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Deferred income tax

Differences between financial reporting standards and taxation regulations give rise to certain temporary differences between the 

carrying value of certain assets and liabilities and their tax bases.  The tax effect of the movement on these temporary differences 

is recorded at the rate of 24% for Russian operations and of 25% for Ukrainian operations.

Deferred tax assets and liabilities and the deferred tax charge in the income statement are attributable to the following items for 

the year ended 31 December 2007: 

   Deferred tax Recognised 

  Credited on business in equity

  to profit combinations for translation

 31 December 2006 and loss (Note 8) differences 31 December 2007

Tax effects of deductible temporary 

differences and tax loss carryforwards:     

Tax losses available for carryforward - 16,341 - 372 16,713

Property, plant and equipment 7,675 (676) - 530 7,529

Intangible assets - 51 - 2 53

Accounts Receivable  5,775 5,853 - 666 12,294

Liability for share based expenses  16,284 (16,214) - 503 573

Other 8,650 8,575 694 1,793 19,712

Gross deferred tax asset 38,384 13,930 694 3,866 56,874

Less offsetting with deferred tax liabilities (19,758) (6,829) - (1,930) (28,517)

Recognised deferred tax asset 18,626 7,101 694 1,936 28,357

Tax effects of taxable temporary differences:     

Property, plant and equipment (84,545) 4,151 (38,587) (5,822) (124,803)

Intangible assets (112,817) 13,080 (788) (7,562) (108,087)

Accounts Receivable - (3,222) - (76) (3,298)

Other - (6,050) (206) (174) (6,430)

Gross deferred tax liability (197,362) 7,959 (39,581) (13,634) (242,618)

Less offsetting with deferred tax assets 19,758 6,829 - 1,930 28,517

Recognised deferred tax liability (177,604) 14,788 (39,581) (11,704) (214,101)

Temporary differences on unremitted earnings of certain subsidiaries amounted to USD 276,742 (2006: USD 162,573) for which 

the deferred tax liability was not recognised as such amounts are being reinvested for the foreseeable future.

The current portion of the deferred tax liability amounted to USD 23,289 (31 December 2006: USD 13,420), the current portion of 

the deferred tax asset amounted to USD 7,580 (31 December 2006: USD 17,467).

Management believes that future taxable profits in tax jurisdictions that suffered loss in current or preceding years will be available 

to utilise recognised in the current period deferred tax asset of USD  16,341  for the carryforward of unused tax loss. 
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Deferred tax assets and liabilities and the deferred tax charge in the income statement are attributable to the following items for 

the year ended 31 December 2006: 

     Deferred  Recognised 

  Charged Deferred tax tax asset in equity 

  to profit on business in disposed for translation

 31 December 2005 and loss combinations subsidiaries differences 31 December 2006

Tax effects of deductible temporary  differences and tax loss carryforwards:    

Tax losses available for carryforward  1,269   (1,343)  -     -    74  -   

Property, plant and equipment  -     3,468   4,090   -    117  7,675 

Accounts Receivable   3,001   1,245   1,170   -    359  5,775 

Liability for share based expenses - 16,284 - - - 16,284

Other  (1,131) 2,591  6,710        (76)  556 8,650 

Gross deferred tax asset  3,139         22,245  11,970  (76) 1,106 38,384

Less offsetting with deferred tax liabilities (3,139) (5,962) (10,337) 76  (396) (19,758)

Recognised deferred tax asset  -    16,283  1,633   -    710 18,626

Tax effects of taxable  temporary differences:      

Property, plant and equipment (14,764) 1,522 (68,718)  -    (2,585) (84,545)

Intangible assets (5,049) 3,831 (109,053)  -    (2,546) (112,817)

Gross deferred tax liability (19,813) 5,353 (177,771) - (5,131) (197,362)

Less offsetting with deferred tax assets 3,139 5,962 10,337 (76)  396 19,758

Recognised deferred tax liability (16,674) 11,315 (167,434) (76) (4,735) (177,604)

32. FINANCIAL RISKS MANAGEMENT

The risk management function within the Group is carried out in respect of financial risks (credit, market, geographical and liquidity 

rate), operational risks and legal risks. The primary objectives of the financial risk management function are to establish risk limits, 

and then ensure that exposure to risks stays within these limits. The operational and legal risk management functions are intended 

to ensure proper functioning of internal policies and procedures to minimise operational and legal risks.

Risk management is carried out by a central treasury department (Group Treasury). Group Treasury monitors and measures financial 

risks and undertakes steps to limit their influence on the Group’s performance. In this connection the Group uses certain derivative 

financial instruments to mitigate financial risk exposures. These instruments are primarily intended to cap risks associated with the 

most significant foreign currency denominated long-term borrowings. 

(a) Market risk

Currency risk

The Group is exposed to foreign exchange risk arising from various currency exposures, primarily with respect to the US dollar. The 

Group has a substantial amount of foreign currency denominated long-term borrowings, and is thus exposed to foreign exchange 

risk (Note 20). Therefore the Group Treasury’s risk management policy is primarily to hedge anticipated cash outflows associated 

with borrowings in US dollar. The Group used foreign exchange collars with leading banking institutions to hedge currency risks 

associated with syndicated loan (Note 20), however, there were none of these instruments at 31 December 2007. The loss on the 

foreign exchange collars amounted to USD 35,650 (Note 28). The new syndicated loan for USD 1,100,000 was hedged against 

currency risk in February 2008 (Note 20).

At 31 December 2007, if the Russian Rouble had weakened/strengthened by 5% against the US dollar with all other variables held 

constant, post-tax profit for the year would have been USD  34,426 (31 December 2006: USD  18,144) lower/higher, mainly as a 

result of foreign exchange losses/gains on US dollar denominated borrowings.   
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Interest rates risk

As the Group has no significant interest-bearing assets, the Group’s income and operating cash inflows are substantially 

independent of changes in market interest rates.

The Group’s interest rate risk arises from borrowings. Borrowings issued at variable rates expose the Group to cash flow interest 

rate risk. It is the Group policy to manage cash flow interest rate risk by using floating-to-fixed interest rate swaps. Under the 

interest rate swaps, the Group agrees with other parties to exchange, at specified intervals (primarily quarterly), the difference 

between fixed contract rates and floating-rate interest amounts calculated by reference to the agreed notional amounts.

In 2007 the Group used an interest rate swap with leading banking institutions to hedge the interest rate of USD denominated 

loans. The effect of the swap on profit or loss of 2007 was insignificant. The new syndicated loan for USD 1,100,000 was hedged 

against interest rate risk in February 2008 (Note 20).  However management did not formally designate interest rate swap as 

hedging instruments and did not apply hedge accounting. 

As a result of using interest rate swaps change in market interest rates with all other variables held constant would not significantly 

affect post-tax profit of the Group. At 31 December 2007, if LIBOR at that date had been 50 basis points lower/higher with all other 

variables held constant, post-tax profit for the year would have been USD 1,362 (31 December 2006: USD 253 ) lower/higher.   

(b) Credit risk

Financial assets, which are potentially subject to credit risk, consist principally of cash and cash equivalents held in banks, trade 

and other receivables (Note 10 and Note 16). Due to the nature of its main activities (retail sales to individual customers) the 

Group has no significant concentration of credit risk. Cash is placed in financial institutions which are considered at the time of 

deposit to have minimal risk of default. The Group has policies in place to ensure that in case of credit sales of products and 

services to wholesales customers only those with an appropriate credit history are selected. Although collection of receivables 

could be influenced by economic factors, management believes that there is no significant risk of loss to the Group beyond the 

provision already recorded. In accordance with the Group treasury policies and exposure management practices, counterparty 

credit exposure limits are continually monitored and no individual exposure is considered significant. 

(c) Liquidity risk

Liquidity risk is defined as the risk that an entity will encounter difficulty in meeting obligations associated with financial liabilities. 

The Group is exposed to daily calls on its available cash resources. Liquidity risk is managed by the Group Treasury. 

Management monitors monthly rolling forecasts of the Group’s cash flows. The Group manages liquidity requirements by the use 

of both short- and long-term projections and by maintaining the availability of funding from an adequate amount of committed 

credit facilities.

The following is an analysis of the contractual undiscounted cash flows payable under financial liabilities and derivative assets and 

liabilities as at the balance sheet date at spot foreign exchange rates:

  Year ended 31 December 2007

 During 1 year In 1 to 3 years In 3 to 5 years After 5 years

Borrowings  374,030     1,665,661    - -

Trade payables  968,505    - - -

Gross finance lease liabilities  2,145     1,181    - -

Other finance liabilities  144,844    - - 

  1,489,524     1,666,842    - -
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  Year ended 31 December 2007

 During 1 year In 1 to 3 years In 3 to 5 years After 5 years

Borrowings  315,256     1,057,716    - -

Trade payables  552,060    - - -

Gross finance lease liabilities  2,271     2,913    - -

Other finance liabilities  113,660    - - -

  983,247     1,060,629    - -

At 31 December 2007 the Group has negative working capital of USD 690,820 (31 December 2006: USD 436,521) including 

short-term borrowings of USD 253,733   (31 December 2006: USD 218,013).

At 31 December 2007 the Group had available bank credit lines of USD 330,965  (31 December 2006: nil).

The Group plans to issue up to RUR 16 billion (USD 651,832 at spot foreign exchange rate) callable bonds in 2 tranches during 

2008 to refinance the Group’s existing debt and fund its store expansion. 

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

current operations. 

33. CAPITAL RISK MANAGEMENT

The Group’s objectives when managing capital are to safeguard the Group’s ability to continue as a going concern in order to 

provide returns for shareholders and benefits for other stakeholders and to maintain an optimal capital structure to reduce the cost 

of capital. The Group manages total equity attributable to equity holders recognised under IFRS requirements. 

Simultaneously, the Group maintains optimal capital structure by tracing certain capital requirements based on ratios. The ratios 

are maximum level of Debt/EBITDA, minimum level of EBITDA/Interest expense, minimum level of EBITDAR/Fixed costs and 

maximum level of capital expenditure. These ratios are included as covenants into new loan agreements (Note 20). The Group is 

in compliance with externally imposed capital requirements. 

34. FAIR VALUE OF FINANCIAL INSTRUMENTS

Fair value is the amount at which a financial instrument could be exchanged in a current transaction between willing parties, other 

than in a forced sale or liquidation, and is best evidenced by an active quoted market price.

The estimated fair values of financial instruments have been determined by the Group using available market information, where it 

exists, and appropriate valuation methodologies. However, judgement is necessarily required to interpret market data to determine 

the estimated fair value. The Russian Federation continues to display some characteristics of an emerging market and economic 

conditions continue to limit the volume of activity in the financial markets. Market quotations may be outdated or reflect distress 

sale transactions and therefore not represent fair values of financial instruments. Management has used all available market 

information in estimating the fair value of financial instruments.

Financial assets carried at amortised cost. The fair value of floating rate instruments is normally their carrying amount. The 

estimated fair value of fixed interest rate instruments is based on estimated future cash flows expected to be received discounted 

at current interest rates for new instruments with similar credit risk and remaining maturity. Discount rates used depend on credit 

risk of the counterparty. 

Carrying amounts of trade and other financial receivables approximate fair values. 

Liabilities carried at amortised cost. The fair value of bonds is based on quoted market prices. Fair values of other liabilities are 

determined using valuation techniques. Carrying amounts of trade and other payables approximate fair values. 
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The fair value of X5 Finance bonds traded on the MICEX is determined based on active market quotations and amounted to 

USD  360,936 at 31 December 2007 (31 December 2006: nil). The carrying value of these bonds amounted to USD  364,763 at 

31 December 2007 (31 December 2006: nil) (Note 20).

Derivative financial instruments. All derivative financial instruments are carried at fair value as assets when the fair value is 

positive and as liabilities when the fair value is negative. The fair value is determined based on quoted market prices or valuation 

techniques (Note 18).

35. COMMITMENTS AND CONTINGENCIES

Commitments under operating leases

At 31 December 2007, the Group operated 491 stores through rented premises (31 December 2006: 353). There are two types 

of fees in respect of operating leases payable by the Group: fixed and variable. For each store fixed rent payments are defined 

in the lease contracts and denominated in USD. The variable part of rent payments is predominantly denominated in RR and 

normally calculated as a percentage of turnover. Fixed rent payments constitute the main part of operating lease expenses of the 

Group as compared to the variable fees. Substantially all of the lease agreements have an option that enables the Group to cancel 

agreement at mutual concord of the parties involved. 

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

  31 December 2007 31 December 2006

During 1 year  99,786 65,199

In 2 to 5 years  276,653 184,936

Thereafter  196,868  116,244   

  573,307 366,379

Capital expenditure commitments

At 31 December 2007 the Group contracted for capital expenditure of USD 131,964 (net of VAT) (2006: USD 81,375).

Recent volatility in global financial markets 

Since the second half of 2007 there has been a sharp rise in foreclosures in the US subprime mortgage market. The effects have 

spread beyond the US housing market as global investors have re-evaluated their exposure to risks, resulting in increased volatility 

and lower liquidity in the fixed income, equity, and derivative markets. However management assess that the Group’s financial position 

is not currently affected by the consequences of deterioration in the liquidity of the financial markets and their increased volatility.

Legal contingencies

In the normal course of business the Group is involved in periodic legal cases. Management does not anticipate any material 

negative impact on the resolution of these cases.

Taxation environment 

Russian tax, currency and customs legislation is subject to varying interpretations, and changes, which can occur frequently. 

Management’s interpretation of such legislation as applied to the transactions and activity of the Group may be challenged by 

the relevant regional and federal authorities. Recent events within the Russian Federation suggest that the tax authorities may 

be taking a more assertive position in their interpretation of the legislation and assessments, and it is possible that transactions 

and activities that have not been challenged in the past may be challenged as not having been in compliance with Russian tax 

laws applicable at the relevant time. In particular, the Supreme Arbitration Court issued guidance to lower courts on reviewing tax 

cases providing a systematic roadmap for anti-avoidance claims, and it is possible that this will significantly increase the level and 

frequency of tax authorities scrutiny. As a result, significant additional taxes, penalties and interest may be assessed. Fiscal periods 

remain open to review by the authorities in respect of taxes for three calendar years preceding the year of review. Under certain 

circumstances reviews may cover longer periods.   
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Russian transfer pricing legislation introduced on 1 January 1999 provides the possibility for tax authorities to make transfer 

pricing adjustments and impose additional tax liabilities in respect of all controllable transactions, provided that the transaction 

price differs from the market price by more than 20%. Controllable transactions include transactions with interdependent parties, 

as determined under the Russian Tax Code, and all cross-border transactions (irrespective of whether performed between related 

or unrelated parties), transactions where the price applied by a taxpayer differs by more than 20% from the price applied in similar 

transactions by the same taxpayer within a short period of time, and barter transactions. There is no formal guidance as to how 

these rules should be applied in practice. The arbitration court practice in this respect is contradictory. 

Tax liabilities arising from inter-company transactions are determined using actual transaction prices. It is possible with the evolution 

of the interpretation of the transfer pricing rules in the Russian Federation and the changes in the approach of the Russian tax 

authorities, that such transfer prices could potentially be challenged in the future. Given the brief nature of the current Russian 

transfer pricing rules, the impact of any such challenge cannot be reliably estimated; however, it may be significant to the financial 

condition and operations of the entity.

Russian tax legislation does not provide definitive guidance in many areas. From time to time, the Group adopts interpretations of 

such uncertain areas that reduce the overall tax rate of the Group. As noted above, such tax positions may come under heightened 

scrutiny as a result of recent developments in administrative and court practices; the impact of any challenge by the tax authorities 

cannot be reliably estimated; however, it may be significant to the financial condition and operations of the entity.

Management regularly reviews the Group’s taxation compliance with applicable legislation, laws and decrees and current interpretations 

published by the authorities in the jurisdictions in which the Group has operations. Furthermore, management regularly assesses the 

potential financial exposure relating to tax contingencies for which the three years tax inspection right has expired but which, under 

certain circumstances, may be challenged by the regulatory bodies. From time to time potential exposures and contingencies are 

identified and at any point in time a number of open matters may exist. Management estimates that possible exposure in relation 

to profit tax and other non-profit tax risks such as inter-company transactions, VAT and employee related taxes, that are more than 

remote, but for which no liability is required to be recognised under IFRS, could be several times the additional accrued liabilities and 

provisions reflected on the balance sheet at that date (and potentially in excess of the Group’s profit before tax for the year). This 

estimation is provided for the IFRS requirement for disclosure of possible taxes and should not be considered as an estimate of the 

Group’s future tax liability. At the same time management has recorded liabilities for income taxes and provisions for taxes other than 

income taxes in the amount of USD 75,671 at 31 December 2007 (31 December 2006: USD 55,773) in these consolidated financial 

statements as their best estimate of the Group’s liability related to tax uncertainties as follows:

Balance at 1 January 2006 8,000

Increases due to acquisitions during the year recorded as part of the purchase price allocation (Note 8) 40,000

Additional liabilities recorded during the year 7,773

Reversals of prior year – accruals -

Balance at 31 December 2006 55,773

Increases due to acquisitions during the year recorded as part of the purchase price allocation (Note 8) 15,560

Translation movement 4,338

Balance at 31 December 2007 75,671
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36. SUBSEQUENT EVENTS

Karusel acquisition

The Group has sent an Option Notice (the Notice) to the shareholders of Formata Holding B.V. (Formata) on execution of its rights 

under a Call Option Agreement with respect to the purchase of 100% of the shares of Formata (the Option Shares). Formata owns 

the Karusel hypermarket chain. The Notice is irrevocable. Supervisory Board has approved the acquisition of 100% of the shares 

in Formata subject to satisfactory due diligence on Karusel and receipt of the Federal Antimonopoly Service approval. 

Following receipt of the Notice by Formata’s shareholders, the Group has carried out due diligence on Formata’s legal, tax, 

financial, business, real estate standing, etc. 

Completion of the Call Option, assuming the above conditions are fulfilled, must take place by the 1 July 2008. 

The amount payable by the Group is calculated based on the acquiree’s sales, EBITDA and debt. No less than 75% of the Option 

Price is payable in cash, while the remaining amount can be settled by newly issued shares of the Group.

Business combination in the Perm region

In March 2008 the Group signed an agreement to acquire 100% of the business and assets of Kama Retail company – a 

Pyaterochka franchisee in the Perm region, for a total consideration of approximately USD 18,000, including debt. 

The Company closed the deal in April 2008. The Group acquired a total of 28 soft discounters in Perm and the Perm region with a 

selling area of 9.3 thousand sq.m. The total area of purchased stores is 19.9 thousand sq.m. The Group plans to assess fair value 

of assets and liabilities acquired as well as consideration paid to be used in purchase accounting of the business combination.

Rights offering

The Group completed an offering of rights to acquire Global Depositary Receipts (“GDRs”) (the “Offering”), following the decision 

of the Supervisory Board based on the authorisation by the Extraordinary General Meeting of Shareholders.

The Offering comprised an offering of rights to acquire 2 new GDRs (“New GDRs”) for every 9 existing GDRs held by holders of 

GDRs on 18 April 2008 (the “Record Date”). In total, 48,106,700 New GDRs have been issued. Each GDR represents 0.25 of an 

ordinary share of the Company. The subscription price (the “Rights Subscription price”) for the New GDRs was USD 21.32 per 

New GDR (including the Depository’s issuance fee of USD 0.05 per new GDR). 

As a result of the Offering, rights to acquire a total of 46,421,996 GDRs were exercised by existing shareholders out of a possible 

48,106,700 GDRs, representing 96.5% of the number of GDRs available in the Offering. 

The unsubscribed GDRs (the “Rump Offering”) in the amount of 1,684,704 were placed by the Underwriters through a process of 

book-building at a price of USD 35.0 per GDR, raising total gross proceeds of USD 58.97 million. Out of this amount:

•  Gross proceeds to the Company totaled USD 35.92 million based on the price of USD 21.32 per GDR (the Rights Subscription 

price of USD 21.37 per GDR less the Depository’s issuance fee of USD 0.05 per GDR). 

•  An amount of USD 22.96 million (determined on the basis of the difference between the Rump Offering price of USD 35.0 per 

GDR and the Rights Subscription price of USD 21.37 per GDR) less taxes applicable to the Rump Offering, if any, is to be paid 

to certain GDR holders pro-rata on the basis of unsubscribed GDRs in the Rights Offering. GDR holders who are entitled to this 

excess payment are those who chose not to participate or who were not eligible to participate in the Rights Offering and GDR 

holders who subscribed for only a portion of their GDR entitlement under the Rights Offering. 

The total gross proceeds to the Company from the Rights Offering and the Rump Offering amounted to USD 1,026 million. The 

Company intends to use these proceeds to fund the cash portion of the purchase price for Formata Holding B.V., the owner of the 

Karusel hypermarket chain (“Karusel”), and associated rebranding, restyling and integration costs.

The Company also sold all of its 3,769,113 GDRs held as Treasury Stock in conjunction with the Rump Offering and at the same 

price (USD 35.0 per GDR), generating additional gross proceeds of USD 131.92 million.

As a result of the offerings, X5’s share capital increased from 54,120,038 to 66,146,713 issued ordinary shares that are equivalent 

to 264,586,852 GDRs. 
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(before appropriation of net result) Note 31 December 2007 31 December 2006

ASSETS  

Fixed assets 

Financial fixed assets 38 2,285,304  1,935,662 

 

Current assets 

Deferred tax assets  7,827   - 

Amounts due from subsidiaries  44,587  18,882 

Prepayments  1,237  13,084 

Cash  779  578 

  54,430  32,544 

 

Total assets  2,339,734  1,968,206 

 

EQUITY AND LIABILITIES 

Equity attributable to equity holders of the parent 

Paid up and called up share capital 39 79,226  71,196 

Share premium account  1,217,341  1,104,453 

Other reserves  1,985 (126)

Unappropriated loss of the year  (31,990) (5,392)

Currency translation reserve  (13,485) (5,257)

Total equity  1,253,077  1,164,874 

 

Long-term liabilities 

Bank loans 40 1,083,226  784,197 

  1,083,226  784,197 

Current liabilities 

Amounts due to subsidiaries 41 -  6,568 

Accrued expenses  3,431  12,567 

  3,431  19,135 

 

Total equity and liabilities  2,339,734  1,968,206 

Company Financial Statements

X5 Retail Group N.V.

Company Balance Sheet of X5 Retail Group N.V.

Year ended 31 December 2007 (expressed in thousands of US Dollars, unless otherwise stated) 
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Company Income Statement of X5 Retail Group N.V. 
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 Note 31 December 2007 31 December 2006

Share in results after participation after tax   0 400 

Other income and expenses after tax 42 (31,989) (5,792)

Result after taxation  (31,989) (5,392)
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37. ACCOUNTING PRINCIPLES

The financial statements of the Company have been prepared in accordance with accounting principles generally accepted in The 

Netherlands, in accordance with Part 9 of Book 2 of the Dutch Civil Code. The financial statements of the Company are prepared 

based on Dutch GAAP, unless stated otherwise below, the Dutch GAAP accounting principles applied for the entity accounts are 

similar to those used in the IFRS Consolidated Financial Statements (refer to Note 2 to the Consolidated Financial Statements). 

The consolidated accounts of companies publicly listed in the European Union must be prepared in accordance with International 

Financial Reporting Standards (IFRS) as issued by the IASB and adopted by the European Commission. Consequently the 

consolidated financial statements of the group for the year ending 31 December 2007 have been prepared accordingly.

In accordance with Section 362 paragraph 7, Part 9 of Book 2 of the Dutch Civil Code, the presentation currency in the annual 

report is USD as a result of the international bifurcation of the company. As the company exploits Russian supermarkets, the 

functional currency of the company is the Russian Rouble as this is the currency of its primarily business environment and reflects 

the economic reality. Reference is made to section 2.5 (a) of the notes to the Consolidated Financial Statements with regard to the 

accounting policy in regard of the translation from functional currency to presentation currency.

Financial fixed assets

Due to the international structure of the company, the participations in group companies are valued at historical cost. Provisions 

for impairment are taken into account when necessary.

On 18 May 2006 the entirety of the share capital of Perekrestok Holdings Limited was contributed to the Company which is the 

deemed cost under Dutch GAAP.

Shareholders' Equity

Issued and paid up share capital, which is denominated in Euro, is restated into Russian Rouble at the exchange rate as of balance 

date in accordance with section 373 sub 5 of book 2 of the Dutch Civil Code. The difference is settled with the currency translation 

adjustment reserve.

38. FINANCIAL FIXED ASSETS

a. Movements in the interests in group companies have been as follows:

 31 December 2007 31 December 2006

Opening balance 1,481,539  113,300 

Acquisitions/informal capital contribution -  1,368,239 

Other movements/foreign exchange differences 153,900  0 

Closing balance 1,635,439  1,481,539 

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

b. Movements in the loans to group entities have been as follows:

 31 December 2007 31 December 2006

Opening balance 454,123  - 

Acquisitions/informal capital contribution 187,891  461,974

Other movements/foreign exchange differences 7,851  (7,851)

Closing balance 649,865  454,123 

The long-term loans to group entities comprise of loans provided to Speak Global Ltd., Alpegru Ltd. and Grasswell Ltd., all direct 

and indirect subsidiaries of the Company. The loans have not been secured, attract 10.5 % -12.5 % interest per annum. The loans 

to Alpegru Ltd. and Grasswell Ltd. mature in November 2009, the loan to Speak Global Ltd. matures in March 2010.
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 31 December 2007 31 December 2006

Total Financial fixed assets 2,285,304  1,935,662

39. SHAREHOLDERS’ EQUITY

 Share Share Other Unappropriated Currency  translation 

 capital premium reserves results adjustment Total

Balance as per 01.01.2006  45,497   59,607   5,312   (5,760)  1,062   105,718 

Contribution of subsidiary  20,209   1,044,339   -   -   -   1,064,548 

Transfer  -   -   (5,760)  5,760   -   - 

Currency translation adj.  5,490   507   322   -   (6,319)  - 

Result for the period  -   -   -   (5,392)  -   (5,392)

Balance as per 01.01.2007  71,196   1,104,453   (126)  (5,392)  (5,257)  1,164,874 

Contribution of subsidiary - - - - -  - 

Transfer - -  (5,392)  5,392  -  - 

Currency translation adj.  8,030   112,888  7,503 -  (8,228)  120,193 

Result for the period - - -  (31,990) -  (31,990)

Balance as per 31.12.2007  79,226   1,217,341  1,985  (31,990)  (13,485)  1,253,077

Statutory undistributable reserve is maintained for currency translation adjustment recorded as the result of the translation between 

functional and presentation currencies.

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

 31 December 2007 31 December 2006

Equity per Company financial statements  1,253,077  1,164,874 

Revaluation reserve re PP&E only in consolidated financial statements  27,847  27,847 

Increase in share premium not in consolidated financial statements (58,188) (58,188)

Distribution to shareholders only in consolidated financial statements (59,635) (59,635)

Historical result of group 269,962  180,358 

Acquisition of treasury shares (5,048) -

Acquisition of subsidiaries 220  - 

Results from subsidiaries for the year 176,130  89,604 

Currency exchange differences 110,177  16,052 

Equity change as an effect of reverse acquisition transaction 1,529,125  1,529,125 

Equity per consolidated financial statements 3,243,667  2,890,037 

Difference in profit/loss

 31 December 2007 31 December 2006

Loss according to company annual accounts (31,990) (5,392)

Results from subsidiaries for the year 175,738  89,604 

Profit according to consolidated annual accounts 143,748  84,212 
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Share capital issued

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

Perekrestok Holdings Limited was contributed in 2006 against an issuance of 15,813,253 shares of EUR 1 and a payment of share 

premium in the amount of USD 1,044,338,854.

As at 31 December 2007, the issued and paid-up share capital amounts to EUR 54,120,038 and consists of 54,120,038 shares 

of EUR 1 each (2005: 54,120,038 shares of each EUR 1). This has been recalculated into USD with an exchange rate of 1 EUR = 

1,4639 USD (2006: 1 EUR = 1,3185 USD).

40. BANK LOANS

Movement in the bank loans have been as follows:

 31 December 2007 31 December 2006

Opening balance 784,197  -

Paid (800,000) -

Received 1,083,226  800,000 

Currency rate exchange differences 15,803  (15,803)

Closing balance 1,083,226  784,197 

 

The bank loans comprise of a syndicated loan from a consortium of banks. The loans have been secured, attract LIBOR + 

2.25% interest per annum for the first year. Subsequently, the margin will move in accordance with a Net Debt/EBITDA grid with 

a maximum margin at the top of the grid of 2.0% per annum over LIBOR. In this respect reference is made to note 20 of the 

Consolidated Financial Statements. Redemption shall take place as follows:

In the year 2010: USD 1,100 million

Total USD 1,100 million

41. SHORT-TERM LIABILITIES

The short-term liabilities as at 31 December 2006 comprise of a loan payable to Speak Global Ltd., a subsidiary. The loan has not 

been secured, matured at July 2006 and bears interest of 3% per annum. The loan has been fully repaid in 2007.

42. OTHER INCOME AND EXPENSES AFTER TAX

 Note 31 December 2007 31 December 2006

Interest income from subsidiaries  (46,332) (23,431)

Interest expenses  65,640  33,006 

General and administrative expenses  7,823  9,662 

Mark-to-market result on foreign exchange collar  35,650  -

Currency exchange rate gain  (22,964) (8,451)

Deferred income tax credit 43 (7,827) (4,994)

Total other income and expenses after tax  31,990  5,792 
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43. INCOME TAX EXPENSE

 31 December 2007 31 December 2006

Operating income 31,990  5,792 

Deferred income tax credit (7,827) (4,994)

 

Effective tax rate 24% 86%

Applicable tax rate 25% 25%

The effective tax rate differs from the applicable tax rate due to deferred income tax asset recognised in respect of losses for the 

2006-2007 financial years and currency exchange rate gain that is not tax deductible. The effective tax rate differs from last year’s 

rate due to reversal of tax liability in 2006 and non-recognition of deferred income tax assets in respect of losses for the 2006 

financial year.

Recognised and unrecognised recoverable temporary differences and tax losses can be broken down as follows:

  31 December 2007  31 December 2006

  Recognised Recognised  Recognised Recognised 

  under financial  under current Not under financial under current No t

  assets assets recognised assets assets recognised

Tax losses - 31,310 15,093 - - 19,222

Deferred tax asset at 25% tax rate - 7,827 - - - -

Where the unrecognised tax losses are concerned, it is not (yet) probable that these may be utilised against future taxable profits 

or set off against other tax liabilities.

44. STATUTORY DIRECTORS

The remuneration of statutory directors paid through the Company and through interests in group companies is disclosed as 

follows. Further reference is made to note 29 and 30 in the consolidated financial statements.

   Share based

 Base salary 2007 Bonus 2007 payments 2007

L. Khasis 1,123  2,750  23,873  

V. Podolskiy 756  800  4,500  

A. Gusev 295  409  3,949  Resigned 15 June 2007

P.B. Musial 198  0  0  Resigned 15 June 2007

O. Vysotsky 252  341  182  Resigned 15 June 2007

A. Li 252  123  72  Resigned 15 June 2007

W.G. Rieff 29  0  0  Resigned 5 November 2007

F. Lhoest 48  14  0  Appointed 5 November 2007

 2,953  4,437  32,576  

Company accounts payable include salaries and bonuses payable to statutory directors of USD 452 (2006: USD 2,080).
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45. STAFF NUMBERS AND EMPLOYMENT COSTS

The Company has no employees and hence incurred no wages, salaries or related social security charges during the reporting 

period, nor during the previous year.

46. CONTINGENT RIGHTS & LIABILITIES

Reference is made to the commitments and contingencies as disclosed in note 35 in the consolidated financial statements.

Guarantees are irrevocable assurances that the Company will make payments in the event that another party cannot meet its 

obligations. The Group has the following guarantees issued under obligations of its subsidiaries:

  31 December 2007 31 December 2006

Guarantee issued to Barclays Bank Plc. 122,219  -

Guarantee issued to Commerzbank 90,500  -

Irrevocable offer to holders of X5 Finance bonds 364,763 -

Irrevocable offer to holders of Pyaterochka Finance bonds 15,261 182,257

47. RELATED-PARTY TRANSACTIONS

Statutory directors compensation

Statutory directors compensation is disclosed in Note 44.

Amsterdam, 16 May 2008

Managing Directors: Supervisory Directors: 

L. Khasis H. Defforey

 M. Fridman 

E. Kornilov D.A. Gould 

 A. Savin 

F. Lhoest C. Criado-Perez Trefault 

 V. Ashurkov 
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Auditors report

The auditor’s report is included on the page 128.

Statutory Profit Appropriation

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

On proposal of the Supervisory Board, the General meeting shall determine which part of the profits earned in a financial year shall 

be added to the reserves and the allocation of the remaining profits.

Proposed appropriation of profit

 2007

Loss for the year added to other reserves 31,990

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

Subsequent events

Karusel acquisition

The Group has sent an Option Notice (the Notice) to the shareholders of Formata Holding B.V. (Formata) on execution of its rights 

under a Call Option Agreement with respect to the purchase of 100% of the shares of Formata (the Option Shares). Formata owns 

the Karusel hypermarket chain. The Notice is irrevocable. Supervisory Board has approved the acquisition of 100% of the shares 

in Formata subject to satisfactory due diligence on Karusel and receipt of the Federal Antimonopoly Service approval. 

Following receipt of the Notice by Formata’s shareholders, the Group has carried out due diligence on Formata’s legal, tax, 

financial, business, real estate standing, etc. 

Completion of the Call Option, assuming the above conditions are fulfilled, must take place by the 1 July 2008. 

The amount payable by the Group is calculated based on the acquiree’s sales, EBITDA and debt. No less than 75% of the Option 

Price is payable in cash, while the remaining amount can be settled by newly issued shares of the Group.

Business combination in the Perm region

In March 2008 the Group signed an agreement to acquire 100% of the business and assets of Kama Retail company – a 

Pyaterochka franchisee in the Perm region, for a total consideration of approximately USD 18,000, including debt. 

The Group closed the deal in April 2008. The Group acquired a total of 28 soft discounters in Perm and the Perm region with a 

selling area of 9.3 thousand sq.m. The total area of purchased stores is 19.9 thousand sq.m. The Group plans to assess fair value 

of assets and liabilities acquired as well as consideration paid to be used in purchase accounting of the business combination.

Rights offering

The Group completed an offering of rights to acquire Global Depositary Receipts (“GDRs”) (the “Offering”), following the decision 

of the Supervisory Board based on the authorisation by the Extraordinary General Meeting of Shareholders.

The Offering comprised an offering of rights to acquire 2 new GDRs (“New GDRs”) for every 9 existing GDRs held by holders of 

GDRs on 18 April 2008 (the “Record Date”). In total, 48,106,700 New GDRs have been issued. Each GDR represents 0.25 of an 

ordinary share of the Company. The subscription price (the “Rights Subscription price”) for the New GDRs was USD 21.32 per 

New GDR (including the Depository’s issuance fee of USD 0.05 per new GDR). 

As a result of the Offering, rights to acquire a total of 46,421,996 GDRs were exercised by existing shareholders out of a possible 

48,106,700 GDRs, representing 96.5% of the number of GDRs available in the Offering. 

Other Information

X5 Retail Group N.V.

Other Information

Year ended 31 December 2007 (expressed in thousands of US Dollars, unless otherwise stated)
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The unsubscribed GDRs (the “Rump Offering”) in the amount of 1,684,704 were placed by the Underwriters through a process of 

book-building at a price of USD 35.0 per GDR, raising total gross proceeds of USD 58.97 million. Out of this amount:

•  Gross proceeds to the Company totaled USD 35.92 million based on the price of USD 21.32 per GDR (the Rights Subscription 

price of USD 21.37 per GDR less the Depository’s issuance fee of USD 0.05 per GDR). 

•  An amount of USD 22.96 million (determined on the basis of the difference between the Rump Offering price of USD 35.0 per 

GDR and the Rights Subscription price of USD 21.37 per GDR) less taxes applicable to the Rump Offering, if any, is to be paid 

to certain GDR holders pro-rata on the basis of unsubscribed GDRs in the Rights Offering. GDR holders who are entitled to this 

excess payment are those who chose not to participate or who were not eligible to participate in the Rights Offering and GDR 

holders who subscribed for only a portion of their GDR entitlement under the Rights Offering. 

The total gross proceeds to the Company from the Rights Offering and the Rump Offering amounted to USD 1,026 million. The 

Company intends to use these proceeds to fund the cash portion of the purchase price for Formata Holding B.V., the owner of the 

Karusel hypermarket chain (“Karusel”), and associated rebranding, restyling and integration costs.

The Company also sold all of its 3,769,113 GDRs held as Treasury Stock in conjunction with the Rump Offering and at the same 

price (USD 35.0 per GDR), generating additional gross proceeds of USD 131.92 million.

As a result of the offerings, X5’s share capital increased from 54,120,038 to 66,146,713 issued ordinary shares that are equivalent 

to 264,586,852 GDRs. 
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To the General Meeting of Shareholders of X5 Retail Group N.V.

Report on the financial statements

We have audited the financial statements of X5 Retail Group N.V., Amsterdam, for the year ended 31 December 2007 as set out on 

pages 68 to 125. The financial statements consist of the consolidated financial statements and the company financial statements. 

The consolidated financial statements comprise the consolidated balance sheet as at 31 December 2007, the consolidated 

income statement, the consolidated cash flow statement and the consolidated statement of changes in equity for the year then 

ended, and a summary of significant accounting policies and other explanatory notes. The company financial statements comprise 

the company balance sheet as at 31 December 2007, the company income statement for the year then ended and the notes.

Management’s responsibility
Management is responsible for the preparation and fair presentation of the financial statements in accordance with International 

Financial Reporting Standards as adopted by the European Union and with Part 9 of Book 2 of the Netherlands Civil Code, and 

for the preparation of the Executive Board Report set out on pages 12 – 40, 42 – 54 and 63 in accordance with Part 9 of Book 

2 of the Netherlands Civil Code. This responsibility includes: designing, implementing and maintaining internal control relevant to 

the preparation and fair presentation of the financial statements that are free from material misstatement, whether due to fraud 

or error; selecting and applying appropriate accounting policies; and making accounting estimates that are reasonable in the 

circumstances.

Auditor’s responsibility
Our responsibility is to express an opinion on the financial statements based on our audit. We conducted our audit in accordance 

with Dutch law. This law requires that we comply with ethical requirements and plan and perform our audit to obtain reasonable 

assurance whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial statements. 

The procedures selected depend on the auditor’s judgment, including the assessment of the risks of material misstatement of 

the financial statements, whether due to fraud or error. In making those risk assessments, the auditor considers internal control 

relevant to the entity’s preparation and fair presentation of the financial statements in order to design audit procedures that are 

appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s internal 

control. An audit also includes evaluating the appropriateness of accounting policies used and the reasonableness of accounting 

estimates made by management, as well as evaluating the overall presentation of the financial statements. 

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

Opinion with respect to the consolidated financial statements
In our opinion, the consolidated financial statements, set out on pages 68 – 118, give a true and fair view of the financial position of X5 

Retail Group N.V. as at 31 December 2007, and of its result and its cash flows for the year then ended in accordance with International 

Financial Reporting Standards as adopted by the European Union and with Part 9 of Book 2 of the Netherlands Civil Code.

Opinion with respect to the company financial statements
In our opinion, the company financial statements, set out on pages 119 – 125, give a true and fair view of the financial position of 

X5 Retail Group N.V. as at 31 December 2007, and of its result for the year then ended in accordance with Part 9 of Book 2 of the 

Netherlands Civil Code.

Report on other legal and regulatory requirements

Pursuant to the legal requirement under 2:393 sub 5 part e of the Netherlands Civil Code, we report, to the extent of our 

competence, that the Executive Board Report set out on pages 12 – 40, 42 – 54 and 63 is consistent with the financial statements 

as required by 2:391 sub 4 of the Netherlands Civil Code.

Amsterdam, 20 May 2008

PricewaterhouseCoopers Accountants N.V.

P.C. Dams RA

Auditor’s Report
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