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Globalization is a significant part of the world economy, 
but it is still at a low level of concentration in the ferrous 
metallurgy industry compared with other industries, 
consequently, we expect further consolidation of 
metallurgical companies. Without being one of the larger 
global steel producers, Severstal is unlikely to succeed in 
the long-term, and our foreign acquisitions during 2004 
and early 2005 were targeted at this goal.

According to Metal Bulletin, the Severstal Group, after 
acquiring the assets and business of Rouge Industries, 
climbed to 14th place in the world ranking of global 
steel makers in 2004 from 20th place in 2003. After the 
Severstal and Shareholder Groups jointly acquired a 
controlling stake in Lucchini SpA in 2005, the combined 
production corresponds to 12th place in the world 
rankings.

The environment in the steel market was supportive 
throughout 2004. Strong economic growth in Russia 
provided high domestic demand for rolled products. 
And China, with its outstanding growth rate, pushed 
up demand and prices in the global markets. The sales 
mobility allowed Severstal to increase volumes shipped 
to international markets, where the prices were very 
attractive. However, the Russian market is still strategic 
for Severstal, and formed 40.5% of the group’s revenues. 
Our activities in Russia were characterized by new 
aspects of cooperation with the customers in oil & gas, 
automotive, machine-building, metalware and ship-
building industries, which help us to secure a 16.2% share 
of the total Russian steel production.

The production of crude steel at the Cherepovets Steel 
Mill increased by 5.6% year on year to 10.4 million tonnes, 
and total crude steel production by the Severstal Group, 
including Severstal North America (SNA), comprised 12.8 
million tonnes. The key points of the 2004 business plan 
were successfully achieved, resulting in 2004’s net profit 
more than doubling over 2003’s to US$1,401 million.

Directors’ Statement

Dear 
Stakeholders,

Looking back at 2004 and 

determining development 

perspectives for Severstal 

for 2005 and beyond, 

first we should highlight 

the main tendencies 

influencing steelmakers 

throughout the world 

– raw material inflation, 

the market environment 

for rolled products and 

globalization of the steel 

industry.

Anatoly N KRuCHININ
General Director

Alexey A MORDASHOv
Chairman of the Board of Directors
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The developments at Severstal during 2004 were 
determined not only by globalization motives, but also 
by the internal investment program. Capital expenditures 
increased by 146.4% to US$610.9 million and were 
primarily directed to developing new production facilities 
that widen the product range; and, reconstruction/
modernization of existing assets to improve quality 
and increase production volumes. In 2004, Severstal 
introduced 23 new products, including strips, 
construction, high-durability and automotive steel grades. 
The environmental program was an important part of this 
process, with investments in new clean technologies being 
four times the 2003 level. Within the framework of the 
environmental program, new equipment for processing 
blast-furnace slag was commissioned.

The global economic growth in 2004 brought not only 
positive trends in steel prices, but resulted in record 
increases in prices for raw materials and energy, 
making cost-reduction and power-saving programs 
more important. The effect of the raw materials cost 
optimization programs was savings of more than US$60 
million and US$4.6 million in transportation expenses. 
The power-saving measures were targeted both at 
increasing the effectiveness of internal generation facilities 
and the decrease of the total power consumption. In the 
production facilities, the organizational and technical 
programs resulted in savings of US$6.2 million, mainly 
due to decreases in crude steel consumption per tonne 
of rolled products. The overall effect of the optimization 
programs at the Cherepovets Steel Mill comprised more 
than US$112.5 million.

The above facts helped us to achieve record results 
in 2004, and will be a supportive factor for the future 
sustainable development of the company.

In respect of the perspectives for 2005, the current year. It 
already demonstrates the decline on the steel market, and 
analysts forecast this trend will continue until 2006. Under 
pressure from the international markets, steel prices in 
Russia started to decrease as well. Low-price sales of 
long-products from Ukraine, Moldavia and Belarus will 
add additional downward pressure on prices. But the 
market is still well above its 2001 level – the bottom of the 
previous cycle.  

Despite the current downward price trends, Severstal 
plans to continue its growth. In 2005, we expect the 
Cherepovets Steel Mill to have produced more than 11 

million tonnes of crude steel and to have increased the 
output of the rolled products by 7.3% to 10 million tonnes. 

Our sales strategy in 2005 is focused on the automotive, 
oil & gas and machine-building segments of the Russian 
market. Moreover, we intend to secure our positions in 
Russia by producing more comprehensive range of high 
value-added products. We are ready to meet the current 
needs of the clients and understand their requirements 
for the future. That is the main results of the program of 
cooperation with the key customers, which is active since 
1997-1998.

During 2005-2006 Severstal will continue to invest heavily 
in its existing and new facilities. The major investment 
projects in 2005 will be Severgal; Izhorsky Tube Factory; 
modernization/reconstruction of two blast furnaces; 
commissioning a polymer-coating line & coking oven #3; 
and, other projects to further improve the quality of cold-
rolled sheet.

The cost-reduction and optimization programs will 
continue to play an important role and to be an additional 
competitive advantage during 2005.

Severstal considers the professionalism of its personnel 
to be a principal factor in the achievement of the above 
goals and leadership in the business, and we are taking 
steps to secure a higher qualification of the personnel 
in future. The current restructuring of the Human 
Resource directorate is focused on closer relationships 
with the production shops, which help Severstal to 
develop effective personnel motivation measures and 
social programs – important components of sustainable 
development.

Totaling the results, it’s important to record once again, 
that 2004 was successful for Severstal. The company 
accomplished a serious investment program and achieved 
strong financial results. The accumulated reserves and the 
managerial skills allow us to take-on new challenges in 
the future.

The 2005 is the jubilee year for Severstal. The company 
celebrates its 50th anniversary on August 24, 2005 and we 
would like to congratulate all stakeholders on this event. 
We are sure, that our efforts through a consistent strategy 
realization in Russian and international activities will 
promote the further strengthening of Severstal in the sixth 
decade of its history.

General Director
Anatoly N KruchiNiN

Chairman of the Board of Directors
Alexey A MorDAShov
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Introduction

Severstal is the principal operating 

company within a major Russian 

industrial holding group, under 

common control (directly or indirectly) 

of a single shareholder, which 

has assets in metallurgy, mining, 

automobile making, machinery, 

transportation, banking, insurance, 

woodworking and other businesses 

(such businesses together, the 

‘Shareholder Group’).

Severstal is both the principal operating 

company within, and the current 

holding company of, the Shareholder 

Group’s steel-making business (the 

‘Severstal Group’), the principal 

activity of which is the production and 

sale of steel products. This division 

unites assets of the Cherepovets steel 

mill and Severstal North America Inc, 

State of Michigan, USA. 

The company’s primary mill is situated 

in Cherepovets in the North-West of 

Russia - 475km east of St.Petersburg 

and 620km north of Moscow. This 

geographical location provides 

Severstal with the opportunity to use 

waterways in the summer to reduce 

transport costs. Severstal’s integrated 

manufacturing facilities, which include 

sintering machines, coke batteries, 

blast furnaces, steel melting and 

rolling units, hot treatment and coating 

lines, produce a wide range of long 

and flat steel products, including hot 

and cold-rolled flat steel (including 

coated steel), hot-rolled sections, 

roll-formed shapes, pipes and has an 

annual crude steel capacity of 10.5 

million tonnes. 

In January 2004, Severstal, through 

its subsidiary Severstal North America 

Inc (‘SNA’), completed the purchase 

of the assets and business of Rouge 

Industries for US$259.5 million in 

cash. SNA did not assume any of 

Rouge Industries’ pension liabilities, 

and agreed to provide a new retirement 

benefit plan for its employees (formerly 

the employees of Rouge Industries).

SNA, started operations on February 

1, 2004 and at present is the fifth 

largest integrated steel-maker in 

the USA, with three million tonnes of 

steel making and four million tonnes 

of rolling capacity. The SNA purchase 

allowed Severstal to gain access to the 

US market and obtain new customers. 

The US market for automotive steel is 

the largest in the world. The SNA plant 

produces high quality sheet for car and 

truck producers and the Cherepovets 

steel mill is the biggest producer 

of steel for the Russian automotive 

industry.

According to operational results, in 

2004, these plants together produced 

12.8 million tonnes of crude steel, 

compared with 9.9 million tonnes in 

2003 and 9.6 million tonnes in 2002. 

10.4 million tonnes were produced 

in Cherepovets and the remaining 

2.4 million tonnes by SNA. In 2004, 

OAO Cherepovets Steel Rolling Mill 

(‘ChSPZ’), a subsidiary of Severstal, 

produced 684,749 tonnes of metalware 

products compared with 578,482 

tonnes in 2003.  Severstal supplied 

approximately 95% of ChSPZ’s steel 

feedstock. 

The Severstal Group’s consolidated 

sales revenues totaled US$6,648 

million for 2004 compared with 

US$3,204 million for 2003. The 

Severstal Group sells its products in 

Russia and to all major international 

markets. North America is the Severstal 

Group’s principal international market, 

accounting for 27.5% of consolidated 

revenues in 2004, compared with 

0.2% for 2003. The main factors of 

this substantial increase were the SNA 

purchase in 2004; and, the canceling 

of US trade restrictions against 

Russian steel producers. Despite an 

increase in consolidated international 

revenues during 2004 (US$3,954 

million compared with US$1,343 

million in 2003), the Russian market 

remained the strategic market for the 

Severstal Group and the proportion of 

consolidated revenues attributable to 

Russian sales was 40.5% or US$2,694 

million in 2004.

Company Overview
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Organization Structure

Severstal is the principal operating company of the Severstal Group, which includes steel producing plant and related 

facilities. The Severstal Group consists of four main business segments: the steel (or metallurgical) segment (which sub-

divides into Russian and US), the metalware (or metiz) segment, the financing segment and the insurance segment. The 

chart below shows the structure of, and key operating companies within, the Severstal Group:

Assets of Rouge
Steel

U.S. Holding
Company

Export Sales
Company

Austrian Holding
Company

Metalware
Manufacturer

Metalware
Manufacturer

Baltic Sales and
Service Center

JV with Arcelor Banking

Large Diameter
Pipes Production

Severstal North
America, Inc.

Severstal 
Investments, LLC

Severstal
Export GmbH

Severstal 
Trade GmbH

OOO Volgometiz OAO OSPAz

AS Severstallat zAO Severgal OAO Metkombank

zAO Izhorsky Tube
Factory

10
0%

10
0%

Metalware
Manufacturer

OAO ChSPz

83
.1%

10
0%

10
0%

10
0%

89
.8%

50
.5%

74
.99

%

71
.4%

10
0%
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Company Overview
Steel (or Metallurgical) segment — 

production and sale of steel.

This segment includes Severstal and 

the major subsidiaries:

SNA — a large producer of 

coated cold-rolled steel for 

the automotive industry in the 

U.S. (created in January 2004 

as the result of purchasing 

the assets and business of 

Rouge Industries);

ZAO Severgal — a joint 

venture with Arcelor for 

the production of hot dip 

galvanized sheet using the 

ExtragalTM technology of 

Arcelor;

Severstal Export and 

Severstallat — steel trading 

companies.

In December 2004, Severstal sold, to 

related parties, a number of repair and 

construction companies, which provide 

repair and construction services to 

the Severstal Group and third parties 

and were part of steel segment 

prior to disposal - see note 35 to the 

consolidated financial statements.

Metalware (or Metiz) segment — 

production and sale of metalware 

•

•

•

(bolts, nuts, nails, wire rope, steel 

cord, hot-rolled sections, roll-formed 

shapes and others).  This segment 

comprises OAO ChSPZ; OAO OSPAZ; 

OOO Volgometiz and a management 

company ZAO Severstal-Metiz.

Financing segment — provision 

of banking and financial services.  

This segment comprises OAO 

Metcombank, and a leasing company, 

which was sold to related parties in 

December 2004 - see note 35 to the 

consolidated financial statements.

Insurance segment — provision of 

property and medical insurance, and 

pension fund management services.  

This segment included OAO Insurance 

Company Sheksna and its subsidiaries 

and provided a range of services for 

companies within both the Severstal 

and Shareholder Groups and to 

third parties, including the general 

population of the regions where the 

Shareholder Group operates. In 

December 2004 Severstal sold its 

stake in OAO Insurance Company 

Sheksna to the Shareholder Group 

- see note 35 to the consolidated 

financial statements.

The above segments operate 

independently of each other and inter-

segment transactions are conducted 

on an arm’s length basis.

In addition to the key subsidiaries 

shown in the above chart, the Severstal 

Group includes a number of other 

businesses, some of which are ancillary 

to Severstal’s core activity, and include 

agricultural producers, mass media 

and publishing companies, catering 

enterprises, an airport and an ice 

hockey club - a significant number of 

these companies were divested by the 

Severstal Group during 2004  - see 

note 35 to the consolidated financial 

statements.

Like many Russian companies, 

Severstal had a number of social 

assets under its management after 

privatization in 1993. Since then, 

Severstal has returned various social 

services, such as residential heating, 

housing facilities, tramways, medical 

services and kindergartens, to the 

municipal authorities. The social assets 

that remain in Severstal’s ownership 

include certain housing, cultural 

and recreational resorts and sports 

facilities. Certain food processing 

and catering facilities were separated 

from Severstal during 2001 and now 

operate as separate legal entities.
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Key Figures of 2004
Financial Information & Profitability Margins

 Consolidated Data Excluding SNA1)

uS$’million 200� 2003 Change 200� 2003 Change

Sales 6,648 3,204 107.5% 5,305 3,204 65.6%

Cost of sales (4,023) (1,909) 110.7% (2,821) (1,909) 47.8%

Operating profit 1,874 812 130.8% 1,752 812 115.8%

EBITDA2 2,173 1,006 115.9% 1,984 1,006 97.2%

Net profit 1,401 597 134.9% 1,265 597 112.1%

  Operating margin 28.2% 25.3%  33.0% 25.3%  

  EBITDA margin 32.7% 31.4%  37.4% 31.4%  

  Net margin 21.1% 18.6%  23.9% 18.6%  

Revenues and profits of Severstal North America (‘SNA’), including negative goodwill recognized as an income 
on acquisition of assets and business of Rouge Industries Inc., were excluded from consolidated results of 2004 
to obtain comparable data. 

EBITDA was defined as profit before financing and taxation plus depreciation of the equipment and amortization 
of intangible assets

Source: Severstal consolidated IFRS financial statements

2004 Sales by Geography

% of consolidated sales in uS dollar terms

1)

2)

7,000

6,000

5,000

�,000

3,000

2,000

1,000

0

3,2
04

6,648

1,0
06

2,173

812

1,874

597

1,401

  2003        200�

Sales EBITDA Operating profit Net profit

uS$’million

Russia 40.5%

North America 27.5%

Europe 18.2%

The Middle East 6.1%

Latin America 3.5%

Asia 3.4%

Africa 1.8%

1.

2.

3.

4.

5.

6.

7.

Includes Severstal North America (SNA)
Source: Severstal consolidated IFRS financial statements
•
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Key Figures of 2004
Production Effectiveness

 Consolidated Data Excluding SNA1)

Tonnes’000  200� 2003 Change 200� 2003 Change

Production 12,765 9,890 29.1% 10,440 9,890 5.6%

EBITDA per tonne, US$ 170 102 67.3% 190 102 86.8%

Production per employee 335 268 24.7% 290 268 7.9%

The production of Severstal North America (SNA) was excluded from consolidated volumes of 2004 to obtain 
comparable data 

Source: Severstal

Debt & Leverage Ratios

uS$’million 200�1) 2003 Change

Cash and cash equivalents2) 1,397 570 145.1%

Short-term debt 228 186 22.5%

Long-term debt 1,326 343 286.1%

Total debt 1,554 529 193.7%

Net debt/(cash) 157 (41)  

Gross interest expense 104 25 312.1%

Net interest expense 64 4 1459.0%

    

x 200� 2003  

Total Debt/Equity 0.40 x 0.20 x  

Net Debt/Equity 0.04 x -  

Total Debt/EBITDA 0.72 x 0.53 x  

Net Debt/EBITDA 0.07 x -  

EBITDA/Gross Interest 20.88 x 39.86 x  

EBITDA/Net Interest 33.90 x 244.82 x  

2004 includes Severstal North America (SNA)
The cash and cash equivalents includes US$472 million in 2004 and US$106 million in 2003 of cash deposited at 
banks that is presented in the IFRS Balance Sheet as short-term financial assets because their original deposit 
terms were more than 90 days, however, all these deposits mature within 90 days of the balance sheet date.

Source: Severstal consolidated IFRS financial statements

1)

1)
2)
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Large Diameter 
Pipes Project

In 2004 Severstal continued the 

realization of project to produce up 

to 450,000 tonnes of large diameter 

pipes at the site of ZAO Izhorsky Tube 

Factory in Kolpino near St.Petersburg. 

On January 19, 2004, Severstal 

signed a construction contract with 

SMS Meer (Italy) with a total value 

of €Euro72.7 million for the delivery 

of manufacturing equipment for the 

pipe mill. The tubes produced by the 

factory will meet the requirements 

of domestic and international 

customers, which are expected to 

include Gazprom and OAO Transneft 

as well as a number of Russian oil 

companies (including OAO Rosneft, 

OAO LUKoil, TNK-BP and others). The 

strips for the plant will be produced at 

Severstal’s Mill 5000 (Kolpino), which 

is being reconstructed/modernized at 

present to improve quality. The plant 

is expected to start production in the 

second part of 2006.

Acquisition of 
Rouge Steel (SNA)

On October 23, 2003, Rouge 

Industries Inc (‘‘Rouge Steel’’), and 

its wholly owned subsidiaries Rouge 

Steel Company, QS Steel and Eveleth 

Taconite Company filed voluntary 

petitions for protection under Chapter 

11 of the US Bankruptcy Code in the 

United States Bankruptcy Court for 

the District of Delaware in Wilmington. 

Rouge Steel and Severstal announced 

on October 24, 2003 that they had 

agreed a non-binding letter of intent 

for Rouge Steel to sell substantially 

all of the steel making and finishing 

assets of Rouge Steel to Severstal. 

During the bankruptcy process, Rouge 

Steel and its subsidiaries continued to 

manufacture and ship steel products 

and provided uninterrupted services 

to their customers.

Following court approval on December 

22, 2003, Severstal, through its 

subsidiary Severstal North America 

Inc (‘‘SNA’’), completed the purchase 

on January 30, 2004 of substantially 

all of the steel-making and finishing 

assets of Rouge Steel for US$ 260 

million in cash and the assumption of 

US$ 85 million of liabilities. SNA did not 

assume any of Rouge Steel’s pension 

liabilities, and agreed to provide a 

new retirement benefit plan for its 

employees (formerly the employees 

of Rouge Steel).

Dividend Policy 
and Payments

During 2004 Severstal was consistent 

with the corporate dividend policy, 

which was adopted in July 2003. 

Pursuant to the current dividend 

policy, Severstal will pay dividends on 

an annual basis provided that there are 

sufficient available annual profits to 

do so, after accounting for, inter alia, 

capital expenditure commitments. 

Whilst the amount of such annual 

dividends will vary according to 

Severstal’s net profit and cash flow, 

Severstal intends to declare dividends 

for the medium term (until 2008) in an 

average amount equivalent to 25% of 

net profit (calculated in accordance 

with IFRS) for the relevant reporting 

period subject to availability of funds. 

In the long-term (after 2008), Severstal 

may increase dividend payments, 

subject to a decrease in capital 

expenditure requirements. Severstal 

may declare an interim dividend if it 

believes its financial position for such 

period is sustainable.

For the first quarter of 2004, Severstal 

declared an interim dividend of 

Rbs42.00 per share (US$32.0 million in 

total). For the six-month period ended 

June 30, 2004, Severstal declared 

an interim dividend of Rbs100.00 per 

share (US$75.5 million in total). In 

respect of the third quarter of 2004 

Severstal paid an interim dividend 

of Rbs230.00 per share (US$182.6 

million in total). Amount per share are 

given prior to 1:25 share split, which 

occurred in December 2004.

At the annual general meeting on 

June 10, 2005 shareholders approved 

the recommendations of board of 

directors for a final dividend for 2004 

of Rbs3.00 per share (US$60.7 million 

in total) and an interim dividend for the 

first quarter of 2005 of Rbs4.00 per 

share (US$77.3 million in total). The 

payout ratio for the 2004 constituted 

25.0%. The payout ratio is calculated 

as dividend declared, in US dollar 

terms, divided by profit for the relevant 

period as reported in the consolidated 

financial statements of the Severstal 

Group.

Highlights
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Highlights
The following table illustrates the history of Severstal’s dividend payments:

Year

Record and 

ex-dividend 

date

Dividend per 

share

Rbs

Dividend per 

share

uS$

Starting date for 

payments

2003 Interim, in respect of six months 30 June 2003 194.00 6.39 -

2003 Interim, in respect of nine months 14 Oct 2003 205.00 6.82 -

2003 Final, full year 02 April 2004 28.00 0.97 21 May 2004

2004 Interim, in respect of three months 02 April 2004 42.00 1.45 21 May 2004

2004 Interim, in respect of six months 05 Aug 2004 100.00 3.42 30 Sept 2004

2004 Interim, in respect of nine months 23 Oct 2004 230.00 8.27 27 Dec 2004

2004 Final, full year 21 April 2005 3.00 0.11 27 June 2005

2005 Interim, in respect of three months 21 April 2005 4.00 0.14 27 June 2005

Note:  In December 2004 Severstal completed a 1:25 share split resulting in a change in the number of outstanding shares 

from 22,074,192 to 551,854,800. The new number of shares should be used to calculate the size of dividends for 

all periods starting from the financial year 2004. Dividends per share for the previous periods are stated according 

to the decisions in the shareholder’s meetings and must be divided by 25 to receive comparable data.

Recent 
Developments

In April 2005 the European 

antimonopoly authorities approved the 

acquisition of a stake in Lucchini SpA 

(Italy) by the Severstal and Shareholder 

Groups. The transaction took the form 

of a €Euro450 million capital increase, 

to which Severstal and Shareholder 

Groups subscribed for €Euro430 

million, and Lucchini’s existing 

shareholders subscribed for Euro20 

million. As a result, the Severstal Group 

acquired a 19.99% stake in Lucchini 

SpA, the Shareholder Group acquired 

a 42% stake in Lucchini SpA, while the 

Lucchini family and the other existing 

shareholders holdings became 29% 

and a 9% owners, respectively.

Proceeds from the capital increase 

reduced Lucchini’s indebtedness, 

and Lucchini thereby regained the 

balance sheet strength and financial 

flexibility needed to compete 

efficiently in the engineering steels 

market of the European Union (‘EU’).

The deal is expected to substantially 

benefit both parties: Severstal will be 

able to leverage off an established 

European platform and a highly 

complementary range of engineering 

steel and long products, to access 

new markets, which were previously 

closed or limited, and develop new 

synergies inside the company, while 

Lucchini will preserve its integrity and 

benefit from a partnership with a world-

class, financially strong steelmaker. 

The acquisition of Lucchini is part of 

Severstal’s international expansion 

strategy, which has included the 

recent acquisition of the assets and 

business of Rouge Industries in the 

USA. By acquiring a stake in Lucchini, 

Severstal became the first Russian 

steel company with upstream and 

downstream assets in the USA and 

the EU. Such diversification gives an 

opportunity to access new markets, 

which were previously closed or 

limited, and to develop new synergies 

inside the company.

For more information on the recent 

developments see note 36 to the 

consolidated financial statements for 

the year ended December 31, 2004.
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Management 
Structure
In accordance with the Russian Joint 

Stock Company Law and Severstal’s 

Charter, Severstal’s main governing 

bodies are the General Shareholders’ 

Meeting, the Board of Directors and 

the General Director.

General 
Shareholders’ 
Meeting

The General Shareholders’ Meeting 

is Severstal’s highest governing body 

and has exclusive powers with regard 

to any amendments to the Charter 

(which can be adopted by 75% of 

the voting shares of the shareholders 

attending the General Shareholders’ 

Meeting); any reorganization or 

liquidation of Severstal (that can be 

adopted by 75% of the voting shares 

of the shareholders attending the 

General Shareholders’ Meeting); any 

changes in the charter capital (save 

for a few situations where a decision 

to increase Severstal’s charter 

capital can be taken by the Board 

of Directors); the approval of the 

statutory annual report and accounts; 

the election of members to the Board 

of Directors and the Audit Commission; 

the approval of dividends; approval 

of the entry into major transactions 

with assets representing over 50% 

of the book value of Severstal (such 

decisions must be approved by 75% of 

the voting shares of the shareholders 

attending the General Shareholders’ 

Meeting) and any major transactions 

with assets representing 25% or more 

of the book value of Severstal, where 

the Board of Directors fails to approve 

such a transaction by a unanimous 

vote (to be adopted by a majority 

vote of the shareholders attending 

the General Shareholders’ Meeting) 

and the approval of certain ‘interested 

party’ transactions; the determination 

of the maximum amount of authorized 

shares (such decisions must be 

approved by 75% of the voting shares 

of the shareholders attending the 

General Shareholders’ Meeting); any 

participation in holding companies, 

and industrial and financial groups and 

associations of companies; and other 

matters.

Board of Directors

Severstal’s Board of Directors 

consists of 15 members and directs 

all of Severstal’s activities between 

General Shareholders’ Meetings. The 

Board of Directors has authority to 

take decisions concerning all aspects 

of Severstal’s activities, except for 

matters, which fall within the exclusive 

power of the General Shareholders’ 

Meeting. The Board of Directors can 

only exercise certain powers. These 

include the power to determine the 

priority of Severstal’s operations; to 

call General Shareholders’ Meetings 

and determine the agenda for such 

meetings; to establish the record date 

for General Shareholders’ Meetings 

and recommend the payment of 

dividends; to increase the charter 

capital of Severstal by a placement 

of additional shares of a number and 

type which correspond to the number 

and type of authorized shares; to issue 

bonds or other ‘public’ securities; 

to determine the value of property in 

cases established by legislation; to 

use the reserve fund and other funds; 

to open branches and representative 

offices; to approve major transactions 

with assets representing over 10% 

but less than 50% of the book value 

of Severstal (such transactions must 

be adopted unanimously) and certain 

‘interested party’ transactions (by the 

majority vote of independent directors 

not interested in the conclusion of 

such a transaction); and certain other 

matters.

The members of the Board of Directors 

are elected by the Annual General 

Shareholders’ Meeting through a 

system of cumulative voting for the 

period until the next Annual General 

Shareholders’ Meeting (except if re-

election of the Board of Directors 

is required by an Extraordinary 

General Shareholders’ Meeting). 

The General Shareholders’ Meeting 

cannot terminate the authority of any 

member of the Board of Directors in 

advance individually but only of all the 

members together. The Chairman of 

the Board of Directors is elected by 

a majority vote of all of the members 

of the Board of Directors. The person 

acting as General Director cannot 

also be the Chairman of the Board of 

Directors. The business address of 

the Board of Directors is Mira Street 

30, Cherepovets, Vologda Region, 

162600 Russia.
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Management 
Structure

The Board of Directors, which acted during 2004, was elected on 21 May 2004 at the Annual Shareholder’s Meeting. It 

includes one independent director, Mr. Valery Bykov, consequently Severstal satisfies the statutory listing requirements for 

the quotation list ‘B’. The membership of the Board of Directors was as follows:

Alexey A Mordashov
Chairman of the Board of Directors of OAO Severstal,
General Director ZAO Severstal-Group

Anatoly N Kruchinin General Director of OAO Severstal

Alexander N Andrianov Director of Finance and Economics of OAO Severstal

valery P Bykov Senior Specialist of the Law Firm Centurion M

Dmitry Y Goroshkov Sales Director of OAO Severstal

Igor P Zhuravlev Chairman of the Trade Union Committee

Igor Y Kostin Strategic Planning Director of OAO Severstal

Oleg A Kuvshinnikov Director of Social Amenities and Public Utilities Complex of OAO Severstal

vadim A Makhov
Deputy General Director of ZAO Severstal-Group for Strategy 
and Business Development

Igor Y Nechayev Purchasing Director of OAO Severstal

Mikhail v Noskov Deputy General Director of ZAO Severstal-Group for Finance and Economics

Alexander v Pogozhev Production Director of OAO Severstal

Alexander A Stepanov Technical Director and Chief Engineer of OAO Severstal

vadim A Shvetsov
First Deputy General Director of ZAO Severstal-Group,
General Director of OAO Severstal Auto

Pavel A Chelnokov Director of Legal Affairs of OAO Severstal

Management 
Company and 
General Director

In accordance with the Resolution 

of the General Shareholders’ 

Meeting dated May 23, 2003 and 

the Agreement between Severstal 

and ZAO Severstal-Group dated 

May 23, 2003 (the ‘Management 

Agreement’), ZAO Severstal-Group 

was vested with the powers of the 

chief executive body of Severstal. 

ZAO Severstal-Group appoints the 

General Director of Severstal, who 

acts as its representative on the 

basis of a power of attorney and 

the Management Agreement. The 

General Director is competent to 

take decisions regarding all aspects 

of Severstal’s current activities, 

except for those matters, which fall 

within the exclusive power of the 

General Shareholders’ Meeting and 

the Board of Directors. The powers 

which can only be exercised by the 

General Director include a power of 

discretion over Severstal’s assets, 

including cash, of up to 10% of the 

total book value of those assets at the 

time of the transaction; the ability to 

take decisions involved in the day-

to-day management of Severstal; 

being the primary signatory for 

financial documents; deciding 

labor management and policies; 

and other functions set out in the 

current legislation of the Russian 

Federation and in Severstal’s Charter. 

The General Director is currently Mr. 

Anatoly N Kruchinin. The General 

Director may be dismissed by either 

ZAO Severstal-Group or the Board of 

Directors of Severstal.

ZAO Severstal-Group may at any 

time withdraw the power of attorney 

granted to the General Director and 

appoint another representative. The 

Board of Directors of Severstal may 

dismiss the General Director at any 

time, in which case ZAO Severstal-

Group must appoint another person 

within 30 days from the date it is 

notified of Severstal’s decision to 

dismiss the General Director. The 

Management Agreement was initially 

valid until June 30, 2006 and has 

been extended annually thereafter. 

On the termination date, if neither 

Severstal nor ZAO Severstal-Group 

expresses its intention to terminate the 

Management Agreement, it is deemed 

to be extended for another one-year 

term.
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Ownership Structure 
and Market Information
Share Capital

Severstal’s share capital was created 

pursuant to Decree number 66 of the 

President of the Russian Federation 

dated January 29, 1992 and Decree 

number 721 of the President of the 

Russian Federation dated July 1, 

1992, and represented the value 

of Severstal’s assets as at July 1, 

1992. Severstal’s share capital of 

Rbs5,518,548 was divided initially into 

5,518,548 shares of Rbs1.00 each. In 

1994 a 1:4 share split was performed, 

resulting in share capital consisting of 

22,074,192 ordinary shares with a par 

value of Rbs0.25 each.

In May 2004, the Annual General 

Meeting approved a 1:25 share split, 

which was completed in December 

2004. As a result of the registration 

procedure, trading in Severstal’s 

shares was halted on the Russian 

Trading System (‘RTS’) between 

December 9, 2004 and January 13, 

2005. After registration the total 

number of Severstal’s ordinary shares 

increased to 551,854,800 with a par 

value of Rbs0.01 each.

Shareholding 
Structure

As at December 31, 2004, 82.75% of 

Severstal’s share capital was controlled 

directly and indirectly by Mr. Alexey A 

Mordashov. The remaining 17.25% 

was held by institutional investors; 

and, Severstal’s management and 

employees.

Listing Information

Severstal’s shares are traded on the 

‘RTS’ (Russian Trading System) and 

‘MICEX’ (Moscow Interbank Currency 

Exchange) under the ticker ‘CHMF’. 

The listing on MICEX was obtained in 

June 2005 to improve liquidity.

Outside of Russia, Severstal’s 

shares are traded on the ‘OTC’ (Over 

The Counter) market in London. 

In December 2003, the Company 

established a Level-I ‘GDR’ (Global 

Depositary Receipt) program for 

19.99% of its shares in partnership 

with the Deutsche Bank Trust 

Company Americas. The program 

covers only existing shares and allows 

the shareholders of Severstal to 

convert their shares into GDRs. During 

2004 approximately 1% of total share 

capital was converted into GDRs.

Currently, one depositary receipt 

represents five ordinary shares. This 

ratio was established after 1:25 share 

split in December 2004. The previous 

ratio was the opposite proportion of 

one ordinary share being represented 

by five depositary receipts.

Market 
Performance

During the year the quotations of 

Severstal’s shares outperformed the 

Russian stock market, exceeding 

the annual growth rate of RTS Index 

by 29.01%. In absolute terms, the 

share price increased from US$4.94 

on January 5, 2004 to US$6.43 on 

December 9, 2004. The annual price 

peak was reached on October 4, 2004 

at the level of US$8.31 per share. This 

positive trend reflects an appreciation 

of management’s strategy, strong 

financial results, a long-term balanced 

dividend policy, and improved 

corporate governance.

At the same time, the growth rate in 

2004 was limited by overall tension in 

the Russian stock market. As a result, 

the share price increased only 30.2% 

over the year compared with a 148.2% 

increase during 2003. Towards the end 

of the year, the generic negative market 

factors weakened, and on January 13, 

2005 trading in Severstal’s shares on 

the RTS resumed, after completion of 

the share split, at US$7.44 per share.



20

Information Policy

Severstal’s main goal is increasing 

value for all shareholders. We regard 

investor relations as a substantial part 

of our efforts to make the Company’s 

securities more attractive for a wide 

range of investors. We want investors 

to have as wide a range as possible 

of information about the company’s 

activities and results.

The management of the company 

understands the necessity of being 

transparent and predictable. To 

achieve this objective, Severstal 

regularly hosts meetings with investors 

and analysts. 

We hope that our Investor Relations 

group will be helpful to shareholders, 

investment institutions and equity 

analysts. We are ready to respond to 

queries for information in a short time. 

We appreciate the feedback from all 

categories of information users on any 

aspect of Severstal’s activities.

Severstal’s Share Price

100% = January 5, 2004
All prices are 1:25 split adjusted

Source: RTS

•
•

Source: RTS, Morgan Stanley Capital International Inc
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Management 
Discussion and Analysis
Key Factors 
Affecting the 
Financial Results 
of the Severstal 
Group

The business of the Severstal Group 

is dependent on the following internal 

and external factors.

Trends in the 
Global Metallurgical 
Industry

2004 was a year of strong economic 

growth in all major world regions, and 

the global steel industry benefited 

from this momentum.  According to 

International Iron and Steel Institute 

(‘IISI’), during 2004 world crude steel 

production increased by 75 million 

tonnes and reached 1,035 million 

tonnes, resulting in a growth rate of 

7.8% (6.3% in 2003). 

A substantial share of this growth was 

generated by Asian countries, which 

together accounted for up to 50% of 

the global steel production. Among 

them, China was the absolute leader, 

with an increase of 24% year on year 

or 75% of the total global growth. 

Following China, within the top five of 

steel producing countries are Japan, 

United States, Russia and South Korea. 

During 2004 Russian production 

increased by 4.6% from 61.5 to 64.3 

million tonnes of crude steel. Russia’s 

share in the world’s steel production 

amounted to approximately 6.2%.

The opposite side of the world growth 

resulted in record increases in the price 

of raw materials, oil and sea freights, 

which heightened the costs and 

squeezed the company’s margins.

Also, consolidation of steel producing 

assets is an important market trend but it 

is still at a low level in ferrous metallurgy 

compared with other industries, 

consequently, further consolidation of 

metallurgical companies is expected. 

The largest consolidation deal in 

2004 was the creation of Mitall Steel 

- a steel company with production 

volumes similar to the total production 

of the Russian steel industry. Severstal 

was also a visible participant in the 

acquisitions field. According to Metal 

Bulletin, Severstal moved to 14th place 

in the world ranking of largest steel 

makers from the 20th as at December 

2003 after acquiring the assets and 

business of Rouge Industries.  After 

the Severstal and Shareholder Groups 

jointly acquired a controlling stake in 

Lucchini SpA in 2005, the combined 

production corresponds to 12th place in 

the world rankings.

In China, apparent steel consumption 

grew by 11%, with a downward 

adjustment effect on inventories. 

Exports from China grew 134% to over 

20 million tonnes in 2004. Chinese 

imports stood at 33 million tonnes, 

down 24%.

In the USA, 2004 was an exceptional 

year for steel prices; with an increase 

in apparent consumption of 14% and a 

53% increase in imports compared with 

the previous year. Real consumption 

increased by only 4%, and inventories 

held by steel consumers were at a high 

level at the end of the year.

In the European Union (EU15), the steel 

using sectors grew at a satisfactory 

annual rate. The construction 

industry grew by 1% and the service 

equipment industry by 4%. Actual steel 

consumption rose by 2.8% in 2004, 

while apparent steel consumption grew 

by 4.3% over the year.

The annual consumption of steel in 

Russia increased by 5 million tonnes or 

16.7% (14.0% in 2003) and constituted 

35 million tonnes. The largest growth 

was noted in hardware, machinery 

and metal processing industries. The 

growth in Russian consumption and 

high world steel prices were the reasons 

for high profitability of the industry. The 

economic growth in Russia stimulates 

the increase of consumption of ferrous 

metallurgy products to a greater extent 

than consumption of products of most 

other industries.

These factors were the main drivers for 

the steel prices, which have grown since 

2002 and reached a peak in 2004.

Competition in the 
Russian Steel Industry

The Russian market is characterized 

by intense competition for customers, 

raw materials, capital and experienced 

personnel. The primary competitive 

factors in the domestic steel market 

include quality, price, payment terms 

and customer service.

Severstal’s key competitors in the 

domestic markets for flat-rolled steel 

products are OAO Magnitogrosk 

Metallurgical Kombinat (‘MMK’) 

and OAO Novolipetsk Metallurgical 

Kombinat (‘NLMK’), which, together 

with Severstal, accounted for 52% of 

Russia’s production of rolled-steel 

products in 2004. The major competitors 

in the market for steel sections and 

specialized products, such as heavy 

sections, include the Evraz Group, 

OAO Mechel (‘Mechel’), OAO Oskol 

Electrometallurgical Works (‘Oskol’), 

and OAO Nosta (OkhMK) (‘Nosta’).
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Prices for Raw Materials, 
Energy and Transport Tariffs

The Severstal Group requires 

substantial amounts of raw materials 

in the steel production process, in 

particular coal and iron ore. Although 

the Severstal Group has taken 

measures to secure an ongoing 

supply of iron ore and coal, and the 

Shareholder Group has acquired 

strategic shareholdings in major iron 

ore and coal suppliers, prices for 

almost all raw materials and, scrap 

metal increased substantially during 

2004.

In addition to raw materials Severstal 

consumes large volumes of electricity 

and natural gas, which are supplied 

by the monopoly providers in Russia. 

Railway transport is also under 

government ownership, and the 

Severstal Group is dependent on 

the railways for delivery of both its 

inputs and outputs. Energy costs, 

particularly the cost of electricity, 

make up a significant proportion of 

the Severstal Group’s production 

costs. The Severstal Group has two 

internal / on-site generating facilities 

that supply approximately 50% of 

its power requirements, with the 

remainder being purchased from 

Vologdaenergo and other state 

owned generating stations. Part 

of Severstal’s investment program 

is allocated to increasing self-

sufficiency in electricity. 

The Russian monopoly providers 

regularly increase prices for their 

services, and this negatively affects 

profitability. In 2004, natural gas 

tariffs increased by 20% comparing to 

January 1, 2003, and electricity tariffs 

by 12%. Railway tariffs increased 

twice during 2004, on January 1 by 

12%, and on September 1 by another 

6%.

The Severstal Group, through the 

introduction of cost-saving programs, 

has been able to control and even 

reduce some of its purchase costs. 

The program is aimed primarily at 

reducing costs, and includes: the 

introduction of tender systems 

for virtually all purchases; the 

consolidation of purchases to obtain 

bulk discounts; and the use of cheaper 

suppliers or substitutes, whilst 

maintaining the quality of supply. In 

addition, a number of activities were 

undertaken to reduce internal costs, 

through the optimization of production 

processes aimed at identifying and 

eliminating wastage. This program 

resulted in the improvement of raw 

material conversion rates for the 

main productive assets and further 

decreases in defective or low-grade 

production.

Competitive Strengths

Severstal’s competitive advantages 

derive primarily from a lower 

cost of production compared to 

its international competitors in 

developed countries due to the 

lower cost of raw materials, fuel and 

energy, together with lower labor and 

distribution costs. Severstal believes 

that lower energy costs, including 

electricity and gas prices, are a key 

factor when comparing Severstal’s 

competitiveness with its international 

rivals from developed countries. 

Although its lower labor cost advantage 

will gradually become less significant, 

management believes that this will be 

compensated for by a higher labor 

productivity, which Severstal expects 

to increase in line with growth in wages. 

The Russian steel market is protected 

from international competition through 

import duties on steel products and 

the enforcement of anti-dumping 

legislation (which has limited the sale 

of certain categories of steel products 

by competitors based in Ukraine and 

Kazakhstan). Further, the location 

of major domestic steel-consuming 

markets in the centre of Russia adds 

The following table sets out a list of Severstal’s principal competitors in the Russian market together with historical data for their 

main types of production:

Tonnes’000 Year ended December 31

Pig Iron Crude Steel Rolled Products

200� 2003 200� 2003 200� 2003

Evraz Group 11,648 11,860 13,690 13,869 11,131 11,010

MMK 9,651 9,766 11,254 11,471 10,243 10,162

Severstal 7,921 7,650 10,440 9,890 9,294 8,810

NLMK 8,994 8,623 9,123 8,854 8,580 8,234

Mechel 3,685 3,150 5,027 4,129 3,412 2,651

Source: Severstal, Chermet Corporation

Management 
Discussion and Analysis
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significantly to transportation costs 

for many international competitors 

seeking to enter the Russian market.

Production 
Facilities in Russia

With the exception of Mill 5000, 

which is located near St. Petersburg, 

Severstal’s production facilities in 

Russia are concentrated in the City of 

Cherepovets.

Severstal operates an integrated 

steel making facility in Cherepovets 

occupying approximately 30 square 

kilometers and comprises coke plants, 

sintering plants, five blast furnaces (of 

which one is the largest in Europe), 

three oxygen converters, one electric 

arc furnace (‘EAF’), three open-hearth 

furnaces, seven continuous casting 

lines, a cogging mill, a continuous billet 

mill, two hot-rolling mills, two cold-

rolling mills, two tempering mills, three 

continuous pickling lines, three section 

rolling lines, two cold profile bending 

lines, six pipe rolling mills and two hot 

dip galvanizing lines.

The following table shows a breakdown of Severstal’s main production facilities by unit as at December 2004 and 

corresponding actual output for the years ended December 31, 2004 and 2003:

Thousands of tonnes per year Actual output Equipment

200� 2003

Coking Plant 4,200 4,146 7 Batteries

Sintering Plant 8,188 7,828 8 Machines

Blast Furnaces 7,922 7,641 5 Furnaces1)

Basic Oxygen Converters 8,168 7,962 3 Furnaces

Electric Arc Furnace 1,092 997 1 Furnace

Open Hearth Furnaces 1,180 929 3 Furnaces

Continuous Casting 9,239 8,777 7 Casters

Hot Rolling Mills 4,303 4,417 3 Mills

Cold Rolling Mills 2,619 2,329 2 Mills

Section Rolling Mills 1,576 1,689 3 Mills

Cold Roll-Forming Lines 117 100 4 Lines

Continuous Pickling Lines 3,009 2,734 3 Lines

Pipe Rolling Mills 213 213 6 Mills

Hot Dip Galvanizing Lines 585 482 2 Lines

One of which is currently being refurbished.1)

Blast Furnace Facilities

Severstal has a total of five blast 

furnaces, four of which are currently 

in operation. Blast furnace five is the 

largest in Europe with a capacity of 

3.8 million tonnes per annum. Blast 

furnace four, which is not currently 

operating, was commissioned in 

1969, and has an installed capacity 

of 2.16 million tonnes per year. 

Severstal’s capital investment program 

provides for the re-commissioning, 

following refurbishment, of this blast 

furnace during the fourth quarter of 

2005. Severstal expects that the re-

commissioning of this blast furnace 

will allow blast furnace five, which is 

currently in operation, to be shut down 

for a major overhaul.

The re-commissioning of blast furnace 

four will lead to a surplus of pig iron, 

which Severstal intends to either 

sell, use in the EAF or store for use 

while blast furnace five is closed. 

Following the closure of blast furnace 

five, management estimates that 

Severstal’s output of pig iron from its 

blast furnaces will not be sufficient 

to supply the full capacity of its basic 

oxygen converters, EAF and open-

hearth furnaces. Severstal intends to 

take various measures, including using 

any surplus of accumulated pig iron 

and purchasing pig iron from other steel 

producers, to reduce the effects of this 

deficit, prior to the re-commissioning 

of blast furnace five.
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Steel Melting Facilities

Severstal produces crude steel in three 

oxygen converters, one EAF and its 

remaining open-hearth furnaces. Steel 

produced using open-hearth furnace 

technology is cast in ingots, which 

are turned into blooms in the cogging 

facilities. The cogging facilities consist 

of a one-stand reverse cogging mill 

and a multi-stand continuous billet 

mill. Ingot casting is also used to a 

limited extent in the EAF. All the steel 

from the oxygen converters is poured 

into the continuous casting machines 

and steel from the EAF is also poured 

into the vertical and slab continuous 

casting machines in the electric arc 

shop.

To improve the quality of the steel, 

reduce the loss of metal and effect 

long-term cost reductions, Severstal 

started a comprehensive program to 

modernize its steel melting facilities in 

2000. The continuation of this program 

will involve the decommissioning of the 

remaining three open-hearth furnaces, 

the ingot casting lines and cogging 

facilities. To replace these facilities, 

Severstal started constructing a 

second EAF and continuous square 

billet-casting machine in the electric 

arc shop, capable of producing 1.2 

million tonnes of steel per year.

Currently, Severstal operates only 

three open-hearth furnaces out of the 

12, that were originally installed. The 

other nine have been decommissioned 

and dismantled.

Rolling Facilities

Severstal’s rolling facilities consist of 

three hot-rolling shops and a cold-

rolling shop for flat products, a section 

shop and a cold-formed shapes shop 

for long products.

Hot rolling shop #1 is equipped with 

a combined semi-continuous mill 

2800/1700. Mill 2800 produces thick 

plates with a thickness of 6.35 to 50.0 

millimeters, which serve as feedstock 

for mill 1700. Mill 1700 produces sheet 

with widths up to 1,700 millimeters 

thicknesses of between 0.8 and 8.0 

millimeters and is equipped with coil-

winding machines.

Hot rolling shop #2 is equipped with 

a continuous wide-sheet mill 2000 

with a capacity of 6 million tonnes 

per annum, four re-heating furnaces, 

length-cutting and width-cutting 

machines. This mill is operated on 

a fully automated basis. It produces 

sheet with widths of up to 2,000 

millimeters thicknesses of between 

1.2 and 16.0 millimeters.

Hot rolling shop #3 is Mill 5000, which 

produces wide sheet and strips (up to 

5,000 millimeters wide) for shipbuilding 

and pipe manufacturing.

The cold-rolling shop is equipped 

with a four-stand continuous rolling 

mill 1700 and a five-stand continuous 

rolling mill 1700 with coil-winding 

machines. The shop has three pickling 

lines, two galvanizing lines with zinc 

and alumozinc coating, two tempering 

mills, a set of bell-type annealing 

furnaces for coils and cutting 

machines. Severstal is able to produce 

cold-rolled sheet with a thickness of 

between 0.25 and 3.2 millimeters.

The section shop is equipped 

with a medium-section mill 350, a 

small-section mill 250 with thermo 

strengthening equipment, and wire 

rod mill 150. The section shop is able 

to produce wire rod with diameters 

of between 5.5 and 11.0 millimeters, 

round-shape profiles with diameters 

of between 12.0 to 100.0 millimeters, 

angles with flange widths of between 

20.0 and 75.0 millimeters and 

thicknesses of between 4.0 and 9.0 

millimeters, reinforcement bars with 

diameters of between 6.0 and 40.0 

millimeters, hexagonal bars of grades 

12 to 48, and channels of grades 6.5 

to 10. Wire rods are produced in coils.

Severstal has facilities to produce cold-

formed profiles of different shapes: 

closed profile, S-shape profile, E-

shape profile, trough-shape profile, 

angle profile and others. It also has six 

pipe mills that can produce pipes with 

circular, square and rectangular cross 

sections of a wide range of sizes.

ChSPZ

As at December 31, 2004, Severstal 

owned 83.1% of the shares of ChSPZ, 

which manufactures a wide range 

of long products, including cold 

drawn steel, wire ropes and netting, 

fastenings, welding rods, nails and 

other products. As at December 

31, 2004, ChSPZ employed 6,026 

personnel and was the largest company 

in the Russian metalware industry. 

Severstal supplies approximately 95% 

of ChSPZ’s steel feedstock. In 2004, 

ChSPZ had a total production output 

of 684,749 tonnes of metalware and 

revenues of US$363 million. Domestic 

sales accounted for 83% of ChSPZ’s 

total sales in 2004 compared with 79% 

in 2003. The most significant product 

in terms of ChSPZ’s domestic sales 

was wire. 

ChSPZ is the biggest operating 

company within the Severstal-

Metiz division that is headed by ZAO 

Severstal-Metiz.  This division also 

includes OSPAZ and Volgometiz, 

which were acquired recently, as well 

as few other smaller entities.

Management 
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Production Output

Crude Steel Production

Severstal’s sales strategy is based 

on an analysis of expected market 

consumption and demand for certain 

steel products, which fluctuates from 

year to year. Production levels of crude 

steel are determined by Severstal’s 

sales strategy. Severstal produced 

10.44 million tonnes of crude steel 

in 2004, compared with 9.89 million 

tonnes in 2003. The 5.6% increase in 

steel output in 2004 resulted mainly 

from increasing demand, both in the 

domestic and export markets, and 

higher prices.

The following table sets out, for the periods indicated, the historic annual production of crude steel by Severstal compared 

with crude steel production in Russia as a whole:

Tonnes’mln per year Severstal Russia Severstal / Russia %

2004 10.44 64.31 16.2

2003 9.89 61.47 16.1

2002 9.62 58.50 16.5

Source: Chermet Corporation

Production of Finished Steel

Most of Severstal’s crude steel is further processed into finished steel products, which include flat and long products. 

Flat products include hot and cold-rolled sheet, plates and coils. Long products include hot-rolled sections, cold-formed 

shapes and pipes.

The following table sets out, for the periods indicated, the historic annual production output by Severstal’s main types of 

product, excluding production by Severstal North America:

Tonnes’000 Year ended 31 December

200� 2003

Rolled Steel Products, including 9,294 8,810

   Hot rolled sheet 4,302 4,417

   Cold rolled sheet 2,619 2,329

   Hot rolled sections 1,576 1,689

   Semi-finished products, including 797 375

Export Slabs 783 362

Cold Formed Shapes and Pipes 329 314

Coated/Galvanized Products 585 482

ChSPZ (Total of all products) 685 578

Source: Severstal
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Raw Materials 
and Energy

In 2004 the situation in the Russian raw 

materials market was characterized by 

the balance between the production 

capacities of suppliers and consumer 

demand for the products of the 

metallurgical industry. Under pressure 

of increased demand, the prices for iron 

ore and coal reached the international 

levels.

The principal raw materials used by 

Severstal to produce steel include iron 

ore concentrate and pellets, coking 

coal, limestone and dolomite, non-

ferrous metal, and ferro-alloys and 

metal scrap.

Severstal’s production operations 

require water, gas, electricity, heat 

power, scrap metal and ancillary 

raw materials (such as refractories). 

Severstal maintains a minimum 

two-week reserve of all the main 

raw materials used in its production 

process. This reserve is normally 

increased to approximately three 

weeks during the winter to compensate 

for any potential break in supply due to 

bad weather.

Raw materials and energy accounted 

for 80.5% of Severstal’s total cost of 

sales in 2004 compared with 75.3% in 

2003.

The Mining Business of the Shareholder 

Group currently provides approximately 

75% of the iron ore concentrate and 

pellets and 80% of the coal needs of 

Severstal. The surplus of raw materials 

produced by the Mining Business is 

sold, with Karelsky Okatysh exporting 

pellets to various European countries 

and the various coal mining entities 

selling domestically to third parties. 

Severstal’s key suppliers within the 

Mining Business are Olkon (Iron 

Ore), Karelsky Okatysh (Iron Pellets), 

Kuzbassugol (Coal) and Vorkutaugol 

(Coal).

Iron Ore Concentrate 
and Pellets

The smelting process at Severstal’s 

blast furnace facilities requires 30% of 

the feedstock to be in the form of iron ore 

pellets, the majority of which Severstal 

sources from Karelsky Okatysh. 

Karelsky Okatysh has cumulative 

reserves of approximately 1,400 million 

tonnes, which at current levels of crude 

steel production and assuming that 

Karelsky Okatysh provides its pellets 

solely to Severstal, should be sufficient 

to meet Severstal’s pellet needs for 

approximately 70 years.

Severstal’s control of the quality of 

pellets and iron ore supplies involves 

verifying suppliers’ quality certificates 

and monitoring the moisture content, 

iron content and weight of the pellets 

and ore concentrate at laboratories 

located at each of Severstal’s 

production facilities. Contractual 

arrangements provide for price 

adjustments depending on the quality 

of the concentrate.

Coal

Severstal meets all of its coke 

requirements from its own coke batteries, 

using coal purchased principally from 

Vorkutaugol and Kuzbassugol, which 

are part of the Mining Business of the 

Shareholder Group.

Severstal has long-standing 

relationships with its key coal suppliers. 

Vorkutaugol has been supplying 

coal to Severstal for over 40 years. 

Geographically, Severstal is closer to 

Vorkutaugol than other customers and 

is its largest customer. Currently, the 

Shareholder Group has a controlling 

shareholding in Vorkutaugol.

Vorkutaugol and Kuzbassugol have 

cumulative coal reserves estimated 

at 556 million tonnes. Assuming that 

approximately 59.5% of Severstal’s 

coal needs are supplied from the 

Vorkuta coal basin and 26% from 

Kuzbass, and assuming current levels 

of coal production are maintained 

and such suppliers provide their coal 

solely to Severstal, it is estimated 

that reserves of Vorkutaugol should 

be sufficient to meet Severstal’s coal 

needs for approximately 80 years, 

and reserves of Kuzbassugol for 

approximately 110 years. Severstal 

is able to source 100% of its coal 

requirements from the Mining Business 

if necessary and has sought to ensure 

the security and reliability of its coal 

supplies through diversification

Other Raw Materials

Severstal has its own scrap processing 

facilities that allow it to utilize a wide 

range of sizes of steel scrap. These 

facilities include special cutting and 

packaging lines for processing the 

scrap so that it is ready for use in the 

smelting process. Scrap is sourced 

both externally from companies which 

collect scrap metal, and internally, 

by utilizing amortization scrap and 

production waste. Scrap is used in 

all steel melting processes and the 

average proportion of scrap metal in 

the metal charge used in the smelting 

process ranges from approximately 

30% in the oxygen converter and 

open-hearth furnace shops to close to 

100% in the electric arc shop. During 

2004, prices for scrap increased by an 

average of 35% in addition to the 2003 

increase of 47%, due to rising demand, 

Management 
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in both domestic and international 

markets. 

Severstal obtains limestone from its 

own mines located in the northern part 

of the Vologda Region, approximately 

250km from Cherepovets. According 

to Severstal’s internal studies, 

Severstal’s limestone mines had 

estimated reserves of 352 million 

tonnes. Assuming that the current 

levels of production are maintained, 

these reserves should be sufficient to 

meet Severstal’s limestone needs for 

approximately 230 years.

A wide range of ferro-alloys is also 

used in the steelmaking process. 

Non-ferrous metals, such as zinc, 

manganese and aluminum, are 

primarily employed in the production 

of higher value-added steel 

products, such as galvanized sheet. 

Severstal sources most of its ferro-

alloy requirements from third party 

suppliers. Severstal imports certain 

raw materials, such as ferro-alloys 

and refractory materials, from France, 

Austria, China and Ukraine. On 

average, the price for the purchased 

ferro-alloys and non-ferrous metals 

increased by 19% during 2004.

Energy Requirements

The steelmaking process requires 

significant amounts of electricity 

and heat energy to power the blast 

furnaces, steel melting and rolling 

facilities. Severstal’s electricity 

requirements total approximately  

6 – 6.2 million megawatt-hours per 

annum.

Approximately 50% of Severstal’s 

requirements are satisfied by two 

internal/on-site power stations owned 

by Severstal. The power stations 

generate electricity by burning natural 

gas and waste by-products from the 

steel mill’s production process (coke 

breeze, blast-furnace gas and coke 

oven gas).  Severstal does not use 

coal to generate electricity.

Part of Severstal’s electricity 

needs was purchased from OAO 

Vologdaenergo, a subsidiary of RAO 

Unified Energy Systems of Russia, 

the national power monopoly, and 

supplied by the Kostroma and Rybinsk 

regional power stations. Reforms of the 

Russian electricity industry effective 

from January 1, 2004 allowed Severstal 

to buy 33% of its electricity needs on 

the free market at competitive prices 

and save around US$1.6 million by 

entering into direct contracts with the 

generation plants. Tariffs for electricity 

in the Russian market increased during 

2004 by 12% and further increases are 

expected in line with the significant 

capital expenditure requirements of 

the Russian electricity industry.

Natural gas and fuel oil also form part 

of Severstal’s energy requirements. 

Natural gas is used as a heat source 

in the open-hearth furnaces, blast 

furnaces, reheating lines and power 

plants.

Strategy

The key elements of Severstal’s 

strategy include:

Participation in global 

consolidation of the steel 

industry;

Integration of mining assets 

within the steel group to 

create a vertically integrated 

production chain;

Long term focus on domestic 

markets; and

Continuous modernization 

of production facilities to 

support competitiveness

•

•

•

•

Participation in the Global 
Consolidation of the Steel 
Industry

One of Severstal’s key strategic aims 

is to become a leading participant in 

the global steel market. To achieve 

this, Severstal intends to participate  

actively in the industry’s consolidation, 

both in Russia and internationally. 

Consolidation in the world steel 

industry is expected to change the 

current balance, whereby suppliers of 

raw materials (such as coal and iron 

ore) and the largest consumers of 

steel products (such as the automotive 

industry), are able to obtain higher 

margins for their products than are the 

steel producers, as their respective 

industry sectors are substantially more 

concentrated than the steel industry.

European and US steel producers 

have access to large markets with a 

high density of steel consumption, 

especially of high value added 

products. The downstream facilities of 

such producers are relatively modern, 

and accordingly their higher quality 

finished products are sold at a premium 

to those produced by steel producers 

from Russia and emerging markets. 

However, the cost of production of such 

companies is not competitive when 

compared with the cost of production 

of Russian steel producers. Russian 

companies, such as Severstal, are able 

to produce semi-finished and low value 

added steel products at a competitive 

cost and of an acceptable quality for 

the global steel market. This means 

that a merger between steel producing 

entities in Russian and the EU or the 

US could offer various synergies and 

potentially increase margins for all 

parties to the merger.

Severstal has had a relatively stable 

market share within Russia, and 
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is considering international and 

domestic acquisitions to facilitate 

further growth. Severstal’s strategy 

for such acquisitions concentrates on 

companies and assets that are both 

readily available for acquisition; and, 

that will add value to Severstal and 

increase its domestic and international 

market share.

Raw Material 
Suppliers

Through the Mining Business of the 

Shareholder Group, Severstal has 

access to the largest affiliated supply 

of coal and iron ore and pellets of any of 

the large Russian steel manufacturers. 

The various purchases of raw material 

suppliers were part of a strategy to 

secure supplies of raw materials.

Long-term Focus on 
Domestic Markets

Severstal continues to position itself 

to take advantage of increased steel 

demand in Russia, particularly from 

industry sectors, which typically drive 

economic growth. This domestic 

strategy is focused on the prioritization 

of the Severstal Group’s customers 

by reference to steel consuming 

industries. Industry sectors of strategic 

importance to Severstal in the domestic 

market include pipe manufacturing, 

the automotive industry, metalware, 

the fuel and energy industry, heavy 

machinery, shipbuilding and white 

goods manufacturing. Further 

customer differentiation is made within 

industry sectors, where priority is 

given to customers based on quantity, 

quality, price and payment terms. 

Severstal is committed to meeting the 

requirements of its key customers. 

To retain such customers, Severstal 

intends, inter alia, to co-operate with 

them to develop new products.

Continuous Modernization 
of Production Facilities to 
Support Competitiveness

Severstal established a long-term 

capital investment program in 2000 

designed, inter alia, to replace and 

refurbish major equipment; increase 

productivity; and, improve product 

margins. Severstal plans to develop its 

product mix further with a broader range 

of higher margin steel products meeting 

its customers’ demands, while reducing 

costs and making environmental 

improvements. The program provides 

for both investments in new production 

capacity and technical modernization 

designed to improve the efficiency of 

existing production facilities.

Capital Investment 
Program

Severstal’s capital investment program 

is designed to replace or refurbish 

major equipment, increase productivity 

and improve product quality. Severstal 

plans to develop its product mix further 

with a broader range of higher margin 

steel products meeting its customers’ 

demands, while reducing costs and 

making environmental improvements. The 

program provides for both investments in 

new production capacity and technical 

modernization, designed to improve the 

efficiency of existing production facilities.

Between 2001 and 2003, the Severstal 

Group made capital investments of 

approximately US$548 million (US$99.5 

million, US$199.0 million and US$249.5 

million, respectively, in 2001, 2002 and 

2003). During 2004 capital investments 

rose to US$611 million. Severstal has 

financed the program to date and intends 

to continue financing the program 

through a mixture of internally generated 

cash flow and external borrowings.

To achieve its goal of increased 

productivity and improved quality, one 

of the main objectives of Severstal’s 

capital investment program is to adapt its 

existing production facilities to enhance 

and improve its product mix further to 

respond to the changing requirements of 

its customers. The program is focused on 

modernizing and increasing the capacity 

of certain of Severstal’s mill operations 

to produce higher quality, value-added 

products, including galvanized steel 

and cold-rolled products. As a result, 

Severstal has acquired and continues to 

acquire modern processing technology 

and equipment from leading companies 

in the steel industry, including Fuchs, LOI 

and Siemens.

The main investment programs during 

2004 were:

Izhorsky Pipe Factory (large 

diameter pipes project);

Severgal, a joint venture with 

Arcelor, which will produce 

high-quality galvanized sheet 

for automotive industry;

Reconstruction of two 

blast furnaces to improve  

ecological standards and 

quality of products; 

Construction of new electric-

arc furnace with the annual 

crude steel capacity of 1.1 

million tonnes;

Modernization of continu-

ous-casting machine in con-

verter shop, which will help 

to increase an annual crude 

steel capacity by one million 

tonnes;

Investments in cold-rolled 

sheet quality improvement.

•

•

•

•

•

•
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Analysis of results 
of operations

The following table sets out, in summary form, the income statements of the Severstal Group. 

Year ended December 31

200� 2003

uS$’000 (% of sales) uS$’000 (% of sales)

Sales 6,647,929    100.00%   3,203,884    100.00%

Cost of sales  (4,022,555)   (60.51%)  (1,908,885)   (59.58%)

Gross profit   2,625,37�    39.�9%   1,29�,999    �0.�2%

Distribution costs     (434,811)   (6.54%)     (314,954)   (9.83%)

Selling, general & administration expenses     (246,177)   (3.70%)     (163,394)   (5.10%)

Net other operating expenses        (70,664)   (1.06%)        (4,833)   (0.15%)

Profit from operations      1,873,722    28.19%      811,818    25.3�%

Net non-operating income/(expenses)      48,921 0.74%      (31,988) (1.00%)

Profit before financing and taxation      1,922,6�3    28.92%      779,830    2�.3�%

Net financing expenses      (32,504) (0.49%)      (13,345) (0.42%)

Profit before income tax      1,890,139    28.�3%      766,�85    23.92%

Income tax expense     (481,622) (7.24%)     (162,399) (5.07%)

Profit for the year      1,�08,517    21.19%      60�,086    18.85%

Profit attributable to minorities        (7,338) (0.11%)        (7,571) (0.23%)

Profit attributable to shareholders      1,�01,179    21.08%      596,515    18.61%

Source: Severstal consolidated IFRS financial statements

Sales

The Severstal Group’s products 

are sold both in the international 

and domestic markets. Total sales 

revenues increased in the 2004 

by US$3,444.0 million, or 107.5% 

compared with 2003, and reached 

US$6,647.9 million. Such an increase 

in sales revenue resulted from 

substantial growth in prices for the 

Severstal Group’s steel products 

and revenues from Severstal North 

America – a new subsidiary, which 

added US$1,343.3 million to sales in 

2004. 

The prices (on an ex-works basis) 

achieved by Severstal in the Russian 

market were on average 6.6% higher 

than in export markets in 2004. 

In the domestic market, average 

prices increased gradually during 

the year from US$344 per tonne in 

December 2003 to US$571 per tonne 

in December 2004. The average price 

in the domestic market in 2004 was 

US$486 per tonne compared with 

US$311 per tonne in 2003. 

In the international markets, the 

average price (on an ex-works 

Cherepovets basis) achieved by 

Severstal was approximately US$271 

per tonne in December 2003. In 

December 2004, the average price 

had increased to US$501 per tonne. 

The average price during 2004 in the 

international markets was US$456 

per tonne compared with US$259 per 

tonne in 2003.
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In 2004, flat products (which include hot- and cold-rolled sheet, plates and coils) accounted for approximately 72.6% of 

total sales in terms of revenue generated while long products (hot-rolled sections) accounted for approximately 7.23%. 

The following table sets out the Severstal Group’s historical sales revenue by its main types of products:

Year ended December 31

Product 200� 2003

(uS$’000) (%) (uS$’000) (%)

Hot-Rolled Sheet 2,442,035  36.73% 1,193,730  37.26%

Cold-Rolled Sheet 1,328,228  19.98% 651,694  20.34%

Galvanized Sheet 795,174 11.96% 212,565 6,63%

Hot-Rolled Sections 480,834  7.23% 287,364  8.97%

Semi-Finished Products 322,729  4.85% 78,670  2.46%

Further Processed Products 261,476  3.93% 212,009  6.62%

Wire 248,806  3.74% 118,162  3.69%

Chemical By-Products 69,808  1.05% 47,856  1.49%

Fastenings 59,519  0.90% 33,885  1.06%

Wire Rope 62,657  0.94% 27,977  0.87%

Netting 28,683  0.43% 13,246  0.41%

Welding Rods 16,076  0.24% 10,681  0.33%

Other 197,903  2.98% 56,258  1.76%

Shipping and Handling Costs Billed to Customers 334,001  5.03% 259,517  8.10%

Total 6,6�7,929 100.00% 3,203,88� 100.00%

Source: Severstal consolidated IFRS financial statements

Sales Strategy

Formulating and implementing a sales 

strategy (which is adjusted each month 

within the framework of Severstal’s 

five year strategic marketing plan) is a 

key part of Severstal’s operations. An 

assessment of demand and a forecast 

of prices for steel products are critical 

components in Severstal’s strategic 

marketing plan, which determines 

Severstal’s long-term marketing 

strategy and annual sales plan, which in 

turn determines the type and tonnage 

of products to be produced each year. 

Severstal views the domestic market 

as strategically important and has 

implemented a long-term program 

designed to widen its customer 

base and develop its relationship 

with various key customers. In the 

international markets sales are made 

predominantly on a spot-market basis, 

excluding sales by Severstal North 

America, which has established long-

term relationship with its customer 

base.

The following table shows the Severstal Group’s sales to the domestic and international markets for the two years ended 

December 31, 2004 and 2003:

Year ended December 31

Sales 200� 2003

(uS$’000) % of total (uS$’000) % of total

Sales in Russia 2,693,595 40.5% 1,860,711 58.1%

International Sales 3,954,334 59.5% 1,343,173 41.9%

Total 6,6�7,929 100,00% 3,203,88� 100,00%

Note: Includes Severstal North America (‘SNA’)
Source: Severstal consolidated IFRS financial statements
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High Value-added Products

Severstal’s sales strategy also calls for 

increasing the share of high value-added 

products in, and adding new products 

to, its existing product range in response 

to customer demand. Examples of such 

new products include alumno-silicon 

galvanized sheet, interstitial free steel 

(‘IF-steel’) for the automotive industry 

and new alloyed steel grades for pipe 

strips. Severstal expects that Severgal will 

produce galvanized sheet steel with a high 

quality surface for the automotive industry. 

In 2004, Severstal introduced 23 new 

products, including strips, construction, 

high-durability and automotive steel 

grades. Severstal delivers high quality 

products to such major international 

companies as Fiat, Renault, Siemens, 

Mannesman, Van Leer and others.

Russian Sales

Severstal regards Russia as its most 

important market and the Severstal 

Group’s domestic sales constituted 

approximately 58.1% of total sales 

by revenue in 2003. This proportion 

decreased in 2004 to 40.5%, mainly 

due to the effect of Severstal North 

America, which added US$1,343 

million to consolidated revenues and 

higher volumes achieved because of 

high international demand.

Severstal focuses on the domestic 

market due to lower transportation 

costs in delivering to domestic 

customers and various competitive 

advantages, including high demand 

from domestic industries, which rely 

on a stable supply of steel products 

and the ability to develop long-term 

strategic alliances with customers.

Industry sectors of particular 

strategic importance to Severstal 

are the automotive industry and pipe 

manufacturing industry. Severstal 

attaches increasing importance 

to the growing construction and 

construction materials industry. During 

2004 Severstal implemented several 

investment projects to widen its range 

of construction steel products.

Contracts with domestic customers 

are entered into on a quarterly, semi-

annual or annual basis depending on 

the quality and type of industrial sector 

of the customer and include a flexible 

system of discounts and rebates 

according to which the contract 

price can be adjusted depending on 

the base product tonnage, timing of 

payment and other contractual terms.

In addition to companies controlled by 

the Severstal and Shareholder groups 

13 companies have been identified 

as key domestic customers in a 

project to work in close co-ordination 

with customers in strategically 

important industries, including, 

inter alia, OAO Volzhsky Pipe Plant 

(‘VTZ’), OAO Chelyabinsk Pipe Plant 

(‘ChTPZ’), OAO Volzhsky Automotive 

Works (‘AutoVAZ’), OAO Gorkovsky 

Automotive Works (‘GAZ’) and 

Caterpillar.

Severstal works with these 

customers as part of this ‘key 

account management’ project, which 

includes, inter alia, the development 

of new products that lead to further 

innovations both for the customer 

and Severstal. Services for such 

customers include the construction of 

consignment warehouses and rolled 

steel warehouses in different regions 

and product quality coordination on a 

quarterly basis.

A breakdown of Severstal’s sales in the Russian market by industrial sector is set out in the following table:

Year ended December 31

Industry Sector 200� 2003

(% of domestic sales revenue)

Pipe Manufacturing 17,5% 21,1%

Automotive Industry 15,5% 15,6%

Metalware 13,0% 10,3%

Heavy Engineering 12,1% 8,3%

White Goods 1,9% 3,7%

Shipbuilding 2,7% 5,1%

Regional Distribution1) 37,3% 35,9%

Regional distribution includes sales to large-scale warehouses, regional supply agencies, traders and industries 
other than those mentioned above

1)
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The regional distribution of Severstal’s 

products involves the delivery of steel 

products to large warehouses, regional 

supply agencies, traders and industries 

from which they are distributed to a 

wide range of consumers (including 

small businesses and the public).

Severstal regards pipe manufacturing 

as a key market (accounting for 

17.5% of Severstal’s total domestic 

sales revenues in 2004 and 21.1% in 

2003). Severstal is able to produce 

sophisticated steel grades for pipe 

manufacturing, as well as high-quality 

steel with a very low level of impurities 

(namely, a sulphur content of less than 

0.025% and a phosphorus content of 

less than 0.05%). Severstal is the only 

producer in Russia of the ‘K-54’ steel 

grade, which has enhanced corrosion-

resistant and cold-resistant properties 

and can be exploited in temperatures 

as low as minus 60°C. Severstal’s 

principal customers in this sector are 

VMZ and ChTPZ.

The Russian automotive sector, which 

is the third largest domestic consumer 

of Severstal’s products (accounting for 

15.5% of domestic revenues in 2004 

and 15.6% in 2003), is characterized 

by increasing demand for high-quality 

products, including IF-steel and zinc-

coated products. Severstal’s key 

customers in the domestic automotive 

sector are GAZ, AutoVAZ and UAZ. 

Due to the strict requirements of 

automotive plants (especially those 

outside Russia), Severstal constantly 

improves the quality and develops 

new grades of products (for example, 

products with an alumno-silicon 

coating).

Severstal also sells by-products from 

the metallurgical process. These 

include a wide range of chemical 

products (namely benzol and green 

vitriol); and, blast furnace and 

converter slag. These products are 

used in the agricultural, chemical and 

construction industries.

International Sales

The Severstal Group sells its products in all major international markets. The following table sets out historical data for the 

Severstal Group’s international sales by region:

Year ended December 31,

Region 200� 2003

(uS$’000)

(% of 

international 

revenues)

(uS$’000)

(% of 

international 

revenues)

The United States of America1) 1,787,659  45.21% 3,149  0.23%

Europe 1,209,435  30.59% 441,090  32.84%

The Middle East 340,894  8.62% 193,792  14.43%

Central America 161,204  4.08% 62,993  4.69%

Central Asia 123,602  3.13% 304,208  22.65%

Africa 116,856  2.96% 99,413  7.40%

South-East Asia 102,784  2.60% 216,087  16.09%

South America 71,628  1.81% 22,441  1.67%

North America excluding USA 40,272  1.02% -  -%

Total 3,95�,33� 100.00% 1,3�3,158 100.00%

Includes Severstal North America (‘SNA’)
Source: Severstal consolidated IFRS financial statements
1)

International sales accounted for 

approximately 59.5% of the Severstal 

Group’s total sales revenues for 

the year ended December 31, 

2004. Compared with its Russian 

competitors, the Severstal Group’s 

export sales include a higher share of 

value-added products such as cold-

rolled, pickled and galvanized steel. 

Semi-finished products accounted for 

approximately 8.9% of the Severstal’s 

export revenues in 2004.

Management 
Discussion and Analysis
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The Severstal Group is not exposed 

to any single regional market and 

pursues a policy of diversification in its 

export sales.

During 2004, in line with its international 

diversification strategy, the Severstal 

Group has acquired production 

facilities in the USA. This, as well as 

increased exports from Russia to the 

USA, allowed increasing international 

sales to the USA to 45.2% of total 

international sales in 2004 compared 

to 0.2% in 2003.

Europe, in particular Western Europe, 

is a strategic market for exports and 

accounted for 30.6% of the Severstal 

Group’s total international revenues in 

2004 and 32.8% in 2003. The Severstal 

Group has strong relationships with its 

European customer base and is able to 

export efficiently through river and sea 

transport during the summer. In 2005, 

Severstal strengthened its position on 

this market by acquiring together with 

Shareholder Group a stake in Lucchini 

SpA.

International revenues from the 

Central and South-East Asian region 

dropped to 5.73% of total international 

revenues in 2004, compared with 

38.74% in 2003. This decrease was, 

in particular, due to the import duties 

imposed on January 14, 2004 by the 

Chinese government and increased 

domestic production in China. Other 

export markets include Central and 

South America, Africa and the Middle 

East.

The Severstal Group’s international 

sales, except sales by Severstal 

North America, are conducted 

primarily through two export-trading 

subsidiaries (Severstal Export and 

Severstallat). Severstal Export is the 

management centre for Severstal’s 

sales operations in the export 

markets, excluding the Baltic States, 

which are covered by Severstallat. 

Managing export operations through 

one centre has allowed the Severstal 

to make cost savings through lower 

administrative expenses and to benefit 

from larger volumes. The export-

trading companies are responsible for 

the day-to-day management of export 

operations, while strategic decisions 

and control are provided by Severstal’s 

sales department.

Cost of Sales

Cost of sales increased in 2004 by 

US$2,113.7 million, or by 110.7% 

compared with 2003, and amounted to 

US$4,023 million. The share of cost of 

sales in revenues increased to 60.5% 

in 2004 from 59.6% in 2003.

The major reason for the increase in 

cost of sales was the continued growth 

in prices for basic materials, fuel and 

electricity and railway tariffs. The 

addition of Severstal North America 

in 2004 has contributed US$1,202 

million to the increase in costs, and 

also adversely affected the Severstal 

Group’s gross profit margin, because 

gross margins earned by Severstal 

North America are significantly lower 

than those of the Russian operations.

In the context of rising prices, 

Severstal continued its cost-saving 

program aimed at the optimization 

of the procurement process and the 

reduction of consumption rates.

Despite the slight decrease in gross 

profit to sales ratio – to 39.5% in the 

year ended December 31, 2004 from 

40.4% in the year ended December 

31, 2003 – the increase in total sales 

has led to an increase in gross profit of 

102.7% to US$2,625.4 million in the 

year ended December 31, 2004 from 

US$1,295.0 million in the year ended 

December 31, 2003. 

The major components of cost of sales are shown in the table below.

Year ended December 31,

200� 2003

(uS$’000) (% of total) (uS$’000) (% of total)

Material and energy costs (3,236,225) 80.5% (1,437,687) 75.3%

Staff costs (536,561) 13.3% (244,702) 12.8%

Depreciation (249,769) 6.2% (226,496) 11.9%

Total (�,022,555) 100.0% (1,908,885) 100.0%

Source: Severstal consolidated IFRS financial statements
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Distribution Costs

Distribution costs, which comprise 

the costs of shipping goods to 

customers, increased by US$119.9 

million or 38.1% in the year ended 

December 31, 2004 compared 

with the year ended December 31, 

2003. This change was mainly due 

to increases in sales volumes and 

increases in freight charges and costs 

of transport logistics.

Selling, General and 
Administrative Expenses

Selling, general and administrative 

expenses increased by US$82.8 

million or 50.7% and amounted to 

US$246.2 million in the year ended 

December 31, 2004. This change 

was primarily due to the US$42.6 

million increase in actuarial losses 

related to the retirement obligations. 

The addition of Severstal North 

America, contributed a further US$20 

million to the total selling, general and 

administrative expenses.

Net Other Operating 
Expenses

Total net other operating expenses 

increased by US$65.8 million in the 

year ended December 31, 2004 

compared with the year ended 

December 31, 2003. As a percentage 

of sales they increased to 1.06% 

during the year ended 31 December 

2004 from 0.15% during the year 

ended December 31, 2003. The 

increase was primarily driven by the 

foreign exchange differences on 

cash balances and debt securities, 

which amounted to losses of US$32.4 

million in the year ended December 

31, 2004 compared with gains of 

US$51.2 million in the year ended 

December 31, 2003. This increase in 

costs was partly offset by the gains of 

US$21.5 million realized on disposal 

of securities during the year ended 

December 31, 2004 compared with 

gains of US$0.2 million during the 

year ended December 31, 2003.

The major components of net other operating expenses are as follows.

Year ended December 31

200� 2003

(uS$’000) (% of total) (uS$’000) (% of total)

Indirect taxes and contributions (24,963) 35,3% (19,343) 400.2%

Loss on disposal of property, 
plant and equipment

(26,102) 36,9% (20,345) 421.0%

Foreign exchange gains/(losses) 
on cash balances

(32,429) 45,9% 12,931 (267.6%)

Tax penalties (761) 1.1% (178) 3.7%

Bank lending operations 4,263 (6.0%) 1,899 (39.3%)

Insurance operations

Outward reinsurance premiums (19,042) 26.9% (28,009) 579.5%

Other direct insurance income 805 (1.1%) 13,712 (283.7%)

Securities operations

Restatement to fair value of financial assets 1,349 (1.9%) (9,651) 199.7%

Foreign exchange gain/(loss) 
on debt securities

- -% 38,312 (792.7%)

Profit on disposal of securities 21,479 (30.4%) 220 (4.6%)

Other securities income 3,002 (4.2%) 1,846 (38.2%)

Other 1,735 (2.5%) 3,773 (78.1%)

Total (70,66�) 100.00% (�,833) 100.00%

Source: Severstal consolidated IFRS financial statements

Management 
Discussion and Analysis
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Non-operating Income/
(Expenses)

Non-operating income was US$48.9 

million in the year ended December 

31, 2004 compared with non-

operating expenses of US$32.0 million 

in the year ended December 31, 2003 

– an increase of US$80.9 million. This 

increase was mostly due to negative 

goodwill totaling US$61.3 million in 

the year ended December 31, 2004 

compared with US$5.1 million in the 

year ended December 31, 2003. The 

negative goodwill, recognized as 

income, in 2004 relates primarily to the 

acquisition of the assets and business 

of Rouge Industries. Non-operating 

income for the year ended December 

31, 2004 also includes income of 

US$7.2 million of the Severstal Group’s 

share of associates’ profits compared 

with losses of US$0.3 million in the 

year ended December 31, 2003. The 

income recognized in 2004 mostly 

relates to the associates of Severstal 

North America. Total expenses 

related to the impairment of goodwill 

and property, plant and equipment 

at US$16.1 million in the year ended 

December 31, 2004 were similar 

to the US$16.0 million for the year 

ended December 31, 2003. Details of 

the gain on disposal of subsidiaries, 

totaling US$20.5 million in the year 

ended December 31, 2004, can be 

found in note 35 to the consolidated 

financial statements.

The major recurring components of 

non-operating expenses are social 

expenditure and charitable donations, 

which Severstal incurs not only for the 

benefit of its employees but also for 

the benefit of the general population 

in the northwest of Russia. These 

amounts increased to US$22.5 million 

in the year ended December 31, 2004 

compared with US$17.8 million in the 

year ended December 31, 2003.

Non-operating expenses comprise the following major items.

Year ended December 31

200� 2003

(uS$’000) (% of total) (uS$’000) (% of total)

Negative goodwill 61,274 125.25% 5,099 (15.94%)

Gain on disposal of subsidiaries 20,475 41.85% - -%

Impairment of property, plant and equipment (16,066) (32.84%) (5,413) 16.92%

Impairment of goodwill - -% (10,548) 32.97%

Social expenditure (12,199) (24.94%) (9,126) 28.53%

Charitable donations (10,272) (21.00%) (8,682) 27.14%

Share of associates profits/(losses) 7,158 14.63% (280) 0.88%

Other (1,449) (2.96%) (3,038) 9.50%

Total �8,921 100.00% (31,988) 100.00%

Source: Severstal consolidated IFRS financial statements

Net Financing Expenses

Net financing expenses increased 

by US$19.2 million in the year ended 

December 31, 2004 compared with the 

year ended December 31, 2003. 

Total interest expenses increased in 

the year ended December 31, 2004 

by US$84.8 million and amounted to 

US$110.0 million. This increase is 

primarily due to significant debt finance 

raised during 2004, including bank loans 

totaling US$700 million in February and 

April 2004 that were financed by the issue 

of Loan Participation Notes. Accordingly, 

the outstanding balance of debt finance 

was US$1,553.1 million at December 

31, 2004 compared with US$529.0 

million at December 31, 2003.

Interest income, which the Severstal 

Group earned on its financial assets 

in the year ended December 31, 

2004, amounted to US$46.0 million 

compared with US$21.1 million in 

the year ended December 31, 2003. 

This increase in interest income 

corresponds to increased average 

amounts of financial assets held during 

the years ended December 31, 2004 
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and 2003, respectively. The amounts 

of financial assets held at the balance 

sheet dates were US$753.0 million at 

December 31, 2004 and US$377.6 

million at December 31, 2003. 

Net foreign exchange gains 

on interest bearing assets and 

liabilities in 2004 amounted to 

US$31.6 million compared with net 

foreign exchange losses of US$9.2 

million in the year ended December 

31, 2003. 

Net financing income comprises the following major items.

Year ended December 31,

200� 2003

(uS$’000) (% of total) (uS$’000) (% of total)

Interest income 45,952 (122.94%) 21,140  (158.41%)

Interest expense (110,041)         320.11% (25,251) 189.22%

Net foreign exchange gains/(losses) 31,585 (97.17%) (9,234) 69.19%

Total (32,50�) 100.00% (13,3�5) 100.00%

Source: Severstal consolidated IFRS financial statements       

Profit before Income Tax

All the above resulted in profit before 

income tax increasing substantially in 

the year ended December 31, 2004 

to US$1,890.1 million, an increase of 

US$1,123.7 million compared with 

the year ended December 31, 2003. 

Profit before income tax amounted to 

28.4% of revenues in 2004 compared 

with 23.9% in 2003. In 2004, 

Severstal was the major taxpayer of 

the Vologda Region and Cherepovets 

budgets.

Income Tax Expense

Income tax expense increased as a 

result of increases in pre-tax profits 

and amounted to US$481.6 million 

in the year ended December 31, 

2004, an increase of US$319.2 

million compared with 2003. Current 

income taxes payable to the tax 

authorities were US$501.1 million in 

the year ended December 31, 2004, 

US$287.9 million more than in the 

year ended December 31, 2003. The 

decreases in deferred tax provisions 

and the positive corrections of the 

prior period tax charges reduced 

the amounts of the total income tax 

expense recognized in the income 

statement by US$19.5 million in the 

year ended December 31, 2004 and 

by US$50.9 million in the year ended 

December 31, 2003.

Profit Attributable to 
Minorities

Profit attributable to minorities 

remained stable and amounted to 

US$7.3 million in the year ended 

December 31, 2004 compared with 

US$7.6 million in the year ended 

December 31, 2003. 

Profit/(Loss) Attributable 
to Shareholders

The Severstal Group’s profit 

attributable to shareholders in the 

year ended December 31, 2004 

was reported as US$1,401.2 million 

compared with a net profit in the 

year ended December 31, 2003 of 

US$596.5 million.

Liquidity and Capital 
Resources

The Severstal Group’s steel segment 

is highly capital intensive and requires 

substantial expenditure to modernize 

and maintain existing production 

facilities. The majority of the Severstal 

Group’s assets was built in the 

1980s and 1990s, and is now highly 

depreciated. Severstal established a 

long-term capital investment program 

in 2000 designed to replace plant and 

equipment, increase productivity and 

improve product margins. 

On January 31, 2004 Severstal 

completed the notable acquisition 

of the assets and business of Rouge 

Industries, located in Dearborn, 

Michigan, USA, which is one of the 

key suppliers of Ford Motor Company. 

Severstal regards this acquisition 

is a strategic opportunity to expand 

its presence in the US market for 

automotive steel.

Significant cash flows were used to 

pay dividends to the shareholders.

Management 
Discussion and Analysis
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Cash Flows

The following table summarizes the consolidated statement of cash flows for the years ended December 31, 2004 and 2003:

(uS$’000) Year ended December 31,

200� 2003

Profit before financing and taxation 1,922,643 779,830

Adjustments for items not affecting cash:

Depreciation of property, plant and equipment 249,769 226,496

Loss on disposal of property, plant and equipment 26,102 20,345

Adjustment of financial assets to fair value (1,349) 9,651

Foreign exchange loss/(gain) 50,664 (53,973)

Asset impairment 16,066 18,909

Negative goodwill written off (61,274) (5,099)

Other items not affecting cash (33,100) 7,942

Changes in operating assets and liabilities:

Banking assets (90,951) (80,804)

Short term bank deposits (423,077) (107,183)

Accounts receivable (201,171) (213,108)

Inventories (510,014) (93,880)

Accounts payable 290,595 (3,517)

Other changes in operating assets and liabilities (40,470) 39,496

Net interest (paid)/received (41,673) (2,978)

Income tax paid (515,828) (208,123)

Net cash provided from operating activities 636,932 334,004

Cash used for investing activities:

Capital expenditure (614,023) (242,803)

Financial assets 56,483 209,047

Acquisitions (278,268) (67,923)

Cash provided from/(used for) financing activities:

Net change in debt finance 989,323 316,132

Dividends paid (337,255) (309,451)

Other 14,862 22,368

Exchange rate effects on cash and equivalents (7,385) 12,931

Cash and equivalents at start of period 463,702 189,397

Cash and equivalents at end of period 924,371 463,702

Source: Severstal consolidated IFRS financial statements
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Net Cash Provided 

from Operating Activities

In 2004 earnings before interest and 

tax (‘EBIT’) increased by 155% to 

US$1,922.6 million from US$779.8 

million in 2003. This was mainly 

the result of the increased sales 

revenues due to higher prices for 

steel products and increased sales 

volumes. However, net cash from 

operating activities increased less 

significantly to US$636.9 million in 

2004 compared with US$334.0 million 

in 2003. Net operating cash flows were 

reduced in 2004 by US$515.8 million 

of income taxes paid, compared with 

US$208.1 million in 2003. Also, the 

increase in short term bank deposits 

reduced net operating cash flows by 

US$423.1 million in 2004 compared 

with US$107.2 million in 2003. Finally, 

continued increases in the cost of 

inputs have led to increased inventory 

levels, which had a negative impact on 

net operating cash flows of US$510.0 

million in 2004 compared with US$93.9 

million in 2003. The negative impact 

of the rise in inventory levels was 

partially offset by the corresponding 

increase in accounts payable of 

US$290.6 million in 2004 compared 

with a decrease in accounts payable 

of US$3.5 million in 2003.

Cash Used for 

Investing Activities

Net cash used for investing activities 

increased by US$734.1 million and 

totaled US$835.8 million in 2004 

compared with US$101.7 million 

in 2003. This was due principally 

to substantially higher capital 

expenditures in the 2004.  Net 

capital expenditures amounted to 

US$614.0 million in 2004, an increase 

of US$371.2 million compared with 

2003. 

Net cash used for acquisitions 

increased by US$210.4 million and 

totaled US$ 278.3 million in 2004 

compared with US$67.9 million in 

2003. The amount of net cash used 

for acquisition activities in 2004 

includes payment of US$259.5 million 

for the acquisition of the assets of 

and business of Rouge Industries by 

the Severstal Group’s US subsidiary 

Severstal North America Inc.

Cash Provided from /(Used for) 

Financing Activities

Cash from financing activities totaled 

US$666.9 million in 2004, which 

was US$637.9 million more than 

US$29.0 million in 2003. This was 

due to a net increase in borrowings 

to finance capital expenditures and 

acquisitions. The net increase in 

borrowings amounted to US$989.3 

million in 2004, US$673.2 million 

more than in 2002. Dividend 

payments in 2004 amounted to 

US$337.3 million, US$27.8 million 

higher than in 2003.

Working Capital

The working capital surplus (current 

assets less current liabilities) was 

US$2,960.4 million at December 31, 

2004 compared with US$985.4 million 

at December 31, 2003. Net working 

capital increased during 2004 by 

US$1,975.0 million. This increase 

resulted mainly from increases in cash 

and cash equivalents of US$460.7 

million; in short-term financial assets 

of US$411.6 million; in inventories of 

US$679.6 million; in trade accounts 

receivable of US$289.1 million; 

and, in amounts receivable from 

related parties of US$234.9 million. 

This increase in assets was partially 

offset by increases in trade accounts 

payable totaling US$203.2 million.

Net Indebtedness/Net Cash 
Position

Total debt of the Severstal Group 

increased by US$1,024.1 million to 

US$1,553.1 million at December 

31, 2004 from US$529.0 million at 

December 31, 2003. Net proceeds 

from debt finance were US$989.3 

million in 2004 and US$316.1 million 

in 2003. 

Capital Commitments

The Severstal Group had capital 

commitments of US$212.6 million at 

December 31, 2004 and US$208.1 

million at December 31, 2003. 

These capital commitments are 

mainly a result of the large capital 

commitments at Severgal in respect 

of the construction and installation of 

its production facilities and Group’s 

capital commitments in respect 

of the development of a wide pipe 

manufacturing facility at the Izhorsky 

Tube Factory.

The Severstal Group had provided 

guarantees for bank borrowings 

totaling US$65.3 million at December 

31, 2004 and US$55.8 million at 

December 31, 2003, of which all 

were in respect of borrowings by 

subsidiaries or related parties. These 

guarantees mature in accordance with 

the debts they guarantee over periods 

up to 2013.

Management 
Discussion and Analysis
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Employees and Labour Matters

As at December 31, 2004, Severstal Group had 54,597 employees. An analysis of Severstal Group’s staff is as follows:

Year ended December 31

200� 2003

Iron and steel manufacture and sales 36,485 36,858

Metal reprocessing and machining 14,828 12,906

Other activities 3,284 11,613

Total active employees 5�,597 61,377

Source: Severstal consolidated IFRS financial statements

The reduction in employee numbers 

shown in the above table is primarily 

the result of the disposal of service 

and insurance companies by the 

Severstal Group to related parties 

during 2004. This reduction was partly 

offset by former employees of Rouge 

Industries becoming employees of 

Severstal North America. 

Severstal has a collective bargaining 

agreement with the Mining and 

Metallurgical Trade Union. To date, 

Severstal has experienced no 

material labor disputes, strikes or 

employee legal actions nor have 

any of its subsidiaries. Severstal 

considers its employee relations to 

be good.

Social Projects 
and Commitments

In 2004, the Severstal Group spent 

US$12.2 million on the social 

services it provides for its employees, 

compared with US$9.1 million in 

2003. These social services include 

medical services and recreational 

and cultural activities. Severstal’s 

social complex includes 18 buildings 

and 43 hostels and a housekeeping 

service. Severstal has two leisure 

centers and several sports grounds.

Pensions

In 2004, the Severstal Group’s 

contribution to state pension funds 

was US$70.5 million compared 

with US$57.4 million for the year 

ended December 31, 2003. These 

payments are made as part of the 

statutory employer’s contribution to 

standard social security taxes.

The Severstal Group also finances two 

voluntary retirement benefit schemes 

for its employees. One of these 

schemes operates through NRPF 

StalFund (formerly NRPF Sheksna-

Gefest) and the other is structured 

as a charitable organization, to which 

no new members were admitted after 

January 1, 2002.

The Severstal Group’s net unfunded 

liability for such voluntary retirement 

benefits as shown in its IFRS 

consolidated financial statements 

increased to US$98.6 million at 

December 31, 2004 from US$31.8 

million at December 31, 2003. 

Pension liabilities of Severstal North 

America employees comprised 

US$31 million. The remaining 

increase was primarily driven by 

the change of future rate of benefit 

increase from 0.0% to 6.2% per 

annum for Russia-based employees 

and by the change in expected return 

on plan assets from 17.0% to 8.1% 

per annum. 

Health and Safety

Since 2000, Severstal’s management 

has implemented an industrial health 

and safety protection management 

system, which Severstal believes to be 

the first such system to be adopted by 

a Russian steel company. In February 

2003, Severstal became the first 

Russian metallurgical plant to receive 

the international OHSAS-18001:1999 

standard.

Severstal has a consistent industrial 

safety policy, which includes improving 

working conditions and personal safety 

measures in Severstal’s workshops.
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Independent Auditor’s Report
  

KPMG Limited

11 Gogolevsky Boulevard Telephone +7 (095) 937 4477

Moscow 119019 Fax +7 (095) 937 4400/99

Russia Internet  www.kpmg.ru

The Board of Directors

OAO Severstal

We have audited the accompanying consolidated balance sheet of Severstal and its subsidiaries (the ‘Group’) as of 

December 31, 2004 and the related consolidated statements of operations, changes in shareholders’ equity and cash 

flows for the year then ended. These consolidated financial statements are the responsibility of the Group’s management. 

Our responsibility is to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with International Standards on Auditing. Those standards require that we plan and 

perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement. 

An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. 

An audit also includes assessing the accounting principles used and significant estimates made by management, as well 

as evaluating the overall financial statement presentation. We believe that our audit provides a reasonable basis for our 

opinion. 

In our opinion, the consolidated financial statements present fairly, in all material respects, the financial position of the 

Group as of December 31, 2004, and the results of its operations and its cash flows for the year then ended in accordance 

with International Financial Reporting Standards.

 

KPMG Limited

June 17, 2005
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Consolidated Balance Sheet

uS$’000 December 31,

Note 200� 2003 2002

Assets

Current assets:

Cash and cash equivalents 13 924,371) 463,702) 189,397) 

Reserves at Central Bank of Russia 4,695) 13,247) 2,520) 

Banking assets 14 217,286) 117,559) 39,058) 

Trade accounts receivable 15 456,132) 167,059) 124,288) 

Inventories 16 1,024,304) 344,713) 246,817) 

Amounts receivable from related parties 17 287,213) 52,280) 41,652) 

VAT recoverable 173,372) 83,635) 48,532) 

Income tax recoverable 43,945) 2,216) 1,506) 

Other current assets 18 118,315) 71,156) 93,261) 

Lease receivables 19 -)  202) 416) 

Financial assets 20 662,544) 250,985) 330,327) 

Total current assets 3,912,177) 1,566,75�) 1,117,77�) 

Non-current assets:

Amounts receivable from related parties 17 -)  181,443) -)  

Lease receivables 19 -)  29) 161) 

Financial assets 21 90,494) 126,620) 107,249)

Investment in associates 22 85,770) 809) 7,830)

Property, plant and equipment 23 2,488,771) 1,995,581) 1,958,244)

Intangible assets 24 6,386) 2,567) 197)
Total non-current assets 2,671,�21) 2,307,0�9) 2,073,681) 

Total assets 6,583,598) 3,873,803) 3,191,�55) 

Liabilities and shareholders’ equity

Current liabilities:

Trade accounts payable 311,971) 108,759) 117,945) 

Bank customer accounts 25 44,695) 50,879) 6,857) 

Amounts payable to related parties 26 112,093) 42,540) 33,851) 

Income taxes payable 30,465) 5,967) 8,501) 

Other taxes and social security payable 32,520) 17,632) 22,448) 

Deferred income 1,956) 2,101) 3,665) 

Debt finance 27 227,821) 186,088) 92,556) 

Lease liabilities 28 351) 246) 689) 

Dividends payable 18,440) 39,481) 564) 

Other current liabilities 29 171,504) 127,697) 84,555) 

Total current liabilities 951,816) 581,390) 371,631) 

Non-current liabilities:

Debt finance 27 1,325,324) 342,917) 83,796) 

Lease liabilities 28 450) 447) 631) 

Deferred tax liabilities 12 277,831) 247,643) 285,447) 

Other non-current liabilities 30 104,700) 39,544) 49,540) 

Total non-current liabilities 1,708,305) 630,551) �19,�1�) 

Minority interest 6�,026) 60,�59) 3�,51�) 

Shareholders’ equity:

Share capital 31 3,311,129) 3,311,129) 3,311,129) 

Additional paid in capital -)  -)  136) 

Revaluation reserve 670,274) 728,467) 832,048) 

Foreign exchange differences 128,048) -) -)  

Accumulated deficit (250,000) (1,438,193) (1,777,417)

Total shareholders’ equity 3,859,�51) 2,601,�03) 2,365,896) 

Total liabilities and shareholders’ equity 6,583,598) 3,873,803) 3,191,�55) 

These financial statements were approved by the Board of Directors on June 17, 2005.

The accompanying accounting policies and notes on pages 46 to 80 form an integral part of these consolidated financial 

statements.
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Consolidated Income Statement

uS$’000 Year ended December 31,

Note 200� 2003 2002

Sales revenues

Sales – external 6,268,795 2,921,232) 2,046,502) 

Sales - to related parties 17 379,134 282,652) 228,678) 

4 6,6�7,929 3,203,88�) 2,275,180) 

Cost of sales (4,022,555) (1,908,885) (1,506,011)

Gross profit 2,625,37� 1,29�,999) 769,169) 

Indirect taxes and contributions (24,963) (19,343) (37,660)

Selling, general and administration expenses (246,177) (163,394) (105,858)

Distribution expenses (434,811) (314,954) (279,362)

Net other operating expenses 5 (57,557) (3,819) (25,784)

Net expenses from insurance operations 7 (18,237) (14,297) (18,356)

Net income from bank lending operations 8 4,263 1,899) 2,615 

Net income/(expenses) from securities operations 9 25,830 30,727) (12,225)

Profit from operations 1,873,722 811,818) 292,539) 

Net non-operating expenses 10 (3,445) (20,846) (22,038)

Impairment of property, plant and equipment 23 (16,066) (5,413) (11,046)

Impairment of goodwill 24 -)  (10,548) -)  

Negative goodwill 35 61,274) 5,099) 6,775) 

Share of associates profits/(losses) 7,158) (280) (5,166)

Profit before financing and taxation 1,922,6�3) 779,830) 261,06�) 

Net financing expense 11 (32,504) (13,345) (18,079)

Profit before income tax 1,890,139) 766,�85) 2�2,985) 

Income tax expense 12 (481,622) (162,399) (61,782)

Profit for the year 1,�08,517) 60�,086) 181,203) 

Profit attributable to minorities (7,338) (7,571) (409)

Profit attributable to shareholders 1,�01,179) 596,515) 180,79�) 

Weighted average number of

shares outstanding during the year (units after split) 551,854,800) 551,854,800) 551,854,800) 

Basic and diluted earnings per share (US dollars) 2.5� 1.08 0.33 

The accompanying accounting policies and notes on pages 46 to 80 form an integral part of these consolidated financial 

statements.
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Consolidated Statement of Cash Flows

uS$’000 Year ended December 31,

200� 2003 2002
Operating activities:

Profit before financing and taxation 1,922,643) 779,830) 261,064) 
Adjustments to reconcile profit to cash provided by operating activities:

Depreciation of property, plant and equipment 249,769) 226,496) 213,155) 
Amortization of intangible assets 269) 109) 66) 
Iimpairment of property, plant and equipment 16,066) 18,909) 11,046) 
Negative goodwill (61,274) (5,099) (6,775)
Foreign exchange loss/(gain) 50,664) (53,973) 16,593) 
Loss on disposal of property, plant and equipment 26,102) 20,345) 33,407) 
Loss on disposal of intangible assets -)  -)  71) 
(Gain)/loss on disposal of subsidiaries/associates (20,475) 736) 772) 
(Gain)/loss on disposal of financial assets (21,479) (220) 21,342) 
Adjustment of financial assets to fair value (1,349) 9,651) (3,646)
Share of associates income (7,158) 280) 5,166) 
Bank loan loss provisions (238) 2,303) (191)
Impairment of accounts receivable (1,568) (3,862) 918) 
Impairment of inventories 17,549) 8,596) (10,073)
Changes in operating assets and liabilities:

Reserves at Central Bank of Russia 9,366) (10,727) 2,377) 
Banking assets (90,951) (80,804) (18,130)
Trade accounts receivable (233,228) (21,037) (28,180)
Amounts receivable from related parties 32,057) (192,071) (11,446)
VAT recoverable (93,838) (28,829) (15,438)
Inventories (510,014) (93,880) 9,573) 
Lease receivables 254) 289) (193)
Other current assets (34,397) 4,321) 4,787) 
Short term bank deposits (423,077) (107,183) (9,680)
Trade accounts payable 172,895) (12,206) 27,298) 
Bank customer accounts (9,312) 44,022) 1,240) 
Amounts payable to related parties 117,700) 8,689) 23,706) 
Other taxes and social security payable 13,015) 14,721) (2,711)
Deferred income (273) (1,708) (1,394)
Other current liabilities 32,587) 31,378) 24,610) 
Other non-current liabilities 42,128) (13,971) 13,850) 

Cash generated from operations 1,19�,�33) 5�5,105) 563,18�) 
Interest received (excluding banking operations) 39,961) 21,140) 9,286) 
Interest paid (excluding banking operations) (81,634) (24,118) (25,010)
Income tax paid (515,828) (208,123) (104,877)

Net cash provided from operating activities 636,932) 33�,00�) ��2,583) 
Investing activities:

Additions to property, plant and equipment (610,890) (247,915) (201,974)
Additions to intangible assets (4,878) -)  (16)
Additions to financial assets (301,042) (45,167) (457,669)
Buy out of minority interests (377) (6,475) (9,731)
Net cash outflow on acquisition of subsidiaries (254,927) (52,353) -)  
Net cash outflow on disposals of subsidiaries (22,964) -)  (276)
Net cash outflow as a result of spin off -)  -)  (573)
Acquisition from common shareholder -)  (9,095) (4,003)
Proceeds from disposal of property, plant and equipment 1,745) 5,112) 11,556) 
Proceeds from disposal of financial assets 357,525) 254,214) 306,625) 
Cash used for investing activities (835,808) (101,679) (356,061)

Financing activities:
Proceeds from debt finance 1,453,059) 606,488 359,919) 
Repayment of debt finance (463,736) (290,356) (343,500)
Proceeds from lease finance -)  -)  404) 
Repayment of lease finance (624) (626) (170)
Dividends paid (337,255) (309,451) (18,578)
Minority capital contributions 4,024) 22,994) 2,093) 
Dividends paid to minorities (58) -)  -)  
Dividends received 11,520) -)  -)  
Cash provided from financing activities 666,930) 29,0�9) 168) 

Effect of exchange rates on cash and cash equivalents (7,385) 12,931) 478) 

Net increase in cash and cash equivalents �60,669) 27�,305) 87,168) 
Cash and cash equivalents at beginning of year 463,702) 189,397) 102,229) 
Cash and cash equivalents at end of year 92�,371) �63,702) 189,397) 

The accompanying accounting policies and notes on pages 46 to 80 form an integral part of these consolidated financial 

statements.
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Consolidated Statement of Changes in Shareholders’ Equity

uS$’000
Share 

capital

Additional 

capital

Revaluation 

reserve

Foreign 

exchange 

reserve

Accumu-

lateddeficit Total

Balances at December 31, 2001 3,311,129 136 9�9,2�5 -  2,230,�78 

Dividends:

spin off (see note 35) -  -  -  -  (41,373) (41,373)

Realization of revaluation reserve:

Disposals -  -  (26,160) -  26,160 -  

Depreciation -  -  (128,048) -  128,048 -  

Deferred tax on realization -  -  37,011 -  (37,011) -  

Acquisition from common shareholder -  -  -  -  (4,003) (4,003)

Profit attributable to shareholders -  -  -  -  180,794 180,794 

Balances at December 31, 2002 3,311,129 136 832,0�8 -  2,365,896 

Dividends:

cash dividend -  -  -  -  (348,161) (348,161)

Realization of revaluation reserve:

Disposals -  -  (8,759) -  8,759 -  

Depreciation -  -  (122,595) -  122,595 -  

Deferred tax on realization -  -  31,525 -  (31,525) -  
Impairment of property, plant and equip-

ment:
Impairment -  -  (4,936) -  -  (4,936)

Deferred tax on impairment -  -  1,184 -  -  1,184 

Acquisition from common shareholder -  (136) -  -  (8,959) (9,095)

Profit attributable to shareholders -  -  -  -  596,515 596,515 

Balances at December 31, 2003 3,311,129 -  728,�67 -  2,601,�03 

Dividends:

cash dividend -  -  -  -  (316,214) (316,214)

Realization of revaluation reserve:

Disposals -  -  (12,843) -  12,843 -  

Business de-combinations -  -  (541) -  541 -  

Depreciation -  -  (118,085) -  118,085 -  

Deferred tax on realization -  -  31,551 -  (31,551) -  

Foreign exchange difference

Origination -  -  41,725 131,358 -  173,083 

Business de-combinations -  -  -  (3,310) 3,310 -  

Profit attributable to shareholders -  -  -  -  1,401,179 1,401,179 

Balances at December 31, 200� 3,311,129 -  670,27� 128,0�8 (250,000) 3,859,�51 

The accompanying accounting policies and notes on pages 46 to 80 form an integral part of these consolidated financial 

statements.
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Notes to the Consolidated 
Financial Statements

Tabular amounts expressed in thousands of US dollars

1. Operations

The consolidated financial statements of OAO Severstal 

(‘the Group’) comprise the parent company, OAO Severstal 

(‘Severstal’ or ‘the Parent Company’), and its subsidiaries 

as listed in note 35.

Severstal began operations on August 24, 1955 and 

completed the development of an integrated iron and steel 

mill in Cherepovets during February 1959 when the first 

steel was rolled.  On September 24, 1993, as part of the 

Russian privatization program, Severstal was registered as 

a Joint Stock Company (‘OAO’) and privatized.  Severstal’s 

registered office is located at Ul Mira 30, Cherepovets, 

Russia.  Severstal’s shares are quoted on the Russian 

Trading System.  Through participating in Severstal’s 

privatization auctions and other purchases, Alexey 

Mordashov has purchased shares in Severstal such that as 

at the balance sheet date he controlled, directly or indirectly, 

82.75% (2003: 82.75%; 2002: 82.75%) of Severstal’s share 

capital.

The Group comprises the following segments:

Steel segment – this segment operates full 

cycle integrated iron and steel mills in Russia 

and the USA and has supporting companies 

for maintenance and the sale of products in 

the Russian and international markets.  The 

maintenance companies within this segment 

were sold to related parties in December 2004.

Metalware segment – this segment comprises 

three locations in Russia containing wire drawing 

equipment that takes long products (mainly 

wire) from the Steel segment and turns them 

into products with a higher value added for the 

Russian and international markets.  

Mining segment – this segment operates various 

mines that supply the bulk of the iron ore needs 

of the Steel segment.  The principal mines being: 

OAO Olkon, that produces iron ore concentrate; 

and, OAO Karelsky Okatysh that produces 

iron ore pellets.  This segment was spun-off to 

shareholders in September 2002.

Financing segment – this segment operates a 

retail bank and a leasing company.  Part of this 

segment was sold to related parties in December 

2004.

Insurance segment – this segment operates 

a general insurance company; a specialist 

medical insurance company; and a pension 

fund management company.  As this sector of 

the Russian economy has reformed over recent 

years this segment has increased the size of it 

operations both geographically within Russia 

•

•

•

•

•

and financially.  Part of this segment was sold to 

related parties in December 2004, the remaining 

part in April 2005.

A segmental analysis of the consolidated balance sheet 

and income statement is given in note 37.

During 2001 the controlling interests in the share capital of 

OAO UAZ and OAO ZMZ that had been previously acquired 

by related parties were transferred temporarily into Severstal 

to facilitate a group restructuring that was completed on 

September 16, 2002.  These two investments together 

with a significant interest in the share capital of OAO HK 

Kuzbassugol, acquired in 2001 by Severstal, have not been 

consolidated in these financial statements because they 

were held for subsequent disposal, and were consequently 

carried at estimated fair value – being acquisition cost less 

impairment.

The group restructuring created two new entities 

(OAO Severstal-Auto and OAO Severstal-Resource) to 

contain the automotive and mining investments held by 

Severstal.  These new companies were created through 

the contribution of shares held by Severstal in OAO UAZ 

and OAO ZMZ (Severstal-Auto); and, OAO Olkon, OAO 

Karelsky Okatysh, OAO HK Kuzbassugol, OAO Stalmag and 

OOO Severny Niobium (Severstal-Resource).  The shares 

in these new companies were distributed to the existing 

shareholders of Severstal through an ‘in kind’ dividend 

payment on September 16, 2002.  In these consolidated 

financial statements the value of the dividend has been 

recorded at the carrying value of the assets and liabilities 

effectively distributed during this dividend payment.  The 

cash equivalent of these dividends was determined by 

independent valuation as Rbs28.80 per share (US$21.1 

million in total).

A large part of the Group is based in the Russian Federation 

and is consequently exposed to the economic and political 

effects of the policies adopted by the Russian government.  

These conditions and future policy changes could affect the 

operations of the Group and the realization and settlement 

of its assets and liabilities.

International sales of rolled steel from the Group’s Russian 

operations have been the subject of several anti-dumping 

investigations.  The Group has taken steps to address the 

concerns of such investigations and participates actively in 

their resolution.

2. Presentation of the Financial 
Statements

Statement of Compliance

These consolidated financial statements are prepared in 

accordance with International Financial Reporting Standards 

(‘IFRS’) as issued by the International Accounting Standards 

Board, and are prepared under the historic cost convention 

except that property, plant and equipment; derivative 
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financial instruments; and, available for sale and held for 

trading securities are stated at fair value.  The Group’s 

statutory financial records are maintained in accordance 

with the legislative requirements of the countries in which 

the individual entities are located, which differ in certain 

respects from IFRS.  The accounting policies consistently 

applied in the preparation of these consolidated financial 

statements are set out in note 3.

Early Adoption of IFRS

In the preparation of the these consolidated financial 

statements, management elected to apply the requirements 

of the following new and revised reporting and accounting 

standards before their effective dates:

IFRS 3 ‘Business Combinations’;

IAS 21 ‘The Effects of Changes in Foreign 

Exchange Rates’;

IAS 36 ‘Impairment of Assets’; and,

IAS 38 ‘Intangible Assets’.

The above reporting and accounting standards were 

adopted from the first occasion on which the Group 

started to prepare general purpose consolidated financial 

statements.  Had the Group not adopted these new and 

revised standards, then as at the balance sheet date 

cumulative negative goodwill of US$105.1 million (2003: 

US$43.8 million;  2002: US$37.7 million) would have been 

capitalized instead of being recognized directly in the 

income statement.

Going Concern Basis

These consolidated financial statements have been 

prepared on a going concern basis, which contemplates 

the realization of assets and the settlement of liabilities in 

the normal course of business.

Use of Estimates

The preparation of consolidated financial statements 

in conformity with IFRS requires management to make 

estimates and assumptions that affect the amounts 

reported therein.  Due to the inherent uncertainty involved 

in making such estimates, the actual results reported in 

future periods may be based upon amounts that differ from 

those estimates.

Functional and Presentation Currency

The national currency of the Russian Federation is the 

rouble.  After extensive reviews of Severstal’s operations 

management has determined that Severstal’s functional 

currency changed from the United States dollar (‘US 

dollar’ or ‘US$’) to the Russian rouble (‘Rbs’).  This change 

reflects (i) the consequences of the recent changes in 

the Russian economic environment; and (ii) a move away 

from commodity steels sold in spot markets to value 

added products for specific customers; both of which 

•
•

•
•

combined together to permit Severstal to move its selling 

and purchasing activities from mainly US dollar based 

transactions to mainly rouble based transactions.

The date of Severstal’s functional currency transition has 

been set at January 1, 2004.  However, since the Group’s 

consolidated financial statements were previously presented 

in US dollars, management has elected to continue to use 

the US dollar as the Group’s presentation currency for the 

purposes of these consolidated financial statements to 

facilitate the comparability of the Group’s results.

The rouble is not a fully convertible currency outside the 

Russian Federation and accordingly, any conversion of 

rouble amounts into US dollars should not be construed 

as a representation that rouble amounts have been, could 

be, or will be in the future, convertible into US dollars at the 

exchange rates used, or at any other exchange rate.

Basis of Consolidation

Subsidiaries are those enterprises controlled, directly or 

indirectly, by the Parent Company.  The financial statements 

of subsidiaries are included in these consolidated 

financial statements from the date that control effectively 

commences until the date that control effectively ceases.  

The minority interest represents the minorities’ proportion 

of the net identifiable assets of the subsidiaries.

Associates are those enterprises in which the Group has 

significant influence, but does not have control over the 

financial and operating policies.  These consolidated 

financial statements include the Group’s share of the total 

recognized gains and losses of associates accounted 

for on an equity accounting basis, from the date that 

significant influence effectively commences until the date 

that significant influence effectively ceases.  When the 

Group’s share of losses exceeds the carrying amount of 

the associate, the carrying amount is reduced to nil and 

recognition of further losses is discontinued except to the 

extent that the Group has incurred obligations in respect of 

the associate.

The Group enters into transactions with special purpose 

entities (‘SPEs’), for business purposes, in which it does 

not hold any direct or indirect equity interest.  These 

entities are established with arrangements that impose 

limits on the operational decision-making powers of the 

entities’ management.  To the extent that the Group retains 

significant beneficial interests in the entities’ activities, the 

beneficial interests of the Group in the financial position and 

results of these entities are included in these consolidated 

financial statements.

Intra-group balances and transactions, and any unrealized 

gains arising from intra-group transactions, are eliminated in 

preparing the consolidated financial statements.  Unrealized 

gains and losses arising from transactions with associates 

are eliminated to the extent of the Group’s interest in the 

enterprise.  Unrealized gains and losses are eliminated 
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against the investment in the associate.  Unrealized losses 

are eliminated in the same way as unrealized gains except 

that they are only eliminated to the extent that there is no 

evidence of impairment.

Acquisitions of controlling interests in companies that 

were previously under the control of the same controlling 

shareholder as the Group are accounted for as if the 

acquisition had occurred at the date on which control was 

obtained by the common controlling shareholder.  For this 

purpose comparatives are restated.  The assets and liabilities 

acquired are recognized at their book values as already 

recorded in the IFRS consolidated financial statements of 

the common controlling shareholder.  The components of 

equity of the acquired companies are added to the same 

components within Group equity except that any share 

capital of the acquired companies is recorded as part of 

additional paid in capital.  Any cash paid for the acquisition 

is debited to equity.

3. Summary of the Principal 
Accounting Policies

a. Cash and Cash Equivalents

Cash equivalents are all highly liquid temporary cash 

investments with original maturity dates of three months or 

less.

b. Inventories

Inventories are stated at the lower of cost and net realizable 

value.  Net realizable value is the estimated selling price in 

the ordinary course of business, less the estimated costs of 

completion and selling expenses.  The cost of inventories 

is based on the weighted average principle and includes 

expenditure incurred in acquiring the inventories and 

bringing them to their existing location and condition.  In 

the case of manufactured inventories and work in progress, 

cost includes an appropriate share of overheads based on 

normal operating capacity. Provisions are recorded against 

slow moving and obsolete inventories.

c. Trade and Other Receivables

Trade and other receivables are stated at their cost less 

impairment losses.

d. Foreign Currency

Foreign currency transactions

Transactions in foreign currencies are translated to the 

functional currency of each entity at the foreign exchange 

rate ruling on the date of the transaction.  Monetary assets 

and liabilities denominated in foreign currencies at the 

balance sheet date are translated to the functional currency 

of each entity at the foreign exchange rate ruling at that 

date.  Non-monetary assets and liabilities denominated in 

foreign currencies, which are stated at historical cost, are 

translated to the functional currency of the entity at the 

foreign exchange rate ruling at the date of the transaction.  

Foreign exchange gains and losses arising on translation 

are recognized in the income statement.

Presentation and consolidation

For presentation and consolidation purposes all the assets 

and liabilities at the balance sheet date are translated into 

US dollars at the foreign exchange rate ruling on that date.  

Revenues and expenses are translated into US dollars using 

rates approximating the foreign exchange rates ruling on 

the dates of the transactions.  Foreign exchange gains and 

losses arising on translation into the presentation currency 

are recognized directly in the statement of changes in 

shareholders’ equity.

Foreign exchange gains and losses

An analysis of the foreign exchange gains and losses 

recognized in these consolidated financial statements is 

given in note 34.

e. Financial Instruments

Classification

Trading instruments are those that the Group holds for 

the purpose of short-term profit taking.  These include 

investments and derivative contracts that are not designated 

and effective hedging instruments, and liabilities from short 

sales of financial instruments.  All trading derivatives in a net 

receivable position (positive fair value), as well as options 

purchased, are reported as an asset.  All trading derivatives 

in a net payable position (negative fair value), as well as 

options written, are reported as a liability.

Originated loans are loans created by the Group providing 

money to a debtor other than those created with the intention 

of short-term profit taking.  Originated loans and receivables 

comprise loans and advances other than purchased loans.

Held-to-maturity investments are financial assets with fixed 

or determinable payments and fixed maturity that the Group 

has the intent and ability to hold to maturity.

Available-for-sale financial assets are financial assets that 

are not held for trading purposes, nor originated by the 

Group, nor held to maturity.

Recognition and measurement

Investments are recognized/(derecognized) when the 

Group obtains/(loses) control over the contractual rights 

inherent in that asset.  Investments are accounted for as 

follows:

Investments held for trading are stated at fair 

value, with any resultant gain or loss recognised 

in the income statement.

•
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Investments held-to-maturity, including acquired 

promissory notes, are stated initially at cost.  

Subsequent to initial recognition they are stated 

at amortized cost with any difference between 

cost and redemption value being recognized in 

the income statement over the period to maturity 

on an effective interest basis.

Other investments are classified as available-for-

sale and are stated at fair value, with any resultant 

gain or loss being recognized in the income 

statement.

The fair value of investments held for trading and available-

for-sale is their quoted bid price at the balance sheet date.  

Investments in equity securities that are not quoted on a 

stock exchange, and where fair value cannot be estimated 

on a reasonable basis by other means, are stated at cost 

less impairment losses.

Fair value measurement principle

The fair value of financial instruments is based on their 

quoted market price at the balance sheet date without any 

deduction for transaction costs.  If a quoted market price is 

not available, the fair value of the instrument is estimated 

using pricing models or discounted cash flow techniques.  

Where discounted cash flow techniques are used, estimated 

future cash flows are based on management’s best 

estimates and the discount rate is a market related rate at 

the balance sheet date for an instrument with similar terms 

and conditions.  Where pricing models are used, inputs are 

based on market related measures at the balance sheet 

date.

The fair value of derivatives that are not exchange-traded 

is estimated at the amount that the Group would receive 

or pay to terminate the contract at the balance sheet date 

taking into account current market conditions and the 

current creditworthiness of the counterparties.

Gains and losses on subsequent measurement

Gains and losses arising from a change in the fair value 

of all financial instruments are recognized in the income 

statement.

f. Property, Plant and Equipment

Property, plant and equipment is stated at fair market 

value.  In the case of assets constructed by the Company, 

related works and direct project overheads are included 

in cost.  Repair and maintenance expenses are charged 

to the income statement as incurred.  Gains or losses on 

disposals of property, plant and equipment are recognized 

in the income statement.

Depreciation is provided so as to write off property, plant 

and equipment over its expected useful life.  Depreciation 

is calculated using the straight line basis.  The estimated 

useful lives of assets are reviewed regularly and revised 

•

•

when necessary.  The principal periods over which assets 

are depreciated are as follows:

Buildings and constructions 20 – 50 years

Plant and machinery 10 – 20 years

Other productive assets 5 – 20 years

Community and infrastructure assets 5 – 50 years

With effect from January 1, 2001 management 

commissioned an independent appraiser to assess the 

value of its productive property, plant and equipment for the 

purpose of financial reporting.  The valuation procedures 

determined the fair market value of the Group’s property, 

plant and equipment as at January 1, 2001.  Management 

used similar procedures to value the Group’s community 

and infrastructure assets as at January 1, 2001.  As a result 

of this valuation, for items of property, plant and equipment 

where there was a surplus of fair market value over original 

net book value, a revaluation reserve, net of deferred tax, 

was established.  For items of property, plant and equipment 

where the fair market value was less than original net book 

value, an impairment loss was recognized.  As at the date of 

the valuation, accumulated depreciation was offset against 

cost, and cost was restated to fair market value.

As the revaluation reserve is realized through depreciation 

and disposal of the corresponding items of property, plant 

and equipment the relevant portion of the revaluation 

reserve, net of deferred tax, is transferred directly into 

retained earnings.

g. Leases

Finance Leases

Leases under which the Group assumes substantially all 

the risks and rewards of ownership are classified as finance 

leases.  Plant and equipment acquired by way of finance 

lease is stated at an amount equal to the lower of its fair 

value and the present value of the minimum lease payments 

at the inception of the lease, less accumulated depreciation 

and impairment losses.

Operating Leases

Payments made under operating leases are recognized in 

the income statement on a straight line basis over the term 

of the lease.  Lease incentives received are recognized in 

the income statement as an integral part of the total lease 

payments made.

h. Intangible Assets

Goodwill

Goodwill arising on acquisition represents the excess of 

the cost of the acquisition over the fair value of the net 

identifiable assets acquired.  Goodwill is stated at cost less 

impairment losses.  In respect of associates, the carrying 
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amount of goodwill is included in the carrying amount of the 

investment in the associate.

Negative Goodwill

Negative goodwill arising on an acquisition represents 

the excess of the fair value of the net identifiable assets 

acquired over the cost of acquisition.  All negative goodwill 

is recognized in the income statement as it arises.

Other Intangible Assets

Other intangible assets, which have finite useful lives, are 

stated at historical cost less accumulated depreciation 

and impairment.  Expenditure on internally generated 

goodwill and brands is recognized in the income statement 

as an expense as incurred.  Subsequent expenditure on 

intangible assets is capitalized only when it increases the 

future economic benefits embodied in the specific asset 

to which it relates.  All other expenditure is expensed as 

incurred.

Amortization

Amortization is charged to the income statement on 

a straight-line basis over the estimated useful lives of 

intangible assets.  Intangible assets, excluding goodwill, 

are amortized from the date they are available for use 

– goodwill is not amortized.  The estimated useful lives are 

as follows:

Software 3 – 7 years

Technical drawings 5 – 15 years

i. Asset Impairment

The carrying amount of goodwill is tested for impairment 

annually.  The carrying amounts of the Group’s other 

assets, other than inventories and deferred tax assets, are 

reviewed at each balance sheet date to determine whether 

there is any indication of impairment.  If any such indication 

exists, the asset’s recoverable amount is estimated.  An 

impairment loss is recognized whenever the carrying 

amount of an asset or its cash-generating unit exceeds 

its recoverable amount.  Impairment losses in respect of 

revalued property, plant and equipment are recognized in 

the same way as revaluations; other impairment losses are 

recognized in the income statement.

Calculation of Recoverable Amount

The recoverable amount of the Group’s held-to-maturity 

investments and loans and receivables, is calculated as the 

present value of expected future cash flows, discounted 

at the original effective interest rate inherent in the asset.  

Receivables with a short duration are not discounted.  The 

recoverable amount is the greater of the net selling price 

and value in use.  In assessing value in use, the estimated 

future cash flows are discounted to their present value 

using a pre-tax discount rate that reflects current market 

assessments of the time value of money and the risks specific 

to the asset.  For an asset that does not generate cash inflows 

largely independent of those from other assets, the recoverable 

amount is determined for the cash-generating unit to which the 

asset belongs.

Reversals of Impairment

An impairment loss in respect of a held-to-maturity investment, 

loan or receivable is reversed if the subsequent increase in 

recoverable amount can be related objectively to an event 

occurring after the impairment loss was recognized.  An 

impairment loss in respect of goodwill is not reversed.  In respect 

of other assets, an impairment loss is reversed if there has been 

a change in the estimates used to determine the recoverable 

amount.  An impairment loss is reversed only to the extent that 

the asset’s carrying amount does not exceed the carrying 

amount that would have been determined, net of depreciation 

or amortization, if no impairment loss had been recognized.

j. Share Capital

Treasury Shares

When share capital recognized as equity is repurchased, the 

amount of the consideration paid, including directly attributable 

costs, is recognized as a change in equity.  Repurchased 

shares are classified as treasury shares and are presented as a 

deduction from total equity.

Dividends

Dividends are recognized as a liability in the period in which they 

are authorized by the shareholders.

k. Indirect Taxes and Contributions

Indirect taxes and contributions are taxes and mandatory 

contributions paid to the government, or government controlled 

agencies, that are calculated on a variety of bases, but exclude 

taxes calculated on profits and value added taxes calculated on 

sales revenues and purchases.

l. Income Tax

Income tax on the profit for the year comprises current and 

deferred tax.  Current tax expense is calculated on the pretax 

income determined in accordance with Russian tax law, using 

tax rates enacted at the balance sheet date, and any adjustment 

to tax payable in respect of previous years.

Deferred tax is provided using the balance sheet liability 

method, providing for temporary differences between the 

carrying amounts of assets and liabilities for financial reporting 

and taxation purposes.  The amount of deferred tax provided is 

based on the expected manner of realization or settlement of the 

carrying amount of assets and liabilities, using tax rates enacted 

or substantially enacted at the balance sheet date.  Deferred tax 

assets are recognized only to the extent that it is probable that 
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future taxable profits will be available against which these assets 

can be utilized.  Deferred tax assets are reduced to the extent 

that it is no longer probable that the related tax benefit will be 

realized.

Deferred tax is not recognized in respect of the following:

investments in subsidiaries where the Group is 

able to control the timing of the reversal of the 

temporary differences and it is probable that 

the temporary difference will not reverse in the 

foreseeable future;

if it arises from the initial recognition of an asset or 

liability in a transaction which (i) is not a business 

combination; and (ii) at the time of the transaction 

affects neither accounting profit nor taxable profit/

losses; and,

goodwill.

m. Interest-bearing Liabilities

Debt Finance

Debt finance is stated at amortized cost, net of any transaction 

costs incurred, and includes accrued interest at the balance 

sheet date.  The difference between cost and redemption 

value is recognized in the income statement over the period 

of the borrowings on an effective interest basis.  Borrowing 

costs on loans specifically for the purchase or construction 

of property, plant and equipment are capitalized as part of 

the cost of the asset they are financing.

Other Interest-bearing Liabilities

Interest-bearing liabilities are recognized initially at cost, 

net of any transaction costs incurred.  Subsequent to initial 

recognition, interest-bearing liabilities are stated at amortized 

cost with any difference between cost and redemption value 

being recognized in the income statement over the period 

of the liabilities.  When liabilities are repurchased or settled 

before maturity, any difference between the amount repaid 

and the carrying amount is recognized immediately in the 

income statement.

n. Income Recognition

Sales Revenues

Revenue from the sale of goods is recognized in the 

income statement when the significant risks and rewards of 

ownership have been transferred to the buyer.  No revenue 

is recognized if there are significant uncertainties regarding 

recovery of the consideration due or if there is a possibility 

that the goods may be returned.  Sales include all amounts 

billed to customers and are stated net of taxes.

Banking Income

Interest income is recognized in the income statement as it 

accrues.  Fees receivable from customers to reimburse the 

•

•

•

Group for costs incurred are recognized as income on an 

accruals basis.  Fees relating to the ongoing provision of 

services to customers are recognized as income in proportion 

to the service provided in the year.  Other fees receivable are 

accounted for on an accruals basis.

Insurance Income

Premiums on insurance contracts are recognized when the 

contract is signed.  Gross premiums written comprise all 

amounts due during the financial year in respect of insurance 

contracts entered into regardless of the fact that such 

amounts may relate to subsequent accounting periods.  Inter 

alia, gross premiums written include reinsurance premiums 

due from ceding and retro-ceding insurance undertakings.  

Cancelled premiums are deducted from gross premiums 

written.  Unearned premiums are calculated for each 

individual contract using the daily pro-rata method and take 

into account the risk profile of the contract.

Insurance Claims

Insurance claims paid comprise all payments made during 

the financial year.  Claims paid also include external and 

internal claims management costs.  Recoveries from salvage 

and subrogation are deducted.

o. Retirement Benefits

The Group pays retirement and post-employment medical 

benefits to former employees.  The Group’s net obligation 

in respect of defined retirement benefit plans is calculated 

separately for each defined benefit plan by estimating the 

amount of future benefit that employees have earned in 

return for their service in the current and prior periods; that 

benefit is discounted to its present value and the fair value 

of any plan assets is deducted.  The discount rate used is 

the yield at the balance sheet date on highly rated bonds 

that have maturity dates approximating the terms of the 

Group’s obligations.  The calculation is performed annually 

by management using the projected unit credit method.  

Any actuarial gain or loss arising from the calculation of the 

retirement benefit obligation is fully recognized in the current 

year’s income statement.

p. Net Financing Expense

Net financing expense comprises interest on debt finance, 

interest income and foreign exchange gains and losses.

Interest is recognized in the income statement as it accrues, 

taking into account the effective yield on the asset and the 

liability.

All interest costs incurred in connection with borrowings, that 

are not directly attributable to the acquisition, construction or 

production of qualifying assets, are expensed as incurred as 

part of net financing costs.  The interest expense component 

of finance lease payments is recognized in the income 

statement using the effective interest rate method.
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q. Earnings per Share

Earnings per share is calculated by dividing the net profit by 

the weighted average number of shares outstanding during 

the year, assuming the share split in 2004 had occurred at the 

start of the earliest comparative period.

r. Related Parties

The following are defined by the Group as its 

related parties:

controlled entities, whether controlled directly or 

indirectly via intermediaries;

investments in associated companies;

shareholders and their immediate families;

directors and officers of Group companies and 

their immediate families; and,

entities over which officers or directors and their 

immediate families have control or significant 

influence.

In considering each possible related party relationship, 

attention is directed to the substance of the relationship, 

and not merely the legal form.

s. Provisions

Outstanding insurance claims provision

The outstanding insurance claims provision is a provision 

for future payment obligations under insurance claims.  It 

includes provision for: (i) claims reported but not settled 

at the balance sheet date; and (ii) estimates of claims 

•

•

•
•
•

•

incurred but not yet reported at the balance sheet date.  The 

provision for outstanding claims is calculated at the amount 

considered necessary to settle claims in full.  Unusual claims 

are considered individually and past experience is taken into 

account as well as current and future expected economic 

factors when determining the amounts to provide.

The re-insurers’ share in technical provisions comprises 

actual and estimated amounts, which under the terms of 

reinsurance agreements, are covered by re-insurers.  The 

re-insurers’ share in the provision for unearned premiums 

is calculated using the methods consistent with those 

described above in note 3(n) ‘Insurance income’.

Other provisions

Other provisions are recognized in the balance sheet when 

the Group has a legal or constructive obligation as a result of 

a past event, and it is probable that an outflow of economic 

benefits will be required to settle the obligation.

t. Deferred Income

In previous years the Group was permitted to create a fund 

for research projects by transferring part of its indirect tax 

liabilities into separate deferred income accounts in the 

balance sheet.  Project expenses are recorded in the income 

statement as ‘other operating expenses’ and the amortization 

of the corresponding deferred income accounts is recorded 

in the income statement as ‘other operating income’.  If any 

part of the deferred income is not utilized it is transferred 

back to income statement and subject to income tax.

�. Sales

Sales by product were as follows:

uS$’000 200� 2003 2002

Hot rolled sheet 2,442,035 1,193,730 721,434

Cold rolled sheet 1,328,228 651,694 412,557

Galvanized sheet 795,174 212,565 165,625

Hot rolled sections 480,834 287,364 200,759

Semi finished products 322,729 78,670 102,314

Further processed products 261,476 212,009 211,980

Wire 248,806 118,162 73,936

Chemical by-products 69,808 47,856 32,519

Fastenings 59,519 33,885 26,606

Wire rope 62,657 27,977 18,253

Netting 28,683 13,246 8,888

Repair services 26,289 19,857 1,074

Manufactured equipment 23,252 2,919 6,558

Electric arc welding rods 16,076 10,681 5,636

Iron ore concentrate - - 1,665

Other 148,362 33,752 75,957

Shipping and handling costs billed to customers 334,001 259,517 209,419

6,6�7,929 3,203,88� 2,275,180
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Sales by delivery destination were as follows:

uS$’000 200� 2003 2002

Russian Federation 2,693,595 1,860,711 1,165,768

United States of America (‘USA’) 1,787,659 3,149 105,883

Europe 1,209,435 441,090 333,057

The Middle East 340,894 193,792 109,931

Central Asia 123,602 304,208 139,930

Africa 116,856 99,413 102,740

Central America 161,204 62,993 59,830

South-East Asia 102,784 216,087 217,948

South America 71,628 22,441 40,093

North America (excluding the USA) 40,272 - -

6,6�7,929 3,203,88� 2,275,180

5. Net Other Operating Expenses

uS$’000 200� 2003 2002

Amortization of deferred income - 3,498 3,029

Fee and commission income 1,328 1,158 945

Other income 2,148 1,508 991

Loss on disposal of property, plant and equipment (26,102) (20,345) (32,407)

Expenses on social and research projects (1,741) (2,247) (2,145)

Tax penalties (761) (178) 2,738

Political donations - - (217)

Loss on disposal of intangible assets - - (71)

Foreign exchange (losses)/gains on:

cash balances (32,429) 12,931 478

deferred income - (144) 875

(57,557) (3,819) (25,78�)

6. Staff Costs

Employment costs were as follows:

uS$’000 200� 2003 2002

Wages and salaries (492,028) (227,977) (195,794)

Social security costs (105,474) (69,164) (61,875)

Retirement benefit costs (see note 30) (6,395) (2,917) (4,429)

Gross staff costs (603,897) (300,058) (262,098)

Actuarial losses recognized (see note 30) (48,156) (5,560) (15,106)

Foreign exchange (losses)/gains on unpaid liabilities:

Wages, salaries and social benefits - (633) 343

Social security costs - (277) 197

Retirement benefit provision (see note 30) - (3,975) 1,520

Net staff costs (652,053) (310,503) (275,1��)

Included within the total social security costs paid to governments are payments to state pension funds totaling US$70.5 

million (2003: US$57.4 million; 2002: US$48.1 million).
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The number of full time employees at the balance sheet date were as follows:

200� 2003 2002

Iron and steel manufacture and sales 36,485 36,858 36,145

Metal reprocessing and machining 14,828 12,906 6,844

Other activities 3,284 11,613 9,450

Total active employees 5�,597 61,377 52,�39

Retired employees receiving benefits 24,439 23,432 22,861

79,036 8�,809 75,300

7. Net Expenses from Insurance Operations

uS$’000 200� 2003 2002

Gross premium income:

Non-life insurance 11,610 7,459 3,911

From related parties 3,568 6,827 3,613

Outward reinsurance premiums (19,042) (28,009) (16,995)

Claims paid:

Non-life insurance (7,531) (4,077) (5,395)

To related parties (2,307) (680) (299)

Re-insurers’ share of claims paid 3,125 648 275

Change in technical reserves (7,660) 3,535 (3,466)

(18,237) (1�,297) (18,356)

8. Net Income from Bank Lending Operations

uS$’000 200� 2003 2002

Interest income:

Placements with other financial institutions 1,871 861 408

Loans to bank customers:

 - external 3,801 2,109 1,806

 - related parties 2,597 1,774 681

Interest expense:

Deposits from other financial institutions (3) (410) (28)

Client accounts:

 - external (3,899) (397) (487)

 - related parties (99) (5) (80)

Loan loss provisions:

Specific (319) (2,611) 151

General - 308 40

Leasing:

Operating lease income 28 277 49

Finance lease interest income 286 50 148

Foreign exchange losses on lease receivables - (57) (73)

�,263 1,899 2,615
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9. Net Income/(Expenses) from Securities Operations

uS$’000 200� 2003 2002

Held-for-trading securities:

Net trading income 2,477 1,432 246

Restatement to fair value - 2,402 1,171

Held to maturity securities and originated loans:

Coupon income - 22 39

Foreign exchange gain/(loss) - 38,312 (15,790)

Restatement to fair value 10,061 (10,933) (863)

Available-for-sale securities - held for investment purposes:

Profit/(loss) on disposal 21,479 220 (366)

Restatement to fair value (8,712) (1,120) 3,338

Dividends received 525 392 -

25,830 30,727 (12,225)

10. Net Non-operating Expenses

uS$’000 200� 2003 2002

Social expenditure (12,199) (9,126) (11,934)

Charitable donations (10,272) (8,682) (8,215)

Depreciation of community and infrastructure assets (1,449) (2,302) (1,117)

Gain/(loss) on disposal of:

associates OOO Severstal-Mebel and OOO Severstal-Emal - (736) -

subsidiaries (see note 35) 20,475 - (772)

(3,��5) (20,8�6) (22,038)

11. Net Financing Expense

uS$’000 200� 2003 2002

Interest income:

Related parties 10,584 11,190 2,627

External banks 29,377 9,950 6,659

Interest expense:

Related parties (1,007) (454) (1,000)

External banks (100,569) (24,797) (23,886)

Finance lease interest (152) - (2)

Amortization of transaction costs (2,322) - -

Foreign exchange gains/(losses) on:

Short term deposits (3,521) 3,678 (2,947)

Debt finance 35,106 (12,913) 470

Unpaid lease liabilities - 1 -

(32,50�) (13,3�5) (18,079)
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12. Taxation

The following is an analysis of the income tax expense:

uS$’000 200� 2003 2002

Current tax charge (501,084) (213,155) (122,989)

Corrections to prior year’s current tax charge 4,607 8,398 7,753

Deferred tax benefit 14,853 42,495 53,568

Foreign exchange gain/(loss) on unpaid liabilities 2 (137) (114)

Income tax expense (�81,622) (162,399) (61,782)

The following is a reconciliation of the reported net income tax expense and the amount calculated by applying the statutory 

tax rate of 24.0% to reported profit before income tax.

uS$’000 200� 2003 2002

Profit before income tax 1,890,139 766,485 242,985

Tax charge at the statutory rate (453,633) (183,956) (58,316)

Non-tax deductible items (21,298) (17,836) (11,208)

Activities taxed at different rates    (15,250) 11,668 650

Effect of exchange rate differences on temporary differences 3,950 19,464 (547)

Corrections to prior year’s current tax charge 4,607 8,398 7,753

Foreign exchange loss on unpaid liabilities 2 (137) (114)

Income tax expense (�81,622) (162,399) (61,782)

The composition of, and movements in, the net deferred tax liability based on the temporary differences arising between 

the fiscal and reporting balance sheets of the consolidated companies, is given below:

uS$’000 200� 2003 2002

Deferred tax  assets/(liabilities):

Property, plant and equipment (277,109) (272,212) (320,738)

Provisions 32,770 5,787 6,910

Other (33,492) 18,782 28,381

(277,831) (2�7,6�3) (285,��7)

The movement in the net deferred tax liability is as follows:

uS$’000 200� 2003 2002

Opening balance (247,643) (285,447) (344,691)

Recognized in income statement 14,853 42,495 53,568

Recognized in shareholders’ equity - 1,184 -

Business combinations (37,343) (5,875) -

Business de-combinations 7,284 -

Spun-off - - 5,676

Foreign exchange difference (14,982) - -

Closing balance (277,831) (2�7,6�3) (285,��7)



ANNUAL REPORT200� 57

13. Cash and Cash Equivalents

uS$’000 200� 2003 2002

Petty cash 1,872 1,217 760

Cash at bank:

Related party banks 31,096 31,555 10,512

Nostro accounts at the Central Bank of Russia 48,904 50,688 6,124

International banks 44,345 77,124 47,472

Russian banks 431,696 80,477 11,938

Escrow accounts 33,711 56,963 13,417

Short term deposits:

Related party banks 128,715 82,220 18,719

International banks 124,557 36,727 18,580

Russian banks 79,475 46,731 61,875

92�,371 �63,702 189,397

1�. Banking Assets

uS$’000 200� 2003 2002

Nostro accounts at other financial institutions 27,210 1,987 714

Placements with international banks 96,686 57,191 15,318

Placements with Russian banks 33,152 1,119 8,099

Loans to bank customers:

Related parties 31,009 41,612 8,069

Third parties 32,835 19,292 8,197

Loan loss provisions (3,606) (3,642) (1,339)

217,286 117,559 39,058

Bank loans given to related parties are provided on an arm’s length basis, and are given to finance working capital.

15. Trade Accounts Receivable

uS$’000 200� 2003 2002

Customers 461,058 170,896 130,447

Impairment losses (4,926) (3,837) (6,159)

�56,132 167,059 12�,288

Movement in impairment losses:

Opening balance (3,837) (6,159) (5,410)

Amounts written off during the year 40 283 -

Change in impairment 1,568 3,862 (918)

Spun off - - 169

Business combinations (2,617) (1,823) -

Business de-combinations 115 - -

Foreign exchange difference (195) - -

Closing balance (�,926) (3,837) (6,159)
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16. Inventories

uS$’000 200� 2003 2002

Raw materials 370,797 140,967 86,593

Non-production inventories 58,473 30,916 28,885

Work-in-progress 122,727 67,079 47,687

Finished goods 472,307 105,751 83,652

1,02�,30� 3��,713 2�6,817

Of the above amounts US$52.2 million (2003: US$26.5 million; 2002: US$23.1 million) are stated at net realizable value, 

these amounts exclude fully impaired inventories.

17. Amounts Receivable from Related Parties

uS$’000 200� 2003 2002

Advances paid 26,557 13,299 8,214

Trade accounts receivable 62,701 38,227 32,494

Other receivables 197,955 182,197 944

287,213 233,723 �1,652

Maturity analysis:

within one year 287,213 52,280 41,652

after more than one year - 181,443 -

287,213 233,723 �1,652

Income received from related parties was as follows:

uS$’000 200� 2003 2002

Sales 379,134 282,652 228,678

Banking income 2,597 1,774 681

Insurance premiums 3,568 6,827 3,613

Sales to related parties were conducted on an arm’s length basis.

18. Other Current Assets

uS$’000 200� 2003 2002

Advances paid 81,329 48,740 55,098

Prepayments 23,343 7,035 5,611

Other taxes and social security prepaid 6,998 468 22,238

Other assets 6,645 12,525 9,062

Insurance and reinsurance receivables - 2,388 1,252

118,315 71,156 93,261
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19. Lease Receivables

uS$’000
Total 

Receivable
Interest

Net 

Receivable
As at December 31, 200�

Less than one year - - -

Between one and five years - - -

  -   -   -

As at December 31, 2003

Less than one year:

Related parties 215 (13) 202

Between one and five years:

Related parties 31 (2) 29

2�6 (15) 231

As at December 31, 2002

Less than one year:

Related parties 378 (46) 332

Third parties 97 (13) 84

Between one and five years:

Related parties 165 (5) 160

Third parties 1 - 1

6�1 (6�) 577

20. Financial Assets

The Group’s current financial assets are as follows:

uS$’000 200� 2003 2002

Held-for-trading - equity securities:

Quoted equity shares 826 2,192 2,270 

Available-for-sale securities – held for resale

Non-quoted equity shares -  2,329 -  

Other 85 -  -  

Held to maturity securities:

Deposits at related banks 83,012 21,764 314 

Deposits at International banks -  82,054 7,000 

Deposits at Russian banks 472,347 24,121 9,764 

Originated loans:

Loans to related parties 35,143 4,313 129,445 

Loans to third parties 10,867 57,395 78,451 

Held-for-trading securities - promissory notes:

From related parties 10,114 18,225 64,734 

From third parties 49,571 38,442 38,133 

Held-for-trading securities - bonds:

Russian Government bonds 579 150 216 

662,5�� 250,985 330,327 

As at the year end, of the short term deposits US$nil, (2003: US$80.8 million; 2002: US$7.0 million) were used as collateral 

to guarantee borrowings by related parties. Loans given to related parties were generally provided on an interest free basis, 

and were given to finance working capital and investments.
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21. Financial Assets

The Group’s non-current financial assets are as follows:

uS$’000 200� 2003 2002

Available-for-sale securities – held for investment:

Non-quoted equity shares 30,037 44,604 57,392 

Originated loans:

Loans to related parties 58,991 79,352 29,539 

Loans to third parties 1,466 1 6,500 

Held-to-maturity securities - promissory notes:

From related parties -  87 477 

From third parties -  2,576 13,341 

90,�9� 126,620 107,2�9 

22. Investment in Associates

The Group’s investment in associated companies (see note 35) is as follows:

uS$’000 200� 2003 2002

Double Eagle Steel Coating Company 29,296 -  -  

Spartan Steel Coating LLC 52,915 -  -  

FDS Coke Holdings LLC 2,893 -  -  

OOO Severstal-Emal -  -  5,229 

OOO Severstal-Mebel -  -  2,436 

Others 666 809 165 

85,770 809 7,830 
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23. Property, Plant & Equipment

The movements in property, plant and equipment are as follows:

uS$’000
Buildings 
and con-

structions
Plant and 

machinery

Other 
productive 

assets

Total 
productive 

assets

Community 
and infra-

structureas-
sets

Construc-
tion-in-

progress

Total 

assets

Valuation or cost:

December 31, 2003 382,468 1,954,812 74,735 2,412,015 28,652 295,745 2,736,412 

Reclassifications 21,814 (20,628) (1,407) (221) 221 -  -  

Additions:

External -  -  -  -  -  606,251 606,251 

Interest capitalised -  -  -  -  -  4,639 4,639 

Business combinations 29,142 66,768 1,230 97,140 -  380 97,520 

Disposals:

External (4,472) (52,149) (4,033) (60,654) (1,201) (14,446) (76,301)

Business de-combinations (30,105) (16,810) (14,007) (60,922) (3) (6,769) (67,694)

Transfer to inventories -  -  -  -  -  (6,209) (6,209)

Transfers 15,774 187,158 25,339 228,271 6,703 (234,974) -  

Foreign exchange difference 25,025 124,252 5,271 154,548 1,939 24,494 180,981 

December 31, 200� �39,6�6 2,2�3,�03 87,128 2,770,177 36,311 669,111 3,�75,599 

Depreciation and impairment:

December 31, 2003 76,465 526,327 26,224 629,016 10,830 100,985 740,831 

Reclassifications 12,995 (12,492) (681) (178) 178 -  -  

Depreciation expense 29,108 206,281 12,931 248,320 1,449 -  249,769 

Business combinations -  737 -  737 -  -  737 

Disposals - external:

External (1,484) (30,720) (2,814) (35,018) (350) (13,086) (48,454)

Business de-combinations (11,700) (5,989) (4,493) (22,182) (3) (1,966) (24,151)

Transfer to inventories -  -  -  -  -  (15) (15)

Transfers 703 2,422 552 3,677 3,920 (7,597) -  

Impairment of assets:

included in income statement -  -  1,067 1,067 769 14,230 16,066 

Foreign exchange difference 5,947 37,256 1,981 45,184 851 6,010 52,045 

December 31, 200� 112,03� 723,822 3�,767 870,623 17,6�� 98,561 986,828 

Net book values:

December 31, 2003 306,003 1,428,485 48,511 1,782,999 17,822 194,760 1,995,581 

December 31, 200� 327,612 1,519,581 52,361 1,899,55� 18,667 570,550 2,�88,771 

Net book values based on cost, less depreciation and impairment:

December 31, 2003 305,761 470,248 48,484 824,493 17,822 194,760 1,037,075 

December 31, 200� 311,909 618,397 52,362 982,668 18,667 570,550 1,571,885 

The Group has no assets held under noncancelable leases, and the following assets, by category, held under capital leases at:

December 31, 2003

Cost -  15,871 -  15,871 -  15,871 

Accumulated depreciation -  (5,318) -  (5,318) -  (5,318)

Net book value -  10,553 -  10,553 -  10,553 

December 31, 200�

Cost -  16,799 4 16,803 -  16,803 

Accumulated depreciation -  (7,474) (3) (7,477) -  (7,477)

Net book value -  9,325 1 9,326 -  9,326 

Other productive assets include transmission equipment, transport equipment and tools.

The impairment amounts recorded above arose as a result of management’s annual review of the Group’s compliance with 

IAS 36 ‘Impairment of assets’.  Management determined that the recoverable value of the assets should be their value in 

use and calculated this by discounting projected cash flows for each cash generating unit at 11.08% per annum.

Management has reviewed the carrying amounts of property, plant and equipment and has found no indications that the 

carrying amount differs materially from that which would be determined using fair values at the balance sheet date.
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2�. Intangible Assets

The movements in intangible assets are as follows:

uS$’000 Software
Technical

drawings
Goodwill

Total

intangible

assets

Cost:

December 31, 2003 567 4,009 11,966 16,542 

Additions:

External 10 4,868 -  4,878 

Business combinations -  -  293 293 

Disposals:

Business de-combinations (1) (4,254) (10,841) (15,096)

Foreign exchange difference 36 245 -  281 

December 31, 200� 612 �,868 1,�18 6,898 

Amortization and impairment:

December 31, 2003 429 2,998 10,548 13,975 

Amortization expense 55 214 -  269 

Disposals:

Business de-combinations -  (3,403) (10,548) (13,951)

Foreign exchange difference 28 191 -  219 

December 31, 200� 512 -  -  512 

Net book values:

December 31, 2003 138 1,011 1,418 2,567 

December 31, 200� 100 �,868 1,�18 6,386 

25. Bank Customer Accounts

uS$’000 200� 2003 2002

Customer accounts:

Demand deposits 42,825 49,514 3,413

Term deposits 1,865 713 3,437

Deposits from other financial institutions:

Vostro accounts 5 652 7

��,695 50,879 6,857

26. Amounts Payable to Related Parties

uS$’000 200� 2003 2002

Advances received 1,874 1,909 1,020

Trade accounts payable 68,519 23,540 9,056

Other accounts payable 122 16,534 22,772

Bank demand deposits 11,827 472 307

Bank term deposits 29,751 85 696

112,093 �2,5�0 33,851
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Purchases from related parties were as follows:

uS$’000 200� 2003 2002

Non-capital purchases 817,095 596,774 285,940

Capital purchases 23,003 773 7,133

Bank expenses 99 5 80

Insurance claims paid 2,307 680 299

Purchases from related parties were conducted on an arm’s length basis.

27. Debt Finance

uS$’000 200� 2003 2002

Related party banks - 6,251 -

International banks 1,222,988 276,827 77,095

Russian banks 181,687 134,901 90,150

Bonds issued in Russia 108,113 101,852 -

Factoring of receivables 22,924 1,240 -

Promissory notes issued 3,650 5,734 8,270

Other entities 4,933 230 -

Accrued interest 21,912 1,970 837

Unamortized balance of transaction costs (13,062) - -

1,553,1�5 529,005 176,352

Total debt is denominated in the following currencies:

US dollars 1,172,042 237,602 126,969

Roubles 302,801 270,333 35,349

Euro 78,302 21,070 14,034

1,553,1�5 529,005 176,352

Total debt is contractually repayable after the balance sheet date as follows:

Less than one year 227,821 186,088 92,556

Between one and five years 939,826 323,169 83,796

After more than five years 385,498 19,748 -

1,553,1�5 529,005 176,352

Debt finance raised from banks is secured by charges over:

US$144.4 million (2003: US$133.6 million;  2002: US$323.4 million) net book value of plant and equipment;

US$508.2 million (2003: US$67.2 million;  2002: US$27.0 million) of current assets; and,

US$39.5 million (2003: US$60.3 million;  2002: US$nil) of financial assets.

At the balance sheet date the Group had US$289.2 million (2003: US$286.4 million;  2002: US$16.0 million) of unused long 

term credit lines available to it.

•
•
•
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28. Lease Liabilities

uS$’000 Total payable Interest Net payable

As at December 31, 2004

Less than one year 425 (74) 351

Between one and five years 505 (55) 450

930 (129) 801

As at December 31, 2003

Less than one year 283 (37) 246

Between one and five years 484 (37) 447

767 (7�) 693

As at December 31, 2002

Less than one year 690 (1) 689

Between one and five years 632 (1) 631

1,322 (2) 1,320

Lease interest is recognized in the income statement as it falls due.

29. Other Current Liabilities

uS$’000 200� 2003 2002

Advances received 108,005 85,896 55,535

Amounts payable to employees 48,660 22,724 15,780

Accrued expenses 12,590 2,819 3,042

Other liabilities 2,249 3,244 7,349

Insurance and reinsurance payables - 13,014 2,849

171,50� 127,697 8�,555

30. Other Non-current Liabilities

uS$’000 200� 2003 2002

Retirement benefit liability 98,574 31,827 38,288

Other 5,503 - -

Insurance reserves:

Unearned premium reserve - 13,232 8,437

Recognized but not settled reserve - 728 6,206

Incurred but not reported reserve - 6,273 2,593

Life insurance reserve - 4 1

Preventative reserve - 8 8

Re-insurer’s share of reserves:

Unearned premium reserve 623 (9,611) (4,745)

Recognized but not settled reserve - (667) (71)

Incurred but not reported reserve - (2,250) (1,177)

10�,700 39,5�� �9,5�0

The following assumptions have been used to calculated the retirement benefit liability:

200� 

uSA
200� 

Russia
2003 

Russia
2002 

Russia

Discount rate 5.75% 8.50% 8.27% 9.07%

Expected return on plan assets n/a 8.09% 17.00% 10.25%

Future rate of benefit increase n/a 6.20% 0.00% 0.00%

Future rate of medical cost increases 11.00% n/a n/a n/a
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The components and movements in the retirement benefit liabilities were as follows:

uS$’000 200� 2003 2002

Components of the net retirement benefit liability:

Retirees 52,293 35,045 31,697

Other participants:

Vested 2,191 7,700 4,928

Non-vested 94,336 18,539 12,891

Present value of the defined benefit obligation 148,820 61,284 49,516

Fair value of the plan assets (50,246) (29,457) (11,228)

98,57� 31,827 38,288

Movements in the net retirement benefit liability:

Net liability at beginning of year 31,827 38,288 29,778

Spun off - - (354)

Business combinations 31,368 - -

Business de-combinations (4,770) - -

Contributions made during the year (17,406) (18,913) (9,151)

Amounts recognized in the income statement:

Expected return on plan assets (3,143) (2,462) (704)

Interest cost 6,990 4,493 4,607

Service cost 2,548 886 526

Actuarial losses 48,156 5,560 15,106

Foreign exchange loss/(gain) recognized in:

 - income statement - 3,975 (1,520)

 - equity 3,004 - -

Net liability at end of year 98,57� 31,827 38,288

The retirement benefit expenses that are recognized in the income statement are contained in the caption: ‘Selling, general 

and administration expenses’.

31. Share Capital

The Parent Company’s authorized capital, according to its Charter Document, at the balance sheet date comprised 

551,854,800 ordinary shares with a nominal value of Rbs0.01 each.  This nominal amount was converted into US dollars 

using exchange rates during the Soviet period, when the Government contributed the original capital funds to the enterprise.  

These capital funds were converted into ordinary shares on September 24, 1993 and sold by the Government at privatization 

auctions.  Consequently, the total value of share capital presented in these consolidated financial statements comprises:

uS$’000 200� 2003 2002

Nominal share capital at current exchange rate 199 187 173

Historic difference 3,310,930 3,310,942 3,310,956

Total historic value of share capital 3,311,129 3,311,129 3,311,129

All shares carry equal voting and distribution rights.  The movements in shares during the period were as follows:

uS$’000
Shares issued

and fully paid

As at December 31, 2002 and 2003 22,074,192

Share split (1:25 effective December 30, 2004) 529,780,608

As at December 31, 200� 551,85�,800

The maximum dividend payable is restricted to the total accumulated retained earnings of the parent company determined 

according to Russian law.  As at the balance sheet date, reserves available for distribution were US$2,471.7 million (2003: 

US$1,283.4 million; 2002: US$934.3 million).
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32. Commitments and    
 Contingencies

a. For Litigation, Tax and Other Liabilities

At the balance sheet date, the Group was subject to various 

claims from customers and suppliers totaling US$nil million 

(2003: US$4.0 million;  2002: US$0.3 million) and the tax 

authorities totaling US$15.0 million (2003: US$nil;  2002: 

US$1.0 million).  Based on experience in resolving such 

matters, management believes that it has adequately 

provided for any liabilities in the accompanying financial 

statements.  Additionally, at the balance sheet date the 

Group had outstanding letters-of-credit in the amount of 

US$48.6 million.

The taxation system and regulatory environment of the 

Russian Federation are relatively new and characterized 

by numerous taxes and frequently changing legislation, 

which is often unclear, contradictory and subject to varying 

interpretations between the differing regulatory authorities 

and jurisdictions, who are empowered to impose significant 

fines, penalties and interest charges.  Events during 2004 

suggest that the regulatory authorities within the Russian 

Federation are adopting a more assertive stance regarding 

the interpretation and enforcement of legislation.  This 

situation creates substantial tax and regulatory risks, 

however, management has adopted a conservative approach 

to interpreting legislation and believes that it has complied 

with all relevant legislation and adequately provides for tax 

and other regulatory liabilities.

b. Long Term Purchase and Sales Contracts

In the normal course of business group companies enter into 

long term purchase contracts for raw materials, and long term 

sales contracts.  These contracts allow for periodic adjustments 

in prices dependent on prevailing market conditions.

c. Capital Commitments

At the balance sheet date the Group had contractual capital 

commitments of US$212.6 million (2003: US$208.1 million;  

2002: US$133.7 million).

 

d. Insurance

The Group has insured its property and equipment to 

compensate for expenses arising from accidents.  However, it 

does not have full insurance for business interruption or third 

party liability in respect of property or environmental damage.

e. Guarantees

At the balance sheet date the Group had given US$65.3 

million (2003: US$55.8 million;  2002: US$33.4 million) 

of guarantees for bank borrowings, of which all were in 

respect of borrowings by subsidiaries and related parties.  

These guarantees mature in accordance with the debts they 

guarantee over periods up to 2013.

33. Financial Instruments

Exposure to credit, liquidity, interest rate and currency risk 

arises in the normal course of the Group’s business. The 

steel, metalware, mining and insurance segments of the 

Group do not use derivative financial instruments to reduce 

exposure to fluctuations in foreign exchange rates and 

interest rates.  As at December 31, 2004, 2003 and 2002 

the financing segment had no outstanding foreign exchange 

contracts.

With the exception of equity securities held for investment 

purposes, it is management’s opinion that the fair values of 

the Group’s financial assets and liabilities as at the balance 

sheet date approximate their book values.

Credit Risk

The maximum exposure to credit risk is represented by the 

carrying amount of each financial asset in the balance sheet 

and guarantees (see note 32e).  Within the financing and 

insurance segements credit risk is the risk of financial loss 

occurring as a result of default by a borrower or counterparty 

on their obligations.  The Group has developed policies 

and procedures for the management of credit exposures, 

including the establishment of credit committees that 

actively monitors credit risk. An important element of credit 

risk policy is to place a significant proportion of funds with 

highly rated international financial institutions outside the 

Russian Federation.

Liquidity Risk

The Group maintains liquidity management with the objective 

of ensuring that funds will be available at all times to honour 

all cash flow obligations as they become due.

Foreign Exchange Rate Risk

The Group incurs currency risk when an entity enters into 

transactions and balances not denominated its functional 

currency.  The Group has assets and liabilities denominated 

in several foreign currencies.  Foreign currency risk arises 

when the actual or forecasted assets in a foreign currency 

are either greater or less than the liabilities in that currency.

Commodity Price Risk

The Group minimizes its exposure to fluctuations in the price of 

its major inputs through purchasing its principal raw materials 

from mines owned and controlled by its shareholders or 

through signing long term contracts with suppliers.  Exposure 

to fluctuations in sales prices are minimized by establishing 

long term relations with key customers through quality 

service and appropriate contractual arrangements.

Long Term Construction Contract Risk

The Group minimizes its risk of loss through not completing 

major construction contracts on time by using reputable 
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suppliers that, where possible, are able to issue performance 

guarantee bonds.

Interest Rate Risk

Interest rate risk is measured by the extent to which 

changes in market interest rates impact on margins and 

net interest income.  To the extent the term structure of 

interest bearing assets differs from that of liabilities, net 

interest income will increase or decrease as a result of 

movements in interest rates.  Interest rate risk is managed 

by increasing or decreasing positions within limits specified 

by management.  These limits restrict the potential effect of 

movements in interest rates on current earnings and on the 

value of interest sensitive assets and liabilities.

In respect of debt finance, interest rates are either fixed or are at a fixed spread over Libor for the duration of each contract.  

In respect of income-earning financial assets and interest-bearing financial liabilities, the following table indicates their 

weighted average effective interest rates at the balance sheet date:

Rouble uS dollar Euro Lat

As at December 31, 200�:

Short term bank deposits 6.75% 3.40% 4.50% -

Placements at financial institutions 0.18% 2.21% 1.63% -

Loans to bank customers 9.20% 11.76% 12.65% -

Held-for-trading securities 8.17% - - -

Held-to-maturity securities 8.17% - - -

Originated loans 8.17% - - -

Bank customer accounts 2.91% 0.63% 0.51% -

Promissory notes issued 8.17% - - -

Bank loan finance 9.88% 7.91% 5.70% -

Bonds issued in Russia 9.75% - - -

Lease liabilities - 8.09% - 10.64%

As at December 31, 2003:

Short term bank deposits 7.69% 3.21% 1.87% -

Placements at financial institutions 1.58% 0.99% 2.20% -

Loans to bank customers 10.52% 10.29% 14.25% -

Held-for-trading securities 9.72% - - -

Held-to-maturity securities 9.00% - - -

Originated loans 9.00% - - -

Lease receivables 1.30% - - -

Bank customer accounts 5.62% 0.46% 1.86% -

Promissory notes issued 9.10% - - -

Bank loan finance 10.71% 4.28% 3.95% -

Bonds issued in Russia 9.75% - - -

Lease liabilities - 0.07% - 10.64%

As at December 31, 2002:

Short term bank deposits 7.76% 1.50% - -

Placements at financial institutions 6.24% 1.31% 2.77% -

Loans to bank customers 19.72% 12.36% - -

Held-for-trading securities 17.53% - - -

Held-to-maturity securities 10.00% - - -

Originated loans 10.00% 10.00% - -

Lease receivables 16.45% - - -

Bank customer accounts 5.62% 0.46% 1.86% -

Promissory notes issued 10.00% - - -

Bank loan finance 18.00% 7.65% 3.86% -

Lease liabilities - 0.07% - 10.64%
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3�. Foreign Exchange Gains and Losses

As a result of converting foreign currency transactions into the functional currencies of each entity certain foreign exchange 

gains/(losses) were recognized, and allocated according to their nature, in the consolidated income statement.  The 

recognition, allocation and origination of these gains/(losses) was as follows:

uS$’000 200� 2003 2002

Allocation:

Net sales (15,918) 6,599 (866)

Cost of sales (3,530) (971) 3,026

Selling, general and administration expenses 910 (1,025) (4,682)

Indirect taxes and contributions 303 (1,672) 439

Net other operating income (32,429) 12,787 1,353

Net income from banking operations - (57) (73)

Net income/(expense) from securities operations - 38,312 (15,790)

Sub-total (50,66�) 53,973 (16,593)

Net financing (expense)/income 31,585 (9,234) (2,477)

Income tax expense 2 (137) (114)

(19,077) ��,602 (19,18�)

Origination:

Cash and cash equivalents (32,429) 12,931 478

Financial assets - debt securities - 38,312 (15,790)

Trade accounts receivable (15,918) 6,599 (866)

VAT recoverable 637 4,522 (3,404)

Other current assets (236) (310) (3,688)

Lease receivables - (57) (73)

Trade accounts payable (3,530) (971) 3,026

Other taxes and social security payable 303 (1,672) 439

Deferred income - (144) 875

Dividends payable - (207) 210

Other current liabilities 509 (1,055) 680

Retirement benefit liabilities - (3,975) 1,520

Sub-total (50,66�) 53,973 (16,593)

Financial assets - bank deposits (3,521) 3,678 (2,947)

Income tax payable/(recoverable) 2 (137) (114)

Debt finance 35,106 (12,913) 470

Finance leases payable - 1 -

(19,077) ��,602 (19,18�)
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As a result of presenting these financial statements in US dollars, the following foreign exchange gains and losses were 

recognized in the statement of changes in shareholders equity:

uS$’000 200� 2003 2002

Origination:

Cash and cash equivalents 25,044 - -

Reserves at Central Bank of Russia 814 - -

Banking assets 8,538 - -

Trade accounts receivable 10,161 - -

Inventories 22,983 - -

Amounts receivable from related parties 14,359 - -

VAT recoverable 4,732 - -

Income tax recoverable 103 - -

Other current assets 4,270 - -

Lease receivables 23 - -

Financial assets 22,400 - -

Property, plant and equipment 128,936 - -

Intangible assets 62 - -

Trade accounts payable (6,612) - -

Bank customer accounts (3,128) - -

Amounts payable to related parties (2,221) - -

Income taxes payable (367) - -

Other taxes and social security payable (1,102) - -

Deferred income (128) - -

Other current liabilities (7,996) - -

Debt finance (29,197) - -

Lease liabilities (34) - -

Retirement benefit liabilities (3,004) - -

Other provisions (438) - -

Deferred taxes (14,982) - -

Minority interest (133) - -

Revaluation reserve (41,725) - -

Sub-total 131,358 - -

Business de-combinations (3,310) - -

128,0�8     -     -
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35. Subsidiary and Associated Companies

The following is a list of the Group’s significant subsidiaries and associates and the effective holdings of ordinary shares 

therein.

Company 200� 2003 2002 Location Activity
Steel segment – Russia:

ZAO Severgal 75.0% 75.0% 75.0% Russia Hot dip galvanizing

ZAO Izhorsky Tube Factory 100.0% 100.0% 100.0% Russia Wide pipes

OOO SSM-Tyazhmash nil% 100.0% 100.0% Russia Repairs & construction

OAO Domnaremont nil% 56.4% 56.4% Russia Repairs & construction

OAO Metallurgremont nil% 78.3% 73.4% Russia Repairs & construction

OOO Uralmash MO nil% 100.0% nil% Russia Engineering & design

ZAO Firma Stoik nil% 100.0% 100.0% Russia Repairs & construction

OOO Energoremont nil% 100.0% 100.0% Russia Repairs & construction

OOO Severstal-Emal 19.0% 19.0% 50.0% Russia Kitchenware

OOO Severstal-Mebel 19.0% 19.0% 50.0% Russia Metal furniture

OOO AviaCompany Severstal 100.0% 100.0% 100.0% Russia Air transport

Severstal Export GmbH 100.0% 100.0% 100.0% Switzerland Steel sales

AS Severstallat 50.5% 50.5% 50.0% Latvia Steel sales

Armaturu Servisa Centrs SIA 25.0% 25.0% 25.0% Latvia Steel service center

Steel segment – USA

Severstal North America Inc 100.0% nil% nil% USA Iron & steel mill
Double Eagle Steel Coating com-
pany

50.0% nil% nil% USA Electro-galvanizing

Spartan Steel Coating LLC 48.0% nil% nil% USA Hot dip galvanizing

FDS Coke Holdings LLC 45.0% nil% nil% USA Coking coal

Delaco Processing LLC 49.0% nil% nil% USA Steel slitting

Metalware segment:

ZAO Severstal-Metiz nil% nil% nil% Russia Management company

OAO Cherepovets Steel Rolling Mill 83.1% 82.3% 72.4% Russia Steel machining

OAO Orlovsky Steel Rolling Mill (*) 89.8% 89.8% nil% Russia Steel machining

OOO Volgometiz 100.0% nil% nil% Russia Steel machining

OOO ChSPZ MKR 41.5% 41.2% 36.2% Russia Mattress springs

OOO Policher 74.8% 41.2% nil% Russia Polymer coatings

(*) – 85.0% of total capital which includes preference shares

Mining segment (see note 1):

OAO Olkon nil% nil% nil% Russia Iron ore mining

OAO Karelsky Okatysh nil% nil% nil% Russia Iron ore mining

OAO Stalmag nil% nil% nil% Russia Niobium ore mining

Insurance segment:

OAO Insurance Company Sheksna nil% 92.2% 91.9% Russia Insurance

OAO Sheksna-M nil% 92.2% 91.9% Russia Medical insurance

OOO Sheksna-Life nil% nil% nil% Russia Life insurance

Star Insurance Company Ltd 100.0% 100.0% 100.0% UK Insurance

Financing segment:

OAO Metallurgical Commercial Bank 71.4% 72.5% 69.2% Russia Banking

OOO Promleasing 13.6% 56.3% 57.1% Russia Leasing

In addition, at the balance sheet date, a further 55 (2003: 87; 2002: 94) subsidiaries and associates, which are not material 
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Acquisitions

ZAO Severstal-Metiz is a special purpose entity that 

manages the activities of the Metalware segment, it 

provides all administrative services to the companies of the 

Metalware segment and is the sole sales and procurement 

organization for the Metalware segment.   In January 2005, 

Severstal acquired 100.0% of the outstanding share capital 

of ZAO Severstal-Metiz, from a company under common 

shareholder control, for US$0.8 million.  The net assets of 

ZAO Severstal-Metiz, in accordance with IFRS, on the date 

of acquisition were US$2.1 million.

Minority interests in various subsidiaries were bought out by the Group as follows:

Company Share of

net assets

acquired

Amount

paid

Negative

goodwill

Year ended December 31, 200�:

OAO Cherepovets Steel rolling Mill 999 377 (622)

Year ended December 31, 2003:

OAO Cherepovets Steel rolling Mill 10,238 6,475 (3,763)

Year ended December 31, 2002:

OAO NIIEIR 1,360 792 (568)

OAO Cherepovets Steel rolling Mill 14,988 8,893 (6,095)

AS Severstallat 158 46 (112)

9,731 (6,775)

In December 2002, the Group acquired the 56.44% 

controlling interest in OAO Domnaremont and the 73.44% 

controlling interest in OAO Metallurgremont, held by a 

company under common shareholder control, for US$4.0 

million as determined by an independent valuer.  The net 

assets of these companies, in accordance with IFRS, on the 

date of acquisition were US$2.0 million and US$1.0 million 

respectively.

Subsequent to the acquisition, in September 2003, of 

4.44% of the ordinary shares of OAO Orlovsky Steel Rolling 

Mill (‘OSPaZ’) by OAO Cherepovets Steel Rolling Mill 

(‘ChSPZ’), a related party obtained control of OSPaZ.  By 

the end of December 2004 this control was converted into 

share ownership by ChSPZ and Severstal for payments of 

US$5.2 million and US$33.7 million respectively.  As a result, 

the Group now controls 93.06% of the ordinary shares of 

OSPaZ, and the comparative financial information in these 

consolidated financial statements has been restated.

In October 2003, the Group acquired 100.0% of the share 

capital of OOO Uralmash MO for US$15.0 million.

In December 2003, the Group acquired the 100.0% 

controlling interest in the share capital of ZAO Firma 

Stoik, held by a company under common shareholder 

control, for US$9.1 million.  The net assets of ZAO Firma 

Stoik, in accordance with IFRS, on the date of acquisition 

were US$4.1 million.  As a result of this acquisition, the 

comparative financial information in these consolidated 

financial statements has been restated.
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On January 30, 2004 the Group acquired the assets and 

business of Rouge Industries, through its US subsidiary 

Severstal North America Inc (‘SNA’), for US$259.5 million.  

During January 2004, the Group acquired 50.0% of the 

share capital of OAO Fingo for US$3.2 million.  In December 

2004, ChSPZ bought out four fifths of its partner’s 50.0% 

share of OOO Policher for US$0.3 million such that ChSPZ 

owned 90.0% of the share capital of OOO Policher.

The shareholders of OAO Volgograd Steel Rolling and Wire 

Rope Mill (‘VSPKZ’) started a restructuring process that 

resulted in them creating a new company, OOO Volgometiz 

in October 2003, to which the assets and business of 

VSPKZ were transferred.  OOO Volgometiz was managed by 

ZAO Severstal-Metiz from July 2004 until the restructuring 

formalities were complete, thereafter Severstal acquired 

100.0% of the share capital of OOO Volgometiz from the 

shareholders of VSPKZ for US$12.5 million, consequently 

OOO Volgometiz has been consolidated from July 2004.

The following reconciliations between the net assets and net profits shown in the consolidated financial statements for 

the year ended December 31, 2003 and the net assets and profits shown in these consolidated financial statements 

demonstrate the effect of restating the comparative period for the acquisition of OSPaZ:

uS$’000 2003

Net assets shown in previous consolidated financial statements 2,597,059

Acquisition of OSPaZ:

net assets of OSPaZ 44,783

goodwill on acquisition of control 1,418

effect on minority interest (5,739)

acquisition cost of OSPaZ (36,118)

Net assets shown in these consolidated financial statements 2,601,�03

Net profit/(losses) attributable to shareholders

shown in previous consolidated financial statements 590,571

Acquisition of OSPaZ:

net profits of OSPaZ 9

negative goodwill 1,336

reversal of impairment on investment 5,041

effect on minority interest (442)

Net profit attributable to shareholders

shown in these consolidated financial statements 596,515
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The acquisitions described above had the following effect on the Group’s assets and liabilities:

uS$’000 200� 2003

Cash and cash equivalents 20,619 1,815

Trade accounts receivable (net) 73,288 11,273

Amounts receivable from related parties 1,210 508

VAT recoverable 229 1,244

Inventories 202,623 8,133

Taxes recoverable 2 15

Other current assets 28,512 4,389

Financial assets 85,898 3,329

Property, plant and equipment 96,783 56,203

Intangible assets - 4,009

Goodwill 1,418

Trade accounts payable (39,895) (2,049)

Amounts payable to related parties (23,748) -

Income tax payable (3) -

Other taxes and social security payable (344) (654)

Other current liabilities (28,183) (10,709)

Debt finance (470) (22,475)

Lease liabilities (546) -

Deferred tax liabilities (37,343) (5,875)

Retirement benefit liabilities (31,368) -

Other non-current liabilities (7,776) -

Identifiable assets and liabilities 339,�88 50,57�

Minority share (3,189) (5,618)

Amount already accounted for by equity pick-up (394) -

Negative goodwill on acquisition (60,652) (1,336)

Goodwill on acquisition 293 10,548

Consideration satisfied in cash 275,5�6 5�,168

Net cash in/(out) flow (25�,927) (52,353)

The goodwill shown above on acquisitions of Russian 

companies arose because prior to acquisition only 

limited estimated financial information was available for 

the acquired companies.  In respect of the acquisition by 

Severstal North America Inc, the negative goodwill arose 

from the ‘distress’ sale of a business under the jurisdiction 

of the bankruptcy courts in the USA.

Given the (i) limited estimated financial information of 

the Russian companies; and (ii) the limited information 

published by Rouge Industries during its bankruptcy; it is 

not practical to give details of combined revenues from the 

start of the relevant reporting periods.

The post acquisition results of Severstal North America 

Inc are shown as a separate business segment in note 37 

of these financial statements.  Management considers 

that the method of operating the Metalware segment 

through centralized administration, sales and procurement 

functions renders the separate disclosure of the post 

acquisition results of the acquired companies in this 

segment impractical.

 

Disposals

In February 2002, Severstal ceded control of its hotel 

complex, OAO Pansionat Sheksna, in Sochi when it gifted 

this company, as a capital contribution, to the ‘City Tourism 

Development Agency’, a not for profit organization.  As a 

result, the hotel complex has been deconsolidated and the 

investment in the Agency has been fully impaired.

In December 2004, the Group sold, to related parties, 

the following subsidiary companies: OAO Domnaremont; 

OOO Electroremont; OOO SSM-Engineering Center; OOO 

Energoremont; OOO Fingo Komplex; OAO Fingo; OOO GK 

Severstalmash; OAO Metallurgremont; OOO RTI-Center; 

OOO SSM-Tyazhmash; OOO SeverStamp; ZAO Firma 

Stoik; OOO Severo-Zapadny Ogneupor; OOO TsRPO; OOO 

Uralmash MO; OAO Sheksna Insurance Company; OAO 

Sheksna-M; OOO Sheksna-Life; OOO Sheksna-Farma; 

OOO Oktyabrsky; ZAO Zemledelets-Severstal; OOO 

Promleasing; and OOO Severstal-Holding.
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36. Subsequent Events

On April 26, 2005 Severstal and its related parties (financed 

by Severstal) subscribed for new ordinary shares issued 

by Lucchini SpA (Italy) such that in exchange for € 430.0 

million, Severstal and its related parties obtained 61.9% 

voting control of Lucchini SpA.

On April 29, 2005 the Group sold 86.0% of its 100.0% 

shareholding in the Star Insurance Company Ltd to 

related parties for US$1.0 million, the net assets of the 

Star Insurance Company Ltd as at December 31, 2004, in 

accordance with IFRS, were US$1.3 million.

On June 3, 2005 Severstal’s ordinary shares were admitted 

for trading on the Moscow Interbank Currency Exchange 

(‘MICEX’).

On June 8, 2005 Severstal signed a US$300.0 million six 

year syndicated credit line led by the Moscow International 

Bank.  The objective of which is to refinance existing 

borrowings on more favourable terms.

On June 10, 2005 the Meeting of Shareholders approved a 

final dividend of Rbs3.00 per share in respect of 2004, and 

an interim dividend of Rbs4.00 in respect of the first quarter 

of 2005.

The deconsolidation and disposals described above, and the spin off described in note 1, had the following effect on the 

Group’s assets and liabilities:

uS$’000 200�

Disposals

2002

Deconsolidation

2002

Spin-off

Cash and cash equivalents 22,964 276 573

Trade accounts receivable 13,254 176 2,090

Amounts receivable from related parties 37,121 - 3,537

VAT recoverable 9,699 23 2,341

Inventories 44,674 239 7,157

Taxes recoverable 2,220 - 74

Other current assets 26,827 139 1,927

Financial assets 45,411 - 29,895

Property, plant and equipment 43,543 - 26,986

Intangible assets 852 - -

Goodwill 293 - -

Trade accounts payable (19,720) (11) (5,491)

Amounts payable to related parties (74,116) - (200)

Income taxes payable (363) - -

Other taxes and social security payable (6,313) (26) (917)

Other current liabilities (24,450) (44) (6,088)

Debt finance (20,335) - (3,487)

Deferred tax liabilities (7,284) - (5,676)

Retirement benefit liabilities (4,770) - (354)

Insurance reserves (14,788) - -

Net identifiable assets and liabilities 7�,719 772 52,367

Minority interest (10,060) - (10,994)

Gain/(loss) on disposal 20,475 (772) -

Consideration / dividend payout 85,13�   n/a �1,373

Net cash outflow (22,96�) (276) (573)

Net amount receivable as at the balance sheet date 85,13�     -     -
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37. Segmental Information

Segmental Balance Sheets as at December 31, 2004

uS$’000 Steel segment

Metalware

segment

Financing

segment

Insurance

segment

Inter

segment

balances
Consoli-

datedRussia uSA

Assets

Current assets:

Cash and cash equivalents 1,029,139 4,412 3,858 50,645 4,633 (168,316) 924,371 

Central bank reserves -  -  -  4,695 -  -  4,695 

Banking assets -  -  -  229,898 -  (12,612) 217,286 

Trade accounts receivable 325,571 101,815 28,746 -  -  -  456,132 

Inventories 577,556 385,220 69,929 -  -  (8,401) 1,024,304 

Amounts receivable from related parties 291,513 1,053 8,423 -  -  (13,776) 287,213 

VAT recoverable 147,123 -  26,249 -  -  -  173,372 

Income tax recoverable 40,675 6 3,264 -  -  -  43,945 

Other current assets 90,772 18,883 8,405 253 2 -  118,315 

Financial assets 662,315 85 102 47,523 -  (47,481) 662,544 

Total current assets 3,16�,66� 511,�7� 1�8,976 333,01� �,635 (250,586) 3,912,177 

Non-current assets:

Financial assets 463,128 -  1,156 827 -  (374,617) 90,494 

Investment in associates 408 85,104 7,618 -  -  (7,360) 85,770 

Property, plant and equipment 2,285,997 69,587 132,663 524 -  -  2,488,771 

Intangible assets 4,868 -  1,418 100 -  -  6,386 

Total non-current assets 2,75�,�01 15�,691 1�2,855 1,�51 -  (381,977) 2,671,�21 

Total assets 5,919,065 666,165 291,831 33�,�65 �,635 (632,563) 6,583,598 

Liabilities and shareholders’ equity

Current liabilities:

Trade accounts payable 195,923 107,620 8,428 -  -  -  311,971 

Bank customer accounts -  -  -  44,695 -  -  44,695 

Amounts payable to related parties 68,774 2,427 14,916 255,550 -  (229,574) 112,093 

Income taxes payable 21,059 9,403 3 -  -  -  30,465 

Other taxes and social security payable 15,653 2,396 14,463 8 -  -  32,520 

Deferred income 1,956 -  -  -  -  -  1,956 

Debt finance 194,750 18,568 27,115 -  -  (12,612) 227,821 

Lease liabilities 171 180 -  -  -  -  351 

Dividends payable 18,440 -  -  -  -  -  18,440 

Other current liabilities 137,432 22,269 11,623 169 11 -  171,504 

Total current liabilities 65�,158 162,863 76,5�8 300,�22 11 (2�2,186) 951,816 

Non-current liabilities:

Debt finance 1,318,812 -  6,512 -  -  -  1,325,324 

Lease liabilities 217 233 -  -  -  -  450 

Deferred tax liabilities 216,784 52,351 12,482 (108) -  (3,678) 277,831 

Other non-current liabilities 47,958 39,280 16,839 -  623 -  104,700 

Total non-current liabilities 91,86� 35,833 (108) 623 (3,678) 1,708,305 

Minority interest 28,203 -  27,02� -  -  8,799 6�,026 

Shareholders’ equity:

Share capital 3,311,129 275,500 -  34,807 -  (310,307) 3,311,129 

Additional paid in capital -  -  85,806 -  200 (86,006) -  

Revaluation reserve 670,274 -  -  -  -  -  670,274 

Foreign exchange reserve 118,017 -  8,425 2,061 -  (455) 128,048 

Accumulated deficit (446,487) 135,938 58,195 (2,717) 3,801 1,270 (250,000)

Total shareholders’ equity 3,652,933 �11,�38 152,�26 3�,151 �,001 (395,�98) 3,859,�51 

Total liabilities and shareholders’ equity 5,919,065 666,165 291,831 33�,�65 �,635 (632,563) 6,583,598 
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Segmental Balance Sheets as at December 31, 2003

uS$’000
Steel

segment

Metalware

segment

Financing

segment

Insurance

segment

Inter

segment

balances
Consoli-

dated

Assets

Current assets:

Cash and cash equivalents 515,241 4,100 51,792 32,079 (139,510) 463,702 

Central bank reserves -  -  13,247 -  -  13,247 

Banking assets -  -  124,750 -  (7,191) 117,559 

Trade accounts receivable 148,120 18,472 467 -  -  167,059 

Inventories 308,230 41,208 23 78 (4,826) 344,713 

Amounts receivable from related parties 55,854 2,629 211 9,482 (15,896) 52,280 

VAT recoverable 75,239 8,043 353 -  -  83,635 

Income tax recoverable 1,331 -  -  885 -  2,216 

Other current assets 61,394 5,436 299 4,027 -  71,156 

Lease receivables 4 -  203 -  (5) 202 

Financial assets 187,152 29 35,646 36,295 (8,137) 250,985 

Total current assets 1,352,565 79,917 226,991 82,8�6 (175,565) 1,566,75� 

Non-current assets:

Amounts receivable from related parties 181,443 -  -  -  -  181,443 

Lease receivables 3 -  26 -  -  29 

Financial assets 213,431 1,882 1,014 2,535 (92,242) 126,620 

Investment in associates 120 6,851 -  -  (6,162) 809 

Property, plant and equipment 1,876,081 114,733 2,093 2,674 -  1,995,581 

Intangible assets 1,010 1,418 139 -  -  2,567 

Total non-current assets 2,272,088 12�,88� 3,272 5,209 (98,�0�) 2,307,0�9 

Total assets 3,62�,653 20�,801 230,263 88,055 (273,969) 3,873,803 

Liabilities and shareholders’ equity

Current liabilities:

Trade accounts payable 102,960 4,992 807 -  -  108,759 

Bank customer accounts -  -  50,879 -  -  50,879 

Amounts payable to related parties 40,999 9,321 149,994 4 (157,778) 42,540 

Income taxes payable 5,395 480 92 -  -  5,967 

Other taxes and social security payable 16,084 1,222 294 32 -  17,632 

Deferred income 2,101 -  -  -  -  2,101 

Debt finance 174,246 12,947 20 6,066 (7,191) 186,088 

Lease liabilities 251 -  -  -  (5) 246 

Dividends payable 39,481 -  -  -  -  39,481 

Other current liabilities 109,260 4,995 165 13,277 -  127,697 

Total current liabilities �90,777 33,957 202,251 19,379 (16�,97�) 581,390 

Non-current liabilities:

Debt finance 342,917 -  -  -  -  342,917 

Lease liabilities 447 -  -  -  -  447 

Deferred tax liabilities 229,857 10,615 (365) 7,765 (229) 247,643 

Other non-current liabilities 24,437 7,390 -  16,683 (8,966) 39,544 

Total non-current liabilities 597,658 18,005 (365) 2�,��8 (9,195) 630,551 

Minority interest 25,158 25,590 32� -  9,387 60,�59 

Shareholders’ equity:

Share capital 3,311,129 -  34,807 8,952 (43,759) 3,311,129 

Additional paid in capital -  72,887 -  200 (73,087) -  

Revaluation reserve 728,467 -  -  -  -  728,467 

Accumulated deficit (1,528,536) 54,362 (6,754) 35,076 7,659 (1,438,193)

Total shareholders’ equity 2,511,060 127,2�9 28,053 ��,228 (109,187) 2,601,�03 

Total liabilities and shareholders’ equity 3,62�,653 20�,801 230,263 88,055 (273,969) 3,873,803 
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Segmental Balance Sheets as at December 31, 2002

uS$’000
Steel

segment

Metalware

segment

Financing

segment

Insurance

segment

Inter

segment

balances
Consoli-

dated

Assets

Current assets:

Cash and cash equivalents 183,725 2,378 7,095 24,430 (28,231) 189,397 

Central bank reserves -  -  2,520 -  -  2,520 

Banking assets -  -  39,116 -  (58) 39,058 

Trade accounts receivable 115,237 8,711 340 -  -  124,288 

Inventories 231,800 15,967 52 26 (1,028) 246,817 

Amounts receivable from related parties 42,291 1,130 1,024 12,949 (15,742) 41,652 

VAT recoverable 44,463 3,749 320 -  -  48,532 

Income tax recoverable 1,090 -  -  416 -  1,506 

Other current assets 88,363 3,123 272 1,503 -  93,261 

Lease receivables 6 -  458 -  (48) 416 

Financial assets 300,413 90 10,860 19,058 (94) 330,327 

Total current assets 1,007,388 35,1�8 62,057 58,382 (�5,201) 1,117,77� 

Non-current assets:

Lease receivables 7 -  168 -  (14) 161 

Financial assets 137,349 1,325 356 2,487 (34,268) 107,249 

Investment in associates 7,665 5,517 -  -  (5,352) 7,830 

Property, plant and equipment 1,886,911 67,320 1,702 2,311 -  1,958,244 

Intangible assets -  -  197 -  -  197 

Total non-current assets 2,031,932 7�,162 2,�23 �,798 (39,63�) 2,073,681 

Total assets 3,039,320 109,310 6�,�80 63,180 (8�,835) 3,191,�55 

Liabilities and shareholders’ equity

Current liabilities:

Trade accounts payable 117,352 274 319 -  -  117,945 

Bank customer accounts -  -  6,857 -  -  6,857 

Amounts payable to related parties 34,008 4,115 31,436 31 (35,739) 33,851 

Income taxes payable 7,736 520 180 65 -  8,501 

Other taxes and social security payable 19,391 2,432 286 339 -  22,448 

Deferred income 3,665 -  -  -  -  3,665 

Debt finance 87,089 5,520 -  5 (58) 92,556 

Lease liabilities 686 51 -  -  (48) 689 

Dividends payable 564 -  -  -  -  564 

Other current liabilities 79,123 2,244 198 2,990 -  84,555 

Total current liabilities 3�9,61� 15,156 39,276 3,�30 (35,8�5) 371,631 

Non-current liabilities:

Debt finance 83,739 -  57 -  -  83,796 

Lease liabilities 527 118 -  -  (14) 631 

Deferred tax liabilities 271,909 7,304 337 6,530 (633) 285,447 

Other non-current liabilities 31,495 6,793 -  20,786 (9,534) 49,540 

Total non-current liabilities 387,670 1�,215 39� 27,316 (10,181) �19,�1� 

Minority interest �,195 22,076 192 -  8,051 3�,51� 

Shareholders’ equity:

Share capital 3,311,129 -  34,807 8,952 (43,759) 3,311,129 

Additional paid in capital 136 15,343 -  200 (15,543) 136 

Treasury shares -  -  (28) -  28 -  

Revaluation reserve 832,048 -  -  -  -  832,048 

Accumulated deficit (1,845,472) 42,520 (10,161) 23,282 12,414 (1,777,417)

Total shareholders’ equity 2,297,8�1 57,863 2�,618 32,�3� (�6,860) 2,365,896 

Total liabilities and shareholders’ equity 3,039,320 109,310 6�,�80 63,180 (8�,835) 3,191,�55 
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Segmental Income Statements, Year Ended December 31, 2004

uS$’000

Steel segment Metalware
segment

Financing
segment

Insurance
segment

Inter
segment
transac-

tions
Consoli-

datedRussia uSA

Sales revenues

Sales – external 4,415,797 1,332,733 520,265 -  -  -  6,268,795 

Sales - to related parties 672,641 10,563 45,356 -  -  (349,426) 379,134 

5,088,�38 1,3�3,296 565,621 -  -  (3�9,�26) 6,6�7,929 

Cost of sales (488,074) -  -  343,129 

Gross profit 2,�12,708 1�1,�16 77,5�7 -  -  (6,297) 2,625,37� 

Indirect taxes and contributions (21,961) (19) (2,759) (149) (75) -  (24,963)
Selling, general and administration 
expenses

(205,667) (20,390) (34,007) (2,468) (5,219) 21,574 (246,177)

Distribution expenses (418,658) -  (18,876) -  -  2,723 (434,811)

Net other operating expenses (59,784) 646 (227) 1,403 573 (168) (57,557)

Net expenses with insurance operations -  -  -  -  6,217 (24,454) (18,237)

Net income from banking operations -  -  -  4,465 -  (202) 4,263 

Net expenses from securities operations -  -  -  2,239 (2,176) 25,767 25,830 

Profit from operations 1,706,638 121,653 21,678 5,�90 (680) 18,9�3 1,873,722 

Net non-operating expenses 32,980 -  (2,667) (79) (32,862) (817) (3,445)
Impairment of property, plant and 
equipment

(15,764) -  (302) -  -  -  (16,066)

Negative goodwill -  57,143 3,934 -  -  197 61,274 

Share of associates income 288 6,907 1,245 -  282 (1,564) 7,158 

Profit before financing and taxation 1,72�,1�2 185,703 23,888 5,�11 (33,260) 16,759 1,922,6�3 

Net financing (expense)/income (456) (5,799) (2,238) -  5,961 (29,972) (32,504)

Profit before income tax 1,723,686 179,90� 21,650 5,�11 (27,299) (13,213) 1,890,139 

Income tax expense (428,099) (43,966) (9,728) (1,380) (1,496) 3,047 (481,622)

Profit for the year 1,295,587 135,938 11,922 �,031 (28,795) (10,166) 1,�08,517 

Profit attributable to minorities (5,145) -  (588) 11 (1) (1,615) (7,338)

Profit attributable to shareholders 1,290,��2 135,938 11,33� �,0�2 (28,796) (11,781) 1,�01,179 
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Segmental Income Statements, Year Ended December 31, 2003

uS$’000

Steel

segment

Metalware

segment

Financing

segment

Insurance

segment

Inter

segment

transac-
tions

Consoli-
dated

Sales revenues

Sales - external 2,667,978 253,254 -  -  -  2,921,232 

Sales - to related parties 424,565 23,141 -  -  (165,054) 282,652 

3,092,5�3 276,395 -  -  (165,05�) 3,203,88� 

Cost of sales (1,837,109) (232,304) -  -  160,528 (1,908,885)

Gross profit 1,255,�3� ��,091 -  -  (�,526) 1,29�,999 

Indirect taxes and contributions (16,053) (2,119) (1,115) (56) -  (19,343)

Selling, general and administration expenses (166,318) (16,999) (819) (3,657) 24,399 (163,394)

Distribution expenses (304,484) (11,157) -  -  687 (314,954)

Net other operating expenses (6,732) 7 2,060 846 -  (3,819)

Net expenses with insurance operations -  -  -  8,968 (23,265) (14,297)

Net income from banking operations -  -  1,891 -  8 1,899 

Net expenses from securities operations 27,959 -  1,853 225 690 30,727 

Profit from operations 789,806 13,823 3,870 6,326 (2,007) 811,818 

Net non-operating expenses (19,858) (988) -  -  -  (20,846)

Impairment of property, plant and equipment (4,399) (1,014) -  -  -  (5,413)

Impairment of goodwill (10,548) -  -  -  -  (10,548)

Negative goodwill -  5,544 -  -  (445) 5,099 

Share of associates income 70 359 -  415 (1,124) (280)

Profit before financing and taxation 755,071 17,72� 3,870 6,7�1 (3,576) 779,830 

Net financing (expense)/income (21,094) (783) -  8,540 (8) (13,345)

Profit before income tax 733,977 16,9�1 3,870 15,281 (3,58�) 766,�85 

Income tax expense (155,751) (2,426) (331) (3,487) (404) (162,399)

Profit for the year 578,226 1�,515 3,539 11,79� (3,988) 60�,086 

Profit attributable to minorities (3,999) (1,583) (132) -  (1,857) (7,571)

Profit attributable to shareholders 57�,227 12,932 3,�07 11,79� (5,8�5) 596,515 
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Segmental Income Statements, Year Ended December 31, 2002

uS$’000

Steel

segment

Metalware

segment

Mining

segment

Financing

segment

Insurance

segment

Inter

segment

transac-
tions

Consoli-
dated

Sales revenues

Sales - external 1,878,180 163,193 5,129 -  -  -  2,046,502 

Sales - to related parties 316,962 10,381 39,842 -  -  (138,507) 228,678 

2,195,1�2 173,57� ��,971 -  -  (138,507) 2,275,180 

Cost of sales (142,786) (37,369) -  -  138,267 

Gross profit 731,019 30,788 7,602 -  -  (2�0) 769,169 

Indirect taxes and contributions (34,612) (2,591) (87) (317) (53) -  (37,660)

Selling, general and administration 
expenses (115,256) (12,934) (4,841) (3,575) (2,462) 33,210 (105,858)

Distribution expenses (271,369) (6,725) (1,268) -  -  -  (279,362)

Net other operating expenses (33,514) (76) 438 667 613 6,088 (25,784)

Net expenses with insurance operations -  -  -  -  8,830 (27,186) (18,356)

Net income from banking operations -  -  -  3,208 -  (593) 2,615 

Net expenses from securities operations (15,501) -  1,161 1,357 907 (149) (12,225)

Profit from operations 260,767 8,�62 3,005 1,3�0 7,835 11,130 292,539 

Net non-operating expenses 19,661 (1,260) (447) -  -  (39,992) (22,038)

Impairment of property, plant and 
equipment (9,819) (216) (1,011) -  -  -  (11,046)

Negative goodwill 687 5,346 -  -  -  742 6,775 

Share of associates income (100) 285 (5,163) -  (821) 633 (5,166)

Profit before financing and taxation 271,196 12,617 (3,616) 1,3�0 7,01� (27,�87) 261,06� 

Net financing income/(expense) (18,489) (1,763) (142) -  1,722 593 (18,079)

Profit before income tax 252,707 10,85� (3,758) 1,3�0 8,736 (26,89�) 2�2,985 

Income tax expense (62,554) (4,223) 5,862 (630) (908) 671 (61,782)

Profit for the year 190,153 6,631 2,10� 710 7,828 (26,223) 181,203 

Profit attributable to minorities (572) (355) -  141 -  377 (409)

Profit attributable to shareholders 189,581 6,276 2,10� 851 7,828 (25,8�6) 180,79� 
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OAO SEvERSTAL

Registered office: 30 Mira Street, Cherepovets, 

Vologda Region, 162600, Russia

Severstal’s financial year ends on December 31

Public accountants: KPMG, 11 Gogolevsky Boulevard, 

Moscow, 121019, Russia

Registrar: ZAO Partner, 33 Prospect Pobedy, Cherepovets, 

Vologda Region, 162614, Russia

Website: www.severstal.com

Investor Relations

Moscow representative office: 2/3 K. Tsetkin street, Moscow, 127299, Russia

Tel: +7 (095) 540 7766

Fax: +7 (095) 150 8800

e-mail: druzhinin@severstalgroup.com

 dv.ivanov@severstalgroup.com


