specialised State Unitary Enterprise Financial Agency of the City of Moscow ("’MosFinAgency'’), established
in March 1999, is accountable to the State Debt Committee and manages the City’s debt obligations. Pursuant to
its Charter, as approved by the Department of State and Municipal Property of the City, MosFinAgency is
responsible for making interest payments on existing debt, making debt repayments and advising the State Debt
Committee on options regarding debt refinancing. MosFinAgency is accountable to the State Debt Committee.

The main functions of MosFinAgency are as follows:

° Provision of services to assist the City in raising debt for the City’s borrowing needs;

° Service and repayment of the City's debt obligations;

° Management of the City’s debt obligations, including optimisation of the City’s debt portfolio structure;
° Ensuring the functioning of the City's borrowing system; and

° Organisational, analytical and legal support for the City’s borrowings.

In practice, the State Debt Committee and MosFinAgency work closely together.
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Prior to 1999, the Municipal Debt Committee allocated the proceeds of its financing activities to investment
projects which were subject to a selection process aimed at those projects which were feasible, realistic and which
accrued viable and commercial returns and which were of benefit to the City. Since 1999, the Municipal Debt
Committee (selecting subsequently, the State Debt Committee) has allocated its funds directly to the City Budget

and no longer invests in commercial projects.
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The Issuer

Dresdner Bank Aktiengesellschaft (the “Bank’’ or “Dresdner Bank’’) emerged in 1957 from the reunification of
three independent banks (Hamburger Kreditbank AG, Rhein-Ruhr Bank AG and Rhein-Main Bank AG), which had
been formed in 1952 as successor companies of Dresdner Bank, Berlin, which was founded in 1872 in Dresden.

Dresdner Bank is incorporated under German law as a joint stock company (Aktiengesellschaft) for an unlimited
period of time. Its registered office is in Frankfurt am Main. The Bank has been entered in the register of
companies of the District Court in Frankfurt am Main under registration number HRB 14000. The office address is
Juergen-Ponto-Platz 1, 60301 Frankfurt am Main (Germany) and the telephone number is +49 69 263-0.

The Bank's entire share capital is owned by the Allianz Group (Allianz AG, together with its subsidiaries, "*Allianz
Group™).

The objectives as laid down in clause 2 of the Articles of Association are the transaction of banking business of all
kinds and the provision of financial, advisory and similar services.

Subject to, and in accordance with German legal regulations, the Bank may carry on all business that is conducive
to meeting the objectives, including the purchase, management and disposal of property, the acquisition of
interests in other companies as well as the formation and purchase of such companies and the establishment of
branches in Germany and abroad.

The Bank is authorised to carry on its business activities through subsidiaries, affiliates or jointly-held companies
and to engage in joint venture and cooperation agreements with other companies.

Dresdner Bank, together with its subsidiaries (the "'Dresdner Bank Group'’ or the “'Group’’), offers through its
strategic divisions Private & Corporate Clients and Dresdner Kleinwort a wide range of private, commercial and
investment banking products and services for corporate, governmental and individual customers, primarily in the
European market.
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The Credit Facility Agreement

The following is the text of the Credit Facility Agreement that has been entered into between the City and the

Bank:

This Agreement is made on 18 September 2006 between:

(1)

(2)

CITY OF MOSCOW (the ‘‘Borrower’’), acting through THE STATE DEBT COMMITTEE OF THE CITY OF
MOSCOW:; and

DRESDNER BANK AG, established under the laws of the Federal Republic of Germany and having its
registered office at Juergen-Ponto-Platz 1, 60301 Frankfurt am Main, Germany, (the “'Lender’’).

It is agreed as follows:

Definitions and Interpretation
Definitions
In this Agreement the following terms have the meanings given to them in this Clause 1.1:

"Account’’ means an account of the Lender with Deutsche Bank AG, London Branch, account number
0306068 0000 EUR 000 CTA IBAN GB17DEUT40508130606800;

"Advance’ means the advance made or to be made by the Lender under Clause 3 (Availability of the
Facility) of the sum equal to the amount of the Facility, as from time to time reduced by prepayment;

"Agency’’ means any agency, authority, central bank, department, committee, government, legislature,
minister, ministry, official or public or statutory person (whether autonomous or not) of, or of the
government of, the Russian Federation and includes, for the avoidance of doubt, the administration and
legislature of the Borrower;

"Authorised Signatory’’ means, in the case of the Borrower, any of the persons referred to on the
certificate listed as item four in the First Schedule (Condition Precedent Documents) hereto and, in the case
of the Lender, a duly authorised officer of the Lender, from time to time;

""Budget Accounts’’ means the 2006 Budget of the Borrower, as approved by the Law of the City of
Moscow No. 56 dated 9 November 2005 "'On the Budget of the City of Moscow for 2006", together with
any further amendments thereto, the 2005 Budget, as approved by the Law of the City of Moscow No. 85
dated 15 December 2004 'On the Budget of the City of Moscow for 2005" together with any further
amendments thereto and Resolution of the Government of the City of Moscow No. 436-PP dated 27 June
2006 "'On the Results of the Implementation of the City of Moscow Budget for 2005 and the Financial Plan
for 2007-2009";

a "business day'’ shall be construed as a reference to a day (other than a Saturday or Sunday) on which
banks generally are open for business (including for dealings in foreign currencies) in Frankfurt am Main,
London and Moscow and a day on which Trans-European Automated Real-Time Gross Settlement Express
Transfer (TARGET) System is open;

""Capital Adequacy Requirement’’ means a request or requirement relating to the maintenance of
capital, including any recommendation regarding capital adequacy standards published by the Basle
Committee on Banking Regulations and Supervisory Practices at the Bank for International Settlements
which: (i) increases the amounts of capital required thereunder; (ii) imposes, modifies, or deems applicable
any capital adequacy, reserve or deposit requirements attributable to this Agreement or to a class of
business or transaction which, in the reasonable opinion of the Lender, includes this Agreement, against
assets held by, or deposits in or for the amount of, or credit extended by an office of the Lender; or (iii)
imposes on the Lender any other condition affecting this Agreement or the Advance;

""Change of Law'’' means any of the enactment or introduction of any new law, the variation, amendment
or repeal of an existing or new law, and any ruling on or interpretation by a competent authority of any
existing or new law which, in each case, occurs after the date hereof and for this purpose the word "law"’
means all or any of the following whether in existence at the date hereof or introduced hereafter and with
which it is obligatory or customary for banks or other financial institutions or, as the case may be,
companies or other entities in the relevant jurisdiction to comply:

(a) anystatute, treaty, order, decree, instruction, letter, directive, instrument, regulation, ordinance or
similar legislative or executive action by any national or international or local government or authority
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or by any ministry or department thereof and other agencies of state power and administration
(including, but not limited to, taxation departments and authorities);

(b)  any letter, regulation, decree, instruction, request, notice, guideline, directive, statement of policy or
practice statement given by or required by any central bank or other monetary authority, or by or of
any tax, fiscal or other authority (whether or not having the force of law); and

(0 thedecision or ruling on, or the interpretation of, any of the foregoing by any court of law, tribunal,
central bank, monetary authority or agency or any tax, fiscal or other competent authority or agency;

"Double Tax Treaty’’ means the agreement between the Federal Republic of Germany and the Russian
Federation for the Avoidance of Double Taxation with respect to Taxes on Income and Capital signed on
29 May 1996;

"Event of Default’’ means any circumstances described as such in Clause 15 (Events of Default),

"External Indebtedness’’ means Indebtedness which is denominated or payable (or at the option of the
relevant creditor or holder thereof may be payable) in a currency other than roubles;

"Facility’’ means the €407,000,000 term loan facility granted to the Borrower by the Lender in this
Agreement;

""Facility Fee'' has the meaning given to it in Clause 19.1 (Transaction Commissions);
"Indebtedness’’ means any legal obligation for the payment or repayment of borrowed money;
"Interest Payment Date’’ has the meaning given to it in Clause 4 (Interest Periods);

"Interest Period’’ means, in relation to an Advance, each period determined in accordance with Clause 4
(Interest Periods), and, in relation to an unpaid sum, each period determined in accordance with Clause
16.1 (Default Interest Periods);

“material adverse effect’’ means a material adverse effect on (a) the financial condition or operations of
the Borrower or (b) the Borrower's ability to perform its obligations under this Agreement or (c) the validity,
legality or enforceability of this Agreement or the rights or remedies of the Lender under this Agreement;

"Public External Indebtedness’ means External Indebtedness directly or indirectly incurred or otherwise
duly authorised in writing by the Borrower which (1) is (a) in the form of, or represented by, bonds, notes or
other securities and (b) is, or may be, quoted, listed or ordinarily dealt in on any stock exchange, automated
trading system or over-the-counter or other securities market or (2) is incurred in connection with a
transaction under whose overall structure indebtedness of the type referred to in (1) of this definition is
incurred (whether or not by the person which incurs the indebtedness referred to in this sub-paragraph (2));

""Qualifying Jurisdiction’ means any jurisdiction which has a double taxation treaty with the Russian
Federation under which the payment of interest by Russian companies is not generally taxable in Russia
(upon completion of any necessary formalities required in relation thereto);

""Relevant Entity’’ means any government, ministry, committee, department, administrative body or
authority of the Borrower but does not include, for the avoidance of doubt: (i) any corporation in which the
Borrower has a direct or indirect interest (whether by ownership or otherwise); or (i) any entity for whose
obligations the Borrower is not liable pursuant to Article 126 of the Civil Code of the Russian Federation;

""Repayment Date’’ means 20 October 2016 or if such day is not a business day, the next succeeding
business day;

"Russia’’ means the Russian Federation and any province or political sub-division or Agency thereof or
therein;

""Russian Assets’' means assets, undertakings or revenues which are permitted, under applicable Russian
law, to be subject to Security, present or future, of the Borrower or the government thereof;

"“Security’’ has the meaning given to it in Clause 14.5 (Negative Pledge) of this Agreement;

""State Debt Book'' means the register of the indebtedness of the Borrower maintained in accordance with
the requirements of the Budget Code of the Russian Federation dated 31 July 1998 (as amended), the Law
of the City of Moscow No. 15 dated 18 April 2001 "'On the State Debt of the City of Moscow’’ (as amended)
and the Resolutions of Moscow Government No. 240-PP dated 2 April 2002 (as amended) and No. 318-PP
dated 6 May 2003 (as amended);
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1.2

1.3

""Taxes'' means any present or future taxes, levies, duties, assessments, imposts or other governmental
charges or withholding of a similar nature, including, without limitation, within the meaning of section 3 of
the German Tax Code (including interest and penalties or addition thereon), no matter how they are levied
or determined (and references to “Tax’' shall be construed accordingly);

""Taxing Authority’' means any body having authority to tax in the relevant jurisdiction;

"Trustee’ means Deutsche Trustee Company Limited in its capacity as Trustee of the agreed funding
source; and

"Trust Deed’’ means the trust deed dated 20 October 2016 between the Lender and the Trustee
constituting the agreed funding source.

Interpretation
Any reference in this Agreement to:

the "Lender” or the "Borrower’’ shall be construed so as to include its and any subsequent successors,
assignees and chargees in accordance with their respective interests;

"agreed funding source’’ shall mean any person to whom the Lender owes any Indebtedness incurred in
respect of the funding of the Advance;

an "encumbrance’ shall be construed as a reference to (a) a mortgage, charge, pledge, lien (other than a
lien arising solely by operation of law which is discharged within 30 days of arising) or other encumbrance
securing any obligation of any person, (b) any contractual arrangement under which money or claims to, or
the benefit of, a bank or other account may be applied, set off or made subject to a combination of
accounts so as to effect payment of sums owed or payable to any person or (c) any other type of preferential
contractual arrangement (including title transfer and retention arrangements) having a similar effect;

the "equivalent’’ on any given date in one currency (the ""first currency’’) of an amount denominated in
another currency (the “'second currency’’) is a reference to the amount of the first currency which could be
purchased with the amount of the second currency at the spot rate of exchange quoted on the relevant
Reuters page or, where the first currency is (i) roubles and the second currency is (ii) euro or, as the case may
be, U.S. dollars (or vice versa), by the Central Bank of the Russian Federation, at or about 10.00 a.m.
(London time or Brussels time (as applicable) or, as the case may be, Moscow time) on such date for the
purchase of the first currency with the second currency;

a "month’ is a reference to a period starting on one day in a calendar month and ending on the numerically
corresponding day in the next succeeding calendar month save that, where any such period would
otherwise end on a day which is not a business day, it shall end on the next succeeding business day, unless
that day falls in the calendar month succeeding that in which it would otherwise have ended, in which case
it shall end on the immediately preceding business day. Provided that, if a period starts on the last business
day in a calendar month or if there is no numerically corresponding day in the month in which that period
ends, that period shall end on the last business day in that later month (and references to “‘months’’ shall
be construed accordingly);

a 'person’’ shall be construed as a reference to any person, firm, company, corporation, government, state
or agency or any association or partnership (whether or not having separate legal personality) of two or
more of the foregoing;

“repay’’ (or any derivative form thereof) shall, subject to any contrary indication, be construed to include
"prepay’’ (or, as the case may be, the corresponding derivative form thereof);

"VAT" shall be construed as a reference to value added Tax including any similar Tax which may be imposed
in place thereof from time to time.

Currency Symbols

""U.S.$" and “dollars’’ denote the lawful currency of the United States of America, "'roubles’” denotes the
lawful currency of the Russian Federation and “€'" and ""euro’’ denote the lawful currency of the member
states of the European Union that adopted the single currency in accordance with the Treaty of Rome
establishing the European Economic Community, as amended from time to time.

60



1.4 Statutes

Any reference in this Agreement to a statute shall be construed as a reference to such statute as the same
may have been, or may from time to time be, amended or re-enacted.

1.5 Headings
Clause and Schedule headings are for ease of reference only.

1.6 Amended Documents

Save where the contrary is indicated, any reference in this Agreement to this Agreement, or any other
agreement or document shall be construed as a reference to this Agreement, or, as the case may be, such
other agreement or document as the same may have been, or may from time to time be, amended, varied,
novated or supplemented.

. The Facility
2.1 Grantofthe Facility

The Lender grants to the Borrower, and the Borrower hereby agrees to borrow from the Lender, upon the
terms and subject to the conditions hereof, a single disbursement term loan facility in the amount of
€407,000,000, funded by an agreed funding source.

2.2 Purpose and Application

The Advance is intended for funding of the Borrower’s budget deficit and financing its budgetary activities
and, accordingly, the Borrower shall apply all amounts raised by it hereunder towards such purposes, but
the Lender shall not be obliged to concern itself with such application.

3.  Availability of the Facility

The Facility will be available by way of a single Advance which will be made by the Lender to the Borrower, and the
Borrower will draw down the Advance on 20 October 2006 (or such later date as may otherwise be agreed by the
parties to this Agreement) by payment of the Advance in accordance with the following payment instructions:
Beneficiary: State Debt Committee Account No.: 40202978200080310013, Bank of Beneficiary: Bank of
Moscow, 36, Noviy Arabat, Moscow, SWIFT: MOSWRUMM, Account No.: 499/08124139/00/888 with Dresdner
Bank AG, Juergen-Ponto-Platz 1, 60301 Frankfurt am Main, SWIFT: DRES DE FF if:

3.1 the Lender has confirmed to the Borrower that it has received all of the documents listed in the First
Schedule (Condition Precedent Documents) hereto and that each is in form and substance satisfactory to
the Lender, save as the Lender may otherwise agree;

3.2 thelender has received funding of the Advance from an agreed funding source;
3.3 the proposed amount of such Advance is equal to or less than the amount of the Facility; and

3.4 noevent has occurred or circumstance arisen which would (whether or not with the giving of notice and/or
the passage of time and/or the fulfilment of any other requirement) constitute an event described under
Clause 15 (Events of Default) and the representations set out in Clause 11 (Representations and Warranties
of the Borrower) are true in all material respects on and as of the proposed date for the making of such
Advance.

4, Interest Periods

Interest shall be payable in arrear on 20 October in each year (each, an "'Interest Payment Date’’), subject as
provided in Clause 5.1 (Payment of Interest). Each period from (and including) 20 October 2006, or such later date
as may otherwise be agreed pursuant to Clause 3 (Availability of the Facility) to (but excluding) the first Interest
Payment Date being 20 October 2007 and each successive period from (and including) an Interest Payment Date
to (but excluding) the next succeeding Interest Payment Date is herein called an “'Interest Period"’.

Payment and Calculation of Interest
5.1 Payment of Interest

Not later than 10.00 a.m. (London time) one business day prior to each Interest Payment Date, the Borrower
shall, in respect of the relevant Interest Period, pay accrued interest (calculated to the last day of the
relevant Interest Period) on the outstanding principal amount of the Facility to the Account.
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5.2

6.

Calculation of Interest

The amount of interest payable for any Interest Period shall be calculated by applying the rate of 5.064% per
annum (the “Interest Rate’’) to the amount of the Facility and rounding the resulting figure to the nearest
cent (half a cent being rounded upwards). Where interest is to be calculated in respect of a period which is
equal to or shorter than an Interest Period, the day-count fraction used will be the number of days in the
relevant period, from and including the date from which interest begins to accrue to but excluding the date
on which it falls due, divided by the number of days in the Interest Period in which the relevant period falls
(including the first such day but excluding the last).

Repayment

Not later than 10.00 a.m. (London time) one business day prior to the Repayment Date, the Borrower shall repay
in full the outstanding principal amount of the Facility and, to the extent not already paid in accordance with
Clause 5.1 (Payment of Interes?), all interest accrued (calculated to the last day of the last Interest Period).

7.2

7.3

7.4

7.5

7.6

Prepayment
Prepayment for Tax Reasons

The Borrower may, if it is required to pay any increased amounts under Clause 8.1 (Tax Gross-up), or make
any payment by way of indemnity under Clause 8.3 (Tax Indemnity), subject to giving to the Lender not less
than 30 business days’ prior notice to that effect and providing documentary evidence thereof, prepay the
whole (but not part only) of the amount of the Facility, together with any amounts then payable under
Clause 8.1 (Tax Gross-up) or 8.3 (Tax Indemnity) and accrued interest.

Prepayment for Reasons of Increased Costs

The Borrower may, if it is required to make any payment by way of indemnity under Clause 10.1 (/ncreased
Costs), subject to giving to the Lender not less than 30 business days’ prior notice to that effect, prepay the
whole (but not part only) of the amount of the Facility, together with any amounts then payable under
Clause 10.1 (Increased Costs) and accrued interest.

Illegality

If, at any time after the date of this Agreement, it is unlawful for the Lender to make, fund or allow to
remain outstanding the Advance made or to be made by it hereunder or to maintain its agreed funding
source of the Advance then the Lender shall, promptly after becoming aware of the same, deliver to the
Borrower a notice (setting out in reasonable detail the nature and extent of the relevant circumstances) to
that effect and:

7.3.1 if the Advance has not then been made, the Lender shall not thereafter be obliged to make the
Advance; and

7.3.2 if the Advance is then outstanding and the Lender so requires, the Borrower shall, on the latest date
permitted by the relevant law or such earlier day as the Borrower elects, repay the whole (but not part
only) of the amount of the Advance together with accrued interest thereon and all additional
amounts owing to the Lender hereunder.

Notice of Prepayment

Any notice of prepayment given by the Borrower pursuant to Clause 7.1 (Prepayment for Tax Reasons) or
7.2 (Prepayment for Reasons of Increased Costs) shall be revocable up to 10 days before the date fixed for
prepayment and thereafter irrevocable, shall specify the date upon which such prepayment is to be made
and shall oblige the Borrower to make such prepayment on such date.

Costs of Prepayment

The Borrower shall, on the date of prepayment, pay all accrued interest as of such date of prepayment and
all additional amounts owing to the Lender hereunder. The Borrower shall indemnify the Lender on demand
against any costs and expenses reasonably incurred and properly documented by the Lender on account of
any prepayment made in accordance with this Clause 7 (Prepayment).

No Other Repayments and No Reborrowing

The Borrower shall not repay the whole or any part of the amount of the Facility except at the times and in
the manner expressly provided for in this Agreement.
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7.7

8.2

8.3

8.4

Purchase of Instruments Issued to the Agreed Funding Source

The Borrower may from time to time purchase instruments issued to the agreed funding source at any time
in the open market. The Borrower may from time to time deliver to the Lender (i) such instruments, having
an aggregate principal value of at least €1,000,000, together with a request for the Lender to present such
instruments to the registrar of the Lender appointed under such instruments (the “’Registrar’’) for
cancellation or (ii) instructions from the Borrower to the Registrar to cancel a specified aggregate principal
amount of instruments in principal amount of at least €1,000,000 held on behalf of the Borrower
represented by the global note certificate (together with evidence satisfactory to the Registrar that the
Borrower is entitled to such instructions) and, in either event, (iii) a request to the Registrar to provide the
Borrower with confirmation of such cancellation, whereupon the Lender shall submit such instruments or
instructions together with any such request received to the Registrar and request the Registrar to cancel
such instruments (or specified aggregate principal amount of instruments represented by the global note
certificate in respect thereof). Upon any such cancellation by or on behalf of the Registrar, the principal
amount of the Advance corresponding to the principal amount of such instruments together with accrued
interest (if any) thereon shall be extinguished for all purposes as of the date of such cancellation.

Taxes
Tax Gross-up

All payments to be made by the Borrower to the Lender hereunder shall be made free and clear of and
without deduction for or on account of Tax imposed by any Taxing Authority of or in the Russian Federation
(from which the Borrower acknowledges it will make all payments hereunder) and the Federal Republic of
Germany, unless the Borrower is required to make such a payment subject to the deduction or withholding
of such Tax. If, at any time, deduction or withholding is made on account of any such Tax, the sum payable
by the Borrower in respect of which such deduction or withholding is required to be made shall be increased
to the extent necessary to ensure that, after the making of the required deduction or withholding, the
Lender receives and retains (free from any liability in respect of any such deduction or withholding) a net
sum equal to the sum which it would have received and so retained had no such deduction or withholding
been made or required to be made.

Payments

The Borrower shall use reasonable endeavours to assist the Lender in ensuring that all payments made
under this Agreement are exempt from deduction or withholding of Tax.

Tax Indemnity
Without prejudice to the provisions of Clause 8.1 (Tax Gross-up),

(i) ifthe Lender is required to make any payment on account of Tax imposed by any Taxing Authority of
orin the Russian Federation or the Federal Republic of Germany (other than any Taxes payable in
Germany by the Lender on its overall netincome); or

(i) anydeduction or withholding is required to be made by the Lender on any payment made or to be
made by the Lender in respect of its funding of the Advance from an agreed funding source,

and as a consequence thereof, the Lender is required to pay, or would be required to pay but for the limited
recourse nature of its obligations under the Trust Deed, any increased amounts to or for the account of an
agreed funding source, or otherwise on or in relation to any sum received or receivable by it hereunder
(including, without limitation, any sum received or receivable under this Clause 8 (Taxes)) or any liability in
respect of any such payment is asserted, imposed, levied or assessed against the Lender, the Borrower shall,
within 30 days of demand made by the Lender, indemnify the Lender against such properly documented
payment or liability, together with any interest, penalties, costs and expenses payable or incurred in
connection therewith.

Tax Claims

If the Lender intends to make a claim pursuant to Clause 8.3 (Tax /ndemnity), it shall notify the Borrower
thereof provided that nothing herein shall require the Lender to disclose any confidential information
relating to the organisation of its affairs.
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8.5

8.6

8.7

8.8

Tax Credits and Tax Refunds

8.5.1 If an increased amount is paid under Clause 8.1 (Tax Gross-up) or 8.3 (Tax Indemnity) by the Borrower
for the benefit of the Lender and the Lender, in its reasonable opinion, determines that it has received
or been granted a credit against, a relief or remission for, or a repayment of, any Tax, then, if and to
the extent that the Lender, in its reasonable opinion, determines that such credit, relief, remission or
repayment is in respect of or calculated with reference to the deduction or withholding giving rise to
such increased payment or, in the case of an increased payment made pursuant to Clause 8.3 (Tax
Indemnity), with reference to the liability, expense or loss to which the payment giving rise to the
increased payment relates, the Lender shall, to the extent that it can do so without prejudice to the
retention of the amount of such credit, relief, remission or repayment, pay to the Borrower such
amount as the Lender shall, in its reasonable opinion, have concluded to be attributable to such
deduction or withholding or, as the case may be, such liability, expense or loss provided that the
Lender shall not be obliged to make any payment under this Clause 8.5 in respect of such credit, relief,
remission or repayment until the Lender is, in its reasonable opinion, satisfied that its tax affairs for its
tax year in respect of which such credit, relief, remission or repayment was obtained have been finally
settled. Any such payment shall, in the absence of manifest error and subject to the Lender specifying
in writing in reasonable detail the calculation of such credit, relief, remission or repayment and of
such payment and providing relevant supporting documents evidencing such matters, be conclusive
evidence of the amount due to the Borrower hereunder and shall be accepted by the Borrower in full
and final settlement of its rights of reimbursement hereunder in respect of such deduction or
withholding. Nothing contained in this Clause 8.5 shall interfere with the right of the Lender to
arrange its tax affairs generally in whatever manner it thinks fit nor oblige the Lender to disclose any
information relating to its tax affairs generally or any computations in respect thereof.

8.5.2 If as a result of a failure to obtain relief from deduction or withholding of any Tax imposed by the
Russian Federation or the Federal Republic of Germany (a) such Tax is deducted or withheld by the
Borrower and pursuant to Clause 8.1 (Tax Gross-up) an increased amount is paid by the Borrower to
the Lender in respect of such deduction or withholding, and (b) following the deduction or
withholding of Tax as referred to above the Borrower applies on behalf of the Lender to the relevant
Russian or German Taxing Authority for a Tax refund and such Tax refund is credited by the Russian or
German Taxing Authority to a bank account of the Lender, the Lender shall as soon as reasonably
possible notify the Borrower of the receipt of such Tax refund and promptly transfer the entire
amount of the Tax refund to a bank account of the Borrower specified for that purpose by the
Borrower.

Qualifying Lender

The Lender represents that it is a bank which at the date hereof is resident in the Federal Republic of
Germany. The Lender shall make reasonable and timely efforts to assist the Borrower to obtain relief from
withholding of Russian income tax pursuant to the Double Tax Treaty, including its obligations under
Clause 8.8 (Tax Treaty Relief). The Lender makes no representation as to the application or interpretation of
the Double Tax Treaty.

Exceptions

The Lender agrees promptly, upon becoming aware of such, to notify the Borrower if it ceases to be resident
in a Qualifying Jurisdiction (a “’Qualifying Lender”). If the Lender ceases to be a Qualifying Lender, then
(save in circumstances where the Lender never was a Qualifying Lender, or has ceased to be a Qualifying
Lender by reason of any Change of Law, regulation or double taxation treaty or in its application or
interpretation, in each case taking effect after the date of this Agreement) the Borrower shall not be liable
to pay to the Lender under Clause 8.1 (Tax Gross-up) or 8.3 (Tax Indemnity) any sum in excess of the sum it
would have been obliged to pay if the Lender had not ceased to be a Qualifying Lender.

Tax Treaty Relief

8.8.1 The Lender shall once in each calendar year, provided that the Borrower so requests no earlier than
65 business days but no later than 50 business days prior to the Interest Payment Date in each
calendar year, use its reasonable efforts to provide the Borrower no later than 20 business days prior
to such Interest Payment Date with a tax residency certificate issued or certified by (as applicable) the
competent authorities of the Federal Republic of Germany confirming that the Lender is resident for
tax purposes in the Federal Republic of Germany in the calendar year of such Interest Payment Date. If
the Borrower requests the tax residency certificate later than 50 business days prior to the Interest
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9.2

10.

Payment Date of a given year, the Lender shall use its reasonable efforts to provide the Borrower with
such certificate within 50 business days following receipt of the Borrower’s request. The residency
certificate shall be apostilled or otherwise legalised. The Lender shall not be responsible for any failure
to provide, or any delays in providing, such apostilled or otherwise legalised tax residency certificate
as a result of any action or inaction of any authority of the Federal Republic of Germany, but shall
notify the Borrower as soon as practicable about any such failure or delay with an indication of the
actions taken by the Lender to obtain such tax residency certificate.

8.8.2 If Russian legislation regulating the procedures for obtaining relief from Russian withholding tax on
income changes, the Lender shall use its reasonable and timely efforts to assist the Borrower in
obtaining relief from such Tax pursuant to the Double Tax Treaty.

Tax Receipts
Notification of Requirement to Deduct Tax

If, at any time, the Borrower is required by law to make any deduction or withholding from any sum payable
by it hereunder (or if thereafter there is any change in the rates at which or the manner in which such
deductions or withholdings are calculated), the Borrower shall promptly notify the Lender.

Evidence of Payment of Tax

If the Borrower makes any payment hereunder in respect of which it is required to make any deduction or
withholding, it shall pay the full amount required to be deducted or withheld to the relevant Taxing
Authority or other authority (subject to any right which the Borrower may have to contest such payment)
within the time allowed for such payment under applicable law and shall deliver to the Lender, within

30 days after it has made such payment to the applicable authority, an original receipt (or a certified copy
thereof) issued by such authority evidencing the payment to such authority of all amounts so required to be
deducted or withheld in respect of such payment, and shall use its reasonable efforts to deliver to the
Lender within 30 days after the receipt of a written request therefor from the Lender a translation in English
of such original receipt (or certified copy thereof).

Changes in Circumstances

10.1 Increased Costs

If, by reason of (i) any Change of Law or change in its interpretation or administration (other than a Change
of Law which relates only to the rate of Tax on the net income of the Lender) and/or (ii) compliance with any
Capital Adequacy Requirement or any other request from or requirement of any central bank or other fiscal,
monetary or other authority which has effect in Russia or the Federal Republic of Germany:

10.1.1the Lender incurs an additional cost as a result of the Lender’s entering into or performing its
obligations (including its obligation to make the Advance) under this Agreement; or

10.1.2 the Lender becomes liable to make any additional payment on account of Tax or otherwise (not being
aTaximposed on its net income or the amounts due pursuant to the Fees Letter) on or calculated by
reference to the amount of the Advance and/or to any sum received or receivable by it hereunder
except where compensated under Clause 8.3 (Tax Indemnity); or

10.1.3the Lender’s taxable income increases as compared to its taxable income computed under the tax
laws of the Federal Republic of Germany as of the date of this Agreement as a result of the Lender’s
entering into or performing its obligations under this Agreement;

then the Borrower shall, from time to time within 15 days of demand of the Lender, pay to the Lender
amounts sufficient to hold harmless and indemnify it from and against, as the case may be, such properly
documented cost or liability, or pay to the Lender an amount equal to the increase of the taxable income
multiplied by the then current tax rate, provided that the Lender will not be entitled to indemnification
where such increased cost or liability arises as a result of the negligence, fraud or wilful default of the Lender
and provided that the amount of such increased cost shall be deemed not to exceed an amount equal to the
proportion of any cost or liability which is directly attributable to this Agreement.

10.2 Increased Costs Claims

If the Lender intends to make a claim pursuant to Clause 10.1 (/ncreased Costs), it shall promptly notify the
Borrower thereof and provide a description in writing in reasonable detail of the relevant Change of Law or
Capital Adequacy Requirement, as the case may be, including a description of the relevant affected
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10.3

1.

jurisdiction or country and the date on which the change in circumstances took effect. This written
description shall demonstrate the connection between the change in circumstance and the increased costs
and shall be accompanied by relevant supporting documents evidencing the matters described therein,
provided that nothing herein shall require the Lender to disclose any confidential information relating to the
organisation of its or any other person’s affairs.

Mitigation
If circumstances arise which would resultin:

10.3.1 any payment falling due to be made by or to the Lender or for its account pursuant to Clause 7.3
(Hllegality);

10.3.2 any payment falling due to be made by the Borrower pursuant to Clause 8.1 (Tax Gross-up); or
10.3.3 aclaim for indemnification pursuant to Clause 8.3 (Tax Indemnity) or Clause 10.1 (Increased Costs),

then, without in any way limiting, reducing or otherwise qualifying the rights of the Lender or the
Borrower’s obligations under any of the above mentioned provisions, the Lender shall promptly upon
becoming aware of the same notify the Borrower thereof and, in consultation with the Borrower and to the
extent it can lawfully do so and without prejudice to its own position, take reasonable steps to remove such
circumstances or mitigate the effects of such circumstances including (without limitation) by the change of
its lending office or transfer of its rights or obligations under this Agreement to another bank provided that
the Lender shall be under no obligation to take any such action if, in its opinion, to do so might have any
adverse effect upon its business, operations or financial condition or might be in breach of any
arrangements which it may have made with an agreed funding source.

Representations and Warranties of the Borrower

The Borrower makes the representations and warranties set out in Clause 11.1 (Status) to Clause 11.16
(Repetition) (inclusive) and acknowledges that the Lender has entered into this Agreement in reliance on those
representations and warranties.

1.1

Status

Itis a duly constituted subject of the Russian Federation, being a separate sovereign entity capable of suing
and, subject to its sovereign immunity, being sued.

Due Authorisation
It has duly authorised, executed and delivered this Agreement.

Governmental Approvals

All actions or things required to be taken, fulfilled or done by laws or regulations of Russia (including,
without limitation, the obtaining of any consent, approval, authorisation, order, licence or qualification of
or with any court or governmental agency, and all registrations, filings or notarisations required by laws or
regulations of Russia (except for those referred to in Clause 14.1 (Maintenance of Legal Validity) below)), in
order to ensure (i) the due execution, delivery and performance by the Borrower of this Agreement and (ii)
the validity or enforceability against the Borrower of this Agreement have been obtained, fulfilled or done
and are in full force and effect.

Purpose of Agreement
The Borrower has entered into this Agreement for commercial purposes.

Pari Passu Obligations

The obligations of the Borrower under this Agreement will rank at least pari passuin right of payment with
all other unsecured and unsubordinated obligations of the Borrower, except as otherwise provided by
mandatory provisions of applicable law.

Governing Law

As a matter of Russian law, the Russian courts will observe and give effect to the choice of English law as the
governing law of this Agreement and any arbitration award obtained in England pursuant to Clause 24.2
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(Arbitration) in relation to this Agreement without re-examination of the issues, subject to compliance with
applicable procedural rules and all other legal requirements having effect in Russia.

11.7 Validity and Admissibility in Evidence

All acts, conditions and things required to be done, fulfilled and performed (other than by the Lender) to
make this Agreement admissible in evidence in Russia (whether in arbitration proceedings or otherwise)
have been done, fulfilled and performed.

11.8 Valid and Binding Obligations

The obligations expressed to be assumed by the Borrower in this Agreement are legal, valid and binding,
and enforceable against it in accordance with their terms, subject to applicable bankruptcy, insolvency,
moratorium and similar laws affecting creditors’ rights generally, and subject, as to enforceability:

(i) togeneral principles of equity (regardless of whether enforcement is sought in a proceeding in equity
or atlaw);

(i) with respect to the enforceability of a judgment, whether there is a treaty in force relating to mutual
recognition of foreign judgments; and

(iii)  tothe factthat the gross-up provisions contained in Clause 8 may not be enforceable under Russian
law.

11.9 No Stamp Taxes

Under the laws of Russia in force at the date hereof, it is not necessary that any stamp, registration or similar
Tax be paid on or in relation to this Agreement.

11.10 No Withholding

Subject to the performance by the relevant parties of the relevant established procedures, no withholding in
respect of any Russian Taxes is required to be made from any payment by the Borrower under this
Agreement.

11.11 No Events of Default

No event has occurred or circumstance arisen which would (whether or not with the giving of notice and/or
the passage of time and/or the fulfilment of any other requirement) constitute an event described under
Clause 15 (Events of Default).

11.12 No Material Proceedings

Save to the extent disclosed in writing to the Lender prior to the date hereof, there are no lawsuits, litigation
or other legal or administrative or arbitration proceedings current or pending or, to the best of the
knowledge and belief of the Borrower, threatened before any court, tribunal, arbitration panel or Agency
which might (a) prohibit the execution and delivery of this Agreement or the Borrower’s compliance with its
obligations hereunder or (b) adversely affect the right and power of the Borrower to enter into this
Agreement or (c) have a material adverse effect on the sources and amounts of revenue of the Borrower or
in the proposed expenditure of the Borrower, each as set out in the Budget Accounts, which might affect
the investment decision of the agreed funding source.

11.13 Budget Accounts

The Budget Accounts of the Borrower have been prepared in accordance with the Budget Code of the
Russian Federation dated 31 July 1998 (as amended) and the Law of the City of Moscow No. 51 dated
9 October 2002 “’On the Budget Composition and Budget Process in the City of Moscow’’ (as amended).

11.14 No Material Adverse Change

Save as disclosed in writing to the Lender prior to the date hereof, since 31 December 2005 there has been
no material adverse change or any development involving a prospective material adverse change in the

sources and amounts of revenue of the Borrower or in the proposed expenditure of the Borrower, each as
set out in the Budget Accounts, which might affect the investment decision of the agreed funding source.
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11.15 Execution of Agreement

12.

Its entry into, execution and delivery of this Agreement and its exercise of its rights and performance of its
obligations hereunder do not and will not:

11.15.1 conflict with or result in a breach of any of the terms or provisions of, or constitute a default under,
any indenture, trust deed, mortgage or other contract, agreement or instrument or treaty to
which the Borrower is a party or by which it, or any of its properties or assets, is bound which in any
case has a material adverse effect on the Borrower;

11.15.2 infringe or violate any existing applicable law, rule, regulation, judgment, order or decree of any
government, governmental body or court in Russia binding upon the Borrower or any law,
regulation or directive of any governmental authority having the force of law; or

11.15.3 giverise to any event of default or moratorium in respect of any of the obligations of the Borrower
or the creation of any lien, encumbrance or other security interest (howsoever described) in
respect of any of the assets of the Borrower.

Repetition

Each of the representations and warranties contained in Clause 11 (Representations and Warranties of the
Borrower) shall be deemed to be repeated by the Borrower on the date the Advance is made.

Representations and Warranties of the Lender

The Lender makes the representations and warranties set out in Clause 12.1 (Status and Due Authorisation) to
Clause 12.4 (Consents and Approvals) (inclusive) and acknowledges that the Borrower has entered into this
Agreement in reliance on those representations and warranties.

12.1

12.2

12.3

12.4

Status and Due Authorisation

The Lender:

12.1.1 isduly incorporated under the laws of and resident in the Federal Republic of Germany;

12.1.2 is a bank which at the date hereof is subject to unlimited German Tax liability (unbeschrénkte
Steuerpflicht) for corporate income tax (Kérperschaftsteur) purposes in Germany and it is not
subject to limited Tax liability in Germany and can, on the basis of current practice of the German
Taxing Authority, provide a certificate from such Taxing Authority confirming the foregoing
(Ansdssigkeits bescheinigung); and

12.1.3 has full power and capacity to execute this Agreement, and any other agreements relating to the
agreed funding source, and to undertake and perform the obligations expressed to be assumed by
it therein and the Lender has taken all necessary action to approve and authorise the same.

Execution of Agreement

The execution of this Agreement, and any other agreements relating to the agreed funding source, and the
undertaking and performance by the Lender of the obligations expressed to be assumed by it therein will
not conflict with, or resultin a breach of or default under, (i) the laws of the Federal Republic of Germany or
(ii) any agreement or instrument to which it is a party or by which it is bound or in respect of indebtedness in
relation to which it is a surety, except (in relation to (i) only) where such conflict, breach or default would
not have a material adverse effect on the Lender’s ability to perform its obligations under this Agreement.

Valid and Binding Obligations

This Agreement, and any other agreements relating to the agreed funding source, constitute legal, valid
and binding obligations of the Lender.

Consents and Approvals

All authorisations, consents and approvals required by the Lender for or in connection with the execution of
this Agreement and the performance by the Lender of the obligations expressed to be undertaken by it
herein have been obtained and are in full force and effect.
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12.5 No Permanent Establishment

13.
13.1

13.2

14.
14.1

14.2

At the date hereof, the Lender does not have a permanent establishment in Russia for purposes of the
Double Tax Treaty. The Lender makes no representation as to the application or interpretation of the
Double Tax Treaty except in this Clause 12.5.

Financial Information
Delivery

The Borrower shall supply or procure to be supplied to the Lender (in sufficient copies as may reasonably be
required by the Lender) all such information as it may require in connection with section 18 of the German
Banking Act (Gesetz (iber das Kreditwesen — KWG) or as the SWX Swiss Exchange (or any other or further
stock exchange or stock exchanges or any other relevant authority or authorities on which the instruments
issued to the agreed funding source may, from time to time, be listed or admitted to trading) may require in
connection with the listing or admittance to trading on such stock exchange or relevant authority of
instruments issued to the agreed funding source.

Budget Accounts
The Borrower shall ensure that:

13.2.1 each set of budget accounts delivered by it pursuant to Clause 13.1 (Delivery) is prepared in
accordance with the Budget Code of the Russian Federation dated 31 July 1998 (as amended) and
the Law of the City of Moscow No. 51 dated 9 October 2002 “'On the Budget Composition and
Budget Process in the City of Moscow'’ (as amended); and

13.2.2 it provides to the Lender within 30 days of any request by the Lender and at the time of the despatch
to the Lender of its budget accounts pursuant to Clause 13.1 (Delivery), and in any event not later
than 30 days after the dates on which the budget accounts relating to the next financial year and
the law of the City Duma "'On the Implementation of the Budget of the City of Moscow'” (for the
respective financial year) are officially published, a certificate in the English language substantially in
the form set out in the Second Schedule (Form of Compliance Certificate) hereto, signed by two
Authorised Signatories of the Borrower certifying that up to a specified date not earlier than seven
days prior to the date of such certificate (the "'Certified Date'’) the Borrower has complied with its
obligations under this Agreement (or, if such is not the case, giving details of the circumstances of
such non-compliance) and that as at such date there did not exist nor had there existed at any time
prior thereto since the Certified Date in respect of the previous such certificate (or, in the case of the
first such certificate, since the date of this Agreement) any Event of Default or (if such is not the
case) specifying the same.

Covenants
Maintenance of Legal Validity

The Borrower shall obtain, comply with the terms of and do all that is necessary to maintain in full force and
effect all authorisations, approvals, licences and consents required in or by the laws and regulations of
Russia to enable it lawfully to enter into and perform its obligations under this Agreement and to ensure the
legality, validity, enforceability or admissibility in evidence in Russia of this Agreement. The Borrower shall
take all steps to ensure the registration of the Facility and this Agreement in the State Debt Book
maintained by the Finance Department of the City of Moscow, with the Ministry of Finance of the Russian
Federation, pursuant to the Budget Code of the Russian Federation dated 31 July 1998 (as amended), the
Law of the City of Moscow No. 15 dated 18 April 2001 "“On the State Debt of the City of Moscow"’ (as
amended) and in accordance with the Resolutions of the Government of the City of Moscow No. 240-PP
dated 2 April 2002 (as amended) and No. 318-PP dated 6 May 2003 (as amended). Nothing in this Clause
14.1 shall be deemed to amount to (a) a waiver of sovereign immunity available to the Borrower as a matter
of the law of the Russian Federation or (b) any agreement on the part of the Borrower to submit to the
jurisdiction of any court other than the courts of the Russian Federation.

Untrue Representations

Before the making of the Advance, the Borrower shall notify the Lender of the occurrence of any event
which results in or may reasonably be expected to result in any of the representations contained in
Clause 11 (Representations and Warranties of the Borrower) being untrue at or before the time of the
making of such Advance.
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14.3

14.4

14.5

14.6

15.

Notification of Events of Default

The Borrower shall promptly on becoming aware thereof inform the Lender of the occurrence of any Event
of Default or any event which could, with the giving of notice and/or the passing of time and/or the
fulfilment of any other condition, constitute an Event of Default, and, upon receipt of a written request to
that effect from the Lender, confirm to the Lender that, save as previously notified to the Lender or as
notified in such confirmation, no Event of Default has occurred.

Claims Pari Passu

The Borrower shall ensure that at all times the claims of the Lender against it under this Agreement rank at
least pari passuwith the claims of all the other unsecured and unsubordinated creditors of the Borrower,
except as otherwise provided by mandatory provisions of applicable law.

Negative Pledge

So long as the Facility or any part of it has not been repaid in full, the Borrower will not create or permit to
subsist any mortgage, charge, pledge, lien, deed of trust, charge, encumbrance or security interest
("'Security’’) upon the whole or any part of the Russian Assets to secure any Public External Indebtedness of
the Borrower or any Relevant Entity or any guarantee or indemnity by the Borrower or any Relevant Entity of
any Public External Indebtedness unless, at the same time or prior thereto, the obligations under this
Agreement (i) are secured equally and rateably therewith or (i) have the benefit of such other security or
other arrangement which is equivalent in all material respects to such Security and which shall be approved
by the Lender.

Certification

The Borrower shall from time to time, at the request of the Lender or the Trustee, furnish the Lender with
such information about the business and consolidated financial condition of the Borrower as the Lender or
the Trustee may reasonably require or such certificate (including for the purposes of Clause 13.11 of the
Trust Deed) signed by two authorised signatories who are legally empowered to sign such document as
either the Lender or the Trustee may request.

Events of Default

Each of Clause 15.1 (Failure to Pay) to Clause 15.6 (Authorisations) describes circumstances which constitute an
Event of Default for the purposes of this Agreement. Clause 15.7 (Acceleration and Cancellation) and Clause 15.8
(Amounts Due on Demand) deal with the rights of the Lender after the occurrence of an Event of Default.

15.1

15.2

15.3

Failure to Pay

The Borrower fails to pay any sum due from it hereunder at the time, in the currency and in the manner
specified herein, and such failure is not remedied within 10 business days of the due date for payment.

Obligations

The Borrower defaults in the performance or observance of any of its obligations other than that set outin
Clause 15.1 (Failure to Pay) under or in respect of this Agreement and such default (if capable of being
remedied) is not remedied within 30 days after the Lender has given written notice thereof to the Borrower
(it being understood that a default in respect of the undertaking set forth in Clause 14.5 (Negative Pledge)
shall be deemed capable of remedy for the purposes hereof).

Cross Default

Any Public External Indebtedness of the Borrower or any Relevant Entity shall become due and payable prior
to the stated maturity thereof other than at the option of the debtor following a default of the Borrower or
any Relevant Entity, or the Borrower or any Relevant Entity shall fail to make the final payment of principal in
respect of any Public External Indebtedness of the Borrower or any Relevant Entity on the date on which
such final payment is due and payable or at the expiration of any grace period originally applicable thereto
or any guarantee or indemnity given by the Borrower or any Relevant Entity in respect of Public External
Indebtedness (the underlying obligation in respect of which such guarantee or indemnity has been given
having become due and payable prior to the stated maturity thereof otherwise than at the option of the
debtor following a default or the debtor having failed to make the final payment of principal in respect of
such underlying obligation on the date on which such final payment is due and payable or at the expiration
of any grace period originally applicable thereto) shall not be honoured when due and called upon;
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15.4

15.5

15.6

15.7

15.8

16.
16.1

16.2

provided that the aggregate amount of the relevant Public External Indebtedness in respect of which one or
more of the events mentioned in this Clause 15.3 shall have occurred equals or exceeds U.S.$50,000,000
(or its equivalent in any other currency or currencies); and provided, further, that any secured Public
External Indebtedness that by its terms is fully non-recourse to the Borrower or any Relevant Entity shall not
be counted as Public External Indebtedness for purposes of this Clause 15.3.

Moratorium

A moratorium is placed on the payment of principal of, or interest on, all or any part of any Public External
Indebtedness of the Borrower or any Relevant Entity.

Validity and lllegality

The validity of this Agreement is contested by the Borrower or any agency or entity acting on behalf of the
Borrower or the Borrower or any agency or entity acting on behalf of the Borrower shall deny any of the
Borrower’s obligations under this Agreement or it is, or will become, unlawful for the Borrower to perform
or comply with any of its obligations under or in respect of this Agreement or any of such obligations shall
become unenforceable or cease to be legal, valid and binding.

Authorisations

Any regulation, decree, consent, approval, licence or other authority necessary to enable the Borrower to
enter into or perform its obligations under this Agreement or for the validity or enforceability thereof shall
expire or be withheld, revoked or terminated or otherwise cease to remain in full force and effect or shall be
modified in a manner which adversely affects any rights or claims of the Lender.

Acceleration and Cancellation

Upon the occurrence of an Event of Default or at any time thereafter, the Lender may by written notice to
the Borrower declare the amount of the Facility to be immediately due and payable (whereupon the same
shall become so payable together with accrued interest thereon and any other sums then owed by the
Borrower hereunder) or declare the amount of the Facility to be due and payable on demand of the Lender.

Amounts Due on Demand

If, pursuant to Clause 15.7 (Acceleration and Cancellation), the Lender declares the amount of the Facility to
be due and payable on demand of the Lender, then, and at any time thereafter, the Lender may by written
notice to the Borrower require repayment of the amount of the Facility on such date as it may specify in such
notice (whereupon the same shall become due and payable on such date together with accrued interest
thereon and any other sums then owed by the Borrower hereunder) or withdraw its declaration with effect
from such date as it may specify in such notice.

Default Interest and Indemnity
Default Interest Periods

If any sum due and payable by the Borrower hereunder is not paid on the due date therefor in accordance
with the provisions of Clause 18 (Payments) or if any sum due and payable by the Borrower under any
arbitral award or (without prejudice to Clause 24.2 (Arbitration)) judgment of any court in connection
herewith is not paid on the date of such arbitral award or judgment, the period beginning on such due date
or, as the case may be, the date of such judgment and ending on the date upon which the obligation of the
Borrower to pay such sum (the balance thereof for the time being unpaid being herein referred to as an
"unpaid sum’’) is discharged shall be divided into successive periods, each of which (other than the first)
shall start on the last day of the preceding such period and the duration of each of which shall (except as
otherwise provided in this Clause 16) be selected by the Lender (but shall in any event not be longer than
one month).

Default Interest

During each such period relating thereto as is mentioned in Clause 16.1 (Default Interest Periods) an unpaid
sum shall bear interest at a rate per annum equal to the Interest Rate.
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16.4

16.5

17.
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17.2

18.
18.1

18.2

Payment of Default Interest

Any interest which shall have accrued under Clause 16.2 (Default Interest) in respect of an unpaid sum shall
be due and payable and shall be paid by the Borrower at the end of the period by reference to which it is
calculated or on such other dates as the Lender may specify by written notice to the Borrower.

Borrower’s Indemnity

The Borrower undertakes to indemnify the Lender against any reasonably incurred and properly
documented cost, claim, loss or liability, or properly documented and reasonably incurred, expense
(including reasonable legal fees), together, in each case, with any VAT thereon, which it may sustain or incur
as a consequence of the occurrence of any Event of Default or any default by the Borrower in the
performance of any of the obligations expressed to be assumed by it in this Agreement.

Unpaid Sums as Advances

Any unpaid sum shall (for the purposes of this Clause 16 and Clause 10.1 (/Increased Costs)) be treated as an
advance and accordingly in this Clause 16 and Clause 10.1 (/ncreased Costs) the term 'Advance’” includes
any unpaid sum.

Currency of Account and Payment
Currency of Account

Eurois the currency of account and payment for each and every sum at any time due from the Borrower
hereunder.

Currency Indemnity

If any sum due from the Borrower under this Agreement or any order or judgment given or made in relation
hereto has to be converted from the currency (the “'first currency’’) in which the same is payable
hereunder or under such order or judgment into another currency (the "’second currency’’) for the
purpose of (a) making or filing a claim or proof against the Borrower, (b) obtaining an order or judgment in
any court or other tribunal or (c) enforcing any order or judgment given or made in relation hereto, the
Borrower shall indemnify and hold harmless the Lender from and against any loss suffered or reasonably
incurred as a result of any discrepancy between (i) the rate of exchange used for such purpose to convert the
sum in question from the first currency into the second currency and (ii) the rate or rates of exchange at
which the Lender may in the ordinary course of business purchase the first currency with the second
currency upon receipt of a sum paid to it in satisfaction, in whole or in part, of any such order, judgment,
claim or proof.

Payments
Payments to the Lender

On each date on which this Agreement requires an amount denominated in euro to be paid by the
Borrower, except for the payments of interest referred to in Clause 5.1 (Payment of Interest), the Borrower
shall make the same available to the Lender by payment in euro and in same day funds one business day
prior to such date (or in such other funds as may for the time being be customary in London for the
settlementin London of international banking transactions in euro) to the Account. The Borrower shall
procure that before 10.00 a.m. (Local Time) on the fourth Banking Day ('‘Local Time'* and “‘Banking Day"’
each as defined in the agency agreement to be entered into by, inter alia, the Lender on or about

18 September 2006 in relation to the agreed funding source) before the due date of each payment by it
under this Agreement the bank effecting payment on its behalf confirms to the Lender or to such person as
the Lender may direct by tested telex or authenticated SWIFT message the payment instructions relating to
such payment.

Alternative Payment Arrangements

If, at any time, it shall become impracticable (by reason of any action of any governmental authority or any
change of law, exchange control regulations or any similar event) for the Borrower to make any payments
hereunder in the manner specified in Clause 18.1 (Payments to the Lender), then the Borrower may seek
agreement with the Lender for alternative arrangements for such payments to be made provided that, in
the absence of any such agreement, the Borrower shall be obliged to make all payments due to the Lender
in the manner specified herein.
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19.4

20.
20.1

20.2

20.3

No Set-off

All payments required to be made by the Borrower hereunder shall be calculated without reference to any
set-off or counterclaim and shall be made free and clear of and without any deduction for or on account of
any set-off or counterclaim.

Costs and Expenses
Transaction Commissions

The Borrower agrees that the Lender shall be entitled to deduct from the Advance, prior to payment to the
account referred to in Clause 3 (Availability of the Facility) an amount of €305,250 in respect of
commissions (the ‘Facility Fee''). The Lender shall provide to the Borrower written evidence of the
composition and calculation of such Facility Fee.

Preservation and Enforcement of Rights

The Borrower shall, from time to time on demand of the Lender and following receipt from the Lender of a
description in writing in reasonable detail of the relevant costs and expenses, together with the relevant
supporting documents evidencing the matters described therein, reimburse the Lender for all costs and
expenses (including legal fees) together with any VAT thereon properly incurred in or in connection with the
preservation and/or enforcement of any of its rights under this Agreement (except where the relevant claim
is successfully defended by the Borrower).

Stamp Taxes

The Borrower shall pay all stamp, registration and other Taxes to which this Agreement or any judgment
given against the Borrower in connection herewith is or at any time may be subject and shall, from time to
time on demand of the Lender, indemnify the Lender against any properly documented liabilities, costs,
expenses and claims resulting from any failure to pay or any delay in paying any such Tax.

Lender’s Costs

The Borrower shall, from time to time on demand of the Lender (and without prejudice to the provisions of
Clause 19.2 (Preservation and Enforcement of Rights)) compensate the Lender at such daily and/or hourly
rates as the Lender shall from time to time reasonably determine for the time and expenditure, all costs and
expenses (including telephone, fax, copying, travel and personnel costs) reasonably incurred and properly
documented by the Lender in connection with its taking such action as it may deem appropriate or in
complying with any request by the Borrower in connection with:

19.4.1 the granting or proposed granting of any waiver or consent requested hereunder by the Borrower;
19.4.2 any actual breach by the Borrower of its obligations hereunder; or

19.4.3 any amendment or proposed amendment hereto requested by the Borrower.

Assignments and Transfers

Binding Agreement

This Agreement shall inure to the benefit of and be binding upon the parties, their respective successors and
any permitted assignee or transferee of some or all of a party’s rights or obligations under this Agreement.
Any reference in this Agreement to any party shall be construed accordingly and, in particular, references to
the exercise of rights and discretions by the Lender, following the enforcement of the security and/or
assignment referred to in Clause 20.3 below, shall be references to the exercise of such rights or discretions
by the Trustee (as Trustee).

No Assignments and Transfers by the Borrower

The Borrower shall not assign or transfer all or any part of its rights or obligations hereunder to any other
party.

Assignments by the Lender

The Lender may not assign or transfer, in whole or in part, any of its rights and benefits or obligations under
this Agreement other than the Reserved Rights except (i) the charge by way of first fixed charge granted by
the Lender in favour of the Trustee of certain of the Lender’s rights and benefits under this Agreement, and
(ii) the absolute assignment by the Lender to the Trustee of certain rights, interests and benefits under this
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22.
221
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23.
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23.2

Agreement, in each case, pursuant to clause 4 of the Trust Deed. For the avoidance of doubt, the foregoing
shall not prevent any reorganisation of the Lender pursuant to the German Transformation Act
(Umwadlungsgesetz) pursuant to which another entity succeeds to the rights and obligations of the Lender
under this Agreement.

Disclosure of Information

The Lender may not without the prior written consent of the Borrower (such consent not to be
unreasonably withheld or delayed) disclose to any actual or potential assignee or transferee (other than to
an assignee or transferee appointed in connection with the agreed funding source) or to any agreed
funding source such information about the Borrower as the Lender shall have received in accordance with
Clause 13 (Financial Information) of this Agreement.

Calculations and Evidence of Debt
Basis of Accrual of Interest

Default interest shall accrue from day to day and shall be calculated in accordance with Clause 5.2
(Calculation of Interest).

Evidence of Debt

The Lender shall maintain in accordance with its usual practice accounts evidencing the amounts from time
to time lent by and owing to it hereunder; in any legal action or proceeding arising out of or in connection
with this Agreement, in the absence of manifest error and subject to the provision by the Lender to the
Borrower of written information describing in reasonable detail the calculation or computation of such
amounts together with the relevant supporting documents evidencing the matters described therein, the
entries made in such accounts shall be conclusive evidence of the existence and amounts of the obligations
of the Borrower therein recorded.

Change of Circumstance Certificates

A certificate signed by two Authorised Signatories of the Lender describing in reasonable detail (a) the
amount by which a sum payable to it hereunder is to be increased under Clause 8.1 (Tax Gross-up) or (b) the
amount for the time being required to indemnify it against any such cost, payment or liability as is
mentioned in Clause 8.3 (Tax Indemnity) or Clause 10.1 (Increased Costs) shall, in the absence of manifest
error, be prima facie evidence of the existence and amounts of the specified obligations of the Borrower.

Remedies and Waivers, Partial Invalidity

Remedies and Waivers

No failure by the Lender to exercise, nor any delay by the Lender in exercising, any right or remedy
hereunder shall operate as a waiver thereof, nor shall any single or partial exercise of any right or remedy

prevent any further or other exercise thereof or the exercise of any other right or remedy. The rights and
remedies herein provided are cumulative and not exclusive of any rights or remedies provided by law.

Partial Invalidity

If, at any time, any provision hereof is or becomes illegal, invalid or unenforceable in any respect under the
law of any jurisdiction, neither the legality, validity or enforceability of the remaining provisions hereof nor
the legality, validity or enforceability of such provision under the law of any other jurisdiction shall in any
way be affected or impaired thereby.

Notices, Language, Survival
Communications in Writing

Each communication and document to be made or delivered hereunder shall be made in writing and, unless
otherwise stated, shall be made by fax or letter.

Delivery

Any communication or document to be made or delivered by one person to another pursuant to this
Agreement shall (unless that other person has by 15 days’ written notice to the same specified another
address) be made or delivered to that other person at the address identified with its signature below and
shall be effective upon receipt by the sender of the addressee’s answerback at the end of transmission (in
the case of a telex) or when left at that address (in the case of a letter) or when received by the addressee (in
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the case of a fax). Provided that any communication or document to be made or delivered by one party to
the other party shall be effective only when received by such other party and then only if the same is
expressly marked for the attention of the department or officer identified with such other party’s signature
below (or such other department or officer as such other party shall from time to time specify for this
purpose).

23.3 Language

This Agreement shall be produced and signed in English. Each communication and document made or
delivered by one party to another pursuant to this Agreement shall be in the English language or
accompanied by a translation thereof into English certified (by an officer of the person making or delivering
the same) as being a true and accurate translation thereof.

23.4 Survival

The obligations of the Borrower pursuant to Clauses 8.1 (Tax Gross-up), 8.3 (Tax Indemnity), 16.4
(Borrower’s Indemnity), 19.1 (Transaction Commissions), 19.2 (Preservation and Enforcement of Rights)
and 19.4 (Lender’s Costs) shall survive the termination of this Agreement.

24. Law and Jurisdiction
24.1 English Law
This Agreement is governed by, and shall be construed in accordance with, English law.

24.2 Arbitration

Any dispute arising out of or connected with this Agreement, including a dispute as to the validity or
existence of this Agreement and/or this Clause, shall be resolved by arbitration in London, England
conducted in English by three arbitrators pursuant to the rules of the International Chamber of Commerce
(""1€C"), save that, unless the parties agree otherwise:

(i) thethird arbitrator, who shall act as chairman of the tribunal, shall be chosen by the two arbitrators
appointed by or on behalf of the parties. If he is not chosen and nominated to the ICC for
appointment within 30 days of the date of confirmation by the ICC of the later of the two party-
appointed arbitrators to be confirmed, he shall be chosen by the ICC;

(i) no arbitrator shall be of the same nationality as any party to this Agreement; and
(iii)  the parties request that the tribunal draw up, and submit to the parties for signature, the Terms of

Reference within 21 days of receiving the file.

24.3 Contracts (Rights of Third Parties) Act 1999

A person who is not a party to this Agreement has no rights under the Contracts (Rights of Third Parties) Act
1999 to enforce any term of this Agreement, but this does not affect any right or remedy of a third party
which exists or is available apart from that Act.

As witness the hands of the duly authorised representatives of the parties hereto the day and year first before
written.
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10.
11.

12.

The First Schedule
Condition Precedent Documents

Copies of the Charter of the Borrower and of any amendments and changes thereto (in Russian).

The Resolution of the Government of Moscow ““On Borrowing” No. 281-PP dated 2 May 2006 authorising
the Borrower to enter into this Agreement (in Russian and in English).

A copy of the Law of the City of Moscow No. 56 dated 9 November 2005 "'On the Budget of City of Moscow
for 2006"" adopted by the Moscow Duma authorising the Borrower’s borrowing pursuant to this
Agreement and Letter from the Finance Department of the City of Moscow evidencing that the amount of
the Facility does not exceed the limits set by the above-mentioned Law of the City of Moscow and does not
breach the constraints set out in the Budget Code of the Russian Federation.

Certificate of the Borrower setting out the positions, names and sample signatures of the persons
authorised to sign, on behalf of the Borrower, this Agreement and any other documents to be delivered by
the Borrower pursuant hereto.

An opinion of White & Case, Russian legal advisers to the Borrower, in form and substance satisfactory to
the Lender.

An opinion of Linklaters CIS, Russian legal advisers to the Managers, in form and substance satisfactory to
the Managers and the Lender.

An opinion of Linklaters, English legal advisers to the Managers, in form and substance satisfactory to the
Managers and the Lender.

An opinion of Clifford Chance, German legal advisers to the Lender, in form and substance satisfactory to
the Managers and the Lender.

A copy of the issuer’s side letter executed by the Borrower and the Lender.
A copy of the trustee and agents side letter executed by the Borrower and the other parties thereto.

An opinion of Deloitte & Touche, Russian and German tax advisers to the Lender and the Managers, in form
and substance satisfactory to the Borrower, the Lender and the Managers.

Such other signing authorities as the Borrower may be required to obtain under applicable legislation.
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To:

To:

The Second Schedule
Form of Compliance Certificate

[On the letterhead of Borrower]

[DATE]

Dresdner Bank AG
Juergen-Ponto-Platz 1
60301 Frankfurt am Main
Germany

Managing Director

Trust and Securities Services
Deutsche Trustee Company Limited
Winchester House

1 Great Winchester Street

London EC2N 2DB

England

Dear Sirs,

Re: €407,000,000 Credit Facility Agreement, dated 18 September 2006 (the “’Credit Facility Agreement”),
between City of Moscow (the “Borrower”), acting through the State Debt Committee of the City of

4.

Moscow and Dresdner Bank AG (the “Lender"’)
We refer to Clause 13.2.2 of the Credit Facility Agreement.

Capitalised terms used, but not defined herein, having the meanings ascribed to them in the Credit Facility
Agreement.

As at[@][NOT LATER THAN 7 DAYS BEFORE DATE OF CERTIFICATE] we have complied with our obligations
under the Credit Facility Agreement [IF NOT THE CASE, GIVE DETAILS OF NON-COMPLIANCE].

We confirm that up to and including the date hereof no Event of Default has occurred.

Yours faithfully,

For and on behalf of Borrower

Authorised SigNatory ........c.coeeviiiiiiieee e

Authorised Signatory ........cccoeeeeeeiiiiiiiie e
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Terms and Conditions of the Notes

The following is the text of the Terms and Conditions of the Notes, which contain summaries of certain provisions
of the Trust Deed, and which will be attached to the Notes in definitive form, if issued, and (subject to the
provisions thereof) apply to the Global Note Certificate. All capitalised terms that are not defined in these
Conditions will have the meaning given to them in the Trust Deed or the Credit Facility Agreement.

The €407,000,000 5.064% Loan Participation Notes due 2016 (the "Notes’’, which expression includes any
further notes issued pursuant to Condition 13 (Further Issues) and forming a single series therewith) of Dresdner
Bank AG (the “Issuer’’) are constituted by, are subject to, and have the benefit of, a trust deed dated

20 September 2006 (as amended or supplemented from time to time, the "“Trust Deed’’) between the Issuer and
Deutsche Trustee Company Limited as trustee (the “Trustee’’, which expression includes all persons for the time
being appointed trustee or trustees under the Trust Deed). The Issuer has authorised the creation, issue and sale
of the Notes for the sole purpose of financing the €407,000,000 loan (the ““Loan’’) to the City of Moscow (the
“Borrower’’), acting through the State Debt Committee of the City of Moscow. The Issuer and the Borrower have
recorded the terms of the Loan in an agreement (as amended or supplemented from time to time, the "'Credit
Facility Agreement’’) dated 18 September 2006 between the Issuer and the Borrower.

In each case where amounts of principal and interest are stated herein or in the Trust Deed to be payable in
respect of the Notes, the obligation of the Issuer to make any such payment shall constitute an obligation only to
account to the Noteholders (as defined in Condition 2(a)) on each date upon which such amounts of principal and
interest are due in respect of the Notes, for an amount equivalent to sums of principal and interest actually
received by or for the account of the Issuer pursuant to the Credit Facility Agreement less any amount in respect of
the Reserved Rights (as defined below).

The Issuer (as lender under the Credit Facility Agreement) has:

(A)  charged by way of security to the Trustee its rights to principal, interest and additional amounts payable
under the Credit Facility Agreement and the right to receive all sums which may be or become payable by
the Borrower under any claim, award or judgment relating to the Credit Facility Agreement (other than its
right to amounts in respect of any rights, interests and benefits of the Issuer under the following clauses of
the Credit Facility Agreement: Clause 7.3 (/llegality) (other than the right to receive any amount payable
under such Clause), Clause 7.5 (Costs of Prepayment) (second sentence thereof), Clause 8.3 (Tax
Indemnity), Clause 10 (Changes in Circumstances), Clause 16.4 (Borrower’s Indemnity), Clause 19 (Costs
and Expenses) (save for Clause 19.2) and (to the extent that the Issuer’s claim is in respect of one of the
aforementioned clauses of the Credit Facility Agreement) Clause 8.2 (Payments) and Clause 17.2 (Currency
Indemnity) (such rights referred to herein, the ‘Reserved Rights'’));

(B)  charged by way of security in favour of the Trustee for itself and as Trustee for the Noteholders sums held
on deposit from time to time, in an account in London in the name of the Issuer with the Principal Paying
Agent (as defined below), having account number 0306068 0000 EUR 000 CTA IBAN
GB17DEUT40508130606800 together with the debt represented thereby (including interest from time to
time earned thereon) (the ""Account’’) pursuant to the Trust Deed (excluding amounts in respect of the
Reserved Rights); and

(Q)  assigned absolutely its rights, title, interests and benefits, both present and future which have accrued or
may accrue to the Issuer under the Credit Facility Agreement (save for those rights charged or excluded in
(A) above) in favour of the Trustee for itself and as Trustee for the Noteholders (the ‘’Loan Administration
Transfer'’),

together, the ""Security Interests’’.

In certain circumstances, the Trustee can (subject to it being indemnified and/or secured to its satisfaction) be
required by Noteholders holding at least one-quarter of the principal amount of the Notes outstanding or by an
Extraordinary Resolution (as defined in the Trust Deed) of the Noteholders to exercise certain of its powers under
the Trust Deed (including those arising in connection with the Security Interests).

The Notes are the subject of an agency agreement dated 18 September 2006 (as amended or supplemented from
time to time, the ""Agency Agreement’’) between the Issuer, Deutsche Bank Luxembourg S.A. as registrar (the
""Registrar’’, which expression includes any successor registrar appointed from time to time in connection with
the Notes), Deutsche Bank AG, London Branch as principal paying agent (the “’Principal Paying Agent’’, which
expression includes any successor principal paying agent appointed from time to time in connection with the
Notes), Deutsche Bank AG, Zurich Branch as transfer agent (the "“Transfer Agent'’, which expression includes
any additional or successor transfer agent appointed from time to time in connection with the Notes) and paying
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agent (the “"Paying Agent’’, which expression includes any additional or successor paying agent appointed from
time to time in connection with the Notes), the Borrower and the Trustee. References herein to the “Agents’ are
to the Registrar, any Transfer Agent, the Principal Paying Agent and any Paying Agent and any reference to an
"Agent’’ is to any one of them. Certain provisions of these Conditions are summaries of the Trust Deed and the
Agency Agreement and are subject to their detailed provisions. The Noteholders are bound by, and are deemed to
have notice of, all the provisions of the Trust Deed and the Agency Agreement applicable to them. Copies of the
Trust Deed and the Agency Agreement are available for inspection by Noteholders during normal business hours
at the registered office for the time being of the Trustee, being at the date hereof Winchester House, 1 Great
Winchester Street, London EC2N 2DB, United Kingdom and at the Specified Offices (as defined in the Agency
Agreement) of the Registrar, the Principal Paying Agent, any Transfer Agent and any Paying Agent. The initial
Specified Offices of the initial Agents are set out below.

1. Form, Denomination and Status
(a)  Form and denomination

The Notes are in registered form in the denomination of €50,000 each (the ““Denomination’’) or integral
multiples of €1,000 in excess thereof, without interest coupons attached.

(b)  Status

The sole purpose of the issue of the Notes is to provide the funds for the Issuer to finance the Loan. The
Notes constitute the obligation of the Issuer to apply an amount equal to the net proceeds from the issue of
the Notes for financing the Loan and to account to the Noteholders for an amount equivalent to sums of
principal, interest and additional amounts (if any) actually received by or for the account of the Issuer
pursuant to the Credit Facility Agreement (less any amounts in respect of the Reserved Rights), the right to
receive which is, inter alia, being charged by way of security to the Trustee by virtue of the Security Interests
as security for the Issuer’s payment obligations under the Trust Deed and in respect of the Notes.

Payments in respect of the Notes equivalent to the sums actually received by or for the account of the Issuer
by way of principal, interest or additional amounts (if any) pursuant to the Credit Facility Agreement (less
any amounts in respect of the Reserved Rights) will be made pro rataamong all Noteholders, on the
corresponding interest payment date of, and in the currency of, and subject to the conditions attaching to,
the equivalent payment in accordance with the Credit Facility Agreement. The Issuer shall not be liable to
make any payment in respect of the Notes other than as expressly provided herein. The Issuer shall be under
no obligation to exercise in favour of the Noteholders any rights of set-off or of banker’s lien or to combine
accounts or counterclaim that may arise out of other transactions between the Issuer and the Borrower.

Noteholders are deemed to have accepted that:

(i)  neither the Issuer nor the Trustee makes any representation or warranty in respect of, and shall at no
time have any responsibility for, or liability or obligation in respect of, the performance and
observance by the Borrower of its obligations under the Credit Facility Agreement or the
recoverability of any sum of principal or interest (or any additional amounts) due or to become due
from the Borrower under the Credit Facility Agreement;

(i) neither the Issuer nor the Trustee shall at any time have any responsibility for, or obligation or liability
in respect of, the condition (financial, operational or otherwise), creditworthiness, affairs, status,
nature or prospects of the Borrower;

(iii)  neither the Issuer nor the Trustee shall at any time be liable for any misrepresentation or breach of
warranty or any act, default or omission of the Borrower under or in respect of the Credit Facility
Agreement;

(iv)  neither the Issuer nor the Trustee shall at any time have any responsibility for, or liability or obligation
in respect of, the performance and observance by the Registrar, any Transfer Agent or any Paying
Agent of their respective obligations under the Agency Agreement;

(v)  thefinancial servicing and performance of the terms of the Notes depend upon performance by the
Borrower of its obligations under the Credit Facility Agreement, its covenant to pay under the Credit
Facility Agreement and its credit and financial standing. The Borrower has represented and warranted
to the Issuer in the Credit Facility Agreement that the Credit Facility Agreement constitutes a legal,
valid and binding obligation of the Borrower;

(vi)  thelssuer (and, pursuant to the Loan Administration Transfer, the Trustee) will rely on self-
certification by the Borrower as a means of monitoring whether the Borrower is complying with its
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(a)

(b)

obligations under the Credit Facility Agreement and shall not otherwise be responsible for
investigating any aspect of the Borrower's performance in relation thereto and, subject as further
provided in the Trust Deed, the Trustee will not be liable for any failure to make the usual or any
investigations which might be made by a security holder in relation to the property which is the
subject of the Security Interests and held by way of security for the Notes, and shall not be bound to
enquire into or be liable for any defect or failure in the right or title of the Issuer to the secured
property whether such defect or failure was known to the Trustee or might have been discovered
upon examination or enquiry or whether capable of remedy or not, nor will it have any liability for the
enforceability of the security created by the Security Interests whether as a result of any failure,
omission or defect in registering or filing or otherwise protecting or perfecting such security and the
Trustee will have no responsibility for the value of such security; and

(vii) thelssuer will not be liable for any withholding or deduction or for any payment on account of tax (not
being a tax imposed on the Issuer’s net income) required to be made by the Issuer on or in relation to
any sum received by it under the Credit Facility Agreement which will or may affect payments made or
to be made by the Borrower under the Credit Facility Agreement save to the extent that it has received
additional amounts under the Credit Facility Agreement in respect of such withholding or deduction;
the Issuer shall, furthermore, not be obliged to take any actions or measures as regards such
deductions or withholdings other than those set out in this context in Clause 8 (Taxes) and Clause
10.3 (Mitigation) of the Credit Facility Agreement.

Save as otherwise expressly provided herein and in the Trust Deed, no proprietary or other direct interest in
the Issuer’s rights under or in respect of the Credit Facility Agreement or the Loan exists for the benefit of
the Noteholders. Subject to the terms of the Trust Deed, no Noteholder will have any entitlement to enforce
any of the provisions in the Credit Facility Agreement or have direct recourse to the Borrower except
through action by the Trustee under the Security Interests. Neither the Issuer nor the Trustee pursuant to
the Loan Administration Transfer shall be required to take proceedings to enforce payment under the
Credit Facility Agreement unless it has been indemnified and/or secured by the Noteholders to its
satisfaction against all liabilities, proceedings, claims and demands to which it may thereby become liable
and all costs, charges and expenses which may be incurred by it in connection therewith.

As provided in the Trust Deed, the obligations of the Issuer are solely to make payments of amounts in
aggregate equivalent to each sum actually received by or for the account of the Issuer from the Borrower in
respect of principal or, as the case may be, interest or additional amounts (if any) pursuant to the Credit
Facility Agreement (less any amount in respect of the Reserved Rights), the right to which is being charged
by way of security to the Trustee for the benefit of the Noteholders as aforesaid. Noteholders must
therefore rely solely and exclusively upon the covenant to pay under the Credit Facility Agreement and the
credit and financial standing of the Borrower.

The obligations of the Issuer to make payments as stated in the previous paragraph constitute direct and
general obligations of the Issuer which will at all times rank pari passu among themselves, save for such
obligations as may be preferred by provisions of law that are both mandatory and of general application.

Subject to the provisions of the Trust Deed and Agency Agreement, payments made by the Borrower under
the Credit Facility Agreement to, or to the order of, the Trustee or the Principal Paying Agent will satisfy pro
tantothe obligations of the Issuer in respect of the Notes.

Register, Title and Transfers
Register

The Registrar will maintain a register (the “'Register’’) in respect of the Notes in accordance with the
provisions of the Agency Agreement. In these Conditions, the "Holder’’ of a Note means the person in
whose name such Note is for the time being registered in the Register (or, in the case of ajoint holding, the
first named thereof) and “'Noteholder’’ shall be construed accordingly. A certificate (each, a “'Note
Certificate”’) will be issued to each Noteholder in respect of its registered holding. Each Note Certificate will
be numbered serially with an identifying number which will be recorded in the Register.

Title

The Holder of each Note shall (except as otherwise required by law) be treated as the absolute owner of
such Note for all purposes (whether or not it is overdue and regardless of any notice of ownership, trust or
any other interest therein, any writing on the Note Certificate relating thereto (other than the endorsed
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form of transfer) or any notice of any previous loss or theft of such Note Certificate) and no person shall be
liable for so treating such Holder.

Transfers

Subject to Conditions 2(f) and 2(g) below, a Note may be transferred upon surrender of the relevant Note
Certificate, with the endorsed form of transfer duly completed, at the Specified Office of the Registrar or a
Transfer Agent (including the Transfer Agent having its specified office in Switzerland), together with such
evidence as the Registrar or (as the case may be) such Transfer Agent may reasonably require to prove the
title of the transferor and the authority of the individuals who have executed the form of transfer. Where
not all the Notes represented by the surrendered Note Certificate are the subject of the transfer, a new Note
Certificate in respect of the balance of the Notes will be issued to the transferor in accordance with
Condition 2(d) below.

Registration and delivery of Note Certificates

Within five business days of the surrender of a Note Certificate in accordance with Condition 2(c) above, the
Registrar will register the transfer in question and deliver a new Note Certificate of a like principal amount to
the Note(s) transferred to the relevant Holder at its Specified Office or (as the case may be) the Specified
Office of the Transfer Agent or (at the request and risk of any such relevant Holder) by uninsured first class
mail (airmail if overseas) to the address specified for the purpose by such relevant Holder. In this paragraph,
"business day’’ means a day on which commercial banks are open for business (including dealings in
foreign currencies) in each city where the Registrar and the Transfer Agent have their Specified Offices. In
the case of the transfer of part only of the Notes, a new Note Certificate in respect of the balance of the
Notes not transferred will be so delivered or (at the risk and, if mailed at the request of the transferor
otherwise than by ordinary uninsured mail, at the expense of the transferor) sent by mail to the transferor.

No charge

The transfer of a Note will be effected without charge by or on behalf of the Issuer or the Registrar, but
against such indemnity as the Registrar may require in respect of any tax or other duty of whatsoever nature
which may be levied or imposed in connection with such transfer.

Closed periods

Noteholders may not require transfers to be registered during the period of 15 days ending on the due date
for any payment of principal or interest in respect of the Notes.

Regulations concerning transfers and registration

All transfers of Notes and entries on the Register are subject to the detailed regulations concerning the
transfer of Notes scheduled to the Trust Deed. The regulations may be changed by the Issuer with the prior
written approval of the Trustee and the Registrar. A copy of the current regulations will be mailed (free of
charge) by the Registrar and/or any Transfer Agent to any Noteholder who requests in writing a copy of
such regulations and will be available at the office of the Registrar and the Transfer Agent in Switzerland.

Issuer’'s Covenant

As provided in the Trust Deed, so long as any of the Notes remains outstanding (as defined in the Trust Deed), the
Issuer will not, without the prior written consent of the Trustee, agree to any amendments to or any modification
or waiver of, or authorise any breach or proposed breach of, the terms of the Credit Facility Agreement and will
act at all times in accordance with any instructions of the Trustee from time to time with respect to the Credit
Facility Agreement, except as otherwise expressly provided in the Trust Deed. Any such amendment,
modification, waiver or authorisation made with the consent of the Trustee shall be binding on the Noteholders
and, unless the Trustee agrees otherwise, any such amendment or modification shall be notified by the Issuer to
the Noteholders in accordance with Condition 14 (Notices).

(a)

Interest
Accrual of interest

The Notes bear interest from 20 October 2006 (the "Issue Date’’) at the rate of 5.064% per annum (the
""Rate of Interest’’), payable annually in arrear on 20 October in each year beginning on 20 October 2007
(each, an “Interest Payment Date'’), subject as provided in Condition 6 (Payments). Each period from (and
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(b)

(a)

(b)

including) the Issue Date or any Interest Payment Date to (but excluding) the next (or first) Interest Payment
Dateis herein called an “Interest Period"'.

Each Note will cease to bear interest from the due date for redemption unless, upon due presentation of the
relevant Note Certificate, payment of principal is improperly withheld or refused, in which case it will
continue to bear interest in accordance with this Condition 4 (as well after as before judgment) until
whichever is the earlier of (i) the day on which all sums due in respect of such Note up to that day are
received by or on behalf of the relevant Noteholder and (ii) the day which is seven days after the Principal
Paying Agent or the Trustee has notified the Noteholders that it has received all sums due in respect of the
Notes up to such seventh day (except to the extent that there is any subsequent default in payment).

The amount of interest payable in respect of each Note for any Interest Period shall be calculated by
applying the Rate of Interest to the aggregate principal amount of all Notes outstanding, rounding the
resulting figure to the nearest cent (half a cent being rounded upwards) and dividing by the number of
Notes outstanding. Where interest is to be calculated in respect of a period which is equal to or shorter than
an Interest Period, the day-count fraction used will be the number of days in the relevant period, from and
including the date from which interest begins to accrue to but excluding the date on which it falls due,
divided by the number of days in the Interest Period in which the relevant period falls (including the first
such day but excluding the last).

Default Interest under the Credit Facility Agreement

In the event that, and to the extent that, the Issuer actually receives any amounts in respect of interest on
unpaid sums from the Borrower pursuant to Clause 16 (Default Interest and Indemnity) of the Credit Facility
Agreement, the Issuer shall account to the Noteholders for an amount equivalent to the amounts in respect
of interest on unpaid sums actually so received. Any payments made by the Issuer under this Condition 4(b)
will be made on the next following business day (as defined in Condition 6(c)) after the day on which the
Issuer receives such amounts from the Borrower and, save as provided in this Condition 4(b), all subject to
and in accordance with Condition 6 (Payments).

Redemption and Purchase
Final redemption

Unless previously prepaid pursuant to Clause 7 (Prepayment) of the Credit Facility Agreement or repaid in
accordance with Clause 7.3 (/llegality) of the Credit Facility Agreement, the Borrower will be required to
repay the Loan on its due date as provided in the Credit Facility Agreement and, subject to such repayment,
all the Notes will be redeemed at their principal amount on 20 October 2016, subject as provided in
Condition 6 (Payments).

Redemption at the option of the Issuer

The Notes may be redeemed at the option of the Issuer in whole, but not in part, at any time, on giving not
less than 20 days’ nor more than 60 days' notice to the Noteholders (which notice shall be revocable up to 9
days before the date fixed for redemption and thereafter irrevocable) at the principal amount thereof,
together with interest accrued to the date fixed for redemption, if, immediately before giving such notice,
the Issuer satisfies the Trustee that:

(i)  thelssuer has received a notice of prepayment from the Borrower pursuant to Clause 7 (Prepayment)
of the Credit Facility Agreement; or

(i) thelssuer has delivered a notice to the Borrower, the contents of which require the Borrower to repay
the Advance, in accordance with the provisions of Clause 7.3 (/llegality) of the Credit Facility
Agreement.

The Issuer shall deliver to the Trustee a certificate signed by two authorised signatories of the Issuer stating
that the Issuer is entitled to effect such redemption in accordance with this Condition 5(b). A copy of the
Borrower’s notice of prepayment or details of the circumstances contemplated by Clause 7.3 (//legality) of
the Credit Facility Agreement and the date fixed for redemption shall be set forth in the notice.

The Trustee shall be entitled to accept any certificate delivered by the Issuer in accordance with this
Condition 5(b) as sufficient evidence of the satisfaction of the applicable circumstances in which event they
shall be conclusive and binding on the Noteholders.

Upon the expiry of any such notice as is referred to in this Condition 5(b), the Issuer shall be bound to
redeem the Notes in accordance with this Condition 5, subject as provided in Condition 6 (Payments).
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No other redemption

Except where the Loan is accelerated pursuant to Clause 15.7 (Acceleration and Cancellation) of the Credit
Facility Agreement, the Issuer shall not be entitled to redeem the Notes otherwise than as provided in
Condition 5(b) above.

Purchase

The Issuer or any of its subsidiaries or the Borrower may at any time purchase Notes in the open market or
otherwise and at any price.

Cancellation

All Notes so redeemed or purchased by the Issuer or any of its subsidiaries may be cancelled or reissued or
resold by the Issuer and all Notes redeemed or purchased by the Borrower pursuant to Clause 7.7 (Purchase
of Instruments Issued to the Agreed Funding Source) of the Credit Facility Agreement may, subject as
provided in Clause 7.7 (Purchase of Instruments Issued to the Agreed Funding Source) of the Credit Facility
Agreement, be cancelled.

Payments
Principal

Payments of principal shall be made by euro cheque drawn on, or upon application by a Holder of a Note to
the Specified Office of the Principal Paying Agent not later than the fifteenth day before the due date for
any such payment, by transfer to a euro account maintained by the payee, upon surrender (or, in the case of
part payment only, endorsement) of the relevant Note Certificate(s) at the Specified Office of the Registrar
and/or the Transfer Agent in Switzerland.

Interest

Payments of interest shall be made by euro cheque drawn on, or, upon application by a Holder of a Note to
the Specified Office of the Principal Paying Agent not later than the fifteenth day before the due date for
any such payment, by transfer to, a euro account maintained by the payee, without presentation of the
relevant Note Certificate(s).

Payments on business days

Where payment is to be made by transfer to a euro account, payment instructions (for value the due date
for payment, or, if the due date for payment is not a business day, for value the next succeeding business
day) will be initiated and, where payment is to be made by euro cheque, the cheque will be mailed (i) (in the
case of payments of principal and interest payable on redemption) on the later of the due date for payment
and the day on which the relevant Note Certificate is surrendered (or, in the case of part payment only,
endorsed) at the Specified Office of the Registrar and (ii) (in the case of payments of interest payable other
than on redemption) on the due date for payment. A Holder of a Note shall not be entitled to any interest or
other payment in respect of any delay in payment resulting from (A) the due date for a payment not being a
business day or (B) a cheque mailed in accordance with this Condition 6 arriving after the due date for
payment or being lost in the mail. In this paragraph, “business day’* means any day on which banks are
open for business (including dealings in foreign currencies) in Frankfurt am Main, London and Moscow and
aday on which the Trans-European Automated Real-Time Gross Settlement Transfer (TARGET) System is
open and, in the case of surrender (or, in the case of part payment only, endorsement) of a Note Certificate,
any day on which banks are open for business in the place in which the Note Certificate is surrendered (or,
as the case may be, endorsed).

Partial payments

If the Principal Paying Agent makes a partial payment in respect of any Note, the Issuer shall procure that
the amount and date of such payment are noted on the Register and, in the case of partial payment upon
presentation of a Note Certificate, that a statement indicating the amount and the date of such payment is
endorsed on the relevant Note Certificate.

Record date

Each payment in respect of a Note will be made to the person shown as the Holder in the Register at the
opening of business in the place of the Registrar’s Specified Office on the fifteenth day before the due date
for such payment (the ’‘Record Date’’). Where payment in respect of a Note is to be made by cheque, the
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cheque will be mailed to the address shown as the address of the Holder in the Register at the opening of
business on the relevant Record Date.

Payment to the Account

Save as the Trustee may otherwise direct at any time after any of the Security Interests created pursuant to

the Trust Deed becomes enforceable, the Issuer will pursuant to the provisions of Clause 7.1 of the Agency
Agreement require the Borrower to make all payments of principal and interest to be made pursuant to the
Credit Facility Agreement, less any amounts in respect of the Reserved Rights, to the Account.

Payment obligations limited

The obligations of the Issuer to make payments under this Condition 6 shall constitute an obligation only to
account to the Noteholders on such date upon which a payment is due in respect of the Notes, for an
amount equivalent to sums of principal, interest and/or additional amounts (if any) actually received by or
for the account of the Issuer pursuant to the Credit Facility Agreement less any amount in respect of the
Reserved Rights.

Taxation

All payments of principal and interest by or on behalf of the Issuer in respect of the Notes shall be made free and
clear of, and without withholding or deduction for, any taxes, duties, assessments or governmental charges of
whatsoever nature imposed, levied, collected, withheld or assessed by the Federal Republic of Germany
(‘Germany’’) or any jurisdiction of residence of any holding company of the Issuer or any political subdivision or
any authority thereof or therein having power to tax, unless such withholding or deduction is required by law. In
that event, the Issuer shall, subject as provided below, pay such additional amounts as will result in the receipt by
the Noteholders of such amounts as would have been received by them if no such withholding or deduction had
been made or required to be made. No such additional amounts shall be payable in respect of any Note:

(a)

(b)

held by a Holder which is liable to such taxes, duties, assessments or governmental charges in respect of
such Note by reason of its having some connection with Germany, or any jurisdiction of residence of any
holding company of the Issuer other than the mere holding of such Note;

where (in the case of a payment of principal or interest on redemption) the relevant Note Certificate is
surrendered for payment more than 30 days after the Relevant Date except to the extent that the relevant
Holder would have been entitled to such additional amounts if it had surrendered the relevant Note
Certificate on the last day of such period of 30 days;

where such withholding or deduction is imposed on a payment to an individual and is required to be made
pursuant to European Council Directive 2003/48/EC or any other Directive implementing the conclusions of
the ECOFIN Council meeting of 26-27 November 2000 on the taxation of savings income or any law
implementing or complying with, or introduced in order to conform to, such Directive (in the case of a
payment of principal or interest on redemption);

presented for payment by or on behalf of a Holder who would be able to avoid such withholding or
deduction by presenting the relevant Note Certificate to another Paying Agent in a Member State of the
European Union; or

where such withholding is imposed or levied by or on behalf of the Federal Republic of Germany or any
political subdivision or taxing authority thereof and withheld as Zinsabschlagsteueror upon interest
payments made upon the physical presentation of the Notes in Germany.

Notwithstanding the foregoing provisions, the Issuer shall only make such additional payments to the
Noteholders to the extent and at such time as it shall have actually received an equivalent amount from
the Borrower under the Credit Facility Agreement.

To the extent that the Issuer receives a lesser additional amount from the Borrower, the Issuer shall account to
each Noteholder for an additional amount equivalent to a pro rata proportion of such additional amount (if any)
as is actually received by, or for the account of, the Issuer pursuant to the provisions of the Credit Facility
Agreement on the date of, in the currency of, and subject to any conditions attaching to the payment of such
additional amount to the Issuer.

In these Conditions, "'Relevant Date’’ means whichever is the later of (a) the date on which the payment in
question first becomes due and (b) if the full amount payable has not been received in London by the Principal
Paying Agent or the Trustee on or prior to such due date, the date on which (the full amount having been so
received) notice to that effect has been given to the Noteholders.

84



Any reference in these Conditions to principal or interest shall be deemed to include any additional amounts in
respect of principal or interest (as the case may be) which may be payable under this Condition 7 or any
undertaking given in addition to or in substitution of this Condition 7 pursuant to the Trust Deed or the Credit
Facility Agreement.

If the Issuer becomes subject at any time to any taxing jurisdiction other than Germany, references in these
Conditions to Germany shall be construed as references to Germany and/or such other jurisdiction.

8.  Prescription

Claims for principal and interest on redemption shall become void unless the relevant Note Certificates are
surrendered for payment within 10 years of the appropriate Relevant Date. Claims for interest due other than on
redemption shall become void unless made within 10 years of the appropriate Relevant Date.

9. Replacement of Note Certificates

If any Note Certificate is lost, stolen, mutilated, defaced or destroyed, it may be replaced at the Specified Office of
the Registrar and the Paying Agent having its Specified Office in Switzerland, subject to all applicable laws and
stock exchange requirements, upon payment by the claimant of the expenses incurred in connection with such
replacement and on such terms as to evidence, security, indemnity and otherwise as the Issuer, Registrar or such
Paying Agent may reasonably require. Mutilated or defaced Note Certificates must be surrendered before
replacements will be issued.

10. Trustee and Agents

Under the Trust Deed, the Trustee is entitled to be indemnified and relieved from responsibility in certain
circumstances and to be paid its costs and expenses in priority to the claims of the Noteholders. In addition, the
Trustee is entitled to enter into business transactions with the Issuer, the Borrower and any entity relating to the
Issuer without accounting for any profit.

In connection with the exercise by it of any of its trusts, powers, authorities and discretions (including, without
limitation, any modification, waiver, authorisation, determination or substitution), the Trustee shall have regard
to the general interests of the Noteholders as a class but shall not have regard to any interests arising from
circumstances particular to individual Noteholders (whatever their number) and, in particular but without
limitation, shall not have regard to the consequences of any such exercise for individual Noteholders (whatever
their number) resulting from their being for any purpose domiciled or resident in, or otherwise connected with, or
subject to the jurisdiction of, any particular territory or any political subdivision thereof and the Trustee shall not
be entitled to require, nor shall any Noteholder be entitled to claim, from the Issuer, the Trustee or any other
person any indemnification or payment in respect of any tax consequence of any such exercise upon individual
Noteholders except to the extent already provided for in Condition 7 (Taxation) and/or any undertaking given in
addition to, or in substitution for, Condition 7 (Taxation) pursuant to the Trust Deed.

In acting under the Agency Agreement and in connection with the Notes, the Agents act solely as agents of the
Issuer and (to the extent provided therein) the Trustee and do not assume any obligations towards or relationship
of agency or trust for or with any of the Noteholders.

The initial Agents and their initial Specified Offices are listed below. The Issuer reserves the right (with the prior
written approval of the Trustee) at any time to vary or terminate the appointment of any Agent and to appoint a
successor registrar or principal paying agent or additional or successor other paying agents and transfer agents,
provided, however, that the Issuer shall at all times maintain a transfer and paying agent in Switzerland and shall
at all times maintain a registrar. Notice of any change in any of the Agents or in their Specified Offices shall
promptly be given to the Noteholders.

The Issuer will ensure that it maintains a Paying Agent with a specified office in a European Union Member State
that will not be obliged to withhold or deduct tax pursuant to any law implementing European Council Directive
2003/48/EC or any other Directive implementing the conclusions of the ECOFIN Council meeting of

26-27 November 2000.

11. Meetings of Noteholders; Modification and Waiver; Substitution
(a)  Meetings of Noteholders

The Trust Deed contains provisions for convening meetings of Noteholders to consider matters relating to
the Notes, including the modification of any provision of the Credit Facility Agreement or any provision of
these Conditions or the Trust Deed. Any such modification may be made if sanctioned by an Extraordinary
Resolution. Such a meeting may be convened by the Trustee or the Issuer, or by the Trustee upon the
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(c)
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12.

request in writing of Noteholders holding not less than one-tenth of the aggregate principal amount of the
outstanding Notes. The quorum at any meeting convened to vote on an Extraordinary Resolution will be
one or more persons holding or representing more than half of the aggregate principal amount of the
outstanding Notes or, at any adjourned meeting, one or more persons being or representing Noteholders
whatever the principal amount of the Notes held or represented; provided, however, that certain proposals
(including any proposal to change any date fixed for payment of principal or interest in respect of the Notes,
to reduce the amount of principal or interest payable on any date in respect of the Notes, to alter the
method of calculating the amount of any payment in respect of the Notes or the date for any such payment,
to change the currency of payments under the Notes or to change the quorum requirements relating to
meetings or the majority required to pass an Extraordinary Resolution or to change any date fixed for
payment of principal or interest under the Credit Facility Agreement, to alter the method of calculating the
amount of any payment under the Credit Facility Agreement or to change the currency of payment under
the Credit Facility Agreement (each, a ’‘Reserved Matter'')) may only be sanctioned by an Extraordinary
Resolution passed at a meeting of Noteholders at which one or more persons holding or representing not
less than three-quarters or, at any adjourned meeting, one-quarter of the aggregate principal amount of
the outstanding Notes form a quorum. Any Extraordinary Resolution duly passed at any such meeting shall
be binding on all the Noteholders, whether present or not.

In addition, a resolution in writing signed by or on behalf of all Noteholders who for the time being are
entitled to receive notice of a meeting of Noteholders under the Trust Deed will take effect as if it were an
Extraordinary Resolution. Such a resolution in writing may be contained in one document or several
documents in the same form, each signed by or on behalf of one or more Noteholders.

Modification and waiver

The Trustee may, without the consent of the Noteholders, agree to any modification of these Conditions,
the Trust Deed or, pursuant to the Loan Administration Transfer, the Credit Facility Agreement (other than
in respect of a Reserved Matter) which is, in the opinion of the Trustee, proper to make if, in the opinion of
the Trustee, such modification will not be materially prejudicial to the interests of Noteholders or which is,
in the opinion of the Trustee, of a formal, minor or technical nature or is to correct a manifest error.

In addition, the Trustee may, without the consent of the Noteholders, authorise or waive or agree to the
authorising or waiving of any breach or proposed breach of these presents by the Issuer or, pursuant to the
Loan Administration Transfer, the Credit Facility Agreement by the Borrower, or determine that any event
which would or might otherwise give rise to a right of acceleration under the Credit Facility Agreement shall
not be treated as such (other than a proposed breach or breach relating to a Reserved Matter) if, in the
opinion of the Trustee, the interests of the Noteholders will not be materially prejudiced thereby.

Unless the Trustee agrees otherwise, any such authorisation, waiver or modification shall be notified to the
Noteholders in accordance with Condition 14 (Notices) as soon as practicable thereafter.

Substitution

The Trust Deed contains provisions under which, subject to certain conditions, any entity may, without the
consent of the Noteholders, assume the obligations of the Issuer as principal debtor under the Trust Deed
and the Notes provided that certain conditions specified in the Trust Deed are fulfilled. So long as any of the
Notes are listed on the main segment of the SWX Swiss Exchange, in the event of such substitution, the
SWX Swiss Exchange shall be informed of such substitution, a supplemental prospectus shall be produced
and will be made publicly available at the Specified Office of the Paying Agent in Switzerland, and such
substitution shall be notified to the Noteholders as soon as practicable thereafter and in accordance with
Condition 14.

Voting

Notes held by the Issuer (or any of its subsidiaries) or the Borrower will not be taken into account in certain
circumstances as set out in the Trust Deed.

Enforcement

At any time after an Event of Default or Relevant Event shall have occurred and be continuing, the Trustee may, at
its discretion and without notice, institute such proceedings as it thinks fit to enforce its rights under the Trust
Deed in respect of the Notes, but it shall not be bound to do so unless:
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(a) ithasbeensorequested in writing by the Holders of at least one-quarter in principal amount of the
outstanding Notes or has been so directed by an Extraordinary Resolution; and

(b) it hasbeen indemnified and/or provided with security to its satisfaction against all liabilities, proceedings,
claims and demands to which it may thereby become liable and all costs, charges and expenses which may
be incurred by it in connection therewith.

No Noteholder may proceed directly against the Issuer unless the Trustee, having become bound to do so, fails to
do so within a reasonable time and such failure is continuing.

The Trust Deed also provides that, in the case of an Event of Default (as defined in the Credit Facility Agreement)
or a Relevant Event (as defined below), the Trustee may, and shall if requested to do so by Noteholders of at least
one-quarter in principal amount of the Notes outstanding or if directed to do so by an Extraordinary Resolution
and, in either case, subject to it being secured and/or indemnified to its satisfaction, (1) to declare all amounts
payable under the Credit Facility Agreement by the Borrower to be due and payable (in the case of an Event of
Default), or (2) enforce the security created in the Trust Deed in favour of the Noteholders (in the case of a
Relevant Event). Upon repayment of the Loan following an Event of Default, the Notes will be redeemed or repaid
at the principal amount thereof together with interest accrued to the date fixed for redemption and thereupon
shall cease to be outstanding.

For the purposes of these Conditions, “'Relevant Event’' means the earlier of (a) the failure by the Issuer to make
any payment of principal or interest or additional amounts (if any) on the Notes when due and payable; (b) the
filing of an application by the German Federal Financial Supervisory Authority (Bundesanstallt fiir
Finanzdienstleistungsaufsicht) for the opening of insolvency proceedings over the assets of the Issuer in
Germany; (c) the taking of measures by the German Federal Financial Supervisory Authority pursuant to Sections
45 et seq. of the German Banking Act (Kreditwesengesetz); or (d) the taking of any action in furtherance of the
dissolution (Auflésung) of the Issuer. For the avoidance of doubt, any merger or reconstruction, or any
reorganisation of the Issuer pursuant to the German Transformation Act (Umwandlungsgesetz), shall not
constitute a Relevant Event.

13. Further Issues

The Issuer may from time to time, without the consent of the Noteholders and in accordance with the Trust Deed,
create and issue further notes having the same terms and conditions as the Notes in all respects (or in all respects
except for the first payment of interest) so as to form a single series with the Notes. The Issuer may from time to
time, with the consent of the Trustee, create and issue other series of notes having the benefit of the Trust Deed.

14. Notices

Notices to the Noteholders will be sent to them by first class mail (or its equivalent) or (if posted to an overseas
address) by airmail at their respective addresses on the Register. Any such notice shall be deemed to have been
given on the fourth day after the date of mailing. In respect to Notes that are listed on the main segment of the
SWX Swiss Exchange, as long as the Notes remain listed, notices to Noteholders will be published in accordance
with the rules of the SWX Swiss Exchange by means of electronic publication on the internet website of the SWX
Swiss Exchange (www.swx.com) and in a daily newspaper of general circulation in Europe (which is expected to be
the financial Times) or, if such publication is not practicable, in a leading English language daily newspaper having
general circulation in Europe.

15. Governing Law and Jurisdiction
(a)  Governing law
The Trust Deed and the Notes are governed by, and shall be construed in accordance with, English law.

(b)  Jurisdiction

The Issuer has in the Trust Deed (i) submitted irrevocably to the non-exclusive jurisdiction of the courts of
England for the purposes of hearing any determination and suit, action or proceedings or settling any
disputes arising out of or in connection with the Trust Deed or the Notes; (i) waived any objection which it
might have to such courts being nominated as the forum to hear and determine any such suit, action or
proceedings or to settle any such disputes and agreed not to claim that any such court is not a convenient or
appropriate forum; (iii) designated a person in England to accept service of any process on its behalf; and
(iv) consented to the enforcement of any judgment.
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Summary of Provisions Relating to the Notes in Global Form

The Notes will be represented by a Global Note Certificate which will be registered in the name of BT Globenet
Nominees Limited as nominee for, and deposited with, a common depositary for Euroclear and Clearstream,
Luxembourg.

The Global Note Certificate will become exchangeable in whole but not in part (free of charge to the holder) for
Individual Note Certificates if (a) Euroclear or Clearstream, Luxembourg is closed for business for a continuous
period of 14 days (other than by reason of legal holidays) or announces an intention permanently to cease
business or (b) if the Bank would suffer a material disadvantage in respect of the Notes as a result of a change in
laws or regulations (taxation or otherwise) which would not be suffered were the Notes in the form of Individual
Note Certificates. Noteholders themselves do not have the right to require the exchange of the Global Note
Certificate for Individual Note Certificates in definitive form. The Swiss Paying Agent alone has the right to require
the exchange of the Global Note Certificate for Individual Note Certificates and to require the printing and
delivery of such Individual Note Certificates.

Whenever the Global Note Certificate is to be exchanged for Individual Note Certificates, such Individual Note
Certificates will be issued in an aggregate principal amount equal to the principal amount of the Global Note
Certificate following delivery, by or on behalf of the registered holder of the Global Note Certificate, Euroclear
and/or Clearstream, Luxembourg, to the Registrar of such information as required to complete and deliver such
Individual Note Certificates (including, but without limitation to, the names and addresses of the persons in
whose names the Individual Note Certificates are to be registered and the principal amount of each such person’s
holding) against the surrender of the Global Note Certificate at the Specified Office of the Registrar or the
Transfer Agent. Such exchange will be effected in accordance with the provisions of the Agency Agreement, the
Trust Deed and the Global Note Certificate and notice thereof will be given to Noteholders in accordance with
Condition 14.

In addition, the Global Note Certificate will contain a provision which modifies the Terms and Conditions of the
Notes as they apply to the Notes evidenced by the Global Note Certificate. The following is a summary of this
provision:

Notices: Notwithstanding Condition 14, so long as the Global Note Certificate is held by or on behalf of Euroclear,
Clearstream, Luxembourg or any other clearing system (an "'Alternative Clearing System"’), notices to
Noteholders represented by the Global Note Certificate may be given by delivery of the relevant notice to
Euroclear, Clearstream, Luxembourg or (as the case may be) such Alternative Clearing System, provided,
however, that as long as the Notes are listed on the main segment of the SWX Swiss Exchange and its rules so
require, notices will also be published by means of electronic publication on the internet website of the SWX Swiss
Exchange (www.swx.com) and in a leading newspaper having general circulation in Europe (which is expected to
be the Financial Times).
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Tax Considerations

Prospective purchasers of the Notes are advised to consult their own tax advisers as to the consequences under
the tax laws of the country of which they are residents of a purchase of Notes, including, but not limited to, the
consequences of receipt of interest and sale or redemption of the Notes. The following is a general description of
certain tax laws relating to the Notes and the Loan as in effect on the date hereof and does not purport to be a
comprehensive discussion of the tax treatment of the Notes.

The Russian Federation
General

The following is a summary of certain Russian tax considerations relevant to purchase, ownership and disposition
of the Notes and considerations relating to taxation of payments of interest on the Loan. The summary is based
on the laws of the Russian Federation in effect on the date of this Prospectus. The summary does not seek to
address the applicability of, and procedures in relation to, taxes levied by regions, municipalities or other non-
federal authorities of the Russian Federation. Nor does the summary seek to address the availability of double tax
treaty relief, and it should be noted that there may be practical difficulties involved in claiming double tax treaty
relief. Prospective investors should consult their own advisers regarding the tax consequences of investing in the
Notes. No representation with respect to Russian tax consequences to any particular holder is made hereby.

Many aspects of Russian tax law are subject to significant uncertainty. Further, the substantive provisions of
Russian tax law applicable to financial instruments may be subject to more rapid and unpredictable change and
inconsistency than in jurisdictions with more developed capital markets and more developed taxation systems. In
particular, the interpretation and application of such provisions may, in practice, rest substantially with local tax
inspectorates.

For the purposes of this summary, a “'non-resident holder” means an individual actually present in Russia for an
aggregate period of less than 183 days in a given calendar year (excluding days of arrival into Russia but including
days of departure from Russia) who holds the Notes, or a legal entity or organisation in each case not organised
under Russian law and not operating through a permanent establishment in Russia that holds and disposes of the
Notes.

The Russian tax treatment of interest payments made by the City to the Issuer under the Credit Facility Agreement
may affect the holders of the Notes. See our comments below regarding the taxation of interest on the Loan.

Non-Resident Holders

Anon-resident Noteholder of a Note should not be subject to any Russian taxes on receipt from the Issuer of
amounts payable in respect of principal or interest on the Notes, subject to what is stated in ' Taxation of Interest
on the Loan"" below.

A non-resident Noteholder generally should not be subject to any Russian taxes in respect of gain or other income
realised on the redemption, sale or other disposal of the Notes outside Russia, provided that the proceeds of such
sale, redemption, or other disposal of the Notes are not received from a source within Russia.

In the event that proceeds from a sale, redemption or disposal of Notes are received from a source within Russia, a
non-resident holder that is a legal entity or organisation should not be subject to Russian tax in respect of such
proceeds, provided that no portion thereof is attributable to accrued interest. Any portion of such sales proceeds
attributable to accrued interest may be subject to the Russian 20% withholding income tax, even if the disposal
itself results in a capital loss. This withholding tax, however, may be reduced or eliminated where double tax
treaty relief is available.

If proceeds from a disposal of the Notes are received from a Russian source, a non-resident Noteholder who is an
individual will generally be taxable in Russia at a 30% rate, subject to any available double tax treaty relief, in
respect of gross proceeds from such disposal less any available qualifying cost deduction, and in respect of
accrued interest income. According to Russian tax legislation, taxation of income for individuals non-resident in
Russia for tax purposes will depend on whether this income is received from Russian or non-Russian sources. The
Russian tax law gives no clear indication regarding the treatment of sale of the Notes in this respect. However, the
practical approach is to consider the place of sale for these purposes: proceeds from sale of the Notes outside
Russia by Noteholders (individuals) non-resident in Russia for tax purposes should not be considered as Russian
source income. As the Russian tax legislation does not provide a definition for 'sale in Russia’, the Russian tax
authorities have a certain degree of discretion with regard to assessment of whether transactions take place in or
outside of Russia. In certain circumstances, if the disposal proceeds are payable by a Russian legal entity,
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individual entrepreneur or a Russian permanent establishment of a foreign organisation, the payer may be
required to withhold this tax or the non-resident individual may be liable to file a tax return and to pay the taxin
Russia. In such a situation, there is a risk that the taxable base may be affected by changes in the exchange rates
between the currency of acquisition of the Notes, the currency of sale of the Notes and Roubles. Non-resident
holders who are individuals should consult their own tax advisers with respect to the tax consequences of the
receipt of proceeds from a source within Russia in respect of a disposition of the Notes.

Where proceeds from the disposition of the Notes are received from a Russian source, in order for the non-
resident holder, whether an individual, legal entity or organization, to enjoy the benefits of an applicable double
tax treaty, documentary evidence is required prior to payment being made to confirm the applicability of the
double tax treaty for which benefits are claimed. Non-resident Noteholders should consult their own tax advisers
with respect to this matter.

Refund of Tax Withheld

For a non-resident Noteholder which is not an individual and for which double tax treaty relief is available, if
Russian withholding tax on income has been withheld at the source of payment, a refund of such tax is possible
within three years from the end of the tax period in which the tax was withheld. In order to obtain the refund,
documentation confirming entitlement of the non-resident recipient of the income to the double tax treaty relief
is required.

For a non-resident Noteholder who is an individual and to whom double tax treaty relief is available, if Russian
withholding tax on income was withheld by the source of payment, a refund of such tax may be filed within one
year after the end of the year in which the tax was withheld.

The Russian tax authorities may, in practice, request a wide variety of documentation confirming the entitlement
to benefits under a double tax treaty. Such documentation may not be explicitly required to be provided by the
Russian tax legislation.

Obtaining a refund of Russian tax withheld is likely to be a time consuming process and involve considerable
practicable difficulties.

Taxation of Interest on the Loan

In general, payments of interest on borrowed funds by a Russian entity to a non-resident legal entity are subject to
Russian withholding income tax at a 20% rate. This tax may be reduced or eliminated where double tax treaty
relief is available. Based on the professional advice it has received, the City believes that payments of the Loan
interest made by the City to the Issuer should not be subject to withholding Russian tax under the terms of the
double taxation treaty between Russia and the Federal Republic of Germany, provided the Russian tax
documentation requirements (annual advance confirmation of the Issuer’s tax treaty residency) are satisfied.
However, there can be no assurance that such double tax treaty relief will be available or will continue to be
available throughout the term of the Loan. In addition, the City cannot assure prospective investors that they will
be able to access the treaty relief from the Russian withholding tax upon the enforcement of the security. If, as a
result of the enforcement by the Trustee of the security granted to it by the Issuer by way of security interest in the
Trust Deed, interest under the Loan becomes payable to the Trustee, the benefit of the double tax treaty between
Russia and Germany may cease and payment of interest may be subject to Russian withholding tax at a rate of
20%. (or, potentially, 30% in respect of non-resident individual Noteholders).

If the payments under the Credit Facility Agreement are subject to any withholding taxes for any reason (as a
result of which the Issuer would reduce payments under the Notes in the amount of such withholding taxes), the
City is obliged to increase payments as may be necessary so that the Issuer receives the net amount equal to the
fullamount it would have received in the absence of such withholding. It should be noted, however, that tax
gross-up provisions in contracts may not be enforceable under the Russian tax law. In the event that the City fails
toincrease the payments, such failure would constitute an Event of Default under the Credit Facility Agreement. If
the City is obliged to increase payments, it may prepay the Loan in full. In such case, all outstanding Notes would
be redeemable at par with accrued interest. The accrued interest portion will be taxable in Russia in the same
manner as discussed in the previous paragraph.

Default Interest arising on the amounts unpaid under the Loan when due may be qualified as penalties for failure
to fulfil the Loan obligations in timely manner for the Treaty purposes. Despite clarifications to the contrary by the
Russian fiscal authorities, these penalties may be treated as ineligible for protection from the Russian withholding
tax under the Treaty based on an interpretation of the wording of the relevant Treaty provisions, as the
clarifications are relatively outdated and limited in scope to specific situations and addressees. As a result, the
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Default Interest may be subject to the Russian withholding tax at a rate of 20% (or, potentially, 30% in respect of
non-resident individual Noteholders).

Russian VAT is not applied to provision of a loan in monetary form as long as this loan is not connected with
settlements for goods, services or works. Therefore, no VAT will be payable in Russia on any payment of interest
or principal in respect of the Loan.

The Federal Republic of Germany
General

The following is a general discussion of certain German income tax consequences of the acquisition, ownership
and disposition of the Notes to original purchasers of the Notes. This summary is based on the laws currently in
force and as applied in practice on the date of this offering circular, which might be subject to change, possibly
with retroactive effect.

The information provided below does not purport to be a complete, exhaustive or final summary of the tax law
and practice currently applicable in the Federal Republic of Germany. Prospective purchasers of the Notes are
advised to consult their own tax advisors as to the German or other tax consequences of the purchase, ownership
and disposition of the Notes in light of their particular circumstances, including the effect of any state, local or
other national laws.

Resident Holders

Noteholders whose residence, customary place of abode or, in case the Noteholder is a corporation, seat or place
of management isin Germany (resident holders) are subject to an unlimited tax liability in Germany. According to
sec. 8 para 2 Corporate Income Tax Code all income of a corporation is treated as business income and thus is
generally subject to corporate income tax (plus solidarity surcharge) and trade income tax (including any interest
income received from the Notes and any capital gain generated through a sale or redemption of the Notes).
Interest income (including "*Accrued Interest’’ (Stiickzinsen) stemming from a sale or a redemption of the Notes)
earned by resident holders from the Notes is taxable as income from capital investment pursuant to section 20 of
the German Income Tax Act (Einkommensteuergesetz — EStG).

The interest income from the Notes is, in principle, subject to German Income Tax (Einkommensteuer) or German
Corporate Income Tax (Kérperschaftsteuer), both plus solidarity surcharge thereon (Solidaritatszuschlag).
Additionally, trade tax (Gewerbesteuer) will become due if the Notes are held by a trade business (including
partnerships which run or are deemed to run a trade business) or corporations located in Germany. In case the
Notes are held as business assets, however, the interest income is taxable as business income according to section
20 para. 3 and 15 para. 1 EStG.

If (i) the Notes are held in custodial account by a German credit institution or financial services institution
("'Disbursing Agent'’) and such Disbursing Agent pays or credits the interest payments, or (ii) if the Issuer in its
capacity of Paying Agent/Disbursing Agent of the Notes pays or credits the interest payments, interest payments
and accrued interest in respect of the Notes are subject to a 30% withholding tax (Zinsabschlagsteuer) and a 5.5%
solidarity surcharge thereon. As a result, such payments are subject to a total withholding tax charge of 31.65%.

If interest is paid by a Disbursing Agent upon physical presentation of the Notes or coupons, if any (so-called
"‘over-the-counter” ("OTC") transaction), the withholding tax rate is 35% plus 5.5% solidarity surcharge thereon,
leading to an aggregate tax burden of 36.93%. The withholding tax and solidarity surcharge withheld from such
payments is credited as prepayment against the personal income tax or corporate income tax bill (including the
respective solidarity surcharge) of the Noteholder.

Individuals are entitled to a tax-free allowance for investment income not resulting from business assets
according to section 20 para. 4 EStG unless their overall investment income exceeds certain thresholds. However,
these allowances only apply to investment income not resulting from business assets. For commercial corporate
taxpayers income from the interest on the Notes does not qualify as investment income but as business income;
thus the allowances for investment income are not granted.

In case Notes do not qualify as business assets, capital gains, if any, realised in respect of the Notes are not subject
to income tax unless the Notes are sold within one year of acquisition or issuance. Capital gains realised in respect
of Notes held as business assets are, however, subject to income or corporate income tax (plus solidarity
surcharge thereon) and trade tax. The capital gain on any disposal of the Notes is, in principle, calculated as the
difference between the disposal price of the relevant Note and its acquisition cost.

If the Notes should be classified as financial innovations (Finanzinnovationen) within the meaning of the German
Income Tax Act (which term includes, inter alia, discount notes, zero-coupon notes and floating rate notes), the
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yield attributable to the period over which the Noteholder has held such Notes, usually based upon issue yield
(Emissionsrendiite) which is viewed as being the promised yield/return on investment, if a bond is held from
issuance to termination, will be subject to income tax (plus solidarity surcharge thereon) as deemed interest
income (Deemed Interest). Alternatively, the difference between the proceeds from a sale or redemption (less
accrued interest) and the purchase price or issue price of the Notes (Marktrendite) will be subject to income tax
(plus solidarity surcharge thereon) as deemed interest income (Deemed Interest). In addition, where the Notes are
held in custodial account by a Disbursing Agent an amount equal to the difference between issue or purchase
price and the redemption amount or sales proceeds will be subject to withholding tax (plus solidarity surcharge
thereon, i.e. 31.65%. respectively 36.93%. in aggregate as described above) if the Notes have been held in
custodial account by such Disbursing Agent since the time of acquisition or issuance, respectively. Otherwise
withholding tax and solidarity surcharge will apply at the rate described above calculated on a lump-sum basis of
30% of the proceeds received for partial or final redemption or sale of the Notes.

Non-Resident Holders

Noteholders whose residency and customary place of abode, in case the Noteholder is a corporation whose seat
and place of management is outside Germany (i.e. Non-resident Holders), are subject to a limited tax liability in
Germany with income deriving from German sources as defined in the German Income Tax Act. In particular
income earned through a German “’Permanent Establishment’’ (which term shall include a fixed place of
business in Germany or a German permanent representative) has to be considered as income from German
sources. The same applies to income earned through a direct investment of non-resident holders in a German
partnership, which carries out a trade business in Germany. If a Noteholder is subject to limited tax liability,
interest income from the Notes is either subject to German income tax or (in case the Noteholder is established as
a corporation) German corporate income tax, both plus solidarity surcharge thereon. Additionally, German trade
income tax only becomes due, if there is a permanent establishment in Germany. Otherwise, non-residents are
not subject to trade income tax.

Interest payments earned by non-resident holders are exempt from German withholding tax (and solidarity
surcharge thereon). An exemption applies, inter alia, if either the Notes form part of a German Permanent
Establishment or a Partnership or the interest payments, including Accrued Interest and Deemed Interest, are
effected upon an OTC transaction.

Capital gains realised by non-resident holders from a sale or other disposal or redemption of Notes that are not

held as business assets of a Permanent Establishment in Germany are generally not subject to tax in Germany.

Other Taxes

No stamp, issue, registration, or similar taxes or duties will be payable in Germany in connection with the
issuance, delivery or execution of the Notes.
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Subscription and Sale

Citigroup Global Markets Limited, Deutsche Bank AG, London Branch, Dresdner Bank AG, J.P. Morgan Securities
Ltd., Bank of Austria Creditanstaldt AG and UBS Limited (together, the "“Managers’’) have, in a subscription
agreement dated 18 October 2006 (the 'Subscription Agreement’’) and made between the Bank, the City and
the Managers upon the terms and subject to the conditions contained therein, jointly and severally agreed to
subscribe and pay for the Notes at their issue price of 100% of their principal amount. The Managers are entitled
to commissions pursuant to the Subscription Agreement. The Managers are entitled in certain circumstances to
be released and discharged from their obligations under the Subscription Agreement prior to the closing of the
issue of the Notes.

United States of America

The Notes and the Loan have not been and will not be registered under the Securities Act and may not be offered

or sold within the United States or to, or for the account or benefit of, U.S. persons except in certain transactions

exempt from the registration requirements of the Securities Act. Terms used in this paragraph have the meanings
given to them by Regulation S.

Each Manager has represented, warranted and undertaken that, except as permitted by the Subscription
Agreement, it will not offer, sell or deliver the Notes (a) as part of their distribution at any time or (b) otherwise,
until 40 days after the later of the commencement of the offering and the issue date of the Notes, within the
United States or to, or for the account or benefit of, U.S. persons, and that it will have sent to each dealer to which
it sells Notes during the distribution compliance period a confirmation or other notice setting forth the restrictions
on offers and sales of the Notes within the United States or to, or for the account or benefit of, U.S. persons.

In addition, until 40 days after commencement of the offering, an offer or sale of Notes within the United States
by a dealer (whether or not participating in the offering) may violate the registration requirements of the
Securities Act.

United Kingdom
Each Manager has represented, warranted and agreed that:

1. Financial promotion

It has only communicated or caused to be communicated and will only communicate or cause to be
communicated any invitation or inducement to engage in investment activity (within the meaning of section
21 of the Financial Services and Markets Act 2000 (""FSMA'’) received by it in connection with the issue or
sale of any Notes in circumstances in which section 21(1) of the FSMA does not apply to the Bank; and

2. General compliance

It has complied and will comply with all applicable provisions of the FSMA with respect to anything done by
itin relation to the Notes in, from or otherwise involving the United Kingdom.

Russian Federation

Each Manager has represented, warranted and undertaken with the Bank, the City and each other Manager that
it has not offered or sold and will not offer or sell as part of its initial distribution or otherwise any Notes to or for
the benefit of any person (including legal entities) resident, incorporated, established or having their usual
residence in the Russian Federation or to any person located within the territory of the Russian Federation except
to the extent otherwise permitted under Russian law.

Since neither the issue of the Notes nor a Russian issue prospectus in respect of the Notes has been registered or is
intended to be registered with an appropriate Russian regulator, no person should at any time carry out any
activities in breach of the restrictions set out above.

Republic of Italy

The offering of the Notes has not been cleared by CONSOB (the Italian securities authority) pursuant to Italian
securities legislation and, accordingly, no Notes may be offered, sold or delivered, nor may copies of the
Prospectus or of any other document relating to the Notes, be distributed in the Republic of Italy, except (i) to
professional investors ("' operatori qualificati''), as defined in Article 31, second paragraph, of CONSOB
Regulation No. 11522 of 1 July 1998, as amended; and (ii) in circumstances which are exempted from the rules on
solicitation of investments pursuant to Article 100 of Legislative Decree No. 58 of 24 February 1998 (the
“Financial Services Act’’) and Article 33, first paragraph, of CONSOB Regulation No. 11971 of 14 May 1999, as
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amended. In any event, the Notes will not be offered or sold, either in the primary or in the secondary market, to
individuals in the Republic of Italy. Any offer, sale or delivery of the Notes or distribution of copies of this
Prospectus or any other document relating to the Notes in the Republic of Italy must be made:

(@)  byaninvestment firm, bank or financial intermediary permitted to conduct such activities in the Republic of
Italy in accordance with the Financial Services Act, the Consolidated Banking Act and the implementing
regulations;

(b)  in compliance with Article 129 of the Consolidated Banking Act and the implementing guidelines of the
Bank of Italy pursuant to which the issue or the offer of securities in the Republic of Italy may need to be
preceded and followed by an appropriate notice to be filed with the Bank of Italy depending, inter alia, on
the aggregate value of the securities issued or offered in the Republic of Italy and their characteristics; and

() inaccordance with any other Italian securities, tax and exchange control and other applicable laws and
regulations and any other applicable requirement or limitation which may be imposed by CONSOB or the
Bank of Italy.

General

Each Manager has undertaken that it has, to the best of its knowledge and belief, complied and will comply with
applicable laws and regulations in each jurisdiction in which it offers, sells or delivers Notes or distributes this
Prospectus (and any amendments thereof and supplements thereto) or any other offering or publicity material
relating to the Notes, the Bank or the Borrower.

The Borrower is a party to the Subscription Agreement and has given certain representations and warranties,
covenants and indemnities to the Managers and the Bank therein.

Application has been made for the Notes to be listed on the main segment of the SWX Swiss Exchange. No action
has been or will be taken in any jurisdiction by the Bank, the City or any Manager that would, or is intended to,
permit a public offering of the Notes, or possession or distribution of this Prospectus or any other offering
material, in any country or jurisdiction where action for that purpose is required. Persons into whose hands this
Prospectus comes are required by the City, the Bank and the Managers to comply with all applicable laws and
regulations in each country or jurisdiction in which they purchase, offer, sell or deliver Notes or have in their
possession, distribute or publish this Prospectus or any other offering material relating to the Notes, in all cases at
their own expense.
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10.

General Information

The Notes represented by the Global Note Certificate have been accepted for clearance through Euroclear
and Clearstream, Luxembourg with a Common Code of 027177255. The International Securities
Identification Number is XS0271772559. The Swiss Security Number is 2746638.

Copies (and English translations where the documents in question are not in English) of the following
documents may be inspected at and are available from the Specified Offices of Principal Paying Agent and
Transfer Agent during normal business hours on any week day (Saturdays, Sundays and public holidays
excepted) so long as any of the Notes are listed on the main segment of the SWX Swiss Exchange:

(@)  the Agency Agreement;

(b)  the Trust Deed, which includes the forms of the Global Note Certificate and the Individual Note
Certificates;

(o) copies (with an English translation) of the authorisations listed below; and
(d)  the Credit Facility Agreement.

The Loan and the City Agreements have been approved and authorised by the 2006 City Budget Law and
the Resolution of the Government of the City of Moscow No. 281-PP dated 2 May 2006 (as amended by
Resolution of the City Government No. 733-PP dated 26 September 2006).

The Issuer has obtained all necessary consents, approvals and authorisations in connection with the issue of
the Notes.

Save as disclosed in this Document, since 31 December 2005 there has been no material adverse change or
any development involving a prospective material adverse change in the sources and amounts of revenue of
the City or in the proposed expenditure of the City, each as set out in the Budget Accounts, that is material
in the context of the issue of the Notes. The 2006 City Budget provides for revenues and expenditures
planned for 2006. The 2006 City Budget was enacted prior to the commencement of the 2006 budget year.
See "' Presentation of Financial and Other Information’'. The final results of implementation of the 2006 City
Budget will be approved by the City by means of a special City law following the 2006 budget year.
Historically, the City’s planned revenues and expenditures have differed materially from the results of
implementation of a given City Budget. Accordingly, there can be no assurance that the results of
implementation of the 2006 City Budget will not differ materially from the information relating to the 2006
City Budget contained herein.

The City has obtained all necessary consents, approvals and authorisations in Russia in connection with the
Loan.

Save as disclosed herein, there are no lawsuits, litigation or other legal or administrative or arbitration
proceedings current or pending or, to the best of the knowledge and belief of the City, threatened before
any court, tribunal, arbitration panel or agency which might be material in the context of the offering of the
Notes.

Under current Russian federal law, state duty will be payable upon the initiation of any action or proceeding
(including any proceeding for enforcement) arising out of the Notes in any court of the Federation.

In accordance with Article 50 of the Listing Rules of the SWX Swiss Exchange, the Issuer has appointed
Homburger Rechtsanwalte as representative to lodge the listing application with the Admission Board of
the SWX Swiss Exchange.

Copies of this Prospectus and the documents listed in paragraph (2) above are available free of charge from
Deutsche Bank AG, Zurich Branch, Uraniastrasse 9, P.O. Box 7370, CH-8023 Zurich, Switzerland or any of
the other Paying Agents.
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The Russian Federation

The following information has been extracted from publicly available sources, including the CBR’s website at
www.cbr.ru, Goskomstat's Special reports and Goskomstat's website at www.gks.ru.

General

The Russian Federation, or Russia, is a sovereign and democratic federal republic, consisting of 88 sub-federal
political units with different statuses (republics, krais, oblasts, cities of federal importance, autonomous districts
and an autonomous oblast).

On 7 December 2003 a referendum was held in Permskaya Oblast and the Komi-Permyatskiy Autonomous District
concerning the formation of a new Subject by way of merger of these two Subjects. On the basis of this
referendum, the Federal Constitutional Law No. 1-FKZ was adopted on 25 March 2004. Under this law on

1 December 2005 a new Subject named Permskiy Krai (Perm Province) was formed and accordingly number of
Subjects decreased from 89 to 88. On 17 April 2005 a new referendum was held in Krasnoyarskiy Krai, Taimyr
Autonomous District and Evenki Autonomous District in respect of formation of another new Subject of the
Russian Federation. Subsequently the Federal Constitutional Law No. 6-FKZ was signed by President of Russia on
14 October 2005. With effect from 1 January 2007 a new Subject of the Russian Federation will be formed under
name of Krasnoyarskiy Krai that will comprise the territories of all three previously existing Subjects. Two other
currently existing subjects Kamchatka Province and Koryak Autonomous District will also merge with effect from
1 January 2007 which under the Federal Law No. 2-FKZ dated 12 July 2006 will result in a set up of a new subject
Kamchatskiy Krai. Accordingly, on this date number of Subjects of the Russian Federation will decrease to 85.

The Russian Federation is the largest state to emerge from the former Soviet Union, covering an area of
approximately 17.1 million square kilometres. Russia covers one-tenth of the world’s land surface, making it the
largest country in the world, almost twice the size of the United States of America.

Of the population of approximately 143.8 million, approximately 82%, is ethnic Russian and a high percentage
(approximately 73%) lives in cities and towns. The two largest cities are Moscow, with approximately 10.1 million
inhabitants, and St. Petersburg, with approximately 4.7 million inhabitants.

Russia is a leading world producer of natural resources. The oil and gas industry plays an important role in the
domestic economy. There are also substantial mineral deposits including iron, nickel, copper, diamonds and gold,
as well as timber.

International Relations

Russia is a member of the United Nations (and a permanent member of the Security Council), the International
Monetary Fund, the World Bank, the International Finance Corporation and the European Bank for
Reconstruction and Development.

11

Russia succeeded to the former Soviet Union’s "‘observer status’’ in relation to the General Agreement on Tariffs
and Trade (currently, the World Trade Organisation). This status was granted in May 1990. In June 1993, Russia
officially announced its intention to join the General Agreement on Tariffs and Trade. Discussions regarding
Russia’s admission to the World Trade Organisation started in 1995 and are still ongoing.

Political Structure and Recent Political Developments
Federal Structure

In 1990, Russia declared its sovereignty (though not its independence from the Soviet Union). In December 1991
Russia, Belarus and Ukraine joined together to dissolve the Soviet Union and form the Commonwealth of
Independent States (the “*CIS""). The CIS was subsequently joined by another nine former Soviet republics.
Members of the CIS have entered into a series of political and economic agreements among themselves.

The Federation Treaty of 31 March 1992, signed by the majority of the Subjects, initially gave to each Subject a
measure of independent control over budgetary and external policy as well as over the natural resources of their
territories. The Constitution of the Russian Federation and individual treaties between the Federation and some of
the Subjects subsequently confirmed and refined the terms of the division of authority between the Federation
and its Subjects. See ""Risk Factors- Risk Factors Relating to Russia’".

In general, disputes between the federal authorities and Subjects have been resolved peacefully through a
political process. The military confrontation in Chechnya has been the exception. From 1994 to 1996 and since
1999, Russian military forces have been engaged in operations in Chechnya, bringing normal economic activity
within Chechnya to a halt and disrupting the economy of the neighbouring region. In addition, groups associated
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with the Chechen separatists have committed various acts of terrorism in population centres in Russia, resulting in
significant loss of life, injury and damage to property.

With effect from 15 December 2004 amendments to the applicable legislation prescribe that the heads of the
executive authorities in the Subjects (governors, mayors, etc.) should be elected by the legislatures of the
respective Subjects from a list of candidates nominated by the President of the Federation (instead of by direct
election by the population of the respective Subjects without the participation of federal authorities in the
nomination process that had been in place before enactment of amendments to the applicable legislation on
15 December 2004).

Constitution

The Constitution provides for a tripartite governmental structure in which the power of the State is divided
between the executive, legislative and judicial branches, each independent of the others. The Constitution also
establishes a federal system, allocating responsibilities between federal and sub-federal authorities and setting
out the principles of local government.

Executive, Legislative and Judicial Branches
The Executive branch consists of the President and the Government of Russia.

The President of Russia has broad powers. The President is Head of State and Supreme Commander of the Armed
Forces, with authority to declare states of military emergency and other states of emergency, subject to approval
by the Council of Federation. He also has responsibility for foreign policy and national defence. The President has
the power to issue decrees and orders having the force of law (although these may not contradict the
Constitution or federal legislation), to suspend acts of sub-federal executive authorities and to call a national
referendum on matters of special importance. The President also has the power to veto bills passed by the Federal
Assembly and, under certain circumstances, to dissolve the State Duma. The President also enjoys significant
powers of appointment, including the power to appoint the Prime Minister (with the consent of the State Duma)
and other members of the Government (who are nominated by the Prime Minister). The President may also
dismiss deputy prime ministers and federal ministers at any time. In addition, the President nominates candidates
for Chairman of the CBR (for appointment by the State Duma) and the Prosecutor General (for appointment by
the Council of Federation) and also nominates judges for the Constitutional Court, the Supreme Court and the
Highest Arbitration Court (for appointment by the Council of Federation).

The President is elected in a national election for a term of four years. The Constitution provides for the early
termination of the President’s term of office in the event of his death, resignation orimpeachment, or if he is
persistently unable to exercise his powers for reasons of ill-health, in which case the Prime Minister fulfils the
responsibilities of the President until a new President is elected. New presidential elections must be held within
three months of any such early termination.

The Government of Russia comprises the Prime Minister, deputy prime ministers and federal ministers, all of
whom are appointed by the President as described above. The Government is automatically dissolved after each
presidential election in order to permit the President to form a new Government. The Government is responsible
forimplementing federal laws, presidential decrees and international agreements. In particular, the Government
is responsible for preparing and implementing the federal budget, stablising a unified financial, credit and
monetary policy, carrying out social policy, preserving public order and defending the rights and freedoms of
citizens.

The Legislative branch is the Federal Assembly, which consists of a lower chamber, the State Duma, and an upper
chamber, the Council of Federation.

The State Duma consists of 450 members, all the members of which will be elected through system of
proportional representation from 7 December 2006 (the date on which a new Law on Elections to the State Duma
will be in force). During the subsequent elections to the State Duma a sole federal election district will be formed
and only registered political parties will be allowed to participate. Under the new law only parties receiving more
than 7%, of the votes qualify for seats in the State Duma. The State Duma sits for four years and no person may
simultaneously serve as a State Duma member and hold a position in the Government.

The Council of Federation currently represents Russia’s 88 Subjects. Each Subject has two representatives on the
Council of Federation, one representing its legislative body and the other representing its executive branch.

The judicial branch is represented by the Constitutional Court, the Supreme Court and the High Arbitration Court
as well as lower courts of general jurisdiction and arbitration courts.
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Political Parties and Elections

The early resignation of President Yeltsin on 31 December 1999 brought the elections scheduled for the summer
of 2000 forward to March 2000. At the time of Yeltsin's resignation, Vladimir Putin was the Prime Minister and,
therefore, was elevated to the post of acting President.

Presidential elections were then held on 26 March 2000. Putin was successful in the first round of voting for the
Presidential elections held in March 2000 and secured over 52%, of the votes cast with a turnout of 68.74%,
(more than 50%, of the votes cast is required in order to be elected). His nearest challenger was the Communist
Party candidate Gennady Zyuganov, who received almost 30%, of votes.

The Government formed by President Putin during his first Presidential term was appointed between May and July
2000 and was headed by Mikhail Kasyanov until 24 February 2004. It embarked on a course of significant reforms
comparable to those in early 1992 aimed at strengthening the unity of the State and tightening federal control
over the Subjects.

On 24 February 2004 President Putin dismissed the Government headed by Mikhail Kasyanov. Further, President
Putin nominated Mikhail Fradkov as a candidate for the post of the Prime Minister. The State Duma approved this
candidate on 5 March 2004 and pursuant to the Presidential Decree dated 5 March 2004 Mikhail Fradkov was
appointed the Prime Minister.

On 14 March 2004 the most recent Presidential elections were held. Vladimir Putin was again successful in the
first round of voting and secured over 71.3%, of the votes cast with a turnout of 64.32%. His nearest challenger
was the Communist candidate Nikolay Kharitonov, who received some 13.7%, of votes. President Putin took the
presidential post for his second (and under Federal Constitution the last) term ending in 2008.

Pursuant to the Federal Constitutional Law on the Government of the Russian Federation No. 2-FKZ dated

17 December 1997 (as amended as of 19 June 2004 ), the Government was required to resign on 7 May 2004
when the newly elected President took his office. After their resignation the Prime Minister and the Government
were re-appointed in accordance with the aforementioned procedure.

As part of the administrative reform, Presidential Decree on the System and Structure of the Federal Executive
Bodies No. 314 dated 9 March 2004 (as amended by subsequent Presidential Decree on 20 May 2004 with
amendments thereto) introduced a restructuring of the federal executive authorities. At the moment it consists of
16 ministries, 35 services and 34 agencies (compared to 23 ministries, 7 state committees, 2 federal commissions,
11 federal services, 7 Russian agencies, 2 federal inspections and 6 other federal executive bodies that existed
previously). Whereas previously the ministries performed both regulatory and supervisory functions, the new
ministries will act as regulatory bodies only, while various services will perform supervisory functions and various
agencies will manage the state property, provide “'state services' of significant social value and perform law
enforcement functions save for supervisory functions. It is expected that the new governmental structure will
increase the efficiency of executive power and facilitate administrative reform in Russia.

In May 2000, President Putin reformed the structure of Presidential representatives in the regions. The Subjects
were divided into seven "federal areas’” and authorised representatives with broad powers were appointed by the
President to each federal area. Under such system the City of Moscow belongs to the Central Federal Area. The
rights of the authorised representatives of the President include the right to participate in all activities of
representative bodies of the Subjects, to control the implementation of Presidential decrees and orders and
federal economic programmes, and to control the use of federal property and federal funds by the Subjects. The
authorised representatives of the President in the Subjects are financed by the Administration of the President.

Russian parliamentary (State Duma) elections were held on 7 December 2003. The official results of these
elections were announced on 19 December 2003. The United Russia Party won substantially more votes than any
other party. It is widely believed from the results of these elections that parties and individual deputies seen as
loyal to Vladimir Putin will control more than 50%, of the Duma and support his economic policies. However there
can be no assurance that such parties and individual deputies which are formally not supported by or support
Vladimir Putin, will promote his economic policies.

Historically the legislatures and heads of the executive authorities in each of the Subjects were elected by the
population of the respective Subjects without the participation of federal authorities in the nomination process.
However, on 13 September 2004 the President of the Federation announced a proposed reform of the sub-
federal election system which may have the effect of reducing the autonomy of the Subjects. Subsequently the
amendments to the applicable legislation were enacted on 15 December 2004. Under this reform today’s heads
of the executive authorities in the Subjects are elected by the legislatures of the respective Subjects from a list of
candidates nominated by the President of the Federation.
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Economic Conditions and Recent Economic Developments

Following the dissolution of the Soviet Union, particularly during 1991 and 1992, Russia experienced an economic
crisis, evidenced by a decline in industrial production and GDP, significant price increases, a decline in the average
standard of living and an increase in foreign debt. In response, the Government instituted a series of measures
designed to achieve financial stabilisation and price liberalisation and to create an impetus for a transition to a
market economy. The Government has freed most wholesale and retail prices, reduced defence allocations, cut
state subsidies, introduced a substantial value-added tax, removed most non-tariff restrictions on foreign trade
and launched a broad privatisation effort.

Russia’s financial stabilisation programme came under severe pressure in the second half of 1997 and the first
half of 1998, when the repercussions of the Asian currency and financial crises and sharp falls in world prices for
oil and other commodities adversely affected the Government’s ability to continue to finance its budget deficits
and to maintain the value of the rouble against the U.S. dollar. On 17 August 1998, the Government and the CBR
announced a three-part programme intended to address these pressures. First, the rouble trading corridor was
revised from 5.25-7.15 roubles for one U.S. dollar to 6.00-9.5 roubles for one U.S. dollar. This corridor was
subsequently abandoned. Second, domestic GKO/OFZ bonds issued prior to 17 August 1998 and maturing
before 31 December 1999 were to be restructured into new longer-term instruments and trading of these
instruments was suspended pending the restructuring. Finally, for a period of 90 days Russian private sector
residents were restricted from conducting certain foreign currency operations of a capital nature, including
payments of foreign currency under forward contracts and repurchase agreements and principal payments on
long-term credits.

The events of 17 August led to:

° a severe devaluation of the rouble;

° asharp increase in the rate of inflation;

° the near collapse of the country’s banking system;

° significant defaults by Russian public and private borrowers on their foreign currency obligations;

° dramatic declines in the prices of Russian debt and equity securities (including Russian eurobonds); and
° an inability of Russian borrowers to raise funds internationally.

The situation stabilised rapidly, however, and 1999-2003 witnessed several positive developments. These
included:

° a slow-down in the depreciation, and then a stabilisation, in the value of the rouble against the U.S.dollar
(and appreciation of the value of the rouble against the U.S. dollar in real, and most recently in nominal,
terms);

° a decline in consumer price inflation;
° an increase in real industrial output, resulting in part from the devaluation of the rouble;

° an improved balance of trade, resulting in part from the devaluation of the rouble and a significant increase

in oil prices;
° improved tax collection, resulting in a significant primary fiscal surplus;
° increasing prices for Russian debt and equity securities;

° a decrease in the share of barter transactions, both in inter-enterprise transactions and in the execution of
regional budgets; and

° the restructuring of a significant portion of Russia’s rouble-denominated domestic indebtedness and the
reduction and restructuring of its London Club indebtedness.

President Putin’s Government has announced plans for substantial economic reforms (including tax reform,
pension reform, administrative reform, and housing and utilities reform) and has begun the process of
implementing some of those reforms.

Privatisation

Russia commenced its privatisation programme in early 1992. About 15,000 medium and large-scale enterprises
employing more than 70%, of the industrial workforce had been privatised through the mass voucher
privatisation programme by mid-1994. In a relatively short period of time, the companies in which the
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Government had had less than a majority equity interest came to represent over 50%, of both GDP and
employment.

The first stage of the Russian privatisation process, the so-called voucher privatisation, was completed in the
summer of 1994. The second (post-voucher) phase of the privatisation process started in late July 1994,
consisting of cash sales to domestic and foreign strategic investors with the primary objective of transferring
control over the privatised companies to private management and ownership. The transfer of assets from state to
private control continued in 1995 through a loans-for-shares programme, cash auctions and investment tenders.

In late 2000, the State Duma halted privatisation of the largest Russian companies until a new privatisation law
was passed. On 21 December 2001, the new Federal Law on Privatisation of State and Municipal Property

No. 178-FZ was passed and entered into force on 26 April 2002. This law introduces, inter alia, methods of state
property privatisation.

The August 1998 financial crisis resulted in the suspension of several planned privatisation tenders.

The Government has announced its intention to return to some of its privatisation plans. In August 2003, the
Government issued a plan for the privatisation of federal property in 2004 and guidelines for the privatisation of
federal property up to 2006. A new plan for the privatisation of federal property in 2006 and guidelines for the
privatisation of federal property in 2006-2008 were introduced in August 2005.

Combating Money Laundering

In order to build up an effective domestic system for combating money laundering, on 7 August 2001 Russia
adopted the Federal Law on Combating of the Legalisation of lllegal Earnings (Money Laundering) No. 115-FZ and
subsequently passed certain legislation to implement this law. As a result of the implementation of recent reform
to its anti money laundering system, in October 2002 Russia was removed from the "'black list"" of non-
cooperative countries and territories in the fight against money laundering maintained by the Financial Action
Task Force on Money Laundering.

In line with the development of the anti-money laundering system, the CBR introduced certain restrictions
relating to banks’ operations involving foreign entities and individuals registered (residing) in off-shore areas. The
CBR compiled a list of such off-shore areas. In particular, the CBR restrictions apply to establishment by Russian
banks of correspondent relationships with foreign banks registered in off-shore areas. Also, subject to certain
exceptions, Russian banks will be required to maintain specific reserve funds for the purposes of carrying out
operations with the residents of the off-shore areas. The amount of such reserve funds depends of the category
of the off-shore area in question and may reach up to 50% of the cost of operation.

Gross Domestic Product

The following table sets forth certain information regarding Russia’s nominal GDP for the years 1997 to 1st half of
2006.

2006
1997 1998 1999 2000 2001 2002 2003 2004 2005 (1st half)

Nominal GDP (RUR billions) 2,3425 2,629.6 48232 73056 8943.6 10,830.5 13,243.2 16.966.4 21,598.0 5,722.3

Consumer Price Index 111.0 184.4 136.5 120.2 118.6 1151 112.0 111.7 110.9 106.9

Total population
millions (start of period) 148.0 147.8 147.5 146.8 146.3 145.6 1449 1441 143.4 142.7

Employment

Employment has declined in Russia since reforms were initiated. The level of unemployment increased in 1998
due to the Russian financial crisis, and the labour market still remains relatively depressed. According to the GKS
estimate the total number of unemployed in November 2005 was 5.2 million as compared to 5.7 million in
November 2004, 5.6 million in November 2003, and 6.1 million in November 2002.

Source: GKS website, 18 August 2006
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Balance of Payments

The following table sets forth Russia’s consolidated balance of payments for the years 1997 to the first quarter of

2006, unless indicated otherwise.

Consolidated Balance of Payments

2006 (1st
1997 1998 1999 2000 2001 2002 2003 2004 quarter)
(US$ millions)

Current Account (80) 219 24,616 46,839 33,935 29,116 35,410 58,592 83,558 29,525
Trade balance 14,913 16,429 36,014 60,172 48,121 46,335 59,860 85,825 118,266 35,789
Non-factor services (5,945)  (4,083) (4,284) (6,665  (9,131) (9,886) (10,894) (13,443) (14,849) (2,714)
Current transfers (356) (337) 601 69 (817) (750) (385) (677)  (1,122) (207)
Capital account (797) (382) (328) 10,955 (9,356) (12,388) (993) (1,624) (12,764) 21
Reserve assets'" (1,936) 5305  (1,778) (16,0100 (8,212) (11,375 (26,365) (45,235) (61,461) (21,431)
Errors and omissions, net (9,236)  (9,817) (8,986) (9,729) (9,974) (6,501) (9,708)  (6,272) (11,664)  (1,930)

Source: CBR website, 18 August 2006.
Note:

(1) Adjustments of the reserve assets were introduced in order to reconcile the data in the payment balance and international investment
position of Russia formed in accordance with the IMF guidelines with the national official statistical data on international reserves. From
2001 adjustments of reserve assets are shown along with ““current accounts and deposits extended’” under the “other investment”’

category.

Certain data presented in this table differs from previously published data due to revisions made by the CBR.

Official International Reserves

The following tables set forth information with respect to official international reserves for the years 2000 to

2006.

Total gold and currency reserves
Currency reserves

Foreign currency

SDRs

Reserve position of IMF

Gold

Total international reserve assets
Foreign currency reserve assets
SDRs

Reserve position of IMF

Gold

Other reserve assets

Source: CBR website, 18 August 2006
Notes:

Official International Reserves

1 Januar 1 January 1 January 1 Januar 1 January
2000 2001 2002 2003@ 2004
12,456 27,972 36,622 47,793 76,938
8,457 24,264 32,542 44,054 73,175
8,455 24,263 32,538 44,051 73,172
1 1 3 1 1
1 1 1 2 2
3,998 3,708 4,080 3,739 3,763

Official International Reserve Assets
1 January 1 January 1 January 1 August
2004 2005 2006 2006

(US$ millions)

76,938 124,541 182,240 265,699
63,134 103,742 137,003 197,133
1 1 6 7
2 3 196 229
3,763 3,732 6,349 7,840
10,038 17,063 38,687 60,490

(1) From 1 September 1999 the amount of reserves excludes foreign currency balances in corresponding accounts of resident banks with the
CBR, except for the funds transferred to Vnesheconombank for the purposes of servicing state external debt.

(2)  From 1 August 2002, the amount of reserves excludes the amount of short-term obligations of the CBR which are nominated in foreign

currency.

Monetary policy

The decrease of the budget deficit between 1992 and 1997 with its elimination in 2001, and the increased access
of the Government to financing from sources other than the CBR, have reduced the pace of monetary expansion.
Prior to the 1998 financial crisis, slower monetary growth and increased exchange rate stability had helped the
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CBR to reduce inflation from over 2000%, in 1992 to 11%, in December 1997. In 1998, however, inflation rose
sharply again. After the crisis, the Government changed its policy towards the rouble and proclaimed a debt
moratorium and a mandatory restructuring of a significant share of domestic rouble debt. Consumer price
inflation was reduced to 10.9% in 2005.

The CBRintroduced a currency intervention band in July 1995. Another two "half-year’” currency bands followed
at the end of 1995 and in mid-1996. As confidence in the continuity of the exchange rate policy grew, the CBR
introduced a full-year band for 1997. In November 1997, exchange rate policy was adjusted further, to allow the
authorities more flexibility in accommodating shifts in short-term capital flows. The new (flat) trading band was
announced for the three years from 1998 to 2000. This was intended to help sustain the decline in inflation and
domesticinterest rates.

However, in 1998 the Government dropped the currency trading band and allowed the rouble to float freely. By
the end of 1999, the rouble had stabilised at around 25 roubles to the U.S. dollar. Since then, the CBR has
conducted a tight monetary policy through a system of barriers to limit the flow of currency out of Russia and
direct currency interventions helping to reduce inflation and stabilise the rouble. Today's trend regarding
currency control is cancellation of restrictions previously imposed by the CBR. In particular, in spring of 2006 the
CBR amended currency control acts and decreased the mandatory sale of currency revenues to 0% (with effect
from 7 May 2006), abolished the requirements to use so-called “special’’ — type bank account and “special’”’ —
type securities account (with effect from 1 July 2006) and cancelled some of mandatory reserving requirements to
place amounts in a non-interest bearing deposit with the CBR (with effect from 1 July 2006).

The rouble is fully convertible for transactions between Russian residents and non-residents. In June 1996, the
Russian Government committed itself to compliance with the obligations of Article VIIl of the IMF Charter.

External Debt

As at October 2005, the state external debt of Russia amounted to U.S.$ 86;8 billion (including indebtedness of
the former USSR accepted by Russia). A significant proportion of that debt (US$ 29.8 billion) is owed to the Paris
Club of sovereign creditors.

Source: Russian Ministry of Finance website

Social Conditions

The Russian standard of living declined with the beginning of economic reforms amid the country’s severe
economic problems. This decline has primarily affected the elderly and other segments of the population that are
dependent on Government benefits. While reported real wages dropped sharply as a result of price liberalisation,
Russian consumers have benefited from the wider range and improved quality of products available to them.
Today, imported and domestic consumer products are available, although many goods are often beyond the
means of most Russians and the market share of imported goods has been decreasing.

Legal Environment

Russian law has undergone radical changes in recent years. Whole bodies of law unknown in the Soviet era have
been adopted, covering a wide range of areas including corporate, securities, anti-trust, privatisation, property,
banking and bankruptcy law. The adoption of the first, second and third parts of the new Civil Code (on,
respectively, 30 November 1994, 26 January 1996 and 26 November 2001), the Law on the Securities Market No.
39-FZ dated 22 April 1996 and the Law on Joint Stock Companies No. 208-FZ dated 26 December 1995 are
further important steps in establishing a comprehensive legal framework. At the same time, confusion and
uncertainty continue to exist with respect to the state of law in Russia, not least because the pace of its
development often results in ambiguities and inconsistencies.

Much business-related legislation remains to be put in place. The absence of comprehensive business laws and
regulations presents particularly difficult problems for businesses operating in Russia.

Business-related legislation is also susceptible to revision in reaction to political influences and the pressure on the
Government to generate revenue or to conserve foreign currency. In addition, a significant amount of Russian
legislation has been adopted based on a more or less explicit understanding that it would serve as a general
framework, with more detailed issues to be subsequently clarified by amendment or administrative regulation. In
many cases, this clarification has yet to occur.

Regulations are interpreted and applied with little consistency and the decisions of one Government official may
be overruled or contested by another. Moreover, many of the new Russian laws have never been interpreted by
courts or administrative bodies. Both the Soviet experience and recent Russian practice suggest that the
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enforcement of legal rights in Russia will continue to be subject to greater discretion and political influence than is
usual for most Western jurisdictions.

Exchange Controls and Repatriation

On 17 June 2004, the New Currency Control Law came into force. The New Currency Control Law is one of the
most significant legal developments in Russia of recent years.

The New Currency Control Law is intended to liberalise gradually Russian currency control regulations by way of
limiting the authority of requlatory bodies and reducing administrative barriers to currency operations. In
particular, the New Currency Control Law has abolished the requirement for transaction-specific CBR permits and
allowed for the introduction of other forms of regulation (such as the deposit of mandatory reserves and the use
of special accounts). On 26 July 2006 the New Currency Law has been amended which resulted, in particular, in a
complete withdrawal of the mandatory reserves requirement. The New Currency Control Law has also loosened
restrictions on the purchase of foreign currency and opening of accounts by Russian residents outside Russia.
Since the entry into force of the New Currency Control Law, the CBR has issued a number of regulations. Under
the framework of the New Currency Control Law, the CBR is empowered to develop further the regulations on
special accounts and on some other currency restrictions. In accordance with the New Currency Law the great
portion of the restrictions in respect of currency operations shall lose effect on 1 January 2007.

Before the expiry of certain exchange control restriction on 1 January 2007, the CBR has decided to abolish some
of the restrictions by its own acts. In particular, in spring of 2006 the CBR decreased the mandatory sale of
currency revenues to 0% (with effect from 7 May 2006), abolished the requirements to use “'special’’ — type bank
account and “special” — type securities account (with effect from 1 July 2006).

103



THE BORROWER

The City of Moscow
acting through the State Debt Committee of the City of Moscow
2 Yakimanskaya Naberezhnaya
""Golutvinsky Dvor'* Office Centre, 4th Floor
119180 Moscow
Russia

REGISTERED OFFICE OF THE BANK

Dresdner Bank AG
Juergen-Ponto-Platz 1
60301 Frankfurt am Main

Germany
TRUSTEE REGISTRAR
Deutsche Trustee Company Limited Deutsche Bank Luxembourg S.A.
Winchester House 2, Boulevard Konrad Adenauer
1 Great Winchester Street L-1115 Luxembourg
London EC2N 2DB
England

PRINCIPAL PAYING AGENT AND TRANSFER AGENT SWISS PAYING AGENT AND TRANSFER AGENT

Deutsche Bank AG, London Branch Deutsche Bank AG, Zurich Branch
Winchester House Uraniastrasse 9
1 Great Winchester Street P.O.Box 7370
London EC2N 2DB CH-8023 Zurich
England Switzerland

FINANCIAL ADVISERS

To the Borrower

MosFinAgency
2 Yakimanskaya Naberezhnaya
""Golutvinsky Dvor'’ Office Centre, 4th Floor
119180 Moscow
Russia
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LEGAL ADVISERS

To the Managers and Trustee as to English law:
Linklaters
One Silk Street
London EC2Y 8HQ
England

To the Borrower as to English law:

White & Case
7-11 Moorgate
London EC2R 6HH
England

To the Bank as to English law:

Clifford Chance Limited Liability Partnership
10 Upper Bank Street
London E145JJ
England

TAX ADVISERS

Deloite & Touche
Business Centre ""Mokhovaya"’
4/7 Vozdvizhenka Street, Building 1
Moscow 1250009
Russia

105

To the Managers and Trustee as to Russian law:

Linklaters CIS
Paveletskaya Sq. 2, bld 2
115054 Moscow
Russia

To the Borrower as to Russian law:

White & Case LLC
4 Romanov Pereulok
Moscow 125009
Russia

To the Bank as to German law:

Clifford Chance Partnerschafsgesellschaft
Mainzer Landstrasse 46
60325 Frankfurt am Main
Germany

LISTING AGENT

Homburger Rechtsanwalte
Weinbergstrasse 56/58
CH-8006 Zurich
Switzerland
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