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Today, we summarize 2003 and determine development 

perspectives for Severstal for 2004 and beyond.

With relation to the dynamics of ferrous metallurgy products 

consumption and pricing environment, it is possible to say 

unambiguously that 2003 exceeded all expectations of the 

analysts. In 2003 Russian internal market consumption of 

steel increased by 14%, while global growth was just 6.5%. 

These positive economic trends allowed Severstal to raise its 

production output and shipment, primarily in the domestic 

market. Severstal’s total shipments to the internal market in 

2003 were 58% against 51% in 2002.

In the reporting year Severstal produced 8.8 million tonnes 

of rolled steel and 9.9 million tonnes of crude steel, that is 

accordingly 3.2% and 2.7% higher than in 2002.

The unexampled high steel prices in the world market, and 

their knock-on effects on price growth in Russia (21% a year), 

are the main reason of Severstal’s profitability in 2003 when 

net profit reached US$ 591 million, an increase of 228% 

compared with 2002.

It is important to say, that our rivals in Russia also had good 

results in 2003. In accordance with the “Metal Bulletin” data 

for 2003, Severstal continues to be one of the world’s top 20 of 

steel companies, but leadership in the Russian market is split 

between “Evrazholding” and “MMK”. The re-establishment of 

our position as the national leader is one of our main tasks in 

2004.

The Group invested US$ 249.6 million in 2003 to modernize 

its existing production facilities in order to increase our 

competitiveness.

Also, environmental protection measures are important. The 

total budget for these programs amounted US$ 14.7 million 

– twice the amount of 2002.  As a result of this expenditure, 

reduced atmospheric emissions and waste discharges were 

achieved.  Today almost 95% of waste products are recycled.

Another important event of the reported year was closely 

related to industrial safety. In February 2003 Severstal 

became the first Russian metallurgical plant to receive the 

international certificate of Bureau Veritas Quality International 

Directors’ Statement

Alexey A. MORDASHOV

Chairman of the Board of Directors

Anatoly N. KRUCHININ

General Director
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for compliance with the requirements of OHSAS 18001 ver. 

1999 for health and safety management.

Much progress was achieved in production divisions. Thirty-five 

new product lines were mastered by workshops. Most of these 

new products are intended for the fuel and energy sector and are 

strategically important for the Group – in particular the ‘X-‘ and 

‘IF-‘ steels. 

Severstal considers the professionalism of its personnel to be 

a competitive advantage in the achievement and preservation 

of leadership in the business. The Severstal Educational center 

continues its activity as  an instrument of intra-group personnel 

training. Its activity covers managers and employees training 

in 32 courses in the scope of management, safe methods 

of operation, iron & steel technologies and equipment. The 

Educational center provides tutorial and consulting services, 

accomplishment of objective-oriented corporate programs and 

projects, such as “Production consulting”, “TQM”, “TOP-100”, 

“Training of the management reserve for the key posts”.

The increasing quality of corporate governance and the financial 

result were valued by the market. Severstal’s ordinary share price 

tripled during 2003 and at the end of the year was US$ 120.00 

per share. 

The company’s future should be based on sustainable 

development, which includes growing profitability, social 

partnership and environmental protection. 

2004 looks both promising and difficult, we plan to exceed the 

ten million tonnes of crude steel output and increase rolled steel 

production by 5% to 9.25 million tonnes.

The advantages of low prices for raw materials and energy for 

Russian steel producers are continuously decreasing. During 

2003 raw materials and energy costs of Severstal increased to 

72.1% of total costs. Energy prices almost reached international 

levels. In this environment, Severstal pays attention to 

mobilization of internal reserves. This means the optimization of 

the cost structure and production process, orders and supplies 

management. First of all there will be a program of power saving 

and increasing self-supplied power, and also development of new 

integrated logistics schemes and own transportation facilities. 

In addition to these cost saving measures we need to secure our 

position in automotive and pipe manufacturing industries through 

improving of quality of IF-steels, strips for large diameter pipes 

and input material for Severgal (Joint venture with Arcelor), a new 

galvanizing plant at Cherepovets to produce hot dip galvanised 

sheet steel with a high quality surface for the automotive industry, 

which should be commissioned in the beginning of 2005. 

As well, the Company will continue to adhere to the key elements 

of its strategy including:

• Participation in global consolidation of the steel industry,

• Bringing mining assets back into the steel company to 

 create a fully integrated vertical production chain;

• Long term focus on domestic markets; and

• Continuous modernization of production facilities to 

 support competitiveness.

The competitive power, increased effectiveness and re-

establishment of the leading position on domestic market 

will be the results of the above plans and we believe Severstal 

will achieve these goals through its strategy, management 

techniques and personnel.

Chairman of the Board of Directors

Alexey A. MORDASHOV  MORDASHOV  MORDASHOV

General Director

Anatoly N. KRUCHININ  
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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.

In 2003, Severstal produced 9.9 million tonnes of crude 

steel (compared to 9.6 million tonnes in 2002 and 

9.3million tonnes in 2001) and 8.8 million tonnes of 

rolled steel (compared to 8.5 million tonnes in 2002 and 

8.1 million tonnes in 2001). In 2003, OAO Cherepovets 

Steel Rolling Mill (‘‘ChSPZ’’), a subsidiary of Severstal, 

produced 578,482 tonnes of metalware products, as 

compared to 504,553 tonnes in 2002 and 492,040 

tonnes in 2001. Severstal supplies approximately 95% 

of ChSPZ’s steel feedstock.

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 and pipes.

The Severstal Group’s consolidated sales revenues 

totaled US$ 3,202 million for the year ended December 

31, 2003 compared to US$ 2,273 million for the year 

ended December 31, 2002. It sells its products both 

domestically and to all major export markets. Europe 

is the Severstal Group’s principal export market, 

accounting for 32.8% of consolidated export revenues 

in 2003, compared to 30.0% for 2002. In addition, 

Central and South-East Asia grew to be the Severstal 

Group’s largest export market during 2003, accounting 

for 38.7% of consolidated export revenues, principally 

due to an increase in demand from China. The domestic 

market remained principal for Severstal Group and 

following this strategy its share increased from 51% 

to 58% of total revenues during 2003. The proportion 

of export reduced respectively, but export sales in 

monetary terms increased by US$ 234 million from US$ 

1,109 million in 2002 to US$ 1,343 million in 2003.

Overview
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Corporate Structure of the Group

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

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

OAO SEVERSTAL

OAO Sheksna
Insurance Company

Insurance 

OAO Sheksna-M
Insurance Company

Medical Insurance 

OOO Severstalmash
Group

Holding Company

OAO 
Metallurgremont

Repair and 
Construction

OOO 
SSM-Tyazhmash

Heavy Machinery
Construction

OAO 
Domnaremont

Repair

ZAO 
Firma Stoik

Repair

Severstal
Investments, LLC

U.S. Holding 
Company

OAO ChSPZ

Metalware 
Manufacturer

ZAO Severgal

Hot Dip Galvanised
Sheet Production

ZAO Izhorsky Tube
Factory

Large Diameter Pipes 
Production

Severstal Trade
GmbH

Austrian Holding 
Company

OAO Metkombank

Banking

Severstal North
America, Inc.

Assets of 
Rouge Steel

Severstal Export
GmbH

Export Sales 
Company

AS Severstallat

Baltic Sales and 
Service Centre

90.0999.99

99.99

100.00

82.31

74.99

100.00

100.00

53.57

99.80

50.50

100.00

56.44

78.80

100.00

100.00
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The Severstal Group consists of four main business 

segments, the metallurgical segment, the metiz (or 

metalware) segment, the banking segment and the 

insurance segment.

Metallurgical segment — production and sale of 

steel

This segment includes Severstal and the major 

subsidiaries:

• Severstal North America, Inc — a large producer of 

coated cold-rolled steel for the automotive industry 

in the US (created in January 2004 as the result 

of purchasing the assets and business of Rouge 

Steel);

• ZAO Severgal — a joint venture with Arcelor for the 

production of hot dip galvanized sheet using the 

ExtragalTM technology of Arcelor;

• Severstal Export GmbH and Severstallat AS — steel 

trading companies; and

• OOO Severstalmash Group — a number of repair and 

construction companies (collectively referred to as 

the “Severstalmash Group”), which provide repair 

and construction services to the Severstal Group 

and third parties — they produce heavy engineering 

equipment and spare parts for machinery.

Metiz (or metalware) segment — production of 

metalware

OAO ChSPZ — a large producer steel wire, fastenings, 

steel rope, netting and other metalware;

Banking segment — provision of banking and 

financial services

This segment includes OAO Metkombank, the bank 

owned by the Severstal Group, and other companies, 

which provide financial services for the Severstal Group, 

including financial and operational leasing.

Insurance segment — provision of property and 

medical insurance, and pension fund management 

services

This segment includes OAO Sheksna Insurance 

Company  and its subsidiaries, and provides 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.

The above segments operate independently of each 

other and inter-segmental 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, which include agricultural producers, mass 

media and publishing companies, catering enterprises, 

an airport and an ice hockey club.

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 wholly 

owned subsidiaries of Severstal.

Overview
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Key Figures 
for 2003

US$’mln

2003 Domestic/Export Sales Ratios

41.95%

Sales EBITDA Operating profit Net profit

3,202
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1,002

288

806
598

182
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Domestic market            Export

EBITDA/EBITDA/EBITDA GROSS
Interest

39.87

19.03
25  .63

77.14

26.75

8.17

EBITDA/NEBITDA/NEBITDA et
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41.95%

58.05%
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Central America

South America

North America

441.08

304.21

216.09

193.79

99.41

62.99

22.44

3.15
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2002  2003
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Selected Financial Information

US$’mln Year ended December 31

2003 2002 Change, %

Sales 3,202 2,273 40.87%

Cost of Sales (1,914) (1,509) 26.84%

Operating profit 806 288 179.86%

Operating margin 25.17% 12.67%

EBITDA 1,002 471 112.73%

EBITDA margin 31.29% 20.72%

Net profit 591 180 228.33%

Net margin 18.46% 7.92%

Certain Ratios

US$’mln Year ended December 31

2003 2002

EBITDA 1,002 471

Gross interest expense 25 25

Net interest expense 13 18

Total debt 524 178

Net cash n/a 12

Net debt 61 n/a

EBITDA/Gross interest expense 39.87 19.03

EBITDA/Net interest expense 77.14 25.63

Net debt/EBITDA 6.06% n/a

Key Figures 
for 2003
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Dividend Policy and 
Payments 

In July 2003, the Board of Directors of Severstal adopted 

the key principles of Severstal’s corporate dividend policy.

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.

In 2003, Severstal paid Rbs 72.00 per share (US$ 52.4 

million in total) as a dividend in respect of the financial year 

ended December 31, 2002, resulting in a pay out ratio of 

29.06% of Severstal Group’s net profits for 2002. For the 

half-year period ended June 30, 2003, Severstal declared 

an interim dividend of Rbs 194.00 per share (US$ 139.9 

million in total). For the nine month period ended September 

30, 2003, Severstal declared an interim dividend of Rbs 

205.00 per share (US$ 153.6 million in total). 

Shareholders at the annual general meeting on May 21, 

2004 approved a final dividend for 2003 of Rbs 28.00 per 

share (US$ 21.99 million in total) and an interim dividend for 

the first quarter of 2004 of Rbs 42.00 per share (US$ 31.98 

million in total). The payout ratio for the 2003 constituted 

53.42%. The above payout ratios are calculated as 

dividend declared, in US dollar terms, divided by profit for 

the relevant period as reported in the consolidated financial 

statements of Severstal Group.

Acquisition of 
Rouge Steel
Acquisition of 
Rouge Steel
Acquisition of 

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).

Severstal believes that the purchase of Rouge Steel should 

allow 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. Severstal plans to make 

the SNA plant profitable by reducing costs (both labor and 

general operating costs) and increasing the plant’s current 

capacity utilization rate. In addition, Severstal expects 

that the acquisition will bring new skills and knowledge to 

Severstal, allowing it to improve production quality.

2003 Highlights
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Large Diameter Pipes Project

In July 2003, Severstal started a new project to produce 

pipes meeting the requirements of domestic and 

international customers, which are expected to include OAO 

Gazprom and OAO Transneft as well as a number of Russian 

oil companies (including OAO Rosneft, OAO LUKoil, OAO 

TNK and others). The project includes producing of strips 

at Severstal’s Mill 5000 (Kolpino) by rolling of high-quality 

slabs. The project also contemplates the construction of a 

pipe mill, next to Mill 5000, to manufacture up to 450,000 

tonnes of large diameter pipes of a type not currently 

produced in Russia with anti-corrosion coating. This 

project is expected to be financed through a mixture of 

internal and external financing. In January 2004, Severstal 

signed a construction contract with SMS Meer with a total 

value of €72.7 million for the construction of the pipe mill 

in Kolpino.

GDR Programme

In December 2003, Severstal established a Level I Global 

Depositary Receipt (‘‘GDR’’) program for 19.99% of its 

shares. The GDR program covers only existing shares and 

allows the existing shareholders of Severstal to convert 

their shares to GDR.

Recent Developments

In 2003, the two main shareholders of Kuzbassugol, the 

Shareholder Group and the MDM Group, agreed to divide 

the business. The MDM Group received those coal mines 

previously held by Kuzbassugol that produce coal suitable 

for energy generation and the Shareholder Group received 

the MDM Group’s shares in Kuzbassugol, which was left 

with those mines producing coal suitable for the production 

of coke.

Also in 2003, the Shareholder Group purchased further 

shares in certain coal mining assets in the Komi Republic 

financed by a US$ 175.5 million loan from Severstal, 

and in June 2003, Severstal purchased a 39.8% stake in 

Vorkutaugol for US$ 27.3 million in a public auction held by 

the Government. This stake was subsequently resold to the 

Shareholder Group at cost.

In August 2003, the Shareholder Group, financed by 

a loan of US$ 39.4 million from Severstal, purchased 

a controlling stake in OAO Orlovsky Steel Rolling Mill 

(‘‘OSPAZ’’). Subsequent to this, a portion of these shares 

was transferred to the Severstal Group, resulting in the 

Severstal Group holding 19% of OSPAZ’s share capital. 

In October 2003, the Severstal Group purchased 100% 

of the share capital of OOO Uralmash-Metallurgical 

Oborudovanie for US$ 14 million. In November 2003, 

Severstal sold its shareholding in OAO HK Kolomensky 

Zavod to ZAO Severstal Group for US$ 14.9 million. In 

December 2003, the Severstal Group purchased from ZAO 

Severstal Group its 100% shareholding in ZAO Firma Stoik, 

which engages in the repair of steel rolling facilities, for US$ 

9.1 million.

Severstal’s management has created a 99.99%-owned 

subsidiary, OOO Severstalmash Group (‘‘SSM-Group’’) 

which owns and operates engineering, machine building 

and repair and maintenance companies (including, inter 

alia, OOO SSM-Tyazhmash, OAO Domnaremont and OAO 

Metallurgremont). Banking and insurance subsidiaries 

may in the future be transferred to other members of the 

Shareholder Group.

2003 Highlights
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In accordance with the Russian Law on Joint Stock Companies 

and Severstal’s Charter, Severstal’s main governing bodies 

include the General Shareholders’ Meeting, the Board of 

Directors and the General Director.

GENERAL SHAREHOLDERS’ MEETING

BOARD OF DIRECTORS

MANAGING COMPANY/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 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

The Board of Directors of Severstal 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. Certain powers 

can only be exercised by the Board of Directors. 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 be the Chairman 

of the Board of Directors at the same time.

Management 
Structure
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On 7 December 2003, Georgy Shevtsov was elected as a 

deputy to the State Duma and effectively left his position of 

Social Infrastructure Director of Severstal. Consequently, the 

active membership of the Board of Directors (the business 

address of each of which is 30 Mira Street , Cherepovets, 

Vologda Region, 162600 Russia) is as follows:

Alexey A. MORDASHOV Chairman of the Board of Directors

Anatoly N. KRUCHININ General Director of Severstal

Alexander N. ANDRIANOV Director of Finance and Economics

Dmitry Y. GOROSHKOV Sales Director

Igor P. ZHURAVLEV Chairman of the Trade Union Committee

Igor Y. KOSTIN Strategic Planning Director

Vadim A. MAKHOV Deputy General Director of ZAO Severstal Group for Strategic Planning and Control

Igor Y. NECHAYEV Commercial Director

Mikhail V. NOSKOV Deputy General Director of ZAO Severstal Group for Finance and Economics

Alexander V. POGOZHEV Production Director

Valery A. SOLOPOV Senior Specialist of the Law Firm Centurion M

Alexander A. STEPANOV Technical Director - Chief Engineer

Vadim A. SHVETSOV First Deputy General Director of ZAO Severstal Group, General Director of Severstal Auto

Pavel A. CHELNOKOV Secretary of the Board of Directors, Director of Legal Affairs

Managing Company/General 
Director
Managing Company/General 
Director
Managing Company/General 

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 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 is valid 

until 30 June 2004. If after that date neither Severstal nor ZAO 

Severstal Group has expressed its intention to terminate the 

Management Agreement, it is deemed extended for another 

year.

Management 
Structure
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Share Capital

As at December 31, 2003, Severstal’s total share capital 

consisted of 22,074,192 ordinary shares, each with a 

par value of Rbs 0.25 each. Severstal does not have any 

authorized but unissued ordinary shares.

The annual general meeting on May 21, 2004 approved a 

share split of 1:25. After the registration of these changes 

the total number of Severstal’s ordinary shares will increase 

to 551,854,800 and the par value will be Rbs 0.01 each.

Shareholding Structure

As at March 1, 2004, 82.75% of Severstal’s share capital 

was controlled directly or indirectly by Alexey Mordashov, 

the Chairman of Severstal’s Board of Directors. Institutional 

investors held approximately 6.5% of Severstal’s shares 

with the remaining 10.75% held by Severstal’s management 

and employees (including 1.36% held by members of the 

Board of Directors other than Alexey Mordashov).

Shareholder %

Alexey Mordashov 82.75 %

Management / Employees 10.75 %

Portfolio investors 6.50 %

Market Information

Severstal’s shares are currently traded on the Russian 

Trading System (‘‘RTS’’) and on the OTC-market in 

London.

Date US$

min January 04, 2003 48.75

max October 20, 2003 124.00

Shareholding Structure, Market 
Information & Information Policy
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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 wider 

range of investors. We want investors to have a range of 

information as wide as possible 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.

Shareholding Structure, Market 
Information & Information Policy

Severstal’s Share Price

Severstal’s Share Performance 

Following international trends supported by financial numbers and adopted corporate governance Severstal outperformed 

the Russian market (100% = January 4, 2003).
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Key Factors Affecting the 
Financial Results of the 
Key Factors Affecting the 
Financial Results of the 
Key Factors Affecting the 

Severstal Group

The business of the Severstal Group is dependent on the 

following internal and external factors.

Trends in the Domestic and Global Metallurgical 

Industry

During 2002, according to IISI, world steel production 

increased to 903 million tonnes, whi ch was 6.2% more than 

in 2001. Global crude steel production in 2003 exceeded 

960 million tones, 6.3% higher than in 002. Russia retained 

fourth place in the world (after China, South Korea and the 

US) with production of 61.3 million tonnes of crude steel. 

Russia’s share in the world’s steel production amounted to 

approximately 6.4 %. 

According to World Steel Dynamics the growth of annual 

consumption of rolled steel in 2003 was 5.9% compared with 

2002 - this growth was not uniform during the year. Following 

the fast increase in the first quarter 2003, which was related 

primarily to consumption in China, a period of slow growth 

started. The consequent imbalance between production and 

consumption led to a deficit in rolled steel and rapid price 

increases.

High demand for steel products in South-East Asia and the 

Middle East continued during 2003. High consumption levels 

in South Korea were due to high levels of domestic and export 

demand from the automotive production, electrical equipment 

and shipbuilding industries.

In recent years there has been significant consolidation of 

steel production assets and a number of new production 

facilities were commissioned across the world. The world’s 

leading steel companies are large multinationals with 

production volumes similar to the total production of the 

Russian steel industry. Arcelor (EU) produces 44 million 

tonnes, Posco (South Korea) approximately 30 million tonnes 

and Nippon Steel (Japan) over 30 million tonnes. The US steel 

industry consolidated and formed large producers such as US 

Steel and ISG. The Chinese steel industry is also becoming 

a significant force in the global steel market. China produces 

one fifth, and consumes a quarter, of global steel output.

The domestic annual consumption of steel in Russia increased 

14% as compared with the reduction of 4% in 2002. The 

largest growth was noted in hardware, machinery and metal 

processing industries, with indices of 8-9% comparing to 

2002. Steel pipes production in Russia increased by 19% in 

2003.  

At the current time the Russian steel producers are in good 

position, and they are trying to use it at maximum. The growth 

in domestic consumption and high world steel prices are 

the motives for high profitability of the industry. The vertical 

integration and close location to raw material suppliers allowed 

Russian producers to control this material item of costs more 

effectively than its competitors. The high rates of economic 

growth in Russia stimulate the increase in consumption of 

ferrous metallurgy products in a greater extent than in other 

industries. By all estimations, this situation will not change for 

several years. So, the domestic market still will be the strategic 

for Severstal, as the most important factor of development.  

Protectionist Activities in Foreign Markets and Limits 

Imposed on Steel Importers

Anti-dumping investigations initiated against exports from 

Russia negatively affect the export opportunities of the 

Severstal Group. The following is a summary of protectionist 

activities in the Severstal Group’s major export markets.

United States of America

The decision made by the US President on March 6, 2002 

imposing protective measures under Article 201 resulted 

in additional import duties, ranging from 8% to 30%, and 

restricted the import of Russian high value added steel 

products into the US market. Moreover, this decision led to 

similar protective measures in other world markets, including 

the EU, Czech Republic, Brazil, Canada, Mexico, Venezuela, 

Management Discussion 
and Analysis
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Chile, Colombia, Argentina, Thailand, India, Iran and China, 

each of which sought to protect their own steel industry from 

the import of steel unable to enter the US market. These 

measures led to a substantial decrease in sales to the US 

by Russian steel producers, including the Severstal Group, 

during 2002 and 2003. On December 5, 2003, the US 

President terminated these measures and Severstal is now 

able to operate in this market within the framework of three

Agreements limiting Russian steel exports:

• Suspension Agreement regarding hot-rolled cut-to-

length steel products, which establishes minimum prices 

without quotas based on information concerning the costs 

and expenses of Russian exporters. This is the ‘market 

economy’ cost based agreement reached by Russian 

exporters with the US Department of Commerce on 

December, 20 2002 instead of the ‘non-market economy’ 

agreement which had been in force since 1997;

• Suspension Agreement regarding hot-rolled flat carbon 

steel products, which establishes minimum prices and 

quotas. The quota for 2004 is 725,000 tonnes, the same 

as the 2003 quota, of which Severstal was allocated 

309,000 tonnes; and

• a Comprehensive Steel Agreement, which establishes 

quotas for various types of steel products such as cold-

rolled, galvanized, semi-finished steel and long products. 

This agreement expires on July 11, 2004, after which 

Severstal and other Russian exporters will be able to export 

these products to the US market without restrictions.

Two anti-dumping investigations against cold rolled steel, 

in particular from Russia, initiated by the US Department of 

Commerce in June 1999 and in October 2001 were terminated 

without the imposition of restrictions.

European Union

Russian exports to the EU are regulated by a general quota 

agreement, which imposes specific quotas on various steel 

products. During the negotiations for EU enlargement in 

2003, there were intergovernmental consultations focused 

primarily on increasing Russian quotas to reflect the effects 

of future new members, which already import Russian steel. 

As a result, the current Russian quota of 1,383,885 tonnes 

is scheduled to be increased by 438,000 tonnes (32%) from 

May 1, 2004. Severstal is expected to be allocated about 

200,000 tonnes of this increase.

Following the US President’s termination of additional duties 

under Article 201, the European Commission also terminated 

the safeguard measures it adopted on December 6, 2003. 

The safeguard measures imposed by the EU did not influence 

Severstal’s exports to the EU, which are regulated by the 

specific Russian steel quota agreement.

In October 2002, the EU initiated an anti-dumping investigation 

against bent profile steel (hollow sections) imported from 

Russia and Turkey. As a result, Severstal ceased to export these 

products to the EU until the conclusion of this investigation and 

redirected the surplus to other markets. On October 31, 2003, 

the EU terminated this anti-dumping investigation without the 

imposition of trade restrictions.

China

On May 24, 2002, China established tariff-rate quotas for all 

steel imports, in particular those from Russia, for a period 

of six months and, in addition, on November 20, 2002, 

China established tariff-rate quotas for all imports of certain 

categories of steel, in particular from Russia, for a two and a 

half year period. Following the termination of measures by the 

US and the EU, the Chinese Government also terminated its 

own safeguard measures on December 26, 2003.

On January 14, 2004, the Chinese Government decided to 

impose import duties on cold-rolled steel producers from a 

variety of countries, including Russia, following anti-dumping 

investigations. Russian steel mills are currently subject to 

duties of between 7% and 18%, with Severstal subject to a 

9% duty.

To date, the rising price of steel in China (due to high demand 

and low domestic supply) has mitigated the effects of such 

Management Discussion 
and Analysis
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duties on Russian steel producers. Previously China had 

announced its intention to suspend anti-dumping duties on 

Russian steel exporters, due to the high demand for Russian 

steel products in China. Currently, there are intergovernmental 

consultations concerning the abolishment of these duties.

The Severstal Group actively participates in investigations 

regarding the imposition of trade restrictions in its strategic 

export markets (namely the US, EU and China) to minimize 

the impact of such restrictions and maintain its market 

share. The main opportunity for Russian exporters is the 

negotiation of import quotas with the countries mentioned 

above. 

In general, the recent worldwide trend has been towards 

the relaxation of import restrictions. The largest importers 

of Severstal’s products are countries in the EU and Asia, 

predominantly China. According to IISI, World Steel 

Dynamics, CRU International and Metal Bulletin, Chinese 

steel producers, even after adding new capacity, are not 

expected to be able to meet the needs of their rapidly 

growing economy which, following recent import restrictions, 

is expected to import up to approximately 25 million tonnes 

of rolled steel per annum.

New restrictive measures taken by certain Latin American 

countries in respect of imported steel have had minimal 

impact on Severstal’s business as the majority of Severstal’s 

exports go to the EU and Asia.

Economic Conditions in the Main Steel Consuming 

Industries in Russia

The Russian market is the priority market for the Severstal 

Group, and remains one of the most profitable markets 

world-wide for the Severstal Group. The Russian steel 

market is very competitive, in particular as a result of low-

priced supplies from Ukraine and Kazakhstan. The most 

significant competition is in the coated steel segment.

The main consuming industries for Severstal’s steel are fuel 

and energy, automotive and machine building. Although the 

situation in such industries has gradually improved over the 

past few years, sales growth is restricted by the following 

factors:

• steel consumption is limited by growth in GDP and the 

associated growth in industrial production;

• the rate of growth in particular industries;

• price elasticity; and

• trade restrictions, including those imposed by the Russian 

government .

The Severstal Group’s strategy includes further increasing its 

market share in Russia by concentrating on particular industrial 

segments, in part through the development of service centers 

to increase the value of the product to the customer. 

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 

2003. The major competitors in the market for steel sections 

and specialized products, such as heavy sections, include 

the Evraz Group, OAO Mechel (‘‘Mechel’’), OAO Oskolsky 

Electrometallurgical Works (‘‘Oskol’’), and OAO Nosta 

(OkhMK) (‘‘Nosta’’).
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The following table sets out a list of Severstal’s principal competitors in the Russian market together with historical data for the 

main types of their products:

Tonnes’000 Year ended December 31

Pig Iron Crude Steel Rolled Products

2003 2002 2003 2002 2003 2002

Evraz Group(1) 11,860 11,474 13,869 13,450 11,010 10,537

MMK 9,766 9,263 11,471 11,032 10,162 9,780

Severstal 7,650 7,732 9,877 9,648 8,808 8,535

NLMK 8,623 8,047 8,854 8,553 8,234 8,018

Mechel 3,150 2,936 4,129 3,861 2,651 2,633

Nosta 2,290 2,001 3,345 2,914 2,469 2,111

Oskol - - 2,353 2,197 2,119 2,023

(1) The Evraz Group combines data in respect of NTMK and ZapSib. Assets of OAO Kuznetsky Metallurgical Kombinat (‘‘KMK’’) 

were acquired by the Evraz Group in 2003 during KMK’s liquidation.

Competitive Strengths

Severstal’s competitive advantages derive primarily from a 

lower cost of production than its international competitors from 

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 competitive position with its international rivals 

from developed countries. Although its lower labor cost 

advantage will gradually become less significant, Severstal’s 

management believes that this will be compensated for by a 

higher labor productivity, which Severstal expects to increase 

in line with a 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). The location of major domestic steel-consuming 

markets in the centre of Russia adds to the transportation 

costs for many international competitors seeking to enter the 

Russian market.

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 at competitive 

rates, and the Shareholder Group has acquired strategic 

shareholdings in major iron ore and coal suppliers, prices 

for almost all raw materials increased regularly during 2001, 

2002 and 2003. In addition, due to a deficit of scrap metal in 

Russia during 2002 and 2003, scrap metal prices increased 

substantially.

Severstal also consumes large volumes of electricity and 

natural gas, which are supplied by the monopoly providers 

Management Discussion 
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in Russia. Railway transport is also under government 

ownership in Russia, 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 on-site generating facilities that 

supply approximately 45% of its power requirements, with 

the remainder being purchased from the Vologdaenergo and 

local state owned generating stations. 

The Russian monopoly providers regularly increase prices 

for their services at a rate faster than steel price increases, 

and this negatively affects profitability. In 2003, in addition to 

previous increases, railway tariffs increased by 12%, natural 

gas tariffs by 20%, and electricity tariffs by 7%. In the first 

quarter of 2004 there were further general tariff increases of 

12%, 20% and 12%, respectively.

The Severstal Group’s purchasing department seeks to 

minimize the effect of price increases. Their work with suppliers 

is built on a base of mutually beneficial cooperation. Relations 

with the main (non-monopoly) suppliers are based on annual 

contracts (terminable by either party on three months notice) 

and the Severstal Group is able to change any of these 

suppliers in the event of improper fulfillment of contractual 

terms or price increases that are deemed excessive by the 

Severstal Group.

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; the elimination of intermediaries in 

supply chains; 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 is resulting in the 

improvement of raw material conversion rates for the main 

productive assets and a decrease in defective or low-grade 

production. 
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Production Facilities

With the exception of Mill 5000, which is located near St. 

Petersburg, Severstal’s production facilities are concentrated 

in the City of Cherepovets, in northwestern Russia, 620 

kilometers from Moscow and 475 kilometers from St. 

Petersburg.

Severstal operates an integrated steel making facility in 

Cherepovets occupying approximately 30 square kilometers 

and comprising a coke plant, a sintering plant, five blast 

furnaces (of which one is the largest in Europe), three oxygen 

converters, one electric arc furnace, three open-hearth 

furnaces, six continuous casting lines, a cogging mill, a 

continuous billet mill, two hot-rolling mills in Cherepovets 

and Mill 5000 near St. Petersburg, two cold-rolling mills, two 

tempering mills, three continuous pickling lines, four section 

rolling lines, two cold profile bending lines, six pipe rolling mills 

and two hot dip galvanizing lines.

All steel produced by Severstal is processed in Severstal’s 

steel rolling shops to produce a range of hot and cold-rolled 

products.

The following table shows a breakdown of Severstal’s 

main production facilities by unit as at December 2003 and 

corresponding actual output for each of the three years ended 

December 31, 2003 and 2002:

Tonnes’mln per year Actual output Equipment

2003 2002

Coking Plant 4.146 4.099 7 Batteries

Sintering Plant 7.828 7.910 8 Machines

Blast Furnaces 7.641 7.733 5 Furnaces(1)

Basic Oxygen Converters 7.962 7.662 3 Furnaces

EAF 0.997 0.847 1 Furnace

Open-Hearth Furnace 0.929 1.108 3 Furnaces

Continuous Casting 8.777 8.034 7 Casters

Hot Rolling Mills 4.417 4.329 3 Mills

Cold Rolling Mills 2.329 2.073 2 Mills

Section Rolling Mills 1.689 1.528 4 Mills(2)

Cold Roll-Forming Lines 0.100 0.095 4 Lines

Continuous Pickling Lines 2.734 2.490 3 Lines

Pipe Rolling Mills 0.214 0.185 6 Mills

Hot Dip Galvanizing Lines 0.482 0.482 2 Lines

(1) One of which is currently being refurbished.

(2) Mill 280 has not been operational since 1997.

Management Discussion 
and Analysis
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Blast Furnace Facilities

Severstal has a total of five blast furnaces, four of which are 

currently in operation. Blast furnace No5 is the largest in Europe 

with a capacity of 3.8 million tonnes per annum. Blast furnace 

No4, which is not currently operating, is one of the oldest of 

Severstal’s blast furnaces, having been 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 first quarter of 2005. Severstal expects that the re-

commissioning of this blast furnace will allow blast furnace 

No5, which is currently in operation, to be shut down for a 

major overhaul in 2005.

The re-commissioning of blast furnace No4 will lead to a 

surplus of pig iron, which Severstal intends to either sell, use 

in the EAF or store, as conditions require. Following the closure 

of blast furnace NO5 in 2005, 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. 

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, which were originally installed. The other nine 

open-hearth furnaces have been decommissioned and 

dismantled and the final three are scheduled for retirement 

during the first quarter of 2005.

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 No1 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 a thickness of 0.8 

to 8.0 millimeters and is equipped with coil-winding machines.

Hot rolling shop No2 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 a thickness of 1.2 to 16.0 millimeters.

Hot rolling shop No3 is Mill 5000, which produces wide sheet 

for shipbuilding, and strips for 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 0.25 to 3.2 millimeters.

The section shop is equipped with a medium-section mill 350, 

a small-section mill 250 with thermo strengthening equipment, 

and two wire rod mills 150 and 280 (the latter is currently not 
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operational). The section shop is able to produce wire rod with 

a diameter of 5.5 to 11 millimeters, roundshape profile with 

diameters of 12 to 100 millimeters, angles with a flange width 

of 20 to 75 millimeters and a thickness of 4 to 9 millimeters, 

reinforcement bars with diameters of 6 to 40 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, oblong 

and semi-oblong, square and rectangular cross sections of a 

wide range of sizes.

Quality Control

Severstal has established comprehensive quality control 

systems at each stage of its production cycle. Severstal’s quality 

control system was originally based on the Total Optimization of 

Production (‘‘TOP’’) program initiated by Severstal in January 

1998, following a review of its operations by an independent 

consultant, and has further evolved over time. Severstal 

currently operates a Total Quality Management (‘‘TQM’’) 

system, which involves organizing employees in quality teams.

Originally established in the Converter Shop in 2000, these teams 

are now in place at all of Severstal’s shops and help Severstal 

improve quality and solve production problems. Severstal uses 

the European Foundation for Quality Management (‘‘EFQM’’) 

model for TQM and also employs techniques of benchmarking 

performance to best practice and Statistical Process Control 

(started at Severstal in 2001), the main objective of which is to 

improve the quality of steel by improving technological process 

parameters. Severstal’s current quality control systems are 

carried out by an internal quality control division with further 

support provided by SGS Vostok Limited, a Swiss based quality 

surveyor, during transportation and loading. In February 2003, 

Lloyd’s Register completed an audit of a number of Severstal’s 

production facilities and divisions and extended Severstal’s 

quality management certificate of compliance with standard 

ISO 9001:2000 to December 31, 2005.

Severstal’s quality control measures have allowed it to maintain 

a range of products that meet the high standards required in 

the US, German, UK, Japanese and other markets and in the 

modernized Russian oil and pipeline industries. A range of 

Severstal’s products have been certified by the Marine Register 

of the Russian Federation, Lloyd’s Register, the American 

Bureau of Shipping and others; and Severstal is capable of 

producing different types of steel in accordance with the US, 

German, Japanese and UK standards. In 2001, Severstal 

received several certificates attesting to the quality of the 

production output at Mill 5000. Severstal also became a steel 

supplier for various development projects in the northern sea 

shelves and for the ‘‘Sakhalin-2’’ program for the construction 

of oil and gas pipelines in far-east Russia.

ChSPZ

As at December 31, 2003, Severstal owned 82.31% 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, 2003, ChSPZ employed 6,886 personnel and 

was the largest company in the Russian metalware industry. 

Severstal supplies approximately 95% of ChSPZ’s steel 

feedstock. In 2003, ChSPZ had a total production output of 

578,482 tonnes of metalware, as compared to 504,553 tonnes 

in 2002 and 492,040 tonnes in 2001, representing an increase 

of 14.7% in 2003 and 2.5% in 2002. Domestic sales accounted 

for 78.8% of ChSPZ’s total sales in 2003, as compared to 

77.7% in 2002 and 78.2% in 2001. The most significant product 

in terms of ChSPZ’s domestic sales was wire. ChSPZ had a 

market share of approximately 20% of the Russian metalware 

market in 2002 and market shares in the domestic market for 

wire of 26.7%, wire rope of 30.8% and fastenings of 47.4%. In 

2002, ChSPZ generated total sales revenues of approximately 

US$ 173.6 million as compared to US$ 168.6 million in 2001.

ChSPZ will be the biggest operating company within the 

metiz segment that will be headed by ZAO Severstal-Metiz.  

This segment will include OSPAZ, which was acquired by the 

Shareholder group in 2003. 

Management Discussion 
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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 9.89 million tonnes of crude 

steel in 2003, compared to 9.62 million tonnes in 2002. 

The 2.8% increase in steel output in 2003 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 to crude steel production in Russia as a whole:

Tonnes’mln Severstal Russia Severstal / Russia %

2003 9.89 61.47 16.1

2002 9.62 58.50 16.5

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:

Tonnes’000Tonnes’000T Year ended  December 31

2003 2002

Rolled Steel Products, including 8,810 8,536

Hot rolled sheet 4,417 4,329

Cold rolled sheet 2,329 2,073

Hot rolled sections 1,689 1,529

Semi-finished products, including 375 605

Export Slabs 362 591

Cold Formed Shapes and Pipes 314 280

Coated/Galvanized Products 482  482

ChSPZ (Total of all products) 578 505 
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Raw Materials and Energy

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 accounted for 53.3% of Severstal’s total 

cost of goods sold as at  December 31, 2003 compared 

to 46.8% as at  December 31, 2002.

The purchases of principal raw materials made by 

Severstal in the years ended  December 31, 2003 and 

2002 are set out in the following table:

Tonnes’000 Year ended December 31

Raw Material 2003 2002

Iron Ore (Concentrate and Pellets) 11,390 11,547

Coal 6,076 6,179

Metal Scrap 2,384 1,685

Ferro-Alloys and Non-ferrous Metals 156 143

Energy

Electricity, million kilowatt hours 3,265 3,379

Natural Gas, million cubic meters 2,408 2,393

Diesel and Fuel Oil, thousands of tonnes 63  63

The Mining Business of the Shareholder Group currently 

has the capacity to provide approximately 75% of the iron 

ore concentrate and pellets and 100% 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 

include Olkon (Iron Ore), Karelsky Okatysh (Iron Pellets), 

Kuzbassugol (Coal) and Vorkutaugol (Coal).

Iron Ore Concentrate and Pellets

The total supplies of iron ore concentrate and pellets to 

Severstal during 2003 amounted to 11.4 million tonnes, of 

which approximately 36% was in the form of 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 should be sufficient 

Management Discussion 
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to meet Severstal’s pellet needs for approximately 70 

years.

Iron ore concentrate and pellets are supplied to Severstal on 

the basis of contracts, which are reviewed and renegotiated on 

an annual basis. Severstal has sought to ensure the security 

and reliability of its iron ore supplies through diversification as 

well as by sourcing iron ore from suppliers within the Mining 

Business of the Shareholder Group. 

All of Severstal’s contracts with its iron ore suppliers, including 

Karelsky Okatysh and Olkon, are concluded on an arm’s 

length basis and can be suspended if suitable raw materials 

can be purchased from alternative suppliers at lower prices. 

Severstal’s control of the quality of iron ore supplies involves 

verifying suppliers’ quality certificates and monitoring 

the moisture content, iron content and weight of the ore 

concentrate at laboratories located at each of Severstal’s 

production facilities. Contract arrangements provide for price 

adjustments depending on the quality of the concentrate.

During 2003, prices increased on average approximately 

18.6% for iron ore concentrate and pellets due to the 

increased energy and transport costs of Severstal’s suppliers 

and to increased demand.

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.

In the year ended December 31, 2003, Severstal purchased 

6.1 million tonnes of coal for coke production (compared to 

6.2 million tonnes in 2002.) 

Severstal has long-standing relationships with its key coal 

suppliers. Vorkutaugol has been supplying coal to Severstal 

for over 40 years. Coal is supplied on the basis of annual 

contracts with payment made on delivery. 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 84 years, and 

reserves of Kuzbassugol for approximately 119 years.

Severstal is able to source 100% of its coal requirements from 

the Mining Business if necessary. Severstal has sought to 

ensure the security and reliability of its coal supplies through 

diversification.

All of Severstal’s contracts with its coal suppliers, including 

those within the Mining Business, are concluded on an arm’s 

length basis and may be suspended if suitable coal can be 

purchased from alternative suppliers at lower prices.

Prices for coal increased by an average of 29% in 2003, 

due to increased energy and transport costs of Severstal’s 

suppliers and to increased demand. Prices for imported 

coal are approximately 30% higher than coal from domestic 

suppliers.

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. 
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During 2003, prices for scrap increased by an average 

of approximately 47%, due to rising demand, in both 

domestic and international markets. 

Severstal obtains limestone from its own mines located in 

the northern part of the Vologda Region, approximately 

250 kilometers from Cherepovets. According to Severstal’s 

internal studies, Severstal’s limestone mines had 

estimated reserves of 352 million tonnes as at December 

31, 2003. 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, under annual contracts.

Severstal imports certain raw materials, such as ferro-

alloys and refractory materials, from France, Austria, China 

and Ukraine.

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 45% of Severstal’s requirements are 

satisfied by two on-site power stations owned by Severstal, 

which have a total installed capacity of approximately 446 

megawatts. Severstal’s 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). Recycling waste by-products 

allows significant cost savings to be made. Severstal does 

not use coal to generate electricity.

The balance of Severstal’s electricity needs was 

purchased from OAO Vologdaenergo, a subsidiary of RAO 

Unified Energy Systems of Russia, the national power grid 

monopoly, and supplied by the Kostroma and Rybinsk 

regional power stations.

Reforms of the Russian electricity industry effective from 

January 1, 2004 allow Severstal to enter into direct contracts 

to buy electricity at competitive prices and possibly achieve 

cost savings. Severstal plans to begin purchasing electricity 

on the federal wholesale electricity market during 2004.

Overall, the cost of electricity produced by Severstal’s 

power stations is approximately half that of electricity 

purchased from third party suppliers. Prices for electricity in 

the Russian market have continued to increase and further 

increases are expected in line with the significant capital 

expenditure requirements of the Russian electricity industry. 

If prices from third party suppliers remain high and if such 

a plan made economic sense given the market conditions 

at such time, Severstal would consider constructing further 

generating units of its own.

To generate heat Severstal uses blast furnace gases, 

which are sufficient to meet all of its heat requirements with 

a surplus sold to local household utilities. During 2003, 

Severstal consumed 6.03 million megawatt-hours of power 

energy (0.22% lower than in 2002), equal to 610 kilowatt-

hours per tonne of steel. 

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 and reheating lines and power plants.

Severstal’s power plants operate a combined cycle, both 

burning gases (including natural gas) to generate steam 

for electricity and by-product coal breeze from the coking 

plants to supplement hot water and industrial steam output. 

Severstal uses fuel oil at the power plants only occasionally, in 

emergencies. Natural gas is also used in the blast furnaces, 

which Severstal purchases from Gazprom, the national gas 

supplier.

Management Discussion 
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Transportation

Transportation costs are a significant component of 

Severstal’s steel production costs (accounting for 8.3% 

of the cost of goods sold for the year ended 31 December 

2003) and an important factor in the competitiveness of 

its products in the export market. Rail transportation is the 

principal means by which Severstal receives supplies and 

dispatches its products, accounting for approximately 80% 

of all raw material and product transportation. Transportation 

is provided by state owned Russian railway companies, but 

is organized by ZAO Severstaltrans (‘‘Severstaltrans’’), a 

freight forwarder 50% owned by the Shareholder Group. 

Severstaltrans manages the relationship with these 

railway companies and has its own rail cars, purchasing 

approximately 1,020 in 2002 and 2003, in addition to which 

Severstal owns approximately 800 directly.

Three of its iron ore suppliers (Karelsky Okatysh, Olkon 

and Kovdorsky GOK) are located in northwestern Russia, 

approximately 700 to 1,000 kilometers from Cherepovets. 

Approximately 60% of coal supplies come from Vorkutaugol, 

which is also located in the same region, approximately 

1,700 kilometers from Cherepovets.

Severstal’s location is advantageous because of its 

proximity to its domestic and export markets. The port of St. 

Petersburg is 500 kilometers away from Severstal’s main 

production facilities, which helps reduce Severstal’s, export 

costs. Severstal is also close to the major steel consuming 

regions located in Central Russia and the Volga region, 

which can be accessed, by railways and the Volga-Baltic 

inland waterway.

Severstal has its own river port within the steel plant at 

Cherepovets, which is operational for approximately six 

months of year when the river is not frozen over. In 2003, 

the port handled approximately 1.6 million tonnes of 

steel products or 18.6% of Severstal’s shipments of steel 

products. Raw material deliveries by river included shipments 

of limestone, which totaled approximately 923,000 tonnes 

or 4% of all raw material supplies in 2003. River freight costs 

are approximately 33% lower than railway charges.

In addition to offering lower freight costs, the availability of river 

transport for the summer navigation period offers competition 

to rail transport and gives Severstal the opportunity to 

negotiate lower railway tariffs. An increased proportion of 

Severstal’s export deliveries is also planned to be transported 

by water. These deliveries will be freighted by direct routes 

without reloading which will enable the goods to be kept in 

good condition.

Railway tariffs increased by 16% in February 2002 with a 

further increase of 6% from August 2002. In 2003 the total 

increase in railway tariffs was 12%. River freight tariffs in 2003 

were 7.1% higher than in 2002.

Strategy

The key elements of Severstal’s strategy include:

• Participation in global consolidation of the steel industry;

• Bringing mining assets back to the steel company to 

create a fully integrated vertical 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 actively participate in 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.
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European and US steel producers have exposure 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 to the cost of production 

of Russian steel producers. Russian companies, including 

Severstal, are able to produce semi-finished and low value 

added steel products at a competitive cost and of an acceptable 

quality in the global steel market. This means that a merger 

between entities within the Russian steel industry and EU or 

US producers could offer various synergies and potentially 

increase margins for both merger entities.

Severstal has had a relatively stable market share within Russia, 

and 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 

made by Severstal and the Shareholder Group were part of this 

strategy to secure supplies of raw materials. The Shareholder 

Group considers returning the iron ore and coal suppliers 

within the Mining Business to Severstal’s ownership, thereby 

integrating them into the Severstal Group.

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 major customers based on quantity, quality, price 

and payment terms. Severstal is committed to meeting the 

requirements of these 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 or 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 investment 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) and management estimates that it will invest a 

further US$ 1,456 million between 2004 and 2012. Severstal 

has financed the program to date and intends to finance the 
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program in the future 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 modern processing 

technology and equipment from leading companies in the steel 

industry, including Fuchs, LOI and Siemens.

Environmental Matters

Severstal is committed to controlling the environmental impact 

of steelmaking, both in accordance with international standards 

and in compliance with the environmental laws and regulations 

in Russia that govern air emissions, waste water discharges 

and solid waste handling and disposal. Russian law gives both 

the federal government and local government authorities 

the power to enact environmental protection laws and issue 

regulations under such laws.

On September 7, 2001 Severstal was the first Russian metal and 

steel company to receive a certificate of compliance with the 

international standard ISO 14001 for its environmental protection 

and management from Bureau Veritas Quality International, an 

international certification agency. This certificate is important 

for Severstal’s export trading operations, as it is one of the 

main requirements for suppliers of steel products in the 

international steel markets. Severstal’s management believes 

that the awarding of this certificate reflects Severstal’s efforts 

to manage environmental risks and comply with environmental 

standards. Environmental measures taken by Severstal include 

the introduction of a closed-cycle water supply system, the 

absence of lump waste (such as pig iron chippings) and a 

threefold reduction in effluents discharged in the atmosphere 

over the past 10 years.

During the last three years, management believes that there 

have been no material incidents or accidents relating to the 

Severstal Group where hazardous substances have leaked into 

the surrounding land, groundwater, rivers or air.

The Severstal Group is in material compliance with the 

requirements of the environmental protection authorities in 

all areas of its operations. In the last three years the Severstal 

Group has not been subject to any material legal proceedings 

or disputes with the environmental protection authorities.

In 2003, Severstal spent US$ 14.7 million on environmental 

matters as compared to US$ 8.7 million in 2002 and US$ 8.9 

million in 2001.

Research and Development

Severstal’s research and development program is focused 

on the development of new and existing technologies, and 

on scientific, analytical and experimental work to enhance the 

quality of existing products and devise new types of products. 

Severstal out-sources its research and development work 

to laboratories and research centers in Moscow and St. 

Petersburg, which specialize in ferrous metals. Severstal’s 

research and development program is financed according to 

an annual budget, which includes a detailed plan for research 

studies to be undertaken and for external scientific institutions to 

be financed. In 2003 Severstal spent US$ 2.2 million on research 

and development compared to US$ 2.1 million in 2002. In 2003, 

Severstal started production of 81 new steel products, including 

new grades of steel for the automotive industry and high quality 

steel for pipes and designed systems for a continuous billet 

caster and electric arc welding for steel rolls.

Intellectual Property

As at December 31, 2003, Severstal had approximately 468 

patents, 12 certificates and a Gold Medal from the International 

Innovation Salon in Geneva.
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Analysis of Results of Operations

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

Year ended December 31

2003 2002

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

Sales 3,201,815 100.0% 2,273,151 100.0%

Cost of sales (1,913,792) (59.8%)  (1,509,367) (66.4%)

Gross profit 1,288,023 40.2% 763,784 33.6%

Distribution costs (314,584) (9.8%) (278,094) (12.2%)

Selling, general & administration expenses (162,560) (5.1%) (114,158) (4.2%)

Net other operating expenses (5,273)   (0.2%) (83,327) (3.7%)

Profit from operations 805,606    25.2% 288,205 12.7%

Non-operating expenses (32,558) (1.0%) (24,900) (1.1%)

Profit before financing and taxation  773,048    24.1% 263,305 11.6%

Net financing expenses (12,990) (0.4%) (18,383) (0.8%)

Profit before income tax 760,058 23.7% 244,922 10.8%

Income tax expense  (162,358) (5.1%) (63,289) (2.8%)

Profit for the year 597,700 18.7% 181,633 8.0%

Profit attributable to minorities (7,129) (0.2%)        (1,292) (0.1%)

Profit attributable to shareholders  590,571 18.4% 180,341 7.9%

Management Discussion 
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Sales

The Severstal Group’s products are sold both in the international 

and domestic markets. Total sales revenues increased in 2003 

by US$ 928.7 million, or 40.9% as compared to 2002, and 

reached US$ 3,201.8 million. Such increase in sales revenue 

resulted from substantial growth in prices for the Severstal 

Group’s steel products, a trend which commenced in the 

second half of 2002 and continued in 2003, and was also due 

to the increased sales volume in 2003 as compared to 2002.

The prices (on an ex-works basis) achieved by Severstal in the 

Russian domestic market were on average 14% higher than in 

export markets in 2002 and on average 20% higher in 2003. 

In the domestic market, average prices increased gradually 

during 2003 from US$ 260 per tonne in December 2002 to 

US$ 346 per tonne in December 2003. The average price in the 

domestic market in 2003 was US$ 311 per tonne. Prices have 

continued to increase during 2004.

In the export markets, the average price (on an ex-works basis) 

achieved by Severstal was approximately US$ 245 per tonne 

in December 2002. At the end of 2003, the average price had 

increased to US$ 271 per tonne. The average price over the 

whole of 2003 in the export markets was US$ 259 per tonne.

In 2003, Severstal’s domestic prices were 28% higher than the 

corresponding export prices for hot-rolled sheet, 7% higher 

for cold-rolled sheet, 12% higher for value-added products, 

and 1% higher for long products. Severstal believes that the 

profitability of almost all of Severstal’s products was higher in 

the domestic market than in the export market during 2002 and 

its most profitable products in the domestic market during 2002 

were cold-rolled band, hot-dipped galvanized sheet, hot-rolled 

structural steel and electro-technical (‘‘dynamo’’) steel.

The following table sets out the Severstal Group’s historical 

sales revenue by its main types of products:

Year ended December 31

Product 2003 2002

(US$’000) (%) (US$’000) (%)

Hot-Rolled Sheet 1,193,730  37.3% 721,434  31.7%

Cold-Rolled Sheet 651,694  20.3% 412,557  18.2%

Further Processed Products 424,574  13.3% 377,605  16.6%

Hot-Rolled Sections 287,364  9.0% 200,759     8.8%

Semi-Finished Products 78,670 2.5% 102,314  4.5%

Wire 117,473  3.7% 73,936 3.3%

Chemical By-Products 47,856 1.5% 32,519  1.4%

Fastenings 33,885  1.0% 26,606 1.2%

Wire Rope 27,977 0.9% 18,253 0.8%

Netting 13,246 0.4% 8,888 0.4%

Welding Rods 10,681 0.3% 5,636 0.2%

Other 55,214 1.7% 83,225 3.7%

Shipping and handling costs billed to customers 259,451 8.1% 209,419 9.2%

Total 3,201,815 100.0% 2,273,151 100.0%
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Sales Strategy

Formulating and implementing a sales strategy (which is 

revised 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 export markets 

sales are made predominantly on a spot-market basis.

The following table shows the Severstal Group’s sales to the 

domestic and international markets in 2002 and 2003:

        

Year ended December 31

2003 2002

(US$’000) (%) (US$’000) (%)

Domestic Sales 1,858,657 58.1% 1,163,739 51.2%

Export Sales 1,343,158 41.9% 1,109,412 48.8%

Total 3,201,815 100.0% 2,273,151 100.0%

Direct Sales

One of Severstal’s priorities has been to eliminate 

intermediaries from the sales process. Direct sales by Severstal 

to its customers (including sales to regional distribution 

centers) accounted for approximately 82% of total domestic 

sales during 2003, compared to 62% for 2002. Export sales 

are conducted entirely through the Severstal Group’s export 

trading subsidiaries.

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 a new alloyed steel grade 

for pipe strips. Severstal expects that Severgal will produce 

galvanized sheet steel with a high quality surface for the 

automotive industry. In 2004, Severstal intends to introduce 

various new products, including, inter alia, wide heavy plates, 

high strength low alloy steel (“HSLA”) rebars, high-strength 

steel and cold-rolled non-gradient oriented steel (“CRNGO”) 

of higher grades. Severstal delivers high quality products to 

such major international companies as Fiat, Renault, Siemens, 

Mannesman, Van Leer and others.

Pricing Policy

Severstal’s pricing policy is an important component of its 

overall sales strategy. Prices are differentiated by customer 

and can be lower for the same type of product depending 

on the existence of long-term contracts between the parties. 

Prices also vary between the domestic and export markets.

Severstal has been able to maintain a higher average sales 

price than that of its Russian competitors as a result of its 
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pricing policy and the high proportion of value added products 

(such as cold-rolled, pickled and galvanized steel), which it 

sells. 

Domestic Sales

Severstal regards Russia as its most important market and the 

Severstal Group’s domestic sales constituted approximately 

51.2% of total sales by revenue in 2002. This proportion 

increased in 2003 to 58.1%. Severstal has always maintained 

a strong presence in the domestic market, where it focuses on 

customers who purchase high value-added products.

Severstal focuses on the domestic market due to lower 

transportation costs in delivering to domestic customers and 

various competitive advantages, including the ability to realize 

higher profit margins, 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, which 

includes a number of companies located in the St. Petersburg 

region.

Severstal has developed a new approach to contractual 

relations with its domestic customers. Contracts are entered 

into on a quarterly, semi-annual, annual or 15-month 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. All payments are made in cash. 

Severstal seeks prepayments from certain customers. In 

2003, prepayments accounted for approximately 46% of the 

Severstal Group’s sale revenues, compared to 51% for 2002, 

with the remainder of contracts requiring settlement within a 

range of five to 30 days from delivery. Severstal offers credit 

to a number of key customers of up to 30 days under bank 

guarantees.

Severstal has identified 16 key domestic customers as part 

of a project to work in close co-ordination with customers in 

strategically important industries, including, inter alia, OAO 

Zavolshny Motor Works (“ZMZ”), OAO Cherepovets Steel 

Rolling Mill (“ChSPZ”), OAO Volzhsky Pipe Plant (“VTZ”), OAO 

Chelyabinsk Pipe Plant (“ChTPZ”), OAO Volzhsky Automotive 

Works (“AutoVAZ”), OAO Ulyanosk Automobile Works (“UAZ”), 

OAO Gorkovsky Automotive Works (“GAZ”) and Caterpillar.

Severstal works with these customers as part of this “key 

account management” project, which may include, inter 

alia, the development of new products and 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. 

The Shareholder Group controls several of Severstal’s 

important customers, including “UAZ” and “ZMZ” in the 

automotive sector and “ChSPZ” in the metalware industry. 
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A breakdown of Severstal’s historical domestic sales revenues by industrial sector is set out in the following table (including both 

direct sales and sales through intermediaries):

Year ended December 31

Industry Sector 2003 2002

(% of domestic sales revenue)

Pipe Manufacturing 21.1 23.0

Automotive Industry 15.6 18.0

Metalware 10.3 10.0

Heavy Engineering 8.3 11.0

Shipbuilding 5.1 3.0

White Goods 3.7 4.0

Regional Distribution(1) 35.9 31.0

(1) Regional distribution includes sales to large-scale warehouses, regional supply agencies, traders and industries other than 

those mentioned above

Severstal sold approximately 62% directly to domestic 

customers during 2002 (including regional distribution 

centers) and this share increased to 82% during 2003. 

The rest was sold through intermediaries. Severstal has 

also sold a small amount of its production volume to 

domestic customers (primarily to GAZ) through financial 

intermediaries such as ZAO Trading House Severstal Invest 

(‘‘TD Severstal Invest’’), a member of the Shareholder 

Group, which operates a chain of 20 regional centers. 

During 2003, only a small amount of steel was distributed 

through TD Severstal Invest.

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). In 2002, Severstal sold 

approximately 1.4 million tonnes of steel products to 

this group of consumers, some of which are part of the 

Shareholder Group and in 2003 this amount increased to 

1.5 million tonnes.

Pipe manufacturing is a rapidly growing industry sector, 

which Severstal regards as a key market (accounting for 

21.1% of Severstal’s total domestic sales revenues in 2003 

and 23% in 2002).  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 ‘K-54’ grade steel, 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 15.6% of total domestic sales revenues in 2003 and 
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18% in 2002), is characterized by an increasing demand 

for a wide range of high-quality products, including IF-steel 

and zinc-coated products. Severstal’s key customers in the 

domestic automotive sector are GAZ, AutoVAZ and UAZ. 

The main products supplied to the automotive industry 

were cold-rolled sheet and thin hot-rolled sheet. Due to the 

strict requirements of automotive plants (especially those 

outside Russia), Severstal has aimed to improve the quality 

of its products significantly and has developed new grades 

of products (for example, products with an alumno-silicon 

coating).

  

In 2003 sales to the heavy engineering industry were 8.3% 

of domestic sales revenue, a decrease from 11.0% for 

2002. New products were developed for this sector, such as 

thick plates with a thickness of 70 to 300 millimeters for the 

energy, chemical and heavy machinery industry sectors. 

To increase its sales in the shipbuilding sector, Severstal 

developed new grades of steel with improved weldability. 

Sales to this sector increased during 2003 compared to 

those during 2002, moving from 3% of domestic sales 

revenue for 2002 to 5.1% for 2003.

Severstal also sells ‘‘associated products’’. These include 

a wide range of chemical by-products, benzol, green vitriol, 

blast furnace and converter slag and other by-products of 

the metallurgical process. These products are used in the 

agricultural, chemical and construction industries.

Export Sales

According to industry statistics, the Severstal Group 

accounted for 15% of all Russian steel exports in 2002 and 

13% in 2003. The Severstal Group exports its products to 

all major export markets.

Export sales accounted for approximately 42% of the 

Severstal Group’s total sales revenues for the year ended 

December 31, 2003. Compared to 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 4.8% of the Severstal Group’s total export 

revenues in 2003. 

The Severstal Group is not exposed to any single regional 

market and pursues a policy of diversification in its export 

sales. When it had to curtail its exports to the US in 2001 

following the initiation of anti-dumping investigations, the 

Severstal Group was able to redirect its exports to other 

markets, including the Middle East and Central and South-

East Asia, to help maintain export sales volumes.

Europe, in particular Western Europe, is a strategic market 

for exports and accounted for 30% of the Severstal Group’s 

total export revenues in 2002 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 September 2001, 

Severstal entered into an agreement with Arcelor to create 

Severgal, a joint venture to build a new galvanizing plant in 

Cherepovets. Management believes that the joint venture 

with Arcelor will further strengthen the Severstal Group’s 

position in this market.

Export revenues from the Central and South-East Asian 

region rose to 38.7% of total export revenues in 2003, 

compared to 32.3% in 2002. This growth was due, in 

particular, to demand from China, although South Korea 

is also an important steel importing country in this region. 

Other export markets include Central and South America, 

the US, Africa and the Middle East.
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Region Year ended December 31

2003 2002

(US$’000)
(% of export 

revenues)
(US$’000)

(% of export 

revenues)

Europe 441,075 32.8% 333,057  30.0%

South-East Asia 216,087  16.1% 217,948  19.7%

Central Asia 304,208  22.7% 139,930  12.6%

The Middle East 193,792  14.4% 109,931  9.9%

North America (incl. USA) 3,149  0.2% 105,883  9.5%

Africa 99,413  7.4% 102,740  9.3%

Central America 62,993 4.7% 59,830 5.4%

South America 22,441 1.7% 40,093 3.6%

Total 1,343,158 100.0% 1,109,412 100.0%

 The Severstal Group’s export sales are conducted primarily 

through two export-trading subsidiaries (Severstal Export 

and Severstallat), which have enabled it to increase the 

efficiency of its export operations by minimizing its reliance 

on intermediaries in the sales process and reducing its 

distribution costs. These two export-trading subsidiaries 

are owned by Severstal’s fully owned Austrian subsidiary, 

Severstal Trade, which holds 99.8% of Severstal Export and 

50.5% of Severstallat.

Severstal Export is the management centre for the Severstal 

Group’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 Group to make cost savings through lower 

administrative expenses, to benefit from large volumes and 

to eliminate intermediaries from the distribution chain.

Severstallat has been the Severstal Group’s export agent 

in the Baltic region since its formation in 1992. Although 

the Severstal Group has direct contracts with certain 

customers in the Baltic market, the majority of sales 

contracts, primarily with shipbuilding companies, are 

entered into through Severstallat. 

All the Severstal Group’s 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 2003 by US$ 404.4 million, 

or 26.8%, as compared to 2002, and amounted to 

US$ 1,913 million. However, as a percentage of sales 

revenue it decreased from 66.4% in 2002 to 59.8% in 

2003, thereby increasing gross profits from US$ 763.8 

million in 2002 to US$ 1,288.0 million in 2003, an 

increase of 68.6%. As a result, the gross profit to sales 

ratio increased from 33.6% in 2002 to 40.2% in 2003.

Management Discussion 
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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. In the context of rising 

prices, Severstal introduced a cost-saving program aimed 

at the optimization of the procurement process and the 

reduction of consumption rates.

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

Year ended December 31

2003 2002

(US$’000) (%) (US$’000) (%)

Material and energy costs (1,442,533) 75.4% (1,093,353) 72.4%

Staff costs (244,702) 12.8% (209,414) 13.9%

Depreciation (226,557) 11.8% (206,600) 13.7%

Total (1,913,792) 100.0% (1,509,367) 100.0%

  

Distribution Costs

Distribution costs, which comprise the costs of shipping 

goods to customers, increased by US$ 36.5 million or 13.1% 

in 2003 as compared to 2002. This change was mainly due to 

increases in freight charges, costs of transport logistics and 

increase in sales volume.

Selling, General and Administrative Expenses

Selling, general and administrative expenses increased by 

US$ 48.4 million or 42.4% and amounted US$ 162.6 million 

for 2003. 

Net Other Operating Expenses

Total net other operating expenses decreased in 2003 by US$ 

78.1 million as compared to 2002. As a percentage of sales 

they decreased from 3.7% in  2002 to 0.2% in 2003. The most 

significant item was the net income from securities operations, 

which amounted to US$ 24.9 million in 2003, in contrast to 

an expense of US$ 7.1 million in  2002. This income resulted 

from the strengthening of the rouble against the US dollar as 

well as changes in the composition of financial assets. Also, 

taxes on sales turnover, which are part of indirect taxes and 

contributions, were abolished from January 1, 2003 resulting 

in a total positive effect of US$ 18.5 million. Net expenses 

from insurance operations decreased by US$ 6.6 million.
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The major components of net other operating expenses are as follows.      

Year ended December 31

2003 2002

(US$’000) (%) (US$’000) (%)

Indirect taxes and contributions (19,084) 361.9% (37,573) 45.1%

Loss on disposal of property, plant & equipment (20,345) 385.8% (32,568) 39.1%

Tax penalties (178) 3.4% 2,740 (3.3%)

Insurance operations:

Outward reinsurance premiums (28,009) 531.2% (16,995) 20.4%

Other direct insurance  income 18,814 (356.8%) 1,241 (1.5%)

Bank lending operations 1,899 (36.0%) 3,061 (3.7%)

Securities operations:

Restatement to fair value of financial assets (14,999) 284.4% 6,349 (7.6%)

Foreign exchange  gain/(loss) on debt securities 38,504 (730.2%) (15,688) 18.8%

Other securities income 1,431 (27.1%) 2,214 (2.7%)

Foreign exchange gain on cash balances 12,921 (245.0%) 485 (0.6%)

Other 3,773 (71.6%) 3,407 (4.1%)

Total (5,273) 100.0% (83,327) 100.0%
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Non-operating expenses comprise the following major items.  

Year ended December 31

2003 2002

(US$’000) (%) (US$’000) (%)

Charitable donations (8,681) 36.7% (8,215) 33.0%

Social expenditure (8,996) 27.6% (11,589) 46.5%

Impairment loss (15,961) 49.0% (10,035) 40.3%

Write off of negative goodwill 3,763 (11.6%) 6,775 (27.2%)

Other (2,683) 8.3% (1,836) 7.4%

Total (32,558) 100.0% (24,900) 100.0%

Non-operating Expenses

Non-operating expenses increased by US$ 7.7 million or by 

30.8% in 2003 as compared to 2002 and amounted to US$ 

32.6 million. As a percentage of sales they decreased from 

1.1% in 2002 to 1.02% in 2003. The major components 

of non-operating expenses are social expenditure and 

charitable donations, which Severstal incurs for the benefit of 

its employees and the general population in the northwest of 

Russia.

Net Financing Expenses

Net financing expenses decreased by US$ 5.4 million in 

2003, as compared with 2002. Total interest expenses 

increased in 2003 by US$ 0.4 million from 2002 and 

amounted to US$ 25.1 million. Interest income the Severstal 

Group earned on its financial assets in 2003 amounted to 

US$ 21.1 million, which was US$ 11.9 million more than in 

2002. Net foreign exchange loss on interest bearing assets 

and liabilities in 2003 amounted to US$ 9.0 million, as 

compared to net foreign exchange loss of US$ 2.9 million 

in  2002.

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

Year ended December 31

2003 2002

(US$’000) (%) (US$’000) (%)

Interest income 21,139 162.7% 9,286  50.5%

Interest expense (25,135) (193.5%) (24,760) (134.7%)

Net foreign exchange loss (8,994) (69.2%) (2,909) (15.8%)

Total (12,990) 100.0% (18,383) 100.0%
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Profit Before Income Tax

All the above resulted in profit before income tax increasing 

substantially in 2003 to US$ 760.1 million, an increase of 

US$ 515.2 million as compared to 2002. Profit before income 

tax amounted to 23.7% of revenues in 2003 as compared to 

10.8% in 2002.

Income Tax Expense

Income tax expense increased as a result of increases in 

pre-tax profits and amounted to US$ 162.4 million in 2003, 

an increase of US$ 99.1 million as compared to 2002. Actual 

income taxes payable to the Government were US$ 213.1 

million in 2003, US$ 90.8 million more than in  2002. However, 

the decreases in deferred tax provisions and the positive 

correction of the 2002 tax charge of US$ 8.4 million recorded 

in 2003 reduced the total income tax expense recognized in 

the statement of operations.

Profit Attributable to Minorities

Profit attributable to minorities increased in 2003 by US$ 5.8 

million and amounted to US$ 7.1 million. This increase was 

due to increases in the net profit of companies within the 

Severstal Group.

Profit/(Loss) Attributable to Shareholders

As a result, the Severstal Group’s profit attributable to 

shareholders in 2003 was reported as US$ 590.6 million, as 

compared to a net profit in  2002 of US$ 180.3 million.

Liquidity and Capital Resources

The Severstal Group’s metallurgical segment is highly capital 

intensive and requires substantial expenditure to modernize 

and maintain existing production facilities. The majority of the 

Severstal Group’s assets were built in the 1980s and 1990s, 

and are 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. 

Severstal has made a number of substantial acquisitions 

in 2004. One of the most notable was the acquisition of 

substantially all of the principal steel-making and finishing 

assets of Rouge Steel, located in Dearborn, Michigan, USA, 

which is one of the key suppliers of Ford Motor Company. 

Severstal regards this acquisition as 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. In 2001, Severstal for the first time in its history 

declared a dividend — Rbs 60 per share (US$ 45.5 million in 

total) in respect of its performance in 2000. In 2002, dividends 

in respect of 2001 were declared in the form of shares of the 

automotive and resource companies spun-off to shareholders 

following the group restructuring. The cash equivalent of 

these dividends was Rbs 28.80 per share (US$ 21.1 million 

in total). In respect of 2002, the shareholders also approved 

a dividend of Rbs 72.00 per share (US$ 52.4 million in total). 

Total dividends declared in respect of 2003 were Rbs 427 per 

share (US$ 315.5 million in total).

Management Discussion 
and Analysis
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Cash Flows

The following table summarizes the statement of cash flows for the years ended December 31, 2003 and 2002:  

Year ended December 31

2003 2002

(US$’000) (US$’000)

Profit before financing and taxation 773,048 263,305

Adjustments for items not affecting cash:

Depreciation of property, plant and equipment 228,859 207,717

Loss on disposal of property, plant and equipment 20,345 32,546

Adjustment of financial assets to fair value 14,999 (6,349)

Foreign exchange loss/(gain) (53,109) 16,554

Other items not affecting cash 14,674 2,819

Changes in operating assets and liabilities:

Banking assets (80,804) (18,130)

Short term bank deposits (107,183) (9,689)

Accounts receivable (223,131) (36,304)

Inventories (86,831) (9)

Accounts payable (9,243) 50,940

Bank customer accounts 44,022 1,240

Other changes in operating assets and liabilities (6,102) 26,053

Net interest paid (2,983) (15,596)

Income tax paid (208,086) (104,115)

Net cash provided from operating activities 318,475 410,982

Cash used for investing activities:

Capital expenditure (244,518) (187,457)

Financial assets 168,537 (118,688)

Acquisitions (29,344) (14,010)

Cash provided from/(used for) financing activities:

Net change in debt finance 333,382 13,289

Dividends paid (307,559) (18,578)

Other 22,368 2,327

Exchange rate effects on cash and equivalents 12,921 485

Cash and equivalents at start of period 189,397 101,047

Cash and equivalents at end of period 463,659 189,397
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Net Cash Provided from Operating Activities

In 2003 earnings before interest and tax (‘EBIT’) increased 

almost three times from US$ 263.3 million in 2002 to US$ 

773.0 million. This was explained principally by the increase 

in sales revenues due to higher prices for steel products 

and cost controls. Despite this fact, net cash from operating 

activities amounted just to US$ 318.5 million in 2003, or 

US$ 92.5 million less than in 2002. The operating cash 

flows in 2003 were reduced as a result of higher income 

tax paid, which was US$ 104.0 million more than in 2002, 

and the negative change in operating assets and liabilities, 

which was primarily due to an increases in receivables, 

inventories and banking assets at the year end balance. In 

addition, the non-cash foreign exchange gains of US$ 16.6 

million in 2002 changed into losses of US$ 53.1 million in 

2003, which was the result of rouble appreciation against 

the US dollar in 2003.

Cash Used for Investing Activities

Net cash used for investing activities totaled US$ 105.3 

million in 2003, which was US$ 214.8 million less than in 

2002. This was due principally to decreases in the level 

of net financial assets held by the Severstal Group, which 

amounted to US$ 168.5 million in 2003, a difference of US$ 

287.2 million from the 2002. Net capital expenditures  in 

2003 were higher than in 2002 and amounted to US$ 244.5 

million, an increase of US$ 57.0 million as compared to 

2002. In addition, the Group spent US$ 15.3 million more 

on acquisitions in 2003 compared to 2002.

Cash Provided from /(Used for) Financing Activities

Cash from financing activities totaled US$ 48.2 million in 

2003, which was US$ 51.2 million more as compared to a 

cash outflow of US$ 3.0 million in 2002. This was due to 

a net increase in new borrowings, which amounted to US$ 

333.4 million in 2003, US$ 320.1 million more than in 2002. 

Dividend payments in 2003 amounted to US$ 307.6 million, 

US$ 289.0 million higher than in 2002.

Working Capital

The working capital surplus (current assets less current 

liabilities) was US$ 996.9 million at December 31, 2003, as 

compared to US$ 746.1 million as at December 31, 2002. 

Net working capital increased in 2003 by US$ 250.8 million. 

This increase resulted mainly from increases in cash and 

cash equivalents of US$ 274.3 million, in banking assets 

of US$ 78.5 million, in inventories of US$ 92.5 million and 

accounts receivable of US$ 51.5 million. This increase in 

assets was partially offset by increase in short-term debt 

finance totaling US$ 88.2 million.

Net Indebtedness/Net Cash Position

Total debt of the Severstal Group increased from December 

31, 2002 to December 31, 2003 by US$ 347.3 million. Net 

proceeds from debt finance in the 2002 were US$ 13.3 

million, and during the 2003 were US$ 333.4 million. Net 

debt of Severstal Group amounted to US$ 60.0 million at 

December 31, 2003.  

This increase in total debt finance was consistent with 

Severstal’s position in respect of its debt to equity ratio in 

financing its corporate activities. Severstal’s debt to equity 

ratio was historically low, gradually growing from 4.8% as at 

December 31, 2000 to 20.2% as at December 31, 2003.

In recent periods Severstal has shifted its debt profile from 

short-term debt financing to long-term debt financing, due 

to favorable changes in the cost of servicing debt finance. 

Also, the majority of debt finance is denominated in 

currencies other than the rouble (mainly the US dollar) due 

to both more beneficial interest rates and the establishment 

of a natural hedge with US dollar export revenue streams. 

 As at December 31, 2002, the Severstal Group had capital 

commitments of US$ 133.7 million. As at December 31, 

2003 the Group had capital commitments of US$ 208.1 

million. This increase in capital commitments from 2002 

levels is mainly a result of the large capital commitments 

of Severgal in respect of the construction and installation 
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of its production facilities. In January 2004, as part of the 

development of a wide pipe manufacturing facility with 

an approximate total expected cost of �€150 million, the 

Group signed a construction contract with SMS Meer for 

€ 72.7 million.

As at December 31, 2002, the Severstal Group had provided 

US$ 50.3 million of guarantees for bank borrowings by third 

parties, of which US$ 16.9 million were in respect of related 

parties. As at December 31, 2003, the Severstal Group 

had provided US$ 153.5 million of guarantees for bank 

borrowings, of which US$ 51.5 million were in respect of 

related parties. 

Critical Accounting Policies

The Severstal Group considers the following accounting 

policies to be critical to its financial position and financial 

results:

• fair value of property, plant and equipment and 

impairment testing;

• provision for inventory obsolescence;

• provision for pension liabilities;

• fair value of financial instruments; and

• major overhauls and useful life of property, plant and 

equipment.

Fair Value of Property, Plant and Equipment and 

Impairment Test

In accordance with IFRS, Severstal has adopted a policy of 

accounting for its property, plant and equipment (‘‘PP&E’’) 

at fair market value. The fair market value of PP&E has been 

established by an independent appraiser and is subject to 

periodical verification. This fair market valuation requires 

evaluation of the future performance of the business, and 

therefore implies a significant number of management 

estimates and forecasts. If such management estimates and 

forecasts are over- or underestimated it will result in a different 

fair market value for PP&E. In addition, at each balance sheet 

date the Severstal Group reviews the carrying value of its PP&E 

to determine whether there is any indication of impairment. 

During such impairment tests a number of open market 

parameters are used, for example the cost of equity and the risk 

free interest rate. These parameters are outside management 

control and, therefore, if a major negative change in these 

parameters occurs there may be a substantial change in the 

fair market value of the Severstal Group’s PP&E.

Provision for Inventory Obsolescence

The Severstal Group accounts for inventory obsolescence 

provisions for slow moving and obsolete inventories. In this 

calculation, various approaches are used, the major ones of 

which are based on (i) the physical condition of goods and their 

intended use determined during physical inventory counts; and 

(ii) estimated months of available inventory on hand based on 

historical consumption patterns. All of these assessments are 

based on management estimates, which in the event of over- 

or underestimation may differ from actual results.

Provision for Pension Liabilities

Within the Severstal Group various companies provide 

voluntary pension payments. These additional pension benefits 

are negotiated with the respective trade unions and reviewed 

on a regular basis. Of the 55,347 employees as at December 

31, 2003, approximately 91% have a constructive pension 

benefit right. In the actuarial calculation of the total pension 

benefit obligation a number of management estimates and 

open market interest rates are used. In the event of over- or 

underestimations of these variables the actual obligation may 

differ from estimates.

Fair Value of Financial Instruments

In accordance with IFRS, the Severstal Group accounts for its 

financial instruments at fair market value. The fair market value 

of financial instruments is based on their quoted market price at 

the balance sheet date. If a quoted market price is not available, 

the fair market value of a financial instrument is estimated 

using pricing models or discounted cash flow techniques. 

In determining estimated future cash flows and the discount 
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rates, a number of management estimates are used. In the 

event of over- or under-estimations actual results may differ 

from estimates.

Major Overhauls and Useful Life of Property, Plant and 

Equipment

The Severstal Group recognizes major overhauls of its 

PP&E as an expense in the current period unless they: 

(i) extend the asset’s useful life; (ii) increase an asset’s 

capacity; (iii) upgrade a machine to achieve a substantial 

improvement in the quality of output; or (iv) adopt a new 

Employees and Labor Matters

As at December 31, 2003, Severstal Group had 55,347 employees. A breakdown of Severstal Group’s staff is as follows:

Year ended December 31

2003 2002 2001

Iron and steel manufacture and sales 36,858 36,145 42,857

Metal reprocessing and machining 6,876 6,844 6,697

Other activities 11,613 9,450 5,755

Total active employees 55,347 52,439 55,309

production process. If a major overhaul merely continues 

the functionality of the asset during its original useful life, 

it is expensed as incurred. Normally, the original useful life 

of an asset incorporates major overhauls. This accounting 

policy was adopted in accordance with the specifics of 

metallurgical operations and refers mainly to the steel and 

metiz segments of the Severstal Group. If the Severstal 

Group changes its policy of assessing the useful life of 

PP&E it may significantly affect the financial results of the 

Severstal Group.

The reduction in employee numbers shown in the above 

table is the result of the separation from Severstal of 

various workshops into fully owned separate legal entities 

during 2002 and changes in staff numbers occurring in the 

ordinary course of business. Severstal has not conducted 

and does not currently propose any large-scale redundancy 

programme. Accordingly, aggregate employment numbers 

for the Severstal Group remained stable with 55,347 

employed as at December 31, 2003 and 52,439 as at 

December 31, 2002.

Severstal has a collective bargaining agreement with the 

Mining and Metallurgical Trade Union. A new agreement 

was concluded in 2002 for three years to incorporate 

features introduced by the new Labor Code, which was 

enacted in Russia on February 1, 2002.

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. Over recent years, Severstal has paid wages 

and related social contributions when due except for a 

delay in late 1998 following the devaluation of the rouble. 

In 2001, 2002 and 2003, Severstal made such payments 

on-time and expects to continue to do so.

In 2002, the average increase in payroll was 25.2%. In 

March 2003, the salary of industrial workers was increased 

Management Discussion 
and Analysis
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by 7%. In July 2003, managers received a 10% increase in 

salary. Beginning in October 2003, Severstal increased the 

salary of industrial workers by an additional 7%. 

Social Projects and Commitments in Cherepovets

In 2003, the Severstal Group spent US$ 9.0 million on the 

social services it provides for its employees, compared to 

US$ 11.6 million in 2002 and US$ 13.6 million in 2001. 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. In 2003, Severstal was the major taxpayer of the 

Vologda Region and Cherepovets budgets.

Pensions

In 2003, the Severstal Group’s contribution to state pension 

funds was US$ 56.3 million, which is slightly higher than the 

US$ 45.2 million in 2002. 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) - a subsidiary of the Severstal Group - 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 special 

purpose consolidated financial information decreased in 

2003 to US$ 32.0 million from US$ 38.3 million in 2002.

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 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 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 Tel. +7 (095) 937 4477

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

Russia www.kpmg.ru

The Board of Directors

OAO Severstal

We have audited the accompanying special purpose consolidated balance sheet of Severstal and its subsidiaries (the “Group”) 

as of 31 December 2003 and the related special purpose consolidated statements of operations, changes in shareholders’ 

equity and cash flows for the year then ended. These special purpose consolidated financial statements, as set out on pages 

54 to 93, are the responsibility of the Group’s management. Our responsibility is to express an opinion on these special purpose 

financial statements based on our audit.

We conducted our audit in accordance with International Standards on Auditing as issued by the International Federation of 

Accountants. 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.

The accompanying special purpose consolidated financial statements have been prepared for the purpose of presenting the 

consolidated financial position, results of operations, changes in shareholders’ equity and cash flows of the Group as of 31 

December 2003 as if the Group structure that came in place on 16 September 2002 had been in place before 1 January 2001.

The basis of preparation of the special purpose consolidated financial statements is explained in note 2 to these special purpose 

consolidated financial statements. These special purpose consolidated financial statements are not necessarily indicative of 

the results or related effects on the financial position that would have been attained had the above-mentioned Group structure 

actually been in place before 1 January 2001.

In our opinion, the special purpose consolidated financial statements present fairly, in all material respects, the special 

purpose financial position of the Group as of 31 December 2003, and the special purpose results of its operations, changes 

in shareholders’ equity and cash flows for the year then ended in accordance with International Financial Reporting Standards 

promulgated by the International Accounting Standards Board, adjusted to give effect to the special purpose Group structure as 

described in the preceding paragraph.

KPMG Limited

Moscow, Russian Federation

30 August 2004
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Special Purpose Consolidated Balance Sheet

US$’000 December 31,

Note 2003  2002 2001

Assets 

Current assets:

Cash and cash equivalents 13 463,659 189,397 101,047

Reserves at Central Bank of Russia 13,247 2,520 4,897

Banking assets 14 117,559 39,058 20,737

Trade accounts receivable 15 165,994 124,288 95,943

Inventories 16 339,278 246,817 247,047

Amounts receivable from related parties 17 51,469 41,652 35,521

VAT recoverable 83,164 48,532 36,292

Income tax recoverable 2,216 1,506 4,136

Other current assets 18 70,790 93,261 104,817

Lease receivables 19 202 416 990

Financial assets 20 256,102 330,327 155,380

Total current assets 1,563,680 1,117,774 806,807

Non-current assets:

Amounts receivable from related parties 17 181,443 - -

Lease receivables 19 29 161 475

Financial assets 21 157,079 115,079 168,495

Property, plant and equipment 22 1,940,810 1,960,247 2,026,561

Intangible assets 23 1,149 197 318

Total non-current assets 2,280,510 2,075,684 2,195,849

Total assets 3,844,190 3,193,458 3,002,656

Liabilities and shareholders’ equity

Current liabilities:

Trade accounts payable 107,622 117,945 93,540

Bank customer accounts 24 50,879 6,857 5,617

Amounts payable to related parties 25 35,970 33,851 10,345

Income taxes payable 5,946 8,501 579

Other taxes and social security payable 17,140 22,448 28,169

Deferred income 2,101 3,665 5,934

Debt finance 26 180,748 92,556 98,510

Lease liabilities 27 246 689 285

Dividends payable 39,481 564 19,352

Other current liabilities 28 126,648 84,555 62,867

Total current liabilities 566,781 371,631 325,198

Non-current liabilities:

Debt finance 26 342,917 83,796 64,715

Lease liabilities 27 447 631 799

Deferred tax liabilities 12 242,524 286,171 337,549

Other non-current liabilities 29 39,742 50,790 37,173

Total non-current liabilities 625,630 421,388 440,236

Minority interest 54,720 34,835 47,956

Shareholders’ equity:

Share capital 30 3,311,129 3,311,129 3,311,129

Additional capital - 136 136

Revaluation reserve 728,467 832,048 949,245

Accumulated deficit (1,442,537) (1,777,709) (2,071,244)

Total shareholders’ equity 2,597,059 2,365,604 2,189,266

Total liabilities and shareholders’ equity 3,844,190 3,193,458 3,002,656

These financial statements were approved by the Board of Directors on August 30, 2004.

The accompanying accounting policies and notes on pages 58 to 93 form an integral part of these special purpose consolidated financial statements.
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Special Purpose Consolidated Statement of Operations 

US$’000 Year ended December 31,

Note 2003 2002 2001

Sales

Sales - external 2,919,195 2,041,373 1,908,297

Sales - to related parties 17 282,620 231,778 103,345

4 3,201,815 2,273,151 2,011,642

Cost of sales (1,913,792) (1,509,367) (1,484,096)

Gross profit 1,288,023 763,784 527,546

Indirect taxes and contributions (19,084) (37,573) (36,824)

Selling, general and administration expenses (162,560) (114,158) (77,740)

Distribution expenses (314,584) (278,094) (223,870)

Net other operating expenses 5 (3,829) (25,936) (13,704)

Net expenses with insurance operations 7 (9,195) (15,754) (8,769)

Net income from bank lending operations 8 1,899 3,061 5,577

Net income/(expenses) from securities operations 9 24,936 (7,125) (61,252)

Profit from operations 805,606 288,205 110,964

Non-operating expenses 10 (19,979) (21,693) (66,571)

Impairment of property, plant and equipment 22 (5,413) (10,035) (2,106)

Impairment of goodwill 23 (10,548) - -

Write off of negative goodwill 23 3,763 6,775 -

Share of associates income (381) 53 -

Profit before financing and taxation 773,048 263,305 42,287

Net financing (expense)/income 11 (12,990) (18,383) 1,625

Profit before income tax 760,058 244,922 43,912

Income tax expense 12 (162,358) (63,289) (38,329)

Profit for the year 597,700 181,633 5,583

Profit attributable to minorities (7,129) (1,292) (4,915)

Profit attributable to shareholders 590,571 180,341 668

Weighted average number of

shares outstanding during the year, units 22,074,192 22,074,192 22,074,192

Basic and diluted earnings per share, US$ 26.75 8.17 0.03

The accompanying accounting policies and notes on pages 58 to 93 form an integral part of these special purpose consolidated financial statements.
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Special Purpose Consolidated Statement of Cash Flows
US$’000 Year ended December 31,

2003 2002 2001

Operating activities:

Profit before financing and taxation 773,048 263,305 42,287

Adjustments to reconcile profit to cash provided by operating activities:

Depreciation of property, plant and equipment 228,859 207,717 201,504

Amortization of intangible assets 109 66 109

Asset impairment 18,909 10,035 2,106

Negative goodwill written off (3,763) (6,775) -

Foreign exchange (gain)/loss (53,109) 16,554 12,682

Loss on disposal of property, plant and equipment 20,345 32,546 20,294

Loss on disposal of intangible assets - 71 -

Loss on deconsolidation of OAO Pansionat Sheksna - 77 -

Loss/(profit) on disposal of financial assets 415 (1,930) (928)

Adjustment of financial assets to fair value 14,999 (6,349) 46,208

Share of associates income 381 (53) -

Bank loan loss provisions 2,303 (191) 31

Provision for doubtful accounts receivable (3,680) 824 (471)

Changes in operating assets and liabilities:

Reserves at Central Bank of Russia (10,727) 2,377 12,820

Banking assets (80,804) (18,130) 135,845

Trade accounts receivable (31,871) (30,173) 4,408

Amounts receivable from related parties (191,260) (6,131) 13,546

VAT recoverable (29,147) (15,660) (9,548)

Inventories (86,831) (9) (27,562)

Lease receivables 289 815 1,447

Other current assets 3,472 5,189 (20,002)

Short term bank deposits (107,183) (9,689) 3,163

Trade accounts payable (11,362) 27,434 41,562

Bank customer accounts 44,022 1,240 (45,185)

Amounts payable to related parties 2,119 23,506 (3,945)

Other taxes and social security payable 14,372 (2,627) (9,505)

Deferred income (1,708) (1,394) (1,088)

Other current liabilities 32,380 22,216 989

Other non-current liabilities (15,033) 15,137 (6,646)

Cash generated from operations 529,544 530,693 414,121

Interest received (excluding banking operations) 21,139 9,286 12,134

Interest paid (excluding banking operations) (24,122) (24,882) (10,364)

Income tax paid (208,086) (104,115) (117,376)

Net cash provided from operating activities 318,475 410,982 298,515

Investing activities:

Additions to property, plant and equipment (249,614) (198,907) (99,477)

Additions to intangible assets - (16) (64)

Additions to financial assets (85,778) (446,655) (210,284)

Buy out of minority interests (6,475) (9,731) -

Net cash outflow on acquisition of OOO Uralmash MO (13,774) - -

Net cash outflow on deconsolidation of OAO Pansionat Sheksna - (276) -

Acquisition from company under common shareholder control (9,095) (4,003) -

Restructuring loss - - (132,751)

Proceeds from disposal of property, plant and equipment 5,096 11,466 10,558

Proceeds from disposal of financial assets 254,315 327,967 984

Proceeds from disposal of treasury shares - - 8

Cash used for investing activities (105,325) (320,155) (431,026)

Financing activities:

Proceeds from debt finance 606,848 354,201 176,223

Repayment of debt finance (273,466) (340,912) (121,543)

Proceeds from lease finance - 404 791

Repayment of lease finance (626) (170) -

Parent company dividends paid (307,559) (18,578) (24,976)

Minority capital contributions 22,994 2,093 -

Cash provided from financing activities 48,191 (2,962) 30,495

Effect of exchange rates on cash and cash equivalents 12,921 485 (529)

Net (decrease)/increase in cash and cash equivalents 274,262 88,350 (102,545)

Cash and cash equivalents at beginning of year 189,397 101,047 203,592

Cash and cash equivalents at end of year 463,659 189,397 101,047

The accompanying accounting policies and notes on pages 58 to 93 form an integral part of these special purpose consolidated financial statements.
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Special Purpose Consolidated Statement of Changes in 
Shareholders’ Equity

US$’000
Share

capital
Additional

capital
Treasury

shares
Revaluation

reserve
Accumulated

deficit
Total

Balances at December 31, 2000 3,311,129 136 (213) 972,921 (1,995,187) 2,288,786

Dividends:

Cash dividend - - - - (45,561) (45,561)

Disposal of treasury shares - - 213 - (205) 8

Realization of revaluation reserve:

Disposals - - - (13,614) 13,614 -

Depreciation - - - (133,910) 133,910 -

Deferred tax on realization - - - 45,732 (45,732) -

Impairment of property, plant and equipment:

Impairment - - - (13,500) - (13,500)

Deferred tax on impairment - - - 4,185 - 4,185

Effect of change in deferred tax rate - - - 87,431 - 87,431

Restructuring loss - - - - (132,751) (132,751)

Profit attributable to shareholders - - - - 668 668

Balances at December 31, 2001 3,311,129 136 - 949,245 (2,071,244) 2,189,266

Realization of revaluation reserve:

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

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

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

Acquisition from company

under common shareholder control - - - - (4,003) (4,003)

Profit attributable to shareholders - - - - 180,341 180,341

Balances at December 31, 2002 3,311,129 136 - 832,048 (1,777,709) 2,365,604

Dividends:

Cash dividend - - - - (346,269) (346,269)

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 equipment:

Impairment - - - (4,936) - (4,936)

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

Acquisition from company

under common shareholder control - (136) - - (8,959) (9,095)

Profit attributable to shareholders - - - - 590,571 590,571

Balances at December 31, 2003 3,311,129 - - 728,467 (1,442,537) 2,597,059

Note: 2000 is unaudited

The accompanying accounting policies and notes on pages 58 to 93 form an integral part of these special purpose consolidated financial statements.
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(Amounts expressed in thousands of US dollars)(Amounts expressed in thousands of US dollars)(

1. Operations

The special purpose consolidated financial statements of OAO 

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

Severstal (‘Severstal’ or ‘the Parent Company’), and those 

companies that remained its subsidiaries after corporate 

restructuring was completed during 2002.  The corporate 

restructuring had two components: (i) the disposal to ZAO 

Severstal-Group of various investments during December 

2001; and (ii) the spin-off, by way of a dividend payment, in 

respect of 2001, to shareholders on September 16, 2002, of 

shares in certain subsidiaries owned by Severstal.

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 and privatized.  Severstal’s registered 

office is located at Ul. Mira 30, Cherepovets, Russia.  The 

Parent Company’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% of 

Severstal’s share capital.

The Group comprises the following segments:

• Steel segment – this segment operates a full cycle 

integrated iron and steel mill in Cherepovets and 

associated supporting companies for its maintenance 

and the sale of its products in the Russian and overseas 

markets.

• Metiz segment – this segment operates a large complex 

of 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 

overseas markets.

• Financing segment – this segment operates a retail bank 

and a leasing company.  In September 2001, virtually all 

the of the bank’s retail assets and liabilities were sold to 

OAO Promstroibank (St Petersburg) so that the bank 

could concentrate on corporate clients only.

• Insurance segment – this segment operates a general 

insurance company; a specialist medial insurance 

company; and 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 and financially.

A segmental analysis of the consolidated balance sheet and 

statement of operations is given in note 36.

The Group is mainly 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.

The Group’s international sales of rolled steel 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

These special purpose consolidated financial statements 

have been extracted from the general purpose consolidated 

financial statements of OAO Severstal for the year ended 

December 31, 2003.  Consequently, they reflect the Group 

as if the group structure that came into place on September 

16, 2002 had been in place before January 1, 2001.  As a 

result, shares in the mining and automotive companies that 

were spun off by way of a dividend payment on September 

16, 2002, have been excluded from the balance sheet and 

charged directly to retained earnings in the periods when 

they were acquired.  Additionally, investments disposed of 

in December 2001 as part of the restructuring have been 

excluded as if they had been disposed of before January 1, 

2001.

In connection with the above restructuring, shares in 

subsidiaries that were spun off in 2002 were independently 

valued, which resulted in losses to the Parent Company.  

These restructuring losses have been charged directly to 

retained earnings.

Notes to the Special Purpose Consolidated Financial Statements
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Reconciliations between the net assets and net profits shown in the general purpose consolidated financial statements for 

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

statements are as follows:

US$’000 2003 2002 2001

Net assets shown in the general purpose consolidated financial statements 2,597,059 2,365,604 2,230,447

Assets spun off on September 16, 2002

mining segment spun off - - (39,351)

minority interest in mining segment spun off - - 11,476

other investments spun off - - (8,776)

loans to mining companies - - (4,530)

Net assets shown in these special purpose consolidated financial 
statements

2,597,059 2,365,604 2,189,266

Net profit/(loss) attributable to shareholders shown in the general purpose 
consolidated financial statements

590,571 180,533 (119,988)

Losses of the mining segment - 5,774 557

Minority interest in mining segment - (482) (338)

Loans to mining segment - (5,484) 61

Impairment of investments spun off - - 123,285

Minority interest calculated at actual amounts - - (3,599)

Other - - 690

Net profit attributable to shareholders shown in these special purpose 
consolidated financial statements

590,571 180,341      668
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In previous periods Severstal published pro-forma consolidated financial statements for the restructured group.  Reconciliations 

between the net assets and profits/(losses) shown in these special purpose consolidated financial statements and those shown 

in the previously published pro-forma consolidated financial statements are as follows:

US$’000 2002 2001

Net assets shown in the previously published pro-forma consolidated financial statements 2,373,251 2,184,260

Change in accounting policy for retirement benefit liabilities:

change in provision (14,927) 3,271

deferred tax effects of change 1,355 (415)

minority interest effects of change 900 74

Acquisition of ZAO Firma Stoik from common shareholder:

net assets of ZAO Firma Stoik 2,855 2,005

effect on minority interest 80 71

Positive and negative goodwill written off 2,090 -

Net assets shown in these special purpose consolidated financial statements 2,365,604 2,189,266

Net profit/(loss) attributable to shareholders shown in the

previously published pro-forma consolidated financial statements 188,991 (15,341)

Change in accounting policy for retirement benefit liabilities:

change in provision (18,198) 16,687

deferred tax effects of change 1,770 (415)

minority interest effects of change 826 (967)

Acquisition of ZAO Firma Stoik from common shareholder:

net profits of ZAO Firma Stoik 850 710

effect on minority interest 9 (6)

Positive and negative goodwill written off 6,114 -

Other (21) -

Net profit attributable to shareholders shown in these special purpose consolidated 
financial statements

180,341 668

In the previously published pro-forma consolidated 

financial statements, the actuarial gains and losses 

arising from the Group’s retirement benefit liabilities 

were recognized in the following year’s statement 

of operations.  In the general purpose consolidated 

financial statements this policy was altered to recognize 

such gains and losses in the current year’s statement 

of operations.  Management believes that this change 

results in a more relevant and reliable presentation of 

the Group’s financial position and performance.

Statement of compliance

These special purpose consolidated financial 

statements are prepared in accordance with 

International Financial Reporting Standards (‘IFRS’) 

as issued by the International Accounting Standards 

Board, adjusted to give effect to the special 

purpose Group structure as described in note 1.

They are prepared under the historic cost convention 

except that property, plant and equipment; derivative 

financial instruments; and, available for sale and held for 
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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 

applied in the preparation of these special purpose 

consolidated financial statements are set out in note 3.

Use of estimates

The preparation of 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.

Early Adoption of IFRS

In the preparation of the general purpose consolidated 

financial statements of the Group from which these 

special purpose consolidated financial statements 

are extracted, 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’.

Going Concern Basis

These 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.

Functional and Presentation Currency

The national currency of the Russian Federation is 

the rouble.  Management has determined the Parent 

Company’s functional currency to be the United States 

dollar (‘US dollar’) because it reflects the economic 

substance of the underlying events and circumstances of 

the Parent Company.  Although under continuous review 

in the light of recent changes in the Russian economic 

environment, management has determined the US dollar 

continues to be the functional currency of the Parent 

Company, however, as the Russian economy continues 

to develop this may change.  In making this assessment, 

management has considered the following matters:

• a significant portion of revenues are earned from 

exports which are invoiced and collected in US dollars;

• the ability to retain a significant amount of sales receipts 

in US dollars;

• a significant portion of property, plant and equipment 

purchases are imported and invoiced and settled in US 

dollars;

• a significant portion of financing is attracted in US 

dollars.

The US dollar is also the Group’s presentation currency for the 

purposes of these consolidated financial statements.

The rouble is not a fully convertible currency outside the Russian 

Federation and accordingly, any conversion of rouble amounts 

to 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 by the Parent 

Company after the restructuring was completed.  The financial 

statements of subsidiaries are included in the 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, after restructuring, 

the Group has significant influence, but does not have control 

over the financial and operating policies.  The 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.

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 against the investment in the 
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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.

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 inventori es 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

Transactions in foreign currencies are translated to US 

dollars at the foreign exchange rate ruling at the date of the 

transaction.  Monetary assets and liabilities denominated in 

foreign currencies at the balance sheet date are translated 

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

Foreign exchange differences arising on translation are 

recognized in the statement of operations.  Non-monetary 

assets and liabilities denominated in foreign currencies, 

which are stated at historical cost, are translated to US 

dollars at the foreign exchange rate ruling at the date of the 

transaction.  An analysis of the foreign exchange differences 

is given in note 33 of these financial statements.

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, originated by the Group, or held 

to maturity.

Recognition

The Group recognizes financial instruments held for trading and 

available-for-sale assets on the date it commits to purchase 

the assets.  Held-to-maturity assets and originated loans and 

receivables are recognized on the day they are transferred to 

or originated by the Group.

Measurement

Financial instruments are measured initially at cost, including 

transaction costs.  Subsequent to initial recognition all trading 

instruments and all available-for-sale assets are measured 

at fair value, except that any instrument that does not have 

a quoted market price in an active market and whose fair 

value cannot be reliably measured is stated at cost, including 

transaction costs, less impairment losses.  All non-trading 

financial liabilities, originated loans and receivables and 

held-to-maturity assets are measured at amortized cost 

less impairment losses.  Amortized cost is calculated on the 

effective interest rate met hod.  Premiums and discounts, 

including initial transaction costs, are included in the carrying 

amount of the related instrument and amortized based on the 

effective interest rate of the instrument.

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.  
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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 

trading instruments and available-for sale securities trading 

are recognized in the statement of operations.

f. Property, Plant and Equipment

Property, plant and equipment are 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 statement 

of operations as incurred.  Gains or losses on disposals of 

property, plant and equipment are recognized in the statement 

of operations.

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 & 

equipment the relevant portion of the revaluation reserve, net 

of deferred tax, is transferred directly into retained earnings.

As at the balance sheet date, management has reviewed the 

carrying amounts of property, plant and equipment, and has 

found no indications that the fair market value significantly 

exceeds the carrying amount of property, plant and 

equipment.

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 

statement of operations 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 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 
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over the cost of acquisition.  All negative goodwill is written off 

to the statement of operations as it arises. 

Other intangible assets

Other intangible assets, which have finite useful lives, 

are stated at fair market value.  Expenditure on internally 

generated goodwill and brands is recognized in the statement 

of operations 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 statement of operations 

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 amounts of the Group’s 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.

Calculation of recoverable amount

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 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 is only reversed 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.

Impairment losses are recognized in the statement of operations 

unless they reverse a revaluation recognized directly in equity 

in which case the impairment losses are recognized in equity.

An impairment loss in respect of goodwill is not reversed.

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 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 future taxable profits will be available against 



ANNUAL REPORT2003 6565

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 and includes accrued 

interest at the balance sheet date.  The difference between 

cost and redemption value is recognized in the statement of 

operations 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.  

All other borrowing costs are recognized as an expense in the 

period in which they are incurred.

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 statement of operations 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 statement of operations.

n. Income Recognition

Sales revenues

Revenue from the sale of goods is recognized in the statement 

of operations 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 statement of operations 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 on going 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 voluntarily pays a charitable retirement benefit 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 statement of operations.

p. Net Financing (Expense)/Income

Net financing (expense)/income comprises interest on debt 

finance, interest income and foreign exchange gains and losses.

Interest is recognized in the statement of operations as it accrues, 

taking into account the effective yield on the asset and the liability.
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All interest and other costs incurred in connection with borrowings, 

which 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 statement of operations using 

the effective interest rate method.

q. Earnings per Share

Earnings per share is calculated by dividing the net profit/(loss) 

by the weighted average number of shares outstanding during 

the year.

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. Common Control Transactions

Acquisitions of controlling interests in companies that are under 

the control of the same controlling shareholder as the Group 

are accounted for as if the acquisition had occurred at the 

beginning of the earliest comparative period presented; for this 

purpose comparatives are restated.  The assets and liabilities 

acquired are recognized at their previous book values.  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.

t  . 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 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 – provision for unearned premiums’.

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.

u. 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 statement of operations 

as ‘other operating expenses’ and the amortization of the 

corresponding deferred income accounts is recorded in the 

statement of operations as ‘other operating income’.  If any 

part of the deferred income is not utilized it is transferred back 

to statement of operations and subject to income tax.

v. Environmental

Capital expenditures for ongoing environmental compliance 

measures are recorded in the consolidated balance sheet, and 

related expenses are recognized as normal business operating 

expenses.  Where the Group is obligated to undertake certain 

environmental remediation-related activities, the fair value of 

this obligation is recorded as a liability in the period in which 

this legal obligation is incurred, and is adjusted at the end of 

each period to reflect the passage of time and changes in 

the estimated future cash outflows underlying this obligation.  

A corresponding amount is capitalized to the cost of the 

asset which will require environmental remediation, and is 

depreciated over the useful life of the asset.  
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4. Sales

Sales by product were as follows:

US$’000 2003 2002 2001

Hot rolled sheet 1,193,730 721,434 699,931

Cold rolled sheet 651,694 412,557 413,636

Further processed products 424,574 377,605 236,072

Hot rolled sections 287,364 200,759 153,693

Wire 117,473 73,936 59,361

Semi finished products 78,670 102,314 73,764

Chemical by-products 47,856 32,519 42,124

Fastenings 33,885 26,606 25,008

Wire rope 27,977 18,253 17,149

Netting 13,246 8,888 7,360

Welding rods 10,681 5,636 4,849

Other 55,214 83,225 120,338

Shipping and handling costs billed to customers 259,451 209,419 158,357

3,201,815 2,273,151 2,011,642

Sales by delivery destination were as follows:

US$’000 2003 2002 2001

Russian Federation 1,858,657 1,163,739 1,163,987

Europe 441,075 333,057 292,452

South-East Asia 216,087 217,948 101,711

Central Asia 304,208 139,930 38,646

The Middle East 193,792 109,931 82,876

Africa 99,413 102,740 107,251

Central America 62,993 59,830 59,537

South America 22,441 40,093 55,325

United States of America 3,149 105,883 109,857

3,201,815 2,273,151 2,011,642
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5. Net Other Operating Expenses

US$’000 2003 2002 2001

Amortization of deferred income 3,498 3,029 2,850

Fee and commission income 1,158 945 5,232

Other income 1,508 991 716

Loss on disposal of property, plant and equipment (20,345) (32,568) (17,840)

Expenses on social and research projects (2,247) (2,145) (1,782)

Tax penalties (178) 2,740 (2,753)

Political donations - (217) -

Loss on disposal of intangible assets - (71) -

Foreign exchange gains/(losses) on:

cash balances 12,921 485 (529)

deferred income (144) 875 402

(3,829) (25,936) (13,704)

6. Staff Costs

Employment costs were as follows:

US$’000 2003 2002 2001

Wages and salaries (224,917) (185,765) (168,335)

Social security costs (67,788) (58,484) (55,863)

Retirement benefit costs - defined benefit plans (see note 29) (2,919) (4,429) (2,982)

Gross staff costs (295,624) (248,678) (227,180)

Actuarial (losses)/gains recognized (see note 29) (5,368) (15,143) 3,270

Foreign exchange (losses)/gains on unpaid liabilities:

Wages, salaries and social benefits (633) 342 452

Social security costs (268) 192 226

Retirement benefit provision (see note 29) (3,985) 1,520 2,518

Net staff costs (305,878) (261,767) (220,714)

Included within the total social security costs paid to governments are payments to state pension funds totaling US$ 56.3 

million (2002: US$ 45.2 million; 2001: US$ 45.4 million).

The number of full time employees at the year end were as follows:

US$’000 2003 2002 2001

Iron and steel manufacture and sales 36,858 36,145 42,857

Metal reprocessing and machining 6,876 6,844 6,697

Other activities 11,613 9,450 5,755

Total active employees 55,347 52,439 55,309

Retired employees receiving benefits 23,432 22,861 23,370

78,779 75,300 78,679
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7. Net Expenses from Insurance Operations

US$’000 2003 2002 2001

Gross premium income:

Life insurance - - 1

Non-life insurance 11,311 7,763 5,627

From related parties 6,827 3,613 222

Outward reinsurance premiums (28,009) (16,995) (9,817)

Claims paid:

Life insurance - - (36)

Non-life insurance (4,077) (5,395) (3,826)

To related parties (680) (299) (11)

Re-insurers’ share of claims paid 648 275 2,071

Change in technical reserves 4,785 (4,716) (3,000)

  (9,195) (15,754) (8,769)

8. Net Income from Bank Lending Operations

US$’000 2003 2002 2001

Interest income:

Placements with other financial institutions 861 408 2,574

Loans to bank customers:

 - external 2,109 1,806 2,945

 - related parties 1,774 1,034 1,534

Interest expense:

Deposits from other financial institutions (410) (28) (35)

Client accounts:

 - external (397) (487)

 - related parties (5) (80) (54)

Loan loss provisions:

Specific (2,611) 151 (604)

General 308 40 573

Leasing:

Operating lease income 277 49 69

Finance lease interest income 50 241 480

Foreign exchange losses on lease receivables (57) (73) (174)

1,899 3,061 5,577
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9. Net Income/(Expenses) from Securities Operations

US$’000 2003 2002 2001

Held-for-trading securities:

Net trading income 1,432 245 520

Restatement to fair value 2,402 1,171 1,191

Held to maturity securities and originated loans:

Coupon income 22 39 512

Profit on disposal - - 65

Foreign exchange gain/(loss) 38,504 (15,688) (17,004)

Restatement to fair value (15,974) (863) (39,781)

Available-for-sales securities – held for investment purposes:

Profit on disposal 321 1,930 863

Loss on disposal of Severstal-Mebel and Severstal-Emal (736) - -

Restatement to fair value (1,427) 6,041 (7,618)

Dividends received 392 - -

24,936 (7,125) (61,252)

10. Non-operating Expenses

US$’000 2003 2002 2001

Social expenditure (8,996) (11,589) (13,600)

Charitable donations (8,681) (8,215) (49,551)

Depreciation of community and infrastructure assets (2,302) (1,117) (961)

Loss on deconsolidation of OAO Pansionat Sheksna (see note 34) - (772) -

Loss on transfer of kindergartens to city administration - - (2,459)

(19,979) (21,693) (66,571)

11. Net Financing (Expense)/Income

US$’000 2003 2002 2001

Interest income:

Related parties 11,190 2,627 720

External banks   9,949 6,659 11,414

Interest expense:

Related parties (454) (930) (27)

External banks (24,681) (23,828) (10,635)

Finance lease interest - (2) (2)

Foreign exchange gains/(losses) on:

Short term deposits 3,678 (2,947) (2,460)

Debt finance (12,673) 38 2,615

Unpaid lease liabilities 1 - -

(12,990) (18,383) 1,625
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12. Taxation

The following is an analysis of the income tax expense:

US$’000 2003 2002 2001

Current tax charge (213,084) (122,307) (107,289)

Corrections to prior year’s current tax charge 8,396 7,753 65

Deferred tax benefit 42,463 51,378 54,747

Effect of change in tax rate on deferred tax - - 14,181

Foreign exchange loss on unpaid liabilities (133) (113) (33)

Income tax expense (162,358) (63,289) (38,329)

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

tax rate of 24% (2002: 24%; 2001: 31%) to reported profit before income tax.

US$’000 2003 2002 2001

Profit before income tax 760,058 244,922 43,912

Tax charge at the statutory rate (182,414) (58,781) (13,613)

Non tax deductible items (19,339) (12,199) (49,696)

Tax incentives - - 31,995

Activities taxed at different rates 11,668 650 (738)

Effect of exchange rate differences on temporary differences 19,464 (599) (20,490)

Effect of change in tax rate on deferred tax - - 14,181

Corrections to prior year’s current tax charge 8,396 7,753 65

Foreign exchange loss on unpaid liabilities (133) (113) (33)

Income tax expense (162,358) (63,289) (38,329)

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
Property, plant 
and equipment

Provisions Other Total

Balances at December 31, 2000 (522,697) 8,632 15,972 (498,093)

Recognized in:

Statement of operations 71,120 (7,708) 5,516 68,928

Statement of changes in shareholders’ equity 91,616 - - 91,616

Balances at December 31, 2001 (359,961) 924 21,488 (337,549)

Recognized in:

Statement of operations 40,160 4,985 6,233 51,378

Balances at December 31, 2002 (319,801) 5,909 27,721 (286,171)

Recognized in:

Statement of operations 52,793 (1,440) (8,890) 42,463

Statement of changes in shareholders’ equity 1,184 - - 1,184

Balances at December 31, 2003 (265,824) 4,469 18,831 (242,524)
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13. Cash and Cash Equivalents

US$’000 2003 2002 2001

Petty cash 1,214 760 687

Cash at bank:

Related party banks 31,555 10,512 3,529

Nostro accounts at the Central Bank of Russia 50,688 6,124 36,174

International banks 77,124 47,472 32,342

Russian banks 80,437 11,938 7,675

Escrow accounts 56,963 13,417 11,329

Short term deposits:

Related party banks 82,220 18,719 -

International banks 36,727 18,580 4,474

Russian banks 46,731 61,875 4,837

463,659 189,397 101,047

14. Banking Assets

US$’000 2003 2002 2001

Nostro accounts at other financial institutions 1,987 714 2,117

Placements with banks in OECD countries 57,191 15,318 1,525

Placements with Russian banks 1,119 8,099 4,667

Loans to bank customers:

Related parties 41,612 8,069 3,374

Third parties 19,292 8,197 10,584

Loan loss provisions (3,642) (1,339) (1,530)

117,559 39,058 20,737

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 2003 2002 2001

Customers 168,190 130,447 101,278

Allowance for doubtful accounts (2,196) (6,159) (5,335)

165,994 124,288 95,943

Movement in allowance for doubtful accounts:

Opening balance (6,159) (5,335) (7,791)

Amounts written off during the year 283 - 1,985

Change in provision 3,680 (824) 471

Closing balance (2,196) (6,159) (5,335)
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16. Inventories

US$’000 2003 2002 2001

Raw materials 138,975 86,593 74,798

Non-production inventories 30,316 28,885 28,136

Work-in-progress 66,644 47,687 56,472

Finished goods 103,343 83,652 87,641

339,278 246,817 247,047

17. Amounts Receivable from Related Parties

US$’000 2003 2002 2001

Advances paid 13,233 8,214 4,047

Trade accounts receivable 37,719 32,494 31,306

Other receivables 181,960 944 168

232,912 41,652 35,521

Maturity analysis:

within one year 51,469 41,652 35,521

after more than one year 181,443 - -

232,912 41,652 35,521

Income received from related parties was as follows:

US$’000 2003 2002 2001

Sales 282,620 231,778 103,345

Banking income 1,774 1,034 1,534

Insurance premiums 6,827 3,613 222

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

18. Other Current Assets

US$’000 2003 2002 2001

Advances paid 48,302 55,098 56,111

Other 12,648  9,062 8,491

Prepayments 6,984 5,611 15,177

Insurance and reinsurance receivables 2,388 1,252 171

Other taxes and social security prepaid 468 22,238 24,867

70,790 93,261 104,817
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19. Lease Receivables

US$’000
Total 

Receivable
Interest

Net 
Receivable

As at December 31, 2003

Less than one year:

Related parties 215 (13) 202

Between one and five years:

Related parties 31 (2) 29

246 (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

641 (64) 577

As at December 31, 2001

Less than one year:

Related parties 850 (132) 718

Third parties 354 (82) 272

Between one and five years:

Related parties 428 (41) 387

Third parties 102 (14) 88

1,734 (269) 1,465
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20. Financial Assets 

The Group’s current financial assets are as follows:

US$’000 2003 2002 2001

Held-for-trading - equity securities:

Quoted equity shares 2,192 2,270 1,942

Available-for-sale securities - held for resale:

Non-quoted equity shares 2,329 - -

Held to maturity securities:

Deposits at related banks 21,764 314 -

Deposits at International banks 82,054 7,000 -

Deposits at Russian banks 24,121 9,764 10,336

Originated loans:

Loans to related parties 9,670 129,445 63,100

Loans to third parties 57,155 78,451 41,326

Held-for-trading securities - promissory notes:

From related parties 18,225 64,734 6,113

From third parties 38,442 38,133 29,555

Held-for-trading securities - bonds:

Vneshtorgbank bonds - - 294

Russian Government bonds 150 216 203

Corporate bonds - - 2,511

256,102 330,327 155,380

As at the year end, of the short term deposits, US$ 80.8 million (2002: US$ 7.0 million, 2001: US$ 10.0 million) were 

used as collateral to participate in the selling auction of Dunaferr (Hungary) and to guarantee borrowings by other 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 Principal activity
Percentage

holding
2003 2002 2001

Investment in associated companies:

OOO Severstal-Emal Kitchenware manufacture 50.00% - 5,229 -

OOO Severstal-Mebel Furniture manufacture 50.00% - 2,436 -

Others 809 165 -

Available-for-sale securities - held for investment:

Non-quoted equity shares 50,168 57,392 32,567

Originated loans:

Loans to related parties 103,453 29,539 77,823

Loans to third parties - 6,500 18,561

Held-to-maturity securities - promissory notes:

From related parties 73 477 30,354

From third parties 2,576 13,341 9,190

157,079 115,079 168,495

22. Property, Plant & Equipment 

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

US$’000
 Buildings and 
constructions

Plant and 
machinery

Other 
productive 

assets

Total 
productive 

assets

Community and 
infrastructure

assets

Construction 
-in-progress

Total assets

Valuation or cost:

December 31, 2002 336,034 1,848,467 55,309 2,239,810 24,850 235,734 2,500,394

Reclassifications 223 (167) (322) (266) 266 - -

Additions - - - - - 249,691 249,691

Disposals - external (2,755) (33,638) (3,514) (39,907) (72) (12,490) (52,469)

Disposals to associates (3,282) (1,526) (13) (4,821) - (39) (4,860)

Transfer to inventories - - - - - (12,671) (12,671)

Transfers 24,692 115,086 21,645 161,423 3,608 (165,031) -

December 31, 2003 354,912 1,928,222 73,105 2,356,239 28,652 295,194 2,680,085
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US$’000
 Buildings and 
constructions

Plant and 
machinery

Other 
productive 

assets

Total 
productive 

assets

Community and 
infrastructure

assets

Construction 
-in-progress

Total assets

Depreciation and impairment:

December 31, 2002 49,761 345,476 17,429 412,666 6,788 120,693 540,147

Reclassifications 170 (167) 102 105 (105) - -

Depreciation expense 26,053 190,224 10,280 226,557 2,302 - 228,859

Disposals - external (478) (18,723) (1,662) (20,863) (46) (9,861) (30,770)

Disposals to associates (599) (517) (2) (1,118) - - (1,118)

Transfer to inventories - - - - - (8,192) (8,192)

Transfers 1,172 3,984 21 5,177 1,891 (7,068) -

Impairment of assets:

Included in operations - - - - - 5,413 5,413

Included in equity - 4,936 - 4,936 - - 4,936

December 31, 2003 76,079 525,213 26,168 627,460 10,830 100,985 739,275

Net book values:

December 31, 2002 286,273 1,502,991 37,880 1,827,144 18,062 115,041 1,960,247

December 31, 2003 278,833 1,403,009 46,937 1,728,779 17,822 194,209 1,940,810

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

December 31, 2002 286,084 408,398 37,865 732,347 18,059 115,041 865,447

December 31, 2003 278,591 444,771 46,909 770,271 17,821 194,209 982,301

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

December 31, 2002

Cost - - 1,278 1,278 - 1,278

Accumulated depreciation - - (28) (28) - (28)

Net book value - - 1,250 1,250 - 1,250

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

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 11.3% per annum.
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23. Intangible Assets 

The movements in intangible assets are as follows: 

US$’000 Software
Technical
drawings

Goodwill
Total

intangible
assets

Valuation or cost:

December 31, 2002 343 -  -  343 

Additions -  4,009 10,548 14,557

December 31, 2003 343 4,009 10,548 14,900

Amortization and impairment:

December 31, 2002 146 - - 146

Amortization expense 59 50 - 109

Impairment of assets:

included in operations -  2,948 10,548 13,496

December 31, 2003 205 2,998 10,548 13,751

Net book values:

December 31, 2002 197 - - 197

December 31, 2003 138 1,011 - 1,149

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 11.3% per annum. 

24. Bank Customer Accounts

US$’000 2003 2002 2001

Customer accounts:

Demand deposits 49,514 3,413 4,260

Term deposits 713 3,437 639

Deposits from other financial institutions:

Vostro accounts 652 7 48

Term deposits - - 670

50,879 6,857 5,617

25. Amounts Payable to Related Parties

US$’000 2003 2002 2001

Advances received 1,694 1,020 153

Trade accounts payable 23,638 9,056 1,659

Other accounts payable 10,081 22,772 8,277

Bank demand deposits 472 307 256

Bank term deposits 85 696 -

35,970 33,851 10,345
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Purchases from related parties were as follows:

US$’000 2003 2002 2001

Non-capital purchases 596,774 285,940 249,517

Capital purchases 773 7,133 295

Bank expenses 5 80 54

Insurance claims paid 680 299 11

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

26. Debt Finance

US$’000 2003 2002 2001

Related party banks 6,251 - 1,616

International banks 276,827 77,095 58,736

Russian banks 133,716 90,150 101,912

Bonds issued in Russia 101,852 - -

Promissory notes issued 1,929 8,270 -

Factoring of receivables 1,240 - -

Accrued interest 1,850 837 961

523,665 176,352 163,225

Total debt is denominated in the following currencies:

US$’000 2003 2002 2001

Roubles 264,993 35,349 61,137

US dollars 237,602 126,969 89,793

Euro 21,070 14,034 12,295

523,665 176,352 163,225

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

Less than one year 180,748 92,556 98,510

Between one and five years 323,169 83,796 64,715

After more than five years 19,748 - -

523,665 176,352 163,225

Debt finance raised from banks is secured by charges over:

• US$ 133.6 million (2002: US$ 323.4 million; 2001: US$ 563.9 million) net book value of plant and equipment;

• US$ 67.2 million (2002: US$ 27.0 million; 2001: US$ 48.5 million) of working capital; and,

• US$ 60.3 million (2002: US$ nil;  2001: US$ nil) of financial assets.

At the balance sheet date the Group had US$ 286.4 million (2002: US$ 16.0 million; 2001: US$ 34.1 million) of unused long 

term credit lines available to it.
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27. Lease Liabilities

US$’000 Total payable Interest Net table

As at December 31, 2003

Less than one year 283 (37) 246

Between one and five years 484 (37) 447

767 (74) 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

As at December 31, 2001

Less than one year 287 (2) 285

Between one and five years 801 (2) 799

1,088 (4) 1,084

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

28. Other Current liabilities

US$’000 2003 2002 2001

Advances received 85,738 55,535 32,419

Amounts payable to employees 21,900 15,780 16,314

Insurance and reinsurance payables 13,014 2,849 2,759

Other 3,177 7,349 8,547

Accrued expenses 2,819 3,042 2,828

126,648 84,555 62,867

29. Other Non-current Liabilities

US$’000 2003 2002 2001

Retirement benefit liability 32,025 38,288 29,387

Insurance reserves:

Unearned premium reserve 13,232 9,060 4,746

Recognized but not settled reserve 728 6,206 8,672

Incurred but not reported reserve 6,273 3,843 1,054

Life insurance reserve 4 1 156

Preventative reserve 8 8 1,131

Re-insurer’s share of reserves:

Unearned premium reserve (9,611) (5,368) (1,205)

Recognized but not settled reserve (667) (71) (6,549)

Incurred but not reported reserve (2,250) (1,177) (219)

39,742 50,790 37,173

A discount rate of 8.27% (2002: 9.07%;  2001: 13%) has been used to calculate the retirement benefit liability.  Future 

retirement benefit increases are assumed to be zero in US dollar terms.  The expected return on plan assets is 17.0% 

(2002: 10.25%;  2001: 15%).
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The components and movements in the retirement benefit liabilities were as follows:

US$’000 2003 2002 2001

Components of the net retirement benefit liability:

Present value of the defined benefit obligation 61,152 49,516 35,718

Fair value of the plan assets (29,127) (11,228) (6,331)

32,025 38,288 29,387

Movements in the net retirement benefit liability:

Net liability at beginning of year 38,288 29,387 41,551

Contributions made during the year (18,535) (9,151) (9,358)

Amounts recognized in the statement of operations:

Expected return on plan assets (2,460) (704) (568)

Interest cost 4,493 4,607 2,765

Service cost 886 526 785

Actuarial losses/(gains) 5,368 15,143 (3,270)

Foreign exchange loss/(gain) 3,985 (1,520) (2,518)

Net liability at end of year 32,025 38,288 29,387

Components of the present value of the defined benefit obligation:

Retirees 35,045 31,697 24,356

Other participants:

Vested 7,700 4,928 3,745

Non-vested 18,407 12,891 7,617

61,152 49,516 35,718

The retirement benefit expenses are all recognized in the statement of operations as ‘Selling, general and administration 

expenses’.

30. Share Capital

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

22,074,192 ordinary shares with a nominal value of Rbs 0.25 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. All shares carry equal voting and distribution rights.  The movements in shares are as follows:

US$’000
Shares issued 

and fully paid

Treasury 

shares

Total 

outstanding

As at December 31, 2000 22,074,192 (1,422) 22,072,770

Sold during the year - 1,422 1,422

As at December 31, 2001, 2002 and 2003 22,074,192         - 22,074,192

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$ 1,283.4 million (2002: 

US$ 934.3 million; 2001: US$ 795.5 million).
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31. 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$ 4.0 million 

(2002: US$ 0.3 million; 2001: US$ 2.6 million) and the tax 

authorities totaling US$ nil (2002: US$ 1.0 million; 2001 US$ 

6.1 million).  Based on experience in resolving such matters, 

management believes that it has adequately provided for any 

liabilities in the accompanying financial statements.

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 differing and arbitrary 

interpretations between the various regulatory authorities 

and jurisdictions, who are empowered to impose significant 

fines, penalties and interest charges.  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$ 208.1 million (2002: US$ 133.7 million; 

2001: US$ 22 million).

d. Insurance

From March 1, 2002 major members of the Group contracted 

property damage and business interruption insurance.  

However, the Group does not have full insurance for third party 

liability in respect of property or environmental damage.

e. Guarantees

At the balance sheet date the Group had given US$ 153.5 

million (2002: US$ 50.3 million; 2001: US$ 34.9 million) of 

guarantees for bank borrowings by third parties, of which  US$ 

51.5 million (2002: 16.9 million; 2001: US$ 3.7 million) were 

in respect of related parties.  Of these guarantees, all except 

one for US$ 67.5 million, mature within one year.  The US$ 67.5 

million guarantee to a bank matures as the loan is repaid in 

installments up to 2011.

32. Financial Instruments

Exposure to credit, liquidity, interest rate and currency risk arises 

in the normal course of the Group’s business. The steel, metiz 

and insurance segments of the Group do not use derivative 

financial instruments to reduce exposure to fluctuations in 

foreign exchange rates and interest rates.  Within the banking 

segment of the Group the use of derivative financial instruments 

during 2003 was limited because of the financial crisis in 1998 

- subsequent to this crisis no liquid market has existed for 

forward or derivative operations denominated in roubles.  As 

at December 31, 2003, 2002 and 2001 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.  Equity securities held for 

investment purposes have been valued at their recoverable 

amounts.

Credit risk

The maximum exposure to credit risk is represented by the 

carrying amount of each financial asset in the balance sheet.  

Within the banking and insurance companies 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 Company incurs currency risk on transactions and balances 

not denominated in the reporting 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. 
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Rouble US dollar Euro Lat

As at December 31, 2003:

Cash and cash equivalents 7.69% 3.21% 1.87% -

Short term deposits and placements 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% - - -

Available-for-sale-securities 9.00% - - -

Lease receivables 1.30% - - -

Bank customer accounts 5.62% 0.46% 1.86% -

Promissory notes issued 9.10% - - -

Debt finance 10.71% 4.28% 3.95% -

Bonds issued in Russia 9.75% - - -

Lease liabilities - 0.07% - 10.64%

As at December 31, 2002:

Cash and cash equivalents 7.76% 1.50% - -

Short term deposits and placements 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% - -

Available-for-sale-securities 10.00% - - -

Lease receivables 16.45% - - -

Bank customer accounts 5.62% 0.46% 1.86% -

Promissory notes issued 10.00% - - -

Debt finance 18.00% 7.65% 3.86% -

Lease liabilities - 0.07% - 10.64%

As at December 31, 2001:

Cash and cash equivalents 37.30% 6.75% - -

Short term deposits and placements 37.15% 2.33% 2.00% -

Loans to bank customers 21.60% 12.30% - -

Held-for-trading securities 26.22% - - -

Held-to-maturity securities 11.00% - - -

Originated loans 11.00% 11.00% - -

Available-for-sale-securities 11.00% - - -

Lease receivables 13.45% - - -

Bank customer accounts 1.00% 2.00% - -

Promissory notes issued 11.00% - - -

Debt finance 4.06% 8.65% - -

Lease liabilities - 0.07% - 10.64%

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:
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33. Allocation of Foreign Exchange Gains and Losses

As a result of using the US dollar as the functional currency the following foreign exchange gains/(losses), that arise on 

rouble denominated assets and liabilities, were allocated to the statement of operations:

US$’000 2003 2002 2001

Net sales 5,385 (828) (4,089)

Cost of sales (685) 3,018 7,901

Selling, general and administration expenses (1,220) (4,782) 748

Indirect taxes and contributions (1,595) 439 63

Net other operating income 12,777 1,360 (127)

Net income from banking operations (57) (73) (174)

Net income/(expense) from securities operations 38,504 (15,688) (17,004)

Sub-total 53,109 (16,554) (12,682)

Net financing (expense)/income (8,994) (2,909) 155

Income tax expense (133) (113) (33)

43,982 (19,576) (12,560)

The above gains/(losses) were generated from the following balance sheet accounts:

US$’000 2003 2002 2001

Cash and cash equivalents 12,921 485 (529)

Financial assets - debt securities 38,504 (15,688) (17,004)

Trade accounts receivable 5,385 (828) (4,089)

VAT recoverable 4,241 (3,397) (1,740)

Other current assets (279) (3,599) (3,265)

Lease receivables (57) (73) (174)

Trade accounts payable (685) 3,018 7,901

Other taxes and social security payable (1,595) 439 63

Deferred income (144) 875 402

Dividends payable (207) 210 1,233

Other current liabilities (990) 484 2,002

Retirement benefit liabilities (3,985) 1,520 2,518

Sub-total 53,109 (16,554) (12,682)

Financial assets - bank deposits 3,678 (2,947) (2,460)

Income tax payable/(recoverable) (133) (113) (33)

Debt finance (12,673) 38 2,615

Finance leases payable 1 - -

43,982 (19,576) (12,560)
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34. Subsidiary Companies

The following is a list of significant subsidiaries.

Company Location Activity

Steel segment: ZAO Severgal Russia Hot dip galvanized steels

Severstal Export GmbH Switzerland Steel sales

AS Severstallat Latvia Steel sales

OOO SSM-Tyazhmash Russia Steel producing equipment repairs

OAO Domnaremont Russia Steel producing equipment repairs

OAO Metallurgremont Russia Steel producing equipment repairs

OOO Uralmash MO Russia Engineering and design

Metiz segment: OAO Cherepovets Steel Rolling Mill Russia Steel machining

OOO ChSPZ MKR (associate) Russia Fastenings & springs manufacturer

OOO Policher (associate) Russia Application of polymer coatings

Insurance segment: OAO Insurance Company Sheksna Russia Insurance

OAO Sheksna M Russia Medical insurance

Star Insurance Ltd UK Insurance

Financing segment: OAO Metallurgical Commercial Bank Russia Banking

OOO Promleasing Russia Leasing

In addition, a further 89 (2002: 69; 2001: 61) subsidiaries and associates, which are not material to the Group, either 

individually or in aggregate, have been included in these consolidated financial statements.

During 2003 and 2002, minority interests were bought out by the Group as follows:

Company

Share of

net assets

acquired

Amount

paid

Negative

goodwill

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 October 2003, the Group acquired 100% of the share capital of OOO Uralmash MO for US$ 15 million.

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 provided against.
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US$’000
2003 

Acquisition
2002 

Disposal

Cash and cash equivalents 1,268 276

Trade accounts receivable 770 176

VAT recoverable 1,244 23

Inventories 1,151 239

Other current assets 3,050 139

Financial assets 2,742 -

Property, plant and equipment 77 -

Intangible assets 4,009 -

Trade accounts payable (354) (11)

Other taxes and social security payable (495) (26)

Other current liabilities (8,723) (44)

Debt finance (245) -

Net identifiable assets and liabilities 4,494 772

Goodwill on acquisition 10,548 -

Consideration satisfied in cash 15,042   n/a

Net cash outflow 13,774 276

In December 2002, the Group acquired the 56.44% 

controlling interest in OAO Domnaremont and the 73.44% 

controlling interest in OAO Metallurgremont, from 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.

In December 2003, the Group acquired the 100% 

controlling interest in the share capital of ZAO Firma Stoik, 

from a company under common shareholder control, for 

US$ 9.1 million, as determined by an independent valuer.  

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 

the general purpose consolidated financial statements, 

from which these special purpose consolidated financial 

statements have been extracted, has been restated.

These acquisitions and disposals had the following effect on the Group’s assets and liabilities:
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35. Subsequent Events

In January 2004, as part of a project to create a wide pipe 

manufacturing facility (with an approximate total expected 

cost of Euro 150 million), the Group signed a construction 

contract with SMS Meer for Euro 72.7 million.

On January 14, 2004 the Chinese Government announced 

the imposition of duties on steel imported from Russia.  The 

tariff applicable to steel from Severstal was determined at 

9%.  This tariff is to be applied retroactively from September 

2003.

Through its wholly owned subsidiary, Severstal North 

America Inc, Severstal purchased, on January 30, 2004, 

certain assets of Rouge Steel, in Dearborn, Michigan, USA 

for US$ 260 million in cash and the assumption of US$ 85 

million of liabilities.  Severstal North America Inc did not 

assume any pension liabilities, and agreed to start new 

pension and post employment medical benefits plans for 

the employees.

On June 9, 2004, Severstal signed a loan repayment 

guarantee in favour of the European Bank for Reconstruction 

and Development in respect of a credit facility of US$ 60 

million to OAO Karelsky Okatysh, a related party.

During July 2004 the Group acquired an additional 10.12% 

of the ordinary share capital of OAO Orlovsky Steel Rolling 

Mill (‘OSPAZ’) for US$ 4.7 million, thereby increasing the 

Group’s total shareholding in OSPAZ to 29.12%.

On May 21, 2004, Severstal’s shareholders approved a 

final dividend of Rbs 28.00 per share in respect of 2003 

and an interim dividend of Rbs 42.00 per share for the first 

quarter of 2004.  On August 5, 2004 the Board of Directors 

recommended the payment of an interim dividend for the 

second quarter of 2004 of Rbs 100.00 per share.

On May 21, 2004, Severstal’s shareholders approved a 

split of Severstal’s shares at a ratio of 1:25.  The reported 

share capital will not change in monetary terms, but it will 

consist of 551,854,800 ordinary shares with the nominal 

value of Rbs 0.01 each.  The actual split will take place after 

approval by the Russian stock market regulator.

Significant debt finance raised by the Group after the 

balance sheet date includes:

• on January 27, 2004, Severstal received a loan of US$ 

50 million from Societe Generale pursuant to a facility 

agreement dated December 24, 2003;

• on February 17, 2004, Severstal increased its loan 

facility with ZAO Raiffeisenbank Austria by US$ 21 

million to a total of US$ 50 million;

• between the balance sheet date and the date of these 

financial statements, ZAO Severgal drew down an 

additional US$ 55 million from its US$ 90 million loan 

facility with European Bank for Reconstruction and 

Development.  The remaining US$ 25 million available 

under this credit facility is expected to be received by 

the end of 2004;

• on February 19, 2004, Citigroup Global Markets 

Deutschland AG & Co. KGaA issued 8.625% US$ 325.0 

million Loan Participation Notes due August 24, 2009, 

to finance a loan to Severstal.  Interest on the loan is 

payable semi-annually in arrear in equal installments on 

February 24 and August 24 in each year, commencing 

August 24, 2004;

• on March 24, 2004, Severstal signed a credit facility 

with Sberbank for Rbs 2,900 million (approximately 

US$ 101.7 million), of which Rbs 1,500 million had 

been drawn down as at the date of these financial 

statements;

• on April 1, 2004 OAO Cherepovets Steel Rolling Mill 

entered into a loan agreement with the International 

Moscow Bank for Euro 1.88 million, which had been 

fully drawn down as at the date of these financial 

statements;

• on April 8, 2004 Severstal North America Inc entered into 

a loan agreement with Citicorp USA for an aggregate 

amount of US$ 275 million, of which US$ 31.5 million 

had been drawn down as at the date of these financial 

statements; and,

• on April 14, 2004, Citigroup Global Markets Deutschland 

AG & Co. KGaA issued 9.25% US$ 375.0 million Loan 

Participation Notes due April 19, 2014, to finance a 

loan to Severstal. Interest on the loan is payable semi-

annually in arrear in equal installments on April 19 and 

October 19 in each year, commencing October 19, 

2004.
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36. Segmental Information

Segmental Balance Sheets as at December 31, 2003

US$’000
Steel

segment
Metiz

segment
Financing

segment
Insurance

segment

Inter
segment
balances

Consoli-
dated

Assets

Current assets:

Cash and cash equivalents 515,241 4,057 51,794 32,079 (139,512) 463,659

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

Banking assets - - 124,903 - (7,344) 117,559

Trade accounts receivable 148,120 17,407 467 - - 165,994

Inventories 303,404 35,773 23 78 - 339,278

Amounts receivable from related parties 56,080 1,812 211 3,717 (10,351) 51,469

VAT recoverable 75,239 7,572 353 - - 83,164

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

Other current assets 61,394 5,070 299 4,027 - 70,790

Lease receivables - - 274 - (72) 202

Financial assets 200,924 5,145 35,646 36,295 (21,908) 256,102

Total current assets 1,361,733 76,836 227,217 77,081 (179,187) 1,563,680

Non-current assets:

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

Lease receivables - - 29 - - 29

Financial assets 145,448 14,430 2,245 1,702 (6,746) 157,079

Property, plant and equipment 1,876,137 59,962 2,093 2,618 - 1,940,810

Intangible assets 1,010 - 139 - - 1,149

Total non-current assets 2,204,038 74,392 4,506 4,320 (6,746) 2,280,510

Total assets 3,565,771 151,228 231,723 81,401 (185,933) 3,844,190

Liabilities and shareholders’ equity

Current liabilities:

Trade accounts payable 102,960 3,855 807 - - 107,622

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

Amounts payable to related parties 34,633 9,204 150,070 4 (157,941) 35,970

Income taxes payable 5,395 459 92 - - 5,946

Other taxes and social security payable 16,084 730 294 32 - 17,140

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

Debt finance 180,732 7,607 173 6,066 (13,830) 180,748

Lease liabilities 318 - - - (72) 246

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

Other current liabilities 109,266 3,940 165 13,277 - 126,648

Total current liabilities 490,970 25,795 202,480 19,379 (171,843) 566,781

Non-current liabilities:

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

Lease liabilities 447 - - - - 447

Deferred tax liabilities 228,627 5,856 (365) 8,406 - 242,524

Other non-current liabilities 24,437 7,588 - 7,717 - 39,742

Total non-current liabilities 596,428 13,444 (365) 16,123 - 625,630

Minority interest 25,196 - - - 29,524 54,720

Shareholders’ equity:

Share capital 3,311,129 1,655 34,815 8,952 (45,422) 3,311,129

Share premium - 23,222 - - (23,222) -

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

Accumulated deficit (1,586,419) 87,112 (5,207) 36,947 25,030 (1,442,537)

Total shareholders’ equity 2,453,177 111,989 29,608 45,899 (43,614) 2,597,059

Total liabilities and shareholders’ equity 3,565,771 151,228 231,723 81,401 (185,933) 3,844,190
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Segmental Balance Sheets as at December 31, 2002

US$’000
Steel

segment
Metiz

segment
Financing

segment
Insurance

segment

Inter
segment
balances

Consoli-
dated

Assets

Current assets:

Cash and cash equivalents 183,635 2,468 7,095 24,430 (28,231) 189,397

Central bank reserves - - 2,520 - - 2,520

Banking assets - - 39,179 - (121) 39,058

Trade accounts receivable 115,237 8,711 340 - - 124,288

Inventories 230,772 15,967 52 26 - 246,817

Amounts receivable from related parties 43,000 1,130 1,024 4,333 (7,835) 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 - - 821 - (405) 416

Financial assets 300,566 - 10,860 19,058 (157) 330,327

Total current assets 1,007,126 35,148 62,483 49,766 (36,749) 1,117,774

Non-current assets:

Lease receivables - - 237 - (76) 161

Financial assets 118,731 6,614 1,775 2,055 (14,096) 115,079

Property, plant and equipment 1,886,940 69,323 1,702 2,282 - 1,960,247

Intangible assets - - 197 - - 197

Total non-current assets 2,005,671 75,937 3,911 4,337 (14,172) 2,075,684

Total assets 3,012,797 111,085 66,394 54,103 (50,921) 3,193,458

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 33,902 4,115 31,868 32 (36,066) 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 87,309 5,520 - 5 (278) 92,556

Lease liabilities 1,043 51 - - (405) 689

Dividends payable 564 - - - - 564

Other current liabilities 79,123 2,244 198 2,990 - 84,555

Total current liabilities 350,085 15,156 39,708 3,431 (36,749) 371,631

Non-current liabilities:

Debt finance 83,676 - 120 - - 83,796

Lease liabilities 589 118 - - (76) 631

Deferred tax liabilities 271,699 7,413 337 6,722 - 286,171

Other non-current liabilities 31,495 6,793 - 12,502 - 50,790

Total non-current liabilities 387,459 14,324 457 19,224 (76) 421,388

Minority interest 3,808 - - - 31,027 34,835

Shareholders’ equity:

Share capital 3,311,129 1,605 34,815 8,952 (45,372) 3,311,129

Additional capital 136 - - - - 136

Treasury shares - - (28) - 28 -

Revaluation reserve 832,048 - - - - 832,048

Accumulated deficit (1,871,868) 80,000 (8,558) 22,496 221 (1,777,709)

Total shareholders’ equity 2,271,445 81,605 26,229 31,448 (45,123) 2,365,604

Total liabilities and shareholders’ equity 3,012,797 111,085 66,394 54,103 (50,921) 3,193,458
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Segmental Balance Sheets as at December 31, 2001

US$’000
Steel

segment
Metiz

segment
Financing

segment
Insurance

segment

Inter
segment
balances

Consoli-
dated

Assets

Current assets:

Cash and cash equivalents 80,391 1,495 36,776 20,903 (38,518) 101,047

Central bank reserves - - 4,897 - - 4,897

Banking assets - - 21,849 - (1,112) 20,737

Trade accounts receivable 89,854 6,076 13 - - 95,943

Inventories 231,313 15,643 83 8 - 247,047

Amounts receivable from related parties 41,244 706 1,466 2,613 (10,508) 35,521

VAT recoverable 31,829 4,089 374 - - 36,292

Income tax recoverable 2,465 993 676 2 - 4,136

Other current assets 100,195 2,702 1,032 888 - 104,817

Lease receivables - - 1,520 - (530) 990

Financial assets 141,126 - 5,158 18,158 (9,062) 155,380

Total current assets 718,417 31,704 73,844 42,572 (59,730) 806,807

Non-current assets:

Lease receivables - - 882 - (407) 475

Financial assets 170,956 5,696 - - (8,157) 168,495

Property, plant and equipment 1,949,168 72,543 2,700 2,150 - 2,026,561

Intangible assets - - 318 - - 318

Total non-current assets 2,120,124 78,239 3,900 2,150 (8,564) 2,195,849

Total assetsTotal assetsT 2,838,541 109,943 77,744 44,722 (68,294) 3,002,656

Liabilities and shareholders’ equity

Current liabilities:

Trade accounts payable 90,519 1,480 1,541 - - 93,540

Bank customer accounts - - 5,617 - - 5,617

Amounts payable to related parties 13,050 3,702 42,461 158 (49,026) 10,345

Income taxes payable 565 - - 14 - 579

Other taxes and social security payable 26,311 1,693 149 16 - 28,169

Deferred income 5,906 28 - - - 5,934

Debt finance 90,485 11,414 846 - (4,235) 98,510

Lease liabilities 765 50 - - (530) 285

Dividends payable 19,348 - 4 - - 19,352

Other current liabilities 55,942 3,512 207 3,206 - 62,867

Total current liabilities 302,891 21,879 50,825 3,394 (53,791) 325,198

Non-current liabilities:

Debt finance 64,649 - 66 - - 64,715

Lease liabilities 1,039 167 - - (407) 799

Deferred tax liabilities 324,218 5,059 1,329 6,943 - 337,549

Other non-current liabilities 25,479 3,908 - 7,786 - 37,173

Total non-current liabilities 415,385 9,134 1,395 14,729 (407) 440,236

Minority interest 2,984 - - - 44,972 47,956

Shareholders’ equity:

Share capital 3,311,129 1,605 34,815 8,952 (45,372) 3,311,129

Additional capital 136 - - - - 136

Revaluation reserve 949,245 - - - - 949,245

Accumulated deficit (2,143,229) 77,325 (9,291) 17,647 (13,696) (2,071,244)

Total shareholders’ equity 2,117,281 78,930 25,524 26,599 (59,068) 2,189,266

Total liabilities and shareholders’ equity 2,838,541 109,943 77,744 44,722 (68,294) 3,002,656
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Segmental Statements of Operations, Year Ended December 31, 2003

US$’000
Steel

segment
Metiz

segment
Financing

segment
Insurance

segment

Inter
segment

transactions

Consoli-
dated

Sales

Sales - external 2,667,991 251,204 - - - 2,919,195

Sales - to related parties 423,786 23,109 - - (164,275) 282,620

3,091,777 274,313 - - (164,275) 3,201,815

Cost of sales (1,840,869) (237,198) - - 164,275, (1,913,792)

Gross profit 1,250,908 37,115 - - - 1,288,023

Indirect taxes and contributions (16,053) (1,860) (1,115) (56) - (19,084)

Selling, general and administration expenses (195,073) (12,313) (813) (3,657) 49,296 (162,560)

Distribution expenses (303,797) (10,787) - - - (314,584)

Net other operating expenses (6,705) (3) 2,060 819 - (3,829)

Net expenses with insurance operations - - - 12,502 (21,697) (9,195)

Net income from banking operations - - 641 - 1,258 1,899

Net income from securities operations 20,665 1,369 2,902 - - 24,936

Profit from operations 749,945 13,521 3,675 9,608 28,857 805,606

Non-operating expenses (17,658) (2,581) 15 239 6 (19,979)

Impairment of property, plant and equipment (5,213) (200) - - - (5,413)

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

Write off of negative goodwill 3,763 - - - - 3,763

Share of associates income 70 (451) - - - (381)

Profit before financing and taxation 720,359 10,289 3,690 9,847 28,863 773,048

Net financing (expense)/income (20,447) 183 (8) 8,540 (1,258) (12,990)

Profit before income tax 699,912 10,472 3,682 18,387 27,605 760,058

Income tax expense (154,731) (3,360) (331) (3,936) - (162,358)

Profit for the year 545,181 7,112 3,351 14,451 27,605 597,700

Profit attributable to minorities (4,333) - - - (2,796) (7,129)

Profit attributable to shareholders 540,848 7,112 3,351 14,451 24,809 590,571
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Segmental Statements of Operations, Year Ended December 31, 2002

US$’000
Steel

segment
Metiz

segment
Financing

segment
Insurance

segment

Inter
segment

transactions

Consoli-
dated

Sales

Sales - external 1,878,180 163,193 - - - 2,041,373

Sales - to related parties 316,181 10,381 - - (94,784) 231,778

2,194,361 173,574 - - (94,784) 2,273,151

Cost of sales (1,463,082) (141,069) - - 94,784 (1,509,367)

Gross profit 731,279 32,505 - - - 763,784

Indirect taxes and contributions (34,612) (2,591) (317) (53) - (37,573)

Selling, general and administration expenses (130,751) (12,939) (3,594) (2,263) 35,389 (114,158)

Distribution expenses (271,369) (6,725) - - - (278,094)

Net other operating expenses (27,416) 215 667 598 - (25,936)

Net expenses with insurance operations - - - 4,241 (19,995) (15,754)

Net income from banking operations - - 3,314 - (253) 3,061

Net expenses from securities operations (8,671) 154 1,392 - - (7,125)

Profit from operations 258,460 10,619 1,462 2,523 15,141 288,205

Non-operating expenses (20,641) (1,959) - 907 - (21,693)

Impairment of property, plant and equipment (9,845) (190) - - - (10,035)

Write off of negative goodwill 6,775 - - - - 6,775

Share of associates income (100) 153 - - - 53

Profit before financing and taxation 234,649 8,623 1,462 3,430 15,141 263,305

Net financing income/(expense) (19,044) (1,215) (99) 1,722 253 (18,383)

Profit before income tax 215,605 7,408 1,363 5,152 15,394 244,922

Income tax expense (57,623) (4,733) (630) (303) - (63,289)

Profit for the year 157,982 2,675 733 4,849 15,394 181,633

Profit attributable to minorities 185 - - - (1,477) (1,292)

Profit attributable to shareholders 158,167 2,675 733 4,849 13,917 180,341
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Segmental statements of operations, year ended December 31, 2001

US$’000
Steel

segment
Metiz

segment
Financing

segment
Insurance

segment

Inter
segment

transactions

Consoli-
dated

Sales

Sales - external 1,757,634 150,663 - - - 1,908,297

Sales - to related parties 186,289 17,917 - - (100,861) 103,345

1,943,923 168,580 - - (100,861) 2,011,642

Cost of sales (1,445,998) (138,959) - - 100,861 (1,484,096)

Gross profit 497,925 29,621 - - - 527,546

Indirect taxes and contributions (33,254) (2,725) (723) (122) - (36,824)

Selling, general and administration expenses (91,281) (10,912) (6,800) (1,992) 33,245 (77,740)

Distribution expenses (219,097) (4,773) - - - (223,870)

Net other operating expenses (17,677) (987) 4,215 745 - (13,704)

Net expenses with insurance operations - - - 22,767 (31,536) (8,769)

Net income from banking operations - - 5,906 - (329) 5,577

Net expenses from securities operations (64,207) 684 1,771 500 - (61,252)

Profit from operations 72,409 10,908 4,369 21,898 1,380 110,964

Non-operating expenses (64,503) (2,068) - - - (66,571)

Impairment of property, plant and equipment (1,824) (282) - - - (2,106)

Profit before financing and taxation 6,082 8,558 4,369 21,898 1,380 42,287

Net financing income/(expense) 898 (871) (191) 1,460 329 1,625

Profit before income tax 6,980 7,687 4,178 23,358 1,709 43,912

Income tax (expense)/benefit (31,253) (397) (1,490) (5,189) - (38,329)

(Loss)/profit for the year (24,273) 7,290 2,688 18,169 1,709 5,583

Profit attributable to minorities 849 - - - (5,764) (4,915)

(Loss)/profit attributable to shareholders (23,424) 7,290 2,688 18,169 (4,055) 668



9494

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.ru

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


