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2003 RESULTS IN LINE; STRONG 2004-05 AHEAD

Sibneft yesterday released 2003 US GAAP consolidated results that met our estimates
at the EBITDA level and exceeded our net income estimates by 4.4% due to a lower
effective income tax rate than expected. Net income was also aided by the contribution
from Sibneft’s equity investments, mainly its 50% interest in Slavneft, which returned
$468mn in equity income and $219mn in dividends to Sibneft. Operating cash flow was
also very strong at $2.5bn.

Model update leads to lower EBITDA estimates, but higher target price. Based on the
reported results and management guidance during the conference call, we have adjusted our
model. Although the changes in our revenue and production assumptions prompted us to
trim our revenue and EBITDA estimates for 2004-05, net income was little affected due to
an increase in the expected contribution from Slavneft. We also revised upwards our
estimate of Slavneft’s value from $2.7bn to $4bn, which led to an increase in Sibneft’s
target price to $3.4 a share.

The results have shown again that Sibneft remains the best-managed Russian oil
company, with a very good cost performance in a challenging environment and a proactive
response to changing industry dynamics. We were also pleased to see that Sibneft remained
the profit center for its core and portfolio shareholders alike as all profits from Slavneft and
other investments have flowed through Sibneft’s own P&L. Also, we expect Sibneft to
resume its policy of cash distributions and/or accelerate the search for a strategic partner
once the de-merger with Yukos is finalized.

Not a Buy due to risks, but a very sound speculative alternative to Yukos. The
continued political uncertainties surrounding the company’s principal shareholders and its
de-merger with Yukos prevent us from upgrading the stock to a fundamental Buy. It is also
worth remembering that Sibneft’s portfolio investors were excluded from the original deal
with Yukos, a sign of how management is likely to treat minorities if another merger deal
materializes. However, in the portfolio management context, Sibneft also represents a very
healthy alternative to Yukos — it offers similar upside in the event of a positive resolution to
the conflict at a fraction of the potential downside.
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Sibneft

Reports in line 2003 US GAAP results

Sibneft yesterday released 2003 US GAAP consolidated results that met our estimates at
the EBITDA level and exceeded our net income estimates by 4.4% due to a lower effective
income tax rate than expected.

Total revenue of $6.72bn was 4.2% lower than forecast because Sibneft decided to
exclude excise tax from its top line starting with the 2003 results. Adding back the
excise tax, which we estimate at $358mn, total revenue would have been $7.07bn, or in line
with our estimate of $7.01bn. The reported figure was still slightly below the consensus of
$6.85bn.

2003 revenue at a glance

In $mn 2002 2003 chg y-o-y
Crude oil export sales 1,840 2,386 30%
Crude oil domestic sales 207 585 183%
Qil product export sales 722 1,259 74%
Oil product domestic sales 1,566 1655* 6%
Other 442 831 88%
Total revenues 4,777 6,717 41%

*excludes excise tax from 2003

Source: Company data; Aton estimates

Operating costs matched our expectations, although there were some changes in
reporting non-income taxes. In line with sector-wide trends, costs increased sharply due
to surging transportation expenses and non-operating taxes, as well as the strengthening
ruble. Transportation costs were up 57% to $628mn, while non-income taxes soared 59% to
$1.42bn (excluding excise taxes). Total cash costs surged by 46% y-o-y to $4.33bn, in line
with the expected $4.32bn (excluding excise taxes).

Lifting costs increased marginally to $1.79/bbl from $1.72/bbl in 2002, demonstrating
good cost control by management. We note that in 1HO3 lifting costs were only $1.68/bbl,
implying 2HO3 lifting costs of $1.90/bbl. Direct refining costs for the Omsk refinery increased
from $1.15/bbl in 2002 to $1.35/bbl in 2003. However, Sibneft confirmed at the conference
call that like other Russian oil companies it continues to feel pressure from general cost
inflation, especially due to rising utility costs and ruble strength and expects lifting costs to
grow by approximately $0.05/bbl during 2004 and probably in 2005.

Summary of Sibneft 2003 US GAAP consolidated results

In $mn 2002 2003 Change y-o-y 1HO03 2HO03 Change
Total revenues 4,777 6,717 41% 3,438 3,278 -5%
Total operating expenses -2959 -4379 48% -2,342 -2037 -13%
(excluding depreciation)

EBITDA 1,818 2,337 29% 1,096 1,241 13%
DD&A -410 -492 20% -239 -253 6%
Operating income 1,393 1,790 28% 856 934 9%
Pretax income 1,325 2,462 86% 1,449 1,013 -30%
Net income (reported) 1,159 2,278 97% 1,378 900 -35%
Net income 1,158 1,893 63% 1,304 589 -55%
(ex. one-off gains)

Operating cash flow 1,286 2,523 96% 908 1,615 78%
EBITDA margin 38% 35% -3% 32% 38% -3%
Operating margin 29% 27% -3% 25% 28% -2%
Net margin 24% 28% 4% 38% 18% 10%

Source: Company data; Aton estimates

The reported EBITDA of $2.34bn exactly matched our forecast of $2.34bn. This was
however 15.5% lower than the consensus estimate of $2.77bn (according to Bloomberg)
and may prove disappointing to some. The EBITDA margin declined 3 percentage points to
32% as expected.
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Net income of $2.28bn was 4.6% above our estimate of $2.18bn, partly because the
contribution from Sibneft’s equity investments, mainly its 50% interest in Slavneft, was
better than expected at $529mn compared to the $400mn forecast. The biggest deviation
from our estimates came from the amount paid in income tax, as for 2003 Sibneft paid
$184mn in income taxes, an effective tax rate of 11.9% (excluding the one-off gain in 1HO3
on the sale of stakes in Orenburgneft and Onaco and also equity income from Slavneft and
other affiliates), or 8% in 1HO03 and 16% in 2HO03. The company said its effective income
tax rate in 2003 was 15% when income taxes paid by Slavneft were taken into account.

This compares to our estimated full-year rate of 15% and statutory rate of 24% and
confirms that Sibneft continued to actively employ tax minimization schemes in 2003.
Although the effective tax rate increased in 2H03, we cannot see how Sibneft would be able
to continue minimizing its income taxes considering the shutdown of domestic offshore
zones from Jan. 1, 2004, and the implications of the Yukos tax case. Hence we are leaving
the tax rate estimates in our financial model for future years at the statutory corporate rate
of 24%. The company confirmed at the conference call that its effective income tax rate
will increase to 20% in 2004.

Tax savings and improved working capital helped Sibneft record very strong
operating cash flow of $2.52bn, which was much higher than expected - 21% above our
estimate of $2.1bn. The reported net debt of $1.48bn at end-2003 was somewhat higher
than forecast ($1.29bn), but Sibneft did reduce its gross debt level from $2.24bn to $1.59bn
during the year.

Changes to forecasts: production, revenues revised lower, but
Slavneft to the rescue

At the conference call yesterday Sibneft’s COO Alexander Korsik confirmed reports
the company is reviewing its oil production growth plans for 2004 and will downgrade
its output target from 20% to between 11%-13%, which is in line with the 11.2% output
growth in 1HO04 reported by the Energy Ministry.

Based on the reported results and management guidance during the conference call,
we have adjusted our model for Sibneft to reflect the following:

1) Reduced forecast production for 2004 from 36.1mn tons (15% y-o-y growth) to
35mn tons (13% y-0-y); production forecasts for future years were also trimmed
although the exit 2010 target of 46mn tons was left intact. Accordingly, we have
reduced our expectations of 2004F capex from slightly over $1bn to $825mn;

2) Reduced our revenue estimates due to lower expected realizations from domestic
product and Siboil sales;

3) Incorporated a slightly higher effective cost of debt: 9.8% for 2003 vs. 9%
expected; 9% for 2004 onwards from 8% expected;

4) Increased materially the expected contribution from equity affiliates — we now
estimate Slavneft’s contribution to earnings to amount to $600mn-$700mn in 2004-05
compared to $400mn earlier.

Although the changes in our revenue and production assumptions prompted us to trim our
revenue and EBITDA estimates for 2004-05, net income was little affected due to an
increase in the expected contribution from Slavneft.
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/ 'Ip' Sibneft
Revenue, EBITDA forecasts revised lower, but net income largely intact

Old New Change

In $mn 2004F 2005F 2004F 2005F 2004F 2005F
Revenue 8,344 8,262 7,570 7,457 -9% -10%
EBITDA 3,047 3,065 2,541 2,620 -17% -15%
Net income (adjusted) 2,023 1,967 1,907 2,010 -6% 2%

Source: Company data Aton estimates

In fact, Slavneft’s higher than expected profitability prompted us to revise the
estimated value of Sibneft’s 50% interest from $2.7bn (which was based on BP’s 2003
acquisition of a 25% stake for $1.35bn) to $4.06bn. Our new estimate was calculated as
expected 2004F net income (due to Sibneft) of $608mn discounted to perpetuity at 15%;
the implied multiples were 6.7-times 2004F earnings, five-times 2004F EBITDA and
$50/bbl of output, very reasonable once Slavneft’s growth potential is taken into account.

The net impact of all our changes was a slight increase in the target price from $3.3 to
$3.4 a share. We note that our estimate includes a potential $1bn liability for 2000-01 tax
underpayment, in line with the bill sent to the company by the Tax Ministry earlier this
year. Excluding this bill, we estimate Sibneft to be worth $3.6 a share, or 33% upside
potential to its recent close of $2.7.

Conclusion

The results have shown again that Sibneft remains the best managed Russian oil
company, with a very good cost performance in a challenging environment and a proactive
response to changing industry dynamics. We were also pleased to see that Sibneft remained
the profit center for its core and portfolio shareholders alike as all profits from Slavneft and
other investments have flowed through Sibneft’s own P&L.

In 2004-05, we expect Sibneft to continue leading the sector in terms of cash flow
growth and profitability margins. As we noted recently, a large share of Sibneft’s revenue
(33% vs. roughly 20% at Lukoil and Yukos) comes from domestic/CIS sales, where prices
are very strong and which are not subject to the prohibitive new export duty schedules.
Also, we expect Sibneft to resume its policy of cash distributions and/or accelerate the
search for a strategic partner once the de-merger with Yukos is finalized.

The continued political uncertainties surrounding the company’s principal
shareholders and its de-merger with Yukos prevent us from upgrading the stock to a
fundamental Buy. It is also worth remembering that Sibneft’s portfolio investors were
excluded from the original deal with Yukos, a sign of how management is likely to treat
minorities if another merger deal materializes. However, if we were to pick the best
“oligarch” stock in Russia based on the historic track record of value creation and
distribution, we would certainly pick Sibneft. In the portfolio management context, Sibneft
also represents a very healthy alternative to Yukos — it offers similar upside in the event of
a positive resolution to the conflict at a fraction of the potential downside.

Target price calculation for Sibneft

Total NPV of future FCF, $mn 14,695
Less: Net debt (cash), $mn (end 03) 1,485
Less: Minority interest, $mn 0
Less: 2000-2001 tax liabilities, $mn 1,000
Plus: Value of Slavneft interests, $mn 4,056
Total equity value, $mn 16,266
Common shares outstanding, mn 4,741
Common equivalent shares outst., mn 4,741
Fair value per share, $ 3.4

Source: Company data; Aton estimates
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Analyst certification

The research analyst or analysts named on the front of this report are primarily responsible for its
content and certify that their personal views on the security or issuer that the report covers have been
accurately expressed.

The research analysts, strategists and research assistants principally responsible for the preparation of
this report may receive compensation based on various factors including quality of research, investor
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Stock ratings methodology

Definition of Aton Capital Group’s stock ratings system
Rating Definition

Buy Appreciation potential > 15% over the next 12 months
Hold Appreciation potential between 0% and 15% over the next 12 months
Sell Appreciation potential < 0% over the next 12 months

Appreciation potential is calculated as the difference between the current market price of a stock and
our fair value target for the stock over the next 12 months. The primary basis for calculating fair value
targets for most Russian equities is the discounted cash flow method; for a greater discussion of this
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available at the time of preparation and publication. The value of and income from your investments
may vary because of changes in interest rates, tax rates or foreign exchange rates, securities prices or
market indexes, operational or financial conditions of companies or other factors. Past performance is
not necessarily a guide to future performance. Estimates of future performance are based on
assumptions that may not be realized. The value of any investment or income may go down as well as
up and you may not get back the full amount invested. In the case of investments for which there is no
recognized market, it may be difficult for investors to sell their investments or to obtain reliable
information about their value or the extent of the risk to which these investments are exposed.

This report does not provide individually tailored investment advice. It has been prepared without
regard to the individual financial circumstances and objectives of persons who receive it. The securities
discussed in this report may not be suitable for all investors. Aton Capital Group recommends that
investors independently evaluate particular investments and strategies, and encourages investors to
seek the advice of a financial adviser. The appropriateness of a particular investment or strategy will
depend on an investor’s individual circumstances and objectives.

Reports prepared by Aton Capital Group are based on public information available at the time of the
report preparation and publication. Facts and views presented in this report have not been reviewed by,
and may not reflect information known to, professionals in other Aton Capital Group business areas,
including investment banking personnel. Aton Capital Group makes every effort to use reliable,
comprehensive information, but we make no representation that it is accurate or complete. We have no
obligation to tell you when opinions or information in this report change. Third-party data providers make
no warranties or representations of any kind relating to the accuracy, completeness, or timeliness of the
data they provide and shall not have liability for any damages of any kind relating to such data.
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any securities mentioned in this document (or in any related investment), and may from time to time add
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