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Syktyvkar Tissue Group, JSC (hereafter STG) is one of the largest
domestic manufacturers of commercial base tissue and finished tissue
products. The enterprise was established in the 70s of the past century
basing on Syktyvkar Forest Enterprise and has been actively developing
and re-equipping within the recent years. As for the techniques, STG is
one of the top manufactures in RF. Currently the company shows
dynamic development provided by execution of the first stage of the
long-term development program. The company occupies the first place
by production of sanitary base tissue (26% of the market) and the third
place by the production of toilet tissue (8% of the market).

Information about IPO

Stocks outstanding (current), mn units 112.5
Issue volume, % 30% of new capital
Type Cash-in
Date May 2011
Stock exchange MICEX
Placement price, RUR 11.41-14.52
Raised capital, mn RUR 550 - 700

Lead managers

VELES Capital Investment Company, LLC,

ALOR INVEST, CJSC

The most familiar product of the company is Syktyvkarskaya 56 toilet
tissue due to the long history of production. But starting from 2005 the
company launched a new brand of high quality products Linia VEIRO,
which already is rather strong on the Russian market. Company’s
products are represented in more than 50 regions throughout Russia,
and also at CIS and EU markets.

Operational estimates

Figure

2010 2011 (F)

2015 (F)

Base tissue production, tons

incl. for sale, tons

Toilet paper production, ths rolls
Paper towels production, ths rolls

38,280 40,430
16,900 18,840
169,150 174,100
10,600 24,000

68,281
31,230
345,700
40,500

Base tissue produced by the company is characterized as having the
best quality in Russia and meets the most stringent European and
American requirements. First, that is due to installation of the new
Advantage DCT 100 paper-making machine by Metso Paper in 2008. Re-
equipment of the first PM-1 is directed to enforce the position of the
company on the given direction. Besides, the company plans to raise
the production volume significantly by installing the new PM-3 and
several converting lines, which is provided by the second stage of the
long-term development program.

Financial issue of the company’s business is remarkably stable.
Macroeconomic shocks that hurt many industries of the Russian and
global economy almost had no effect on the sector of domestic tissue
products of medium price segment.

Further development of the company in mid-term and long-term
prospect will be related to increase of tissue consumption and also to
the change of structure and culture of given products’ consumption.
Currently the level of tissue consumption in Russia is 3 times less than
in East Europe, 7 times less than in the EU and 10 times less than in the
United States. The most significant prospects are focused on the
segments of towels, multi-colored napkins, wipes and two-ply toilet
paper, and also the professional tissue products.
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Model calculations were based on two scenarios that depend on long-
term forecasts of pulp price. Within the framework of the model
calculations the estimated cost of company’s equity forms 81 mn USD to
106 mn USD depending on the development scenario, which gives us
the price of one share at the level of 0.50 - 0.66 USD (14.77 - 19.32 RUR)
per share.

Financials (IFRS) 2010 2011 (F) 2015 (F)
Sales, mn USD 57 72 155
EBITDA, mn USD 14 13 32
Netincome, mn USD 3 3 13
EBITDA margin, % 23.8 18.2 204
Net income margin, % 5.8 4.0 8.7
ROIC, % 13.6 9.3 14.3
ROE, % 9.2 4.9 12.9
Optimistic scenario
Financials (IFRS) 2010 2011 (F) 2015 (F)
Sales, mn USD 57 72 157
EBITDA, mn USD 14 13 38
Netincome, mn USD 3 3 19
EBITDA margin, % 23.8 18.2 23.9
Net income margin, % 5.8 4.0 12.0
ROIC, % 13.6 9.3 18.3
ROE, % 9.2 4.9 16.0
Valuation, ths USD
EV Net debt sV

Conservative scenario 94,939 14,102 80,861
Optimistic scenario 119,843 14,102 105,773
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IPO Structure

Bullet moments

The shares on balance of company’s shareholder — Sunken Finance Ltd. of Cyprus —
will be sold in course of IPO of STG. The process of placing the additional issue of
shares by STG will go concurrently. The funds raised by the shareholder via selling the
existing shares will be frozen at the accounts of organizers of the placement and will be
directed to purchasing the additional emission of STG shares.

Given scheme is being used in order to accelerate the process of share placement and
also in order to avoid the time lag between the placement and registration of the report
on issue results, while according to the legislation of RF on the securities market the
shares will not be traded.

550-700 mn RUR worth of shares are planned to be placed in course of IPO, which
forms about 30% of the authorized capital stock after the additional emission (about
43% of the current stocks outstanding). Cost of one share to be placed stands within
the range of 11.41 RUR - 14.52 RUR.

The raised capital will totally be directed to the company. That capital is planned to be
directed to modernization of the production, construction of the new production site and
optimization of the balance structure.
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Brief Description of the Company

About the Company

Syktyvkar Tissue Group, JSC (STG) is one of Russia’s largest manufacturers of tissue.
The following are the principal directions of Syktyvkar Tissue Group’s activities:

e Production of recycled base tissue for sanitary purposes of advanced
brightness and pastel tones with 16-40 grams mass of one square meter and
volume of up to 20 thousand tons per year! ;

e Production of white and color pulp base tissue for sanitary purposes with 15-36
grams mass of one square meter and volume of up to 30 thousand tons per
year;

e  Production of low-cost recycled toilet tissue in paper emballage in the volume
of up to 125 mn equivalent paper rolls per year;

e  Production of high quality pulp two-ply and three-ply toilet tissue and two-ply
paper towels in polymeric wrapping in the volume of up to 140 mn equivalent
paper rolls per year;

e Production of paper napkins — white, colored and with full-color printing in the
volume of up to 14 mn equivalent packs per year;

o In late 2011, after the new converting line is installed, the capacity on
manufacturing the high-quality toilet tissue will be exceeding 350 mn
equivalent paper rolls per year;

e In 2013 the company plans to complete installation of the additional line on
production of handkerchiefs, annual production volume will form 66 thousand
packs.

The most familiar consumer product of STG at the Russian market is the original toilet
tissue Syktyvkarskaya 56, and also the new line of high-quality sanitary products under
the trademark of Linia Veiro. Base tissue by Syktyvkar Tissue Group is one of highest
quality raw material for manufacturing the tissue products among the Russian
producers, which comply with products of European and North American best plants by
its features.

STG is located at North-West Federal Region of Russia, in Komi Republic, Ezhvinsk
district of Syktyvkar, approximately 18 km north from the republican capital. Federal
route Kirov-Syktyvkar-Uhta is one kilometer away from the enterprise. Distance to major
centers via the automobile route forms:

e Kirov 450 km
e Perm 950 km
¢ Nizhniy Novgorod 1,000 km
e Moscow 1,350 km
e Saint-Petersburg 1,550 km

The enterprise borders with the territory of Mondi Syktyvkar and is included into the
combine infrastructure; has an approach railroad located in three kilometers away from
the railroad station Koyty of the Northern railroad, and also the railroad warehouses
with loading-unloading areas.

1 As of the end of 2011 after modernization process at PM-1
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History

The company starts from early seventies of the past century:

1972 — division of consumer goods production was opened at the largest mill of the
industry — Syktyvkar Forest Enterprise (currently — Mondi Syktyvkar, JSC);

1987 — launch of toilet tissue production;

1998 - foundation of a subsidiary company Syktyvkar Paper Products, LLC
(wallpaper, paper-and-stationary and typographic production, and also the
workshop, manufacturing the tissue products);

2003 - split-off Papirus, LLC from the structure of Syktyvkar Paper Products as an
unaffiliated enterprise, manufacturing tissue products;

2005 - Papirus is renamed into Syktyvkar Tissue Group, LLC;

2007 - the company is re-organized into a joint stock company due to the new
long-term development strategy of the enterprise;

2010 - the company preparation for IPO.

Currently the company is a leading manufacturer of tissue products for sanitary
purposes in Russian Federation and holds strong positions of the brand at the market.
Products of the enterprise are demanded by the majority of consumers and familiar at
the market of Russia and CIS states due to its high quality. Base tissue by STG is one
of the highest quality commodities for manufacturing sanitary products among the
Russian producers.

Company’s trademarks are well known at the Russian market and markets of several
CIS states primarily due to the high quality of its products. The company stably is within
the top three Russia’s manufacturers of toilet paper within the recent years.
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Legal Structure

‘ Shareholders

Currently 100% of STG belongs to the Cyprus fund Sunken Finance Ltd. In its turn
Sergey Pogorelov is the beneficiary of Sunken.

Shareholders structure

Beneficiary SUNKEN FINANCE
LIMITED (Cyprus)

Sergey Pogorelov

Source: the Company

In 2005 Mr. Pogorelov bought Papirus from Mondi Syktyvkar. Papirus was a non-profile
asset for Mondi and was occupied with manufacturing toilet paper. Afterwards Papirus
was renamed to Syktyvkar Tissue Group, LLC and transferred into the form of OJSC in
2007.
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Organization Structure

Structure of the Company

Organization structure of business management was established via strait approach
and looks clear. Primarily that comes from the simple business-idea of entire production
and indicates a rather high stability and efficiency of the information exchange
organization within the company.

Management structure

Planning-and-Economic

Executive Director Department

Logistics specialist

Quality manager

Finance and Accounting
office

Financial Director Sales Department
Chief accountant

Supply Department Commercial Department
Accounting

General depot

Base tissue workshop
Legal service

Production Director Tissue products workshop
HR service

Production manager
Administrative service

Quality Unit

Maintenance

Chief power engineer

Technical Director Repair and mechanlcal
service
Automating and metrology
service

Source: the Company
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Board of directors

Date of birth: 1964

Education: Graduated from Chemical and Refining Plants Equipment Faculty of
Polytechnic School after V.I.Lenin in 1983, Moscow

Professional From 1992 to 1994 — Engineer at Foreign Economic Association Soyuz
experience: From 1994 to 1997 — Commercial Director Faeton - ITA, LLP
From 1997 to 2000 — Engineer at Media Training Cinema-Video Center
2000 - Head of Front Office at South Fuel Company, LLC
From 2000 to 2001 — Commercial Director at Super Food, LLC
From 2004 - Project Director at AgroOblActiv, LLC

Date of birth: 1973

Education: Graduated from Faculty of Geology and Geochemistry of burning massive
materials of MSU after Lomonosov

Professional From 1996 to 1998 - lead specialist of geoinformation systems of State
experience: geological museum after V.I1.Vernadskiy

From 1998 to 1999 - engineer-programmer at City clinical hospital #23
Medsantrud

From 1999 to 2001 — manager at Bumizdeliya Trade Company, LLC

From 2003 to 2004 - lead engineer / Head of sector of new technologies
introduction at Service Center of Energy Selling, CJSC

From 2004 to 2005 - lead specialist / head of technologic consulting division
at Grand Master, LLC

From 2005 to 2007 - lead specialist / Head of planning management of
administrating network at Vneshtorgbank, CJSC (VTB 24 Bank)

From 2007 to 2008 — Deputy Head of business planning management at
Veles Capital IC, LLC

From 2008 — Deputy Director on Projecting and Construction at UNIPARKS
Development, CJSC
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Education:

Professional
experience;

Education:

Professional
experience:

Education:

Professional
experience:

Date of birth:

Date of birth:

Date of birth:

1971
Graduated from Law School of MSU after Lomonosov in 1996.

From 1996 to 2003 — Executive director of Astra Telecom, LLC
From 2003 - Project Director at AgroOblActiv, LLC

1965
Graduated from Economy faculty after Lomonosov in 1991

From 1992 to 1995 — Accountant at Lana Ltd, private company
From 1995 to 2000 — Chief Accountant at Megaforce, CJSC
From 2000 to 2001 - Financial Adviser NTC, LLC

From 2001 to 2001 - Financial Director, Island River Port, JSC
From 2002 to 2003 - Financial Director at Kitoboy, LLC

From 2003 - CEO at AgroOblActiv, LLC

1966

Graduated from Faculty of organization of mechanized processing of
economic information at Gorkovskiy State University in 1990.

From 1992 to 1993 — manager of auction trade center at Trade Chamber of
Nizhniy Novgorod, LLP

From 1993 to 1998 — Director of auction center at Nizhniy Novgorod Stock
Exchange, CJSC

From 1998 to 2003 — Head of Regional group at Supporting Fund of
Agriculture reform and rural development

From 2003 - Project Director at AgroOblActiv, LLC
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Date of birth:

Education:

Professional
experience:

Date of birth:

Education:

Professional
experience;

1979

Graduated from Economic Faculty of MSU after Lomonosov, Bachelors of
Economics in 2000;

Graduated Economic Faculty of MSU after Lomonosov, Master of
Economics in 2002.

From 2000 to 2002 — Analyst at BC NIKoil, LLC

In 2002 — Senior analyst at Prospect IC, JSC

From 2002 to 2003 - Senior analyst at VELES Capital IC, LLC

From 2003 to 2006 — Head of research division at VELES Capital IC, LLC

From 2006 to 2010 — Head of research department at VELES Capital IC,
LLC

From 2010 — Managing director at Veles Capital Investment Group, LLC

1977

Graduated from Uhta State Technical University with major in “Finance,
credit and money turn-round” — in 1999.

From 2000 to 2001 — financier at GAER, LLC (Uhta)

From 2001 to 2005 - currency control inspector, lead inspector of credit
division of Uhta branch of Sberbank

From 2005 to 2007 - lead inspector of credit division at the branch of
Gazprombank in Uhta

From 2007 - Project Manager at Gazprombank, Moscow
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Management

Currently the number of the company’s employees amounts to 400 persons. The
management recently changed due to the necessity of supporting the further
development of the enterprise and its re-equipment.

Key employees

Date of birth: 1966

Education: Moscow Institute of Railroad Transport engineers (MIIT) (1991).
PhD in Economics (2007), Postgraduate school of Economics at Russian
Academy of Science

In position: from 2008

Professional 2004 - 2008: STG, JSC, Syktyvkar, Managing Partner.

experience: 1996 — 2006: Linen-factory paper mill, Kaluga Region, Director of

Development and Investments — member of the Board of Directors

2002 — 2006: Drevplit, LLC (Sukhonskiy pulp-and-paper combine),
Volgograd Region, Director of Development and Investments — member of
the Board of Directors

1992 - 1996: Bumaga Trade Company, Moscow, Commercial Director
1991 — 1992: Resource Bank CB, Moscow, Head of Commercial
Department, Deputy Head of Commercial Department

Date of birth: 1969

Education: Diploma of Accountant from Training Center of Federal State Statistics
Service of Russian Federation (1993).
North-West correspondence polytechnic school, major: management and
computer science in technical systems (1998).
Saint-Petersburg State Forest Engineering Academy after Kirov, Syktyvkar
Branch (2008), Major - Economics
Diploma in International Financial Reporting ACCA (2010).

In position: from 2008
Professional 2004 - 2008: STG, JSC, Syktyvkar, chief accountant, deputy chief
experience: accountant.

2003 — 2004: Severs, CJSC, Syktyvkar, chief accountant.

1998 — 2003: Syktyvkar Home-Building Bereau-1, Syktyvkar, deputy chief
accountant.

1994 — 1998: LiV, CJSC, Syktyvkar, accountant.

1993 - 1994: Walling materials Plant, LLP, Syktyvkar, accountant.
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Date of birth: 1950

Education: Leningrad pulp-and-paper and wood-processing industry Technical School
(1976),
Higher Party School at Leningrad city committee of Communist Party of
Soviet Union (1981).

In position: from 2005

Professional 1972 - 2005: the technologist of base tissue production

experience: 1966 — 1970: Sredne-Vohomskiy logging depot of Vohomskiy timber
industry enterprise, Kostroma Region, locksmith, lathe operator, tractor
operator

Awards Medal of the Order of Merit for the Motherland Second Class (2003),

Certificate of Honor from the Ministry of Industry and Energy of Komi
Republic (2005).

Meganb opaeHa «3a 3acnyrv nepeg Otevectomy Il crenenn (2003),
MoyeTHas rpamoTta MUHUCTEPCTBA NPOMBILLNEHHOCTY U SHEPrETUKM
Pecny6nukn Komu (2005).

Date of birth: 1975

Education: Ural State Forest Engineering Academy (1997).

In position: from 2009

Professional 2009: “STG", JSC, Syktyvkar, Chief mechanic.

experience: 2001 — 2009: “Mondi Syktyvkar forestry enterprise”, JSC, Syktyvkar, Head

of machine-assembly department Repair and Engineering Works
1997 - 2001: Repair and Engineering Works (REW) of Syktyvkar forestry
enterprise, Syktyvkar, chief job foreman, job foreman.

Date of birth: 1971

Education: Syktyvkar State university (1994). Major: physics.
Economic High School (Inter-industry Advanced Training) at Saint
Petersburg State University of Economy and Finance (2005)
Major: Organization’s managements (Project management).

In position: from 2009

Professional 2005 - 2009: STG, JSC, Head of IT Department

experience: 2001 - 2005: SBI, LLC, engineer-programmer, Head of IT Department and
Computer Graphics.

1995 - 2001: Ministry of labor of Komi Republic, chief specialist of the
information systems department
1994 - 1995: Lyceum of public diplomacy (Syktyvkar), teacher of computer
science.

Awards: Certificate of Honor from the Ministry of Industry and Energy of Komi
Republic (2008).
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Date of birth: 1964

Education: Ural State Forest Engineering University (1986) — chemical technology of
pulp and paper production.
Saint Petersburg State Technological University of Plant Polymers (1990) —
technology of pulp and paper production.
Certificate of Pastukhov State Academy of industrial management (2007).

In position: from 2005

Professional 1986 — nowadays — “STG”, JSC, Syktyvkar, Head of QC Department, Head
experience: of workshop, shift foreman

Awards: Certificate of Honor from the Ministry of Industry and Energy of Komi

Republic (2005).

Date of birth: 1972

Education: D. Mendeleev University of chemical Technology of Russia (1994).
Marketing training (1990), accounting training (1994).

In position: from 2008

Professional 2008: Uniparks Development, CJSC, Moscow, Project Director

experience: 2007 — 2008: Veles Capital Group of companies, Moscow, head of Business

Planning Department

2004 — 2007: United Paper Mills Group of companies, Executive Director,
Deputy CEO for investment projects

2004 — 2007: Tissue World, LLC, Moscow, Marketing Director

2000 — 2004: Plitprom Trade Company, Moscow Region, Head of Marketing
Department, head of Production Planning, Head of Advertisement and
Promotion Department

1999 - 2000: Moscow Experimental Plant of particle boards and parts, JSC,
Moscow Region, Deputy Head of Marketing Division

1997 - 1998: Erta LTD, LLC, Moscow, Regional manager

1994 - 1997: Cembra Pine private company, manager

1993 — 1994: Belinter cosmetics private company, Moscow, chief

accountant
Head of legal department ~ OlgaYaasova
, Date of birth: 1975
Education: Syktyvkar State university (1998), Major — Jurisprudence.
In position: from 2004
Professional 2003 - 2004: Komiinteravia, JSC, Deputy Head of Legal department
experience; 2001 - 2003: Rostov Plant of Civil Aviation #412, JSC, Legal adviser

1998 - 2001: Yugavia airline, Legal adviser
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Technologic Aspect of Company’s Business

Production process

In 2005 the enterprise adopted the long-term investment program of development.
Applying the given program allowed to increase production by 2.5 times and provides
final product manufacturing with great consuming features by 2009 already. Currently
the enterprise is fitted out with the most advanced equipment and obtains developed
infrastructure. Two paper-making machines (PM) and four automated processing lines
are installed at the enterprise. Overall floor space forms 35 thousand square meters,
about 400 employees are busy at the enterprise.

Syktyvkar Tissue Group, JSC is an advanced industrial enterprise, the structure of
which consists of two production divisions:

e paper production — formation and ploughing base tissue — tissue paper
production’ unit;

e processing production —processing base tissue into end product — sanitary
tissue products’ unit.

Sulfated bleached softwood and hardwood pulp, along with the recycled paper (for
single types of paper) are used as raw material for paper-making.

Production scheme

Toilet tissue and paper towels

Low-cost toilet tissue
Fabio Perini, Italy Syk 56
installation year- 1987 Syktyvkarskaya Comfort
‘modernization- 2005-2006
2 Classic embossed toilet tissue and paper towels
125 mn packs per year* Veiro Classic two-ply toilet paper of white color with embossing packed by 2 rolls/pack

PM-1

mark -

installation year-

modernization-
working speed-
cutoff width-
capacity-

PM-2
mark -
installation year-
working speed-
cutoff width-
capacity-

Base tissue production

BP-82 (Petrozavodskmash, Soviet Union)
1987

2005-2006

850 m/min.

2645 mm

20 thousand tons per year

Advantage DCT100, (Metso Paper, LLigeuyus)
2008

1600 m/min

2700 mm

30 thousand tons per year

Veiro Classic two-ply toilet paper of white color with embossing packed by 4 rolls/pack
Veiro Classic two-ply toilet paper of white color with embossing packed by 8 rolls/pack
Fabio Perini, Italy Veiro Classic two-ply toilet paper of pastel colors with embossing packed by 4 rolls/pack
installation year- 2005 Veiro Classic two-ply toilet paper of pastel colors with embossing packed by 8 rolls/pack

modernization- 2008 Toilet paper two-ply by 4 rolls/pack, private label

flows - 1 wm. Paper towels private label by 2 rolls/jpack
capacity- 70 mn packs per year* Paper towels Veiro by 2 rolls/pack

Premium two-ply and three-ply toilet tissue and paper towels
Veiro Standard two-ply toilet paper with colored embossing packed by 4 and 8 rolls/pack
IR T Toilet paper two-ply by 4 rolls/pack, private label

mark - Fabio Perini, Italy Veiro Floria two-ply scented toilet paper with colored embossing packed by 4 rolls/pack
installation year- 2005 Veiro Luxoria three-ply scented white toilet paper by 4 rolls/pack
flows - 1 Toilet paper three-ply by 4 rolls/pack, private label
capacity- 70 mn packs per year* Paper towels private label by 2 rolls/pack

Paper towels Veiro by 2 rolls/pack

LCM-1
mark -
installation year-
modernization-
working speed-

LCM-2

mark -

installation year-
working speed-

Lengthwise-cutting machine

Petrozavodskmash, Soviet Union
1987

2010

600 m/min

Toscotec, ltaly
2008
1500 m/min

Napkins

Napkins line Paper napkins
mark - SDF, Germany Linia Veiro 240x240 one-ply white, colored, with printing (50 pes)

installation year- 2008 Linia Veiro 240x240 two-ply with printing (25 pcs)
working speed- 300 m/min Linia Veiro» 330x330 two-ply white and colored (25 pcs)
capacity- 14 mn packs per year* Linia Veiro 330x330 three-ply with printing (20 pcs)

* In conversion to 50 pcs napkins without printing by format 24x24 cm

Source: the Company
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Mondi Syktyvkar is the principal supplier of pulp to STG. Pulp comes to STG in the
liquid state via a special pipeline (the enterprises are located nearby). Given scheme
allows to raise the efficiency of the company operation significantly, due to use of given
organization of processes minimizes the production chain significantly. Delivery of pulp
is executed within the frames of the long-term contract, the price between STG and
Mondi is revised every half-year and the formula of the price accounts the worldwide
cost of pulp and selling price of one of Russia’s largest manufacturers of pulp —
Arkhangelsk Pulp-and-Paper Mill.

The second supplier of pulp - Arkhangelsk Pulp-and-Paper Mill, JSC. Pulp comes in
piles via railroad. Supply price is set by Arkhangelsk Pulp-and-Paper Mill and STG
actually buys pulp at the spot market.

The process of preparing waste paper is typical for the enterprises that operate at the
secondary market, and includes the following stages:

o initial de-flaking of waste paper in hydrobrushing pulper;
e clearing from tramp metal in a magnetic filter;

o first stage of cleaning at swirling cone catcher and further cleaning in
turboseparator;

e second stage of cleaning in pressure screens;
o three stages of swirling cone catchers;

refining in disk mills;
¢ end forming of composition and concentration of mass before feed to PM.

The mass is additionally cleaned, finally refined and watered in refining-preparation
division. Also, depending on the type of the base tissue to be manufactured, various
additive materials (glue, bleachers, and coloring agents) are added to the mass.
Basically the recycled paper market in Russia is poorly structured, plural and vulnerable
to significant deviations relating price and volumes. As a result there regularly is a
deficit of target types of waste paper. However in case of recycled paper deficit STG
always has an opportunity to retarget manufacturing to making products out of pulp.

Formation of base tissue is done at two PM with 2,700 mm cutoff width and overall
performance over 50 thousand tons per year, each of them includes the following units:

o flow-box for discharging mass onto the wire PM;
e wire section;

e press section;

e drying section;

o reel section.

The first PM BP-82 was manufactured in 1986 at Petrozavodskmash enterprise and in
1987 it was installed and launched. Initial target capacity with 2,570 mm cutoff width
formed about 15 thousand tons of base tissue per year; rated speed totaled 563 m/min.

Resulting from re-equipment program executed in 2005-2006, the capacity of the
machine was upped to 20 thousand tons per year with new maximum speed of 850
m/min. Given PM is capable to produce pulp and recycled base paper of sanitary
purposes with mass from 17 to 40 grams per square meter.
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PM BP-82

The second PM Advantage DCT 100 by Swedish manufacturer Metso Paper was
purchased and installed in 2008. Target capacity of the machine reaches 30 thousands
tons per year at 1,600 m/min rated speed and cutoff width of 2,700 mm. The machine is
designed for producing pulp and waste base tissue of sanitary purpose with the mass
from 13 to 36 grams per square meter.

PM Advantage DCT 100

Further base tissue processing is divided into several directions. So, a share of paper
comes to the lines of toilet paper and napkins production. The remaining share is
directed to the complex of slitting-and-rewinding machines, which allow gaining raw
material for producing napkins and commercial base-paper.
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Three automated flow lines by Italian maker Fabio Perini are responsible for production
of toilet tissue from large size rolls of base tissue. The lines are of the following models;
model 813 (two flows), model Syncro 4.0 and model X-5. Each line is equipped with two
modules of paper re-reeling with the speed of 300 m/min.

Line 813 is designed for producing of the traditional low-cost toilet tissue in paper
wrapper and is the first converting line which was installed at the enterprise in late 80s.
Sum target capacity of the line forms 125 mn equivalent rolls per year (depending on
the assortment of the products made - the wider the assortment, the lower is the
capacity). The line was re-equipped in 2005-2006. That allowed prolonging its useful
life. Currently the given line is operated to make one-ply coreless toilet tissue, with
perforation, without embossment and wrapped in paper.

813 by Fabio Perini

Modern flow lines Sincro 4.0 (June 2005) and X-5 (November 2005) produce embossed
two-ply and three-ply toilet tissue and paper towels in polymeric wrapping.

Line Sincro 4.0 was installed in 2005, and then upgraded in 2008. The line is directed to
making two-ply toilet tissue (2, 4 and 8 rolls per pack) and paper towels (2 rolls per
pack) embossed and wrapped in polymeric pack. Sum capacity of the line is about
70 mn equivalent rolls per year.
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Sincro 4.0 by Fabio Perini

X-5 line was made and installed in 2005. The line’s capacity forms up to 70 mn
equivalent rolls per year. It produces two-ply and three-ply toilet tissue (4 rolls per pack)
and paper towels (2 rolls per pack) with colored embossment in polymeric wrapping.

X-5 by Fabio Perini

A share of base tissue is directed to the longitudinal slitting machines (LSM) after PM
for further ploughing to commercial base tissue and format tissue for napkins
production.
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After passing through LSM complex, the prepared base tissue reaches the fourth line of
processing — the new napkins line of German SDF. Given line currently is likely the
most advanced one in the industry. That is the first line of such class in Russia.
Operation speed of the equipment reaches 300 m/min, which allows output of up to
14 mn equivalent packs of napkins per year. The following products are output — one-,
two- and three-ply paper napkins, and also napkins with four-colored process, sized
24x24 and 33x33 cm.

Napkins line SDF

Also the Company produces commercial base tissue for external producers of tissue
products. Metsa company, which manufactures products under the trademarks of Lambi
and Mola, is one of the most familiar consumers of base tissue.
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Applied re-equipment and development strategy

Achieving the leading positions in manufacturing and delivering high quality tissue
products to the market is the strategic aim of the company’'s development. For given
reason the long-term investment program of development of the enterprise was adopted
in 2005 and it provides for three principal stages:

Stage 1. 2005-2009. Re-equipment of production (stage is completed).

e Improving the performance (upping the operation speed from 450 to
850 m/min) and stabilizing operation of PM-1;

e Conversion of PM-1 to waste paper raw material, launching the line of
preparation and cleaning the recycled resources;

e Upping of performance of 813 converting line and upgrading of single
units;

o |Installation of the new converting line Sincro-4 on production of one-ply
embossed toilet tissue and paper towels;

o |Installation of the new converting line X-5 on the output of advanced high
quality two-ply toilet tissue and paper towels;

e Re-equipment of converting line Sincro-4 for manufacturing two-ply
products;

o |Installation of new PM-2 with operation speed of 1,600 m/min and
performance of up to 30 thousand tons of base tissue;

¢ Reconstruction of energy supply systems;

o |Installation of the new napkin line of SDF company on production of the
modern two- and three-ply napkins with four-color printing.

Stage 2. 2009-2011. Re-equipment and expansion of production.
o Attainment of target capacity of the new napkin line;

e Upgrading PM-1: changing the flow-box and transmission, upping service
speed to 1,500 m/min, improvement of base tissue quality, switching to
output of advanced whiteness paper from de-inked waste paper;

o Expansion of toilet tissue and paper towels production at the expense of
optimizing the production capacities that are currently in service;

¢ Installation of the new high-speed line on making toilet tissue and paper
towels;

o |Installation of a line for producing multilayer paper handkerchiefs and wet
wipes;

e Re-equipment of waste paper production unit;

e Organization of the heat recovery scheme.
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Stage 3. 2012-2015. Launch of new production.
¢ |Installation of the new PM-3 at the ground in Syktyvkar;

e Construction of two converting lines at the new ground in Central Federal
District.

Re-equipment of PM-1

Currently the company plans initiating a new stage of re-equipment of PM-1. The
principal aim of the program is upping the efficiency of the machine (speed up to
1,500 m/min) using the paper of low density (16-21 grams per square meter) and
improvement of base tissue quality. For that purpose change of the flow-box and
transmission, along with conducting reconstruction of fourdrinier and reel section is

planned.

As a result the production based on low density paper (16-18 g/sq m) should rise from
12 t0 18 thousand tons per year. Also the quality of the pulp base tissue should rise and
reduction of the bottom limit from 17 to 15-16 g/sq m will allow manufacturing base
tissue of the higher price range for the multicolor printing, manufacturing multi-layer
napkins and paper handkerchiefs.

The new transmission will allow providing higher fault-tolerance of the equipment, which
will reduce the risk of emergency stops and tie-ups.

Also given modernization will allow lowering the use of energy recourses, chemicals,
and also the cost of technical maintenance of PM.

Target budget of the given project forms about 200 mn RUR.

Target dynamics of base tissue output at PM
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Launch of PM-3

Since 2013 STG plans to increase volumes of output, having established third PM. The
project on installation PM-3 will last an order of 2 years and includes acquisition of an
industrial platform with all necessary infrastructure (gas pipeline, heat conductor,
electric networks), preparation of an industrial platform for installation PM, designing
and manufacture PM-3 by the foreign manufacturer and its installation on the industrial
platform. Under preliminary plans of the company as the industrial platform the part of
the complex constructed in Soviet period will be used. It is planned that base tissue
release on PM-3 will begin in 2013, and by 2016 PM will reach the design capacity of
25 thousand tons of base tissue per year. As raw material for base tissue production the
cellulose delivered from Mondi Syktyvkar and Arkhangelsk Pulp-and-Paper Mill, and
waste paper will be used.

In parallel with start of PM-3 STG plans to start two converting lines which will physically
settle down in the Central Federal District (CFD). Search of the necessary production
site for complex building is made at the moment. As raw material the base tissue made
on the industrial platform in Syktyvkar will be used. This scheme has a number of
advantages, in comparison with other schemes when, for example, or PM-3 takes place
in CFD, or converting lines settle down in Syktyvkar:

e Cost of building of factory with PM in CFD will demand considerable
investments, owing to considerable cost of connection to electric systems and
a gas pipeline;

e Nearness to suppliers of raw materials. Pulp suppliers remain unchanged that
doesn't require essential change of logistical processes;

e Personnel question. There are all industrial divisions of STG in Syktyvkar. This
means the presence of the necessary personnel resources capable effectively
to operate and serve PMs. Thus for paper packing in rolls any serious
qualification of the personnel is not required;

e Transportation cost. Taking into account the high density of base tissue the
relative cost of its transportation from Syktyvkar to SDF will be essential below
the cost of transportation of finished tissue products from Syktyvkar;

e Nearness to the basic commodity markets. The basic commodity markets of
STG production settle down in CFD. For this reason installation of converting
lines near to consumers is represented the effective decision.

By management estimations the project cost on preparation of the industrial platform,
purchase and installation of PM-3 will make about 1,500 mn RUR. Purchase of land
site, construction of production sites and also the installation of two converting lines will
be cost 720 mn RUR for the Company. The total cost of the project on enterprise
modernization will make 2,200 mn RUR

By management estimations the cost of building of the industrial platform in CFD on a
turn-key basis including the installation of PM-3 and converting lines will make about
3,000 mn RUR that is caused by the cost of new construction and also the connection
to gas and electric networks. As a result the current project of modernization allows
saving about 800 mn RUR.
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Market Trends

STG production

At the Russian market the original low-cost toilet tissue with a long history -
Syktyvkaskaya 56 and the new line of high quality product under Veiro trademark are
the most familiar products of the enterprise.

Principal products by the Company

Low-cost toilet tissue Classic embossed toilet tissue

Source: Company’s data

VEIRO trademark was entered the market in September of 2005. According to the
designers, the brand is unique due to the use of a character that is not typical for given
type of product.

The name was invented by the Company itself and made from the slogan «the VEry
kind caRing drOll». In its turn the rabbit character was developed by Grape Visual
design studio and impersonates such basic values as softness, tenderness, care and
kindness.

May 4, 2011 Page 25 |


http://www.nomus.ru/_mod_files/ce_images/eshop/10521.jpg

'J Veles Capital Research

Principal values of the brand

Kindness Tendance ‘ CARE ‘

25 value of our brand, we ars open 2 emotionzl compose of our

for our consumers, care sbout them products, we mzke people’s life
znd their hezlth more comfortable and tender

our paper is produced by the modern equipment and by using the technology which garantees the
perfomance of zll requirements

Y __/'. wae do zll in order that our produce brings only fresh and pleasant sensztions to cur customers

2ll produce has s=nytary sertifications

all produce is made of 100% pulp and matches the highest standarts of quality

Softness
TENDANCE

== sansztion of our papar, becsusa it
i= made of 100% pulp 2nd this mazns
the high quality aur tissue is soft znd tender, it provides the maximum of comfort during using

Source: Company’s data

In 2010 the philosophy of VIERO brand was renovated slightly. Care, freshness, health,
purity and tendance — there are the values represented by the products under given
trademark. With the help of its products the company strives to satisfy the most
perfectionist consumer, and uses the image familiar to everyone and associated to soft,
furry and tender rabbit.

Due to the thoroughly built distribution network the company’s product is represented in
many regions and cities of Russia, and also in Kazakhstan and Byelorussia. Long-term
and successful relations with many regional network retail networks also form a key
issue.

Presence regions of Company’s products

1. Moscow 21. Samara

2. St. Petersburg 22. Saratov

3. Kaluga 23.  Izhevsk

4. Tver 24. Perm

5. Vladimir 25.  Naberezhnye Chelny
6. Yaroslavl 26. Ufa

7. Tula 27. Kirov

8. Ryazan 28. Cheboksari

9. Ivanovo 29. Krasnodar

10. Kineshma 30. Rostov

11. Kostroma 31. Ekaterinburg

12. Arkhangelsk 32.  Chelyabinsk

13. Vologda 33. Tumen

14. Syktyvkar 34. Surgut

15. Vorkuta 35. Novosibirsk

16. Inta 36. Omsk

17. Pechora 37.  Yuzhno-Sakhalinsk
18. Ukhta 38. Kazakstan

19. Nizhni Novgorod 39. Byelorussia

20. Kazan

Source: Company'’s data
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The lion’s share of selling is done via distributors — that allows making logistics of
delivering end product simpler and avoiding penalties in case of violating agreements
on time constraints, volumes and assortment of deliveries. At that the grace period in
case of selling via distributors is very short and does not exceed 20 days. But a share of
products is sold directly to the trade networks — for instance STG delivers its product to
Seventh Continent.

Sales structure

A share of product of STG is sold via an independent company T-Trade by agency
contract. STG obtains a five year option to buy the given company from its owner.

About 95% of finished tissue products and base tissue is sold at the territory of RF (in
terms of value). The remaining share goes for export to the neighboring states,
Kazakhstan mainly.

Product selling structure in 2009 in terms of value

Domestic sales Export
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Source: Company’s data

Moscow and Moscow Region are the most important regions for the Company, where it
occupies more than one third of the tissue products and base tissue selling. The widest
line of the finished tissue products is represented in Moscow and Moscow Region, and
also in Sverdlovsk Region, Saint-Petersburg and Komi Republic. In the other regions
the assortment is less represented, but entirely the structure of tissue products
assortment via all regions looks approximately the same.

Structure of selling base tissue basically looks like selling of the finished tissue
products. But at given market Krasnodar Territory is also remarkable same as Moscow,
Saint-Petersburg and Komi Republic. Briz LLC (ALMAX trademark of tissue products)
and Plastictrade LLC (private trademark of tissue products) are located at Krasnodar
Territory and approximately equally consume the base tissue, which is delivered to the
given region. Export structure of base tissue is wider versus the finished products’
export structure. The principal directions of export are Kazakhstan and European Union.
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Situation in tissue products industry

Against the background of the financial crisis the domestic industry of tissue products
manufacturing seems to be stable. So, given products mainly are essential goods.
Accordingly demand of toilet tissue, napkins, paper towels and other similar products
poorly correlated to the macroeconomic troubles.

So, according to the statistics of Federal State Statistics Service, monthly volume of
toilet tissue selling reduced slightly in late 2008 - early 2009. But starting from March of
the previous year growth of selling volume started recovering fast and by 4Q 2010 the
selling level exceeded pre-crisis levels.

Domestic market of toilet paper has been growing for 14% per year in physical terms
within the recent five years, market of napkins and paper towels has been growing by
more significant rates due to being young (more than 20-25% per year).

Price growth on toilet tissue has just slowed down. Therefore, we might state that
conjuncture of tissue products market (primarily toilet tissue) is relatively stable, and the
market itself is rapidly developing despite the global macroeconomic risks.

Dynamics of Russian tissue products market

Production volumes Retail prices
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Low level of saturation of domestic tissue market should be outlined separately,
especially relating paper towels and napkins. So, the domestic market of tissue
products obtains great potential capacity, meaning — impressive growth prospects.

In aggregative terms, the tissue products’ market might be divided into four principal
segments - toilet tissue, paper towels, napkins and handkerchiefs. Given segments are
represented at consumer markets of the majority of states worldwide. Russia is no
exception on the matter, but has several special features. In deficit year of the Soviet
system and years of Perestroika that followed the Russians got used to consuming
tissue products savingly and nowadays given factor appoints the volume and structure
of consumption to a great extent.

For instance, rate of tissue products use in RF is significantly lower than in Europe and
the United States. By 2008 results average Russian consumed about 2.3 kg. Meanwhile
worldwide average value of given estimate reached 3.8 kg per capita, in Western
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European states given estimate formed 12 kg per capita, in the U.S. — 23 kg per capita.

Specific tissue consumption (kg per capita in 2009)
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Because of the culture of tissue consumption, inculcated earlier, a significant slant
toward the toilet paper is indicated in RF at the background of approximately the same
assortment as in Europe and the U.S. 80% of the domestic tissue market is occupied by
toilet paper. Culture and habits relating paper towels and handkerchiefs is just emerging
in Russia.

Still low consumption level in the market segment of professional tissue products by
catering networks, hotel and tourist sectors should also be kept in mind. However, given
factor is not negative, but on contrary it opens new markets to tissue products
manufacturers particularly against the background of significant growth of number and
quality of office and trade spaces, which clearly is indicated in all large cities of Russian
within the recent years.
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Situation in raw materials markets

Pulp and waste paper is the principal commodity for tissue product manufacturing. In
course of crisis the cost of pulp at global markets went down significantly — drop was
monitored from the local high of about 900 USD per ton to approximately 580 USD per
ton. The bottom was passed fast and in 1Q 2010 the prices reached maximum levels.
The main reason of given dynamics was the earthquake in Chile, which crashed several
local enterprises that output pulp. Note, Chile is one of the largest suppliers of pulp to
the global market and provides about 8% of worldwide deliveries. Largest plants that
provide about 90% of the output were disabled in course of the earthquake.
Nevertheless, pulp industry of Chile is gradually recovering from the consequences of
the earthquake and price of pulp is expected to decrease due to reduction of given
product’s deficit.

Unlike the pulp market, the waste paper market is more closed and dynamics of given
commodity cost has little correlation with the cost of pulp. Mainly the given market is
“gray’, forecasting the cost is impossible.

Pulp cost dynamics, USD/t
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Market position of the Company

Extent of competition at the Russian tissue products market looks moderate. The
largest players at the toilet paper and other tissue products market are SCA holding
(toilet tissue under ZEWA trademark) and Cardboard Paper Combine of Naberezhnie
Chelny (products of the lowest price segment) with the shares of 20% of the whole
Russian production. Note, CPCNC is not a direct competitor to STG due to its products
relating to other price and consumer niches. The third and the fourth place is shared by
Syassky Pulp and Paper Mill (Soft mark trademark) and STG with the shares of about
8% each. Products of Georgia-Pacific (Lotus trademark) occupied the fifth place and
about 5% of the market.

STG is a confident leader at the market of sanitary base tissue and occupies about 30%
of the market. Quality of the output base tissue does not lose to the foreign compatibles.

Toilet tissue production in RF

2009 2010
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Georgia- STG 41% 8.2% 7.1%

Passific 8.3%
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Source: CBC Express, GKS

Summing up all the above-mentioned, we might conclude that currently the Russian
tissue products’ market is characterized with the following special features:

o toilet tissue occupies the most of the market (80%); consumption of paper
towels, napkins (facial wipes) and handkerchiefs is extremely low;

o tissue products market, toilet tissue market in particular, almost does not suffer
from macroeconomic risks;

o market of professional tissue products for commercial sector is just forming
within the recent years and is developing by high rates against background of
growing sectors of catering, hotel and touristic businesses;

e share of products by largest global producers is very small;

e premium-class products occupy the fastest developing market share.

May 4, 2011 Page 31 |



'J Veles Capital Research

Principal Operating Estimates

Operating estimates

Within the recent 4 years STG is rapidly building up production and selling volumes.
Investments into the production are the main trigger. Particularly, within the recent years
STG invested in re-equipment of PM-1 and that allowed raising its efficiency. Besides,
the second paper-making machine was installed in 2009 and that doubled the
company’s production capacity. Given position allows STG to build up the nomenclature
and output volume of tissue, which comes under company’s own trademarks and by
third party trade markets, and of the commercial base tissue. Within the frames of the
production capacity expansion the company has installed a line of napkins production.

Within 2010 company upped the production of base tissue by 19% versus 2009, toilet
tissue (all assortment) — 8%, paper towels — by 78%.

Besides, as it comes from the table below, the company did not show any sign of
production decrease from operation estimates view point even during the years of crisis
in 2008-2009. That is explained by the fact that the company outputs essential products
that are always of demand despite any kind of macroeconomic shocks. Besides,
considering the fact that products occupy several price ranges from low-cost to premium
class, the products of STG will always be in demand.

Within the recent years STG launched output of products new to the company — paper
towels, napkins and handkerchiefs. Throughout Russia the level of using given goods is
low versus the developed states and that predefines significant growth rates on given

segments.
Operating results

units 2007 chng., % 2008  chng., % 2009  chng., % 2010

Base tissue, total tons 16,602 27 21,096 52 32121 19 38,280
incl. for sale tons 458 214 1,438 749 12,209 38 16,900
Toilet paper ths rolls 115,878 18 137,133 15 157,264 8 169,170
Paper towels ths rolls 3,134 44 4,522 32 5,963 78 10,600
Napkins ths packs - - 171 2,057 3,685 76 6,490

Source: Company's Data
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Financials

IAS report was made only for 2008-2010 and there is no comparable data for the earlier
years.

Within the past three years STG showed significant growth of sales, profitability and the
net profit. Growth of production volumes due to introduction of PM-2 into operation was
the main reason of that, along with the introduction of additional converting lines. At the
expense of the production volume raise the share of commercial and administrative
expenses lowered in the structure of operation costs, which was the reason such
estimates as EBITDA and the net profit upped, along with margins on them.

Non-current assets and intangible assets form a significant share in the structure of the
balance assets, which is typical for industrial enterprises. STG has no considerable
investments in non-profile assets or other companies given in the balance assets.
Share of debt arrearage and supplies is not high, which is related to the high turn-round
and absence of “bad” debtors.

Passives structure mainly is represented by the interest debt; approximately 7.5% of it
is occupied by the short-term part. Debt/EBITDA ratio for 2010 forms about 3.8. Further
reduction of the given estimate is expected also at the expense of assets attraction in
course of IPO.
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Financial statements of STG (IFRS), mn RUR
2007 Chng.,% 2008 Chng., % 2009 Chng., % 2010
Profit and loss statement
Sales nid n/d 625.3 97.5 1,235.1 41.2 1,743.5
COGS, incl. n/d n/d (487.2) 73.3 (844.5) 38.0 (1,165.8)
Raw materials n/d n/d (329.4) 103.0 (668.9) 239 (828.4)
Staff expenses n/d n/d (57.3) -5.6 (54.1) 35.6 (73.3)
Administrative expenses n/d n/d (43.7) 70.2 (74.4) 16.3 (86.5)
Sales expenses n/d n/d (56.8) 27.1 (72.2) 4.8 (75.7)
Other operating expenses n/d n/d 10.6 n/m (1.7) -17.6 (1.4)
EBITDA n/d n/d 48.2 402.7 242.2 71.0 4141
EBITDA margin, % n/m n/m 7.7 11.9 19.6 4.1 23.8
Amortization and depreciaton n/d n/d (54.6) 15.4 (63.0) 79.1 (112.8)
Operating profit n/d n/d (6.4) n/m 179.2 68.1 301.3
Interest expenses n/d n/d (32.6) 389.4 (159.5) -8.4 (146.0)
Other non-operating expenses n/d n/d (6.0 -33.9 (4.0 488.2 (23.3)
Profit before tax n/d n/d (45.0) n/m 15.8 736.4 131.9
Income tax n/d n/d 37.5 n/m (4.9) 486.5 (28.9)
Minority interestand other n/d n/d (0.4) n/m 0.5 n/m (3.5)
Net income n/d n/d (7.9) n/m 11.3 781.2 99.6
Net income margin, % n/m n/m neg. n/m 0.9 4.8 5.7
Balance sheets
Assets
Non-current assets, incl. 16104 13.5 1827.1 0.1 1829.7 11.7 2043.0
PPE & 1A 1,589.2 12.6 1,789.1 -0.1 1,787.0 13.6 2,029.4
Other non-current assets 21.2 78.9 38.0 12.4 42.7 -68.2 13.6
Current assets, incl. 514.3 -39.9 309.1 9.6 338.8 75.5 594.5
Inventories, accounts receivable 113.2 157.3 291.2 2.9 299.6 35.4 405.7
Cash, equivalents, financial assets 4011 -95.5 17.9 118.7 39.2 381.8 188.8
Total assets 2,124.7 0.5 2,136.2 1.5 2,168.5 21.6 2,637.5
Liabilities and shareholder's equity
Shareholder's equity 5994 9.9 659.0 1.7 670.2 62.3 1087.5
Minority interest 0.0 n/d 71 -5.9 6.7 n/m -0.5
Non-current liabilifies, incl. 957.7 8.5 1039.3 0.4 1043.5 19.1 1242 .4
Long-term debts 762.8 13.5 865.9 -0.6 861.1 232 1,061.1
Other non-currents liabilies 194.9 -11.0 173.4 5.2 182.4 -0.6 181.3
Current liabilifes, incl. 567.7 -24.1 430.9 4.0 4481 -31.2 308.1
Accounts payable 435.0 -61.5 167.6 33.1 2231 -0.2 2225
Short-term debts 132.7 98.4 263.2 -14.5 225.0 -62.0 85.6
Liabilities and shareholder's equity 2124.7 0.5 2,136.2 1.5 2,168.5 21.6 2,637.5

Note: changes of percentage units are given in percentage points

Source: Company's data, Estimates: Veles Capital
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Sales breakdown in 2010 COGS breakdown in 2010
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Source: Company’s data

Principal resources in production of STG are waste paper and/or pulp. Given expenses
form 30-40% of selling price of the company’s products in their self-cost. As for the
commercial base-paper, the share of given resource forms 30-60%, which is due to the
lower degree of processing of the given type of product. So, pulp and waste paper form
the lion’s share of self-cost and price change on given resources affects the Company’s
profitability the most.

Energy resources, chemicals used for giving special consuming features to the products
and wrapping form are the other expenses of production output. However, the share of
given expenses in the self-cost of products is not high. Considering the direct expenses
of production, gross profit margin forms 30-60% on each type of the product. However,
cost of labor, taxes, administrative and commercial expenses are to be recouped from
given yield.

Self-cost and gross profit breakdown by types of products
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Leverage

At the end of 2010 debt of STG formed about 1.1 bn RUR, the most share of which is
occupied by the long-term credits and loans.

Gazprombank and UniCreditBank are the largest creditors; arrearage forms 807 mn
RUR and 141 mn RUR respectively. Weighted average rate on the loans as of 2010
forms 15.3% annually, starting from 2011 — 9.5%.

In 2008 Debt/EBITDA ratio was high and formed 18.6, however, in 2009 it reduced
significantly due to the increase of the production volume, sales and EBITDA. Further
reduction is forecasted as a consequence of the production volume and profit estimates
getting wider in absolute figures.

According to our estimates the company will be able to reduce the debt gradually
starting from 2011. The year 2014 will be an exception because that would be the year
when STG will invest in construction of new capacities, which would require attraction of
external credit resources.

Leverage estimates of STG
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Financial Model and Valuation of STG

Within the frames of calculating the model of the company’s business development we
made two modifications of one scenario. Globally the scenario is based on the
investment plans of STG, construction of new production capacities and the respective
increase of the production.

As we outlined before, the company plans to launch a project on construction of new
PM and two lines of converting in 2012. The converting lines are expected to reach the
installed capacity in 2015-2016. We suppose the product made via the installed
capacities would be demanded by the market due to the quality of product and its
competitive price.

As for the cost of product, we use the average selling price of products for 2010. Later
on the price is corrected and depends on the cost of commodities and the profitability of
the whole company.

Forecast on the dynamics of administrative expenses, commercial expenses, labor
expenses, was made basing on the official forecasts by the Ministry of Economic
Development of the Russian Federation.

Investment program of STG for the coming 5 years forms 2.6 bn RUR, including VAT,
and given figures were included into the model of the company also.

Target dynamics of products manufacturing by STG
Toilet tissue and paper towels Base tissue
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Considering introduction of the new production capacities, we forecast 2.5 times sales
growth versus the estimate of 2010. The structure of sales will change also. Therefore,
according to the results of 2010 the major share of sales was formed by selling toilet
tissue and commercial base tissue (45% and 41% respectively). By 2020 the toilet
tissue will occupy more than half of income, base tissue — just 30%. The share of other
products — towels, handkerchiefs and napkins will raise 5 p.p. (to 19% of sales).
Change of sales structure will be related to introduction of the converting lines. Given
change is positive for the company: production and selling products with higher degree
of processing is a more marginal business then just selling base tissue, which is a raw

material for tissue products.

Forecast of STG’ sales
In absolute values Breakdown
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Cost of pulp is the feature, which we assume affects the cost of company’s equity the
most. Due to that reason we prepared a model and calculated the cost of STG equity

with two suppositions on the long-term cost dynamics of pulp

Dynamics of pulp cost
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Financial model - conservative scenario, th USD
2 2011 (F) 2012 (F) 2014 (F) 2016 (F) 2017 (F) 2018 (F) 201 2020 (F) E) 2010 (F) 2011 (F) 2012 (F| 2014 (F) F) 2 2017 (F] F) 2 2020 (F)
Sales 38875 57,388 72023 87466 97676 140,284 155041 167,304 173,687 178,161 181,389 184,096 Risk-free rate, % 8.1 72 6.3 6.3 6.3 6.3 6.3 6.3 6.3 6.3
Operatina expenses (excl. Amortization & (31,194) (43716) (58,882) (67,850) (77,608) (110,767) (123412) (132,107) (137.467) (142,838) (147,380) (151,700)  Income tax rate, % 204 19.0 17.6 20.0 20.0 20.0 20.0 20.0 20.0 20.0
EBITDA 7,680 13,672 13,141 19,616 0,068 29,517 1,629 5,197 ,220 35,323 ,009 , Cost of equity (cs), % 18.9 18.6 17.7 18.7 184 185 185 185 185 184
Amortization and depreciation (1,983) (3715)  (4933) (6,300) (7376) (8627) (10088) (9676) (9,075) (8523) (8016) (7,550)  Marketrisk, % 50 50 50 50 50 50 50 50 50 50
EBIT 5,697 9,958 8,208 13,316 12,692 20,890 21,541 25520 27,145 26,800 25993 24,846 Beta leveraged 0.8 0.9 0.9 1.1 10 10 1.0 1.0 1.0 1.0
Non-recurrent items 0 0 0 0 0 0 0 0 0 0 0 0 Specific risk, % 7.0 7.0 7.0 7.0 7.0 7.0 7.0 7.0 7.0 7.0
Interest expenses (5019) (4807) (3708) (2542) (2516) (1,329) (3337) (1,535  (687)  (684)  (680)  (677) Cost of debt, % 135 127 1.7 11.8 11.6 115 115 11.5 114 114
Non-operation expenses (125  (768)  (879)  (992)  (1082) (1.268) (15359) (1442) (1452) (1436) (1423) (1,407)  Specific risk, % 54 55 54 55 54 53 52 52 52 5.1
EBT 553 4,383 3,621 9,782 9,094 18,293 16,845 22,544 25006 24,680 23,890 22,762 WACC, % 16.7 16.3 16.4 16.2 17.3 18.0 18.1 18.1 18.1 18.1
Income tax (155)  (950)  (731)  (1,849) (1,587) (3647) (3357) (4496) (4988) (4922) (4.764) (4538
Minority interest 13 (114) 0 0 0 0 0 0 0 0
Net income 41 3,319 2,890 7,933 7,507 14,646 13,488 18,048 20,018 19,758 19,126 18,225 NOPAT 5,336 8,197 6,553 10424 9,537 15791 14124 18675 20,639 20,373 19,735 18,828
Amortization and depreciation 1983 3715 4933 6300 7,376 8627 10088 9676 9075 8523 8016 7,550
[Balaic;SHieets I Caokx @) (07 (61) (212 @102 (5729 @469 (16 @3  (s) @D (89
Non-current assets 60,506 67,028 73,207 90,178 84,904 111,761 104592 94,835 85744 77,269 69360 61971  Chanaes in working capital 2008 (4202) (1,369) (1,313) (1,025 (4570) (1635) (1,394)  (772)  (571)  (440) (386
PPE &IA 59,094 66582 72729 89,692 84418 111277 104,110 94,355 85267 76,794 68888 61,501 Free cash flow 8,791 6,636 3,958 (6,700) 13,786  (15,882) 19,119 26,541 28,508 27,871 26,838 25,503
Other non-current assets 1412 446 479 486 486 484 482 480 47 475 472 470 WACC, % 16.3 16.4 16.2 17.3 18.0 18.1 18.1 18.1 18.1
Current assets 11,203 19,503 26,642 23,239 25782 37,041 40902 61,114 86,682 108,679 120,333 148625  Discount factor 1.00 0.86 0.74 063 053 045 038 0.32 0.27
Current assets 9908 13309 17400 20552 22,803 32768 36,184 39057 40553 41602 42359 42994  piscounted free cash flow (6,700) 11,848 (11,745) 12,058 14182 12,903 10,683 8712 7,009
Short-term investments 50 50 3,444 0 0 0 0 16,967 40,844 61,657 81455 100,030
Cash and equivalents 1,246 6,145 5,798 2,687 2,979 4,274 4,717 5,090 5,285 5,421 5519 5,601
Total assets 71,710 86,531 99,849 113417 110,686 148,802 145494 155949 172,426 185949 198,693 210,597 TGR, % 3.0
Shareholder's equity 22,385 35662 60,589 69,393 76,846 91,225 104,166 121,587 137,315 150,331 162,728 174,350  Discount cash flow sum (+) 79,519
Shareholder's capital 22,163 35679 60,607 69412 76,864 91243 104,184 121,606 137,333 150,349 162,746 174,368 Discounted terminal value (+) 15,419
Minority interest 222 -17 -18 -19 -19 -19 -19 -18 -18 -18 -18 -18 EV 94,939
Long-term liabilities 34,508 40,760 28,055 21,365 14,501 21,675 13,102 13,037 12972 12,907 12,843 12,779 Net debt (-) 14,102
Long-term debt 28475 34812 21671 14890 8,026 15215 6,675 6,641 6,608 6,576 6,543 6,510 Minority interest (-) (25)
Other long-term liabilities 6,033 5,948 6,384 6,475 6,475 6,459 6,427 6,395 6,363 6,332 6,300 6,269 Financial investments (+) 0
Current liabilities 14817 10109 11,205 22,659 19,339 35903 28227 21,326 22,140 22,710 23122 23468 MC 80,861
Short-term debt 7440 2,808 1,672 11,409 6,864 18,001 8,465 0 0 0 0 0 Fair value of common stock, USD 0.50
Current liabilities 7,376 7,301 9,533 11,250 12,475 17,901 19,761 21,326 22,140 22710 231122 23,468
Total liabilities and shareholder's equity 71,710 86,531 99,849 113,417 110,686 148,802 145494 155949 172,426 185,949 198,693 210,597
cC -3.0 -2.0 -1.0 curr. 1.0 20 3.0
Cashflowstatement 10 T2
Operating activity 5,078 2281 6,408 12,859 13,804 18,645 21,882 26,267 28,205 27,519 26,446 25071 20 +32% +19% +8% -10% -17% -24%
Net income 496 4,341 3,576 9,731 9,040 18,236 16,785 22481 24940 24612 23,818 22,689 3.0 +34% +21% +10% -9% -16% -23%
Amortization and depreciation 1,983 3,715 4,933 6,300 7,376 8,627 10,088 9,676 9,075 8,523 8,016 7,550 4.0 +38% +24% +12% +2% -8% -15% -23%
Changes in working capital 2098 (4202) (1,369) (1,313) (1,025) (4570) (1,635) (1394)  (772)  (571)  (440)  (386) 50 2% +2%  +14%  +3% 6% 4% -22%
Other cashflows from operating activity 501 (1,573)  (731)  (1,859) (1,587) (3647) (3357) (449) (5039) (5045) (4,948) (4,781)
Investment activity (584)  (1,071) (9,428) (18,633) (2102) (35729) (3459) (17,425) (24,406) (21,400) (20,443) (19,273)
CapEx (627)  (1.074) (6158) (22,112) (2102) (35729) (3459)  (416)  (435)  (454)  (472)  (489) EV / Sales 24 17 13 11 10 07 06 06 05 05 05 05
Purchase/sale of subsidiaries and affiliates 0 0 0 0 0 0 0 0 0 0 0 0 EV/EBITDA 124 6.9 72 4.8 47 32 30 27 26 27 28 29
Other cashflows from investing activity 2 3 (3.270) 3478 0 0 0 (17,009) (23971) (20,946) (19.971) (18784)  EV/EBIT 16.7 95 16 7.4 75 45 44 37 35 35 37 38
Financial activity (3834) 3715 2252 2,603  (11,409) 18,387 (17,956) (8,444) (101,725) (170,127) (168,724) (164,103) P/E 1968 244 280 10.2 108 55 6.0 45 40 41 42 44
Changes in debt (3,834) 3784  (16430) 2,603  (11409) 18387 (17,956) (8,444) 0 0 0 0 P/BV 36 23 13 12 11 0.9 0.8 0.7 0.6 05 05 05
Changes in shareholder's equity 0 0 18,682 0 0 0 0 0 0 0 0 0 EV/FCF 108 143 240 neg. 6.9 neg. 50 36 33 34 35 37
Dividends paid 0 0 0 0 0 0 0 0 (101,725) (170,127) (168,724) (164,103)
Other cashflows from financing activity 0 (69) 0 0 0 0 0 0 0 0 0 0
Changes in cash and equivalents 660 4925  (768)  (3172) 292 1303 466 308 (97,925) (164,009) (162,721) (158,305)

Absolute liquiditi ratio 0.1 0.6 0.8 0.1 02 0.1 02 1.0 21 30 38 45
Current liquidity ratio 0.8 19 24 1.0 13 1.0 14 29 3.9 438 5.6 6.3

TDA margin, % 19.8 238 18.2 224 20.5 21.0 204 21.0 20.9 19.8 18.7 17.6
Net income margin, % 1.1 58 4.0 9.1 7.7 10.4 87 10.8 11.5 11.1 10.5 9.9
EBITDA / interest expenses, 1x 15 28 35 77 8.0 222 95 229 527 517 50.0 479
CapEx / Sales, % 1.6 1.9 8.5 253 22 255 22 0.2 0.3 0.3 0.3 0.3
ROE, % 1.8 9.6 48 114 9.8 16.1 12.9 14.8 14.6 13.1 11.8 10.5
ROIC, % 72 11.6 8.8 11.6 11.8 13.9 15.1 19.2 222 239 253 26.4
Debt / EBITDA 47 28 18 13 0.7 1.1 05 02 02 02 02 0.2
Net debt / EBITDA 45 23 11 12 06 1.0 03 nm nm nm n/m n/m
Debt / equity 16 1.1 04 04 02 04 0.1 0.1 0.0 0.0 0.0 0.0

Source: company, estimates: Veles Capital
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Financial model — optimistic scenario, th USD

2 201 2011 (F) 2012 (F) 2013(F) 2014 (F) 2015(F) 2016 (F) 2017 (F) 2018 (F) 2019 (F) 2020 (F 2 E) 2010(F) 2011(F) 2012(F) 2013(F) 2014 (F) 2015(F) 2016 (F) 2017 (F) 2018 (F) 2019 (F) 2020 (F)
Sales 38875 57,388 72,023 89,343 99772 142,083 157,030 168,762 175201 179,713 182,970 185,701 Risk-free rate, % 8.1 72 6.3 6.3 6.3 6.3 6.3 6.3 6.3 6.3
Operatina expenses (excl. Amortization & (31,194) (43716) (58,882) (67,850) (76,576) (107,687) (119,443) (128,196) (133,649) (138,988) (143525) (147,845)  Income tax rate, % 204 19.0 17.6 20.0 20.0 20.0 20.0 20.0 20.0 20.0
EBITDA 7,680 13,672 13,141 21,493 3,196 ,397 37,587 40,566 41,551 40,725 39,445 37,856 Cost of equity (cs), % 18.9 18.5 17.6 18.3 18.1 18.5 18.5 184 184 184
Amortization and depreciation (1,983)  (3,715) (4933) (6,300) (7,376) (8,627) (10,088) (9,676) (9,075)  (8,523) (8,016)  (7,550)  Market risk, % 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0
EBIT 5697 9,958 8208 15193 15820 25770 27,499 30,889 32476 32,202 31,429 30,306  Betaleveraged 08 09 09 10 10 1.0 1.0 1.0 1.0 1.0
Non-recurrent items 0 0 0 0 0 0 0 0 0 0 0 0 Specific risk, % 7.0 7.0 7.0 7.0 7.0 7.0 7.0 7.0 7.0 7.0
Interest expenses (5019) (4807) (3708) (2542) (2390) (1,202) (2544)  (690)  (687)  (684)  (680) (677 Cost of debt, % 135 127 11.6 1.7 11.6 115 115 114 114 114
Non-operation expenses (125  (768)  (879)  (999)  (1,089) (1.266) (15365) (1432) (1402) (1377) (1,355) (1,331)  Specific risk, % 54 55 53 54 53 52 52 52 5.1 5.1
EBT 553 4,383 3,621 11,653 12,341 23,302 23589 28,767 30,387 30,141 29,394 28,299 WACC, % 16.7 16.4 16.4 16.5 17.6 18.1 18.1 18.1 18.1 18.1
Income tax (155)  (950)  (731)  (2.204) (2157) (4649) (4706) (5741) (6.064) (6.014) (5.864)  (5645)
Hinotty iterest 3 (114 0 Freeeashflowestimate
Net income 4an 3,319 2,890 9,449 10,184 18,653 18,883 23,026 24,323 241127 23529 22654  NOPAT 5336 8197 6,553 11,940 12,215 19,798 19,520 23,653 24944 24741 24,138 23,257
Amortization and depreciation 1,983 3715 4933 6,300 7,376 8627 10088 9,676 9,075 8,523 8,016 7,550
[Balaic;SHieets I Caokx @) (07 (615) (212 @102 (5729 @459 (416) @3 (59 (7D (89
Non-current assets 60,506 67,028 73,207 90,178 84,904 111,761 104592 94,835 85744 77,269 69360 61971  Chanaes in working capital 2008 (4202) (1,3689) (1,514) (1,047) (4539) (1656) (1,338)  (779)  (576)  (44d) (389
PPE &IA 59,094 66582 72729 89,692 84418 111277 104,110 94,355 85267 76,794 68888 61,501 Free cash flow 8,791 6,636 3,958 (5,386) 16,441  (11,843) 24493 31,575 32,806 32,234 31,238 29,928
Other non-current assets 1412 446 479 486 486 484 482 480 477 475 472 470 WACC, % 16.4 16.4 16.5 17.6 18.1 18.1 18.1 18.1 18.1
Current assets 11,203 19,503 26,642 23,741 28,987 37,518 46226 79,735 108,523 133494 157,120 179,385  Discount factor 1.00 0.86 0.74 0.63 0.53 0.45 0.38 0.32 0.27
Current assets 9908 13309 17,400 20996 23295 33190 36650 39399 40908 41966 42,729 43,369 Discounted free cash flow (5,386) 14121  (8,731) 15352 16,763 14,749 12,270 10,067 8,165
Short-term investments 50 50 3,444 0 2,649 0 4798 35201 62285 86,060 108,824 130,366
Cash and equivalents 1,246 6,145 5,798 2,745 3,043 4328 4778 5135 5331 5468 5567 5650
Total assets 71,710 86,531 99,849 113,918 113,891 149,279 150,818 174,569 194,268 210,763 226480 241356  TGR % 30
Shareholder's equity 22385 35662 60,589 70919 81,049 99419 117,701 140,021 158,963 174,948 190,313 204905  Discount cash flow sum (+) 101,551
Shareholder's capital 22,163 35679 60,607 70,938 81068 99438 117,720 140,040 158,981 174966 190,331 204,923 Discounted terminal value (+) 18,292
Minority interest 222 -17 -18 -19 -19 -19 -19 -18 -18 -18 -18 -18 EV 119,843
Long-term liabilities 34,508 40,760 28,055 20,099 13,235 13,167 13102 13,037 12972 12907 12,843 12,779  Netdebt(-) 14,102
Long-term debt 28475 34812 21671 13624 6,760 6,708 6675 6,641 6608 6576 6543 6510 Minority interest (-) (32)
Other long-term liabilities 6,033 5,948 6,384 6,475 6,475 6,459 6,427 6395 6363 6,332 6,300 6,269 Financial investments (+) 0
Current liabilities 14817 10,109 11,205 22,900 19,607 36,692 20,015 21,511 22333 22909 23324 23672 MC 105,773
Short-term debt 7440 2,808 1672 11409 6864 18561 0 0 0 0 0 0 Fair value of common stock, USD 0.66
Current liabilities 7,376 7,301 9,533 11492 12,743 18,131 20,015 21511 22,333 22909 23324 23672
Total liabilities and shareholder's equity 71,710 86531 99,849 113918 113891 149,279 150,818 174,569 194,268 210,763 226480 241,356
(Cashflowstatement
Operating activity 5078 2,281 6408 14173 16,459 22,676 27,256 31,287 32448 31819 30,772 29,415
Net income 496 4,341 3576 11602 12,287 23245 23529 28,704 30321 30072 29322 28,225
Amortization and depreciation 1,983 3715 4,933 6,300 7,376 8627 10,088 9,676 9075 8523 8016 7550
Changes in working capital 2098 (4202 (1,369  (1,514) (1,047) (4539) (1.656) (1,338)  (779) (576) (444) (389)
Other cashflows from operating activity 501 (1,573)  (731)  (2215) (2157) (4657) (4706) (5755) (6170) (6201) (6122)  (5971)
Investment activity (584)  (1,071) (9,428) (18,633) (4,751) (33,076) (8,269) (30,905) (27,656) (24,414) (23464) (22,301)
CapEx (627)  (1.074) (6158) (22,112) (2102) (35729) (3459)  (416)  (435)  (454)  (472)  (489) EV / Sales 31 21 17 13 12 08 08 07 07 07 07 06
Purchase/sale of subsidiaries and affiliates 0 0 0 0 0 0 0 0 0 0 0 0 EV/EBITDA 15.6 88 9.1 56 52 35 32 3.0 29 29 3.0 32
Other cashflows from investing activity 42 3 (3270) 3478  (2649) 2654  (4,810) (30489) (27,222) (23,959) (22,992) (21,812)  EV/EBIT 21.0 120 14.6 7.9 76 47 44 39 37 37 38 40
Financial activity (3,834) 3715 2252 1,346 (11,409) 11,694 (18,515) 0 (129,883) (206,832) (206,161) (202,023) P/E 2574 319 36.6 1.2 104 5.7 56 46 43 44 45 4.7
Changes in debt (3834) 3784  (16430) 1346  (11409) 11,694 (18,515) 0 0 0 0 0 P/BV 47 3.0 17 15 13 11 0.9 0.8 0.7 0.6 0.6 0.5
Changes in shareholder’s equity 0 0 18,682 0 0 0 0 0 0 0 0 0 EV/FCF 13.6 181 303 neg. 73 neg. 49 38 37 37 38 40
Dividends paid 0 0 0 0 0 0 0 0 (129,883) (206,832) (206,161) (202,023)
Other cashflows from financing activity 0 (69) 0 0 0 0 0 0 0 0 0 0
Changes in cash and equivalents 660 4925  (768)  (3,114) 299 1204 472 382 (125,091) (199,427) (198,852) (194,910)
Raios
Absolute liquiditi ratio 0.1 0.6 0.8 0.1 0.3 0.1 0.5 19 3.0 4.0 4.9 5.7
Current liquidity ratio 0.8 19 24 1.0 15 1.0 23 37 4.9 58 6.7 76
EBITDA margin, % 19.8 238 18.2 241 232 242 239 24.0 237 227 216 204
Net income margin, % 1.1 58 4.0 10.6 10.2 13.1 12.0 13.6 13.9 134 12.9 12.2
EBITDA / interest expenses, 1x 15 28 35 85 97 286 14.8 58.8 60.5 59.6 58.0 55.9
CapEx / Sales, % 1.6 1.9 8.5 247 2.1 251 22 0.2 0.2 0.3 0.3 0.3
ROE, % 1.8 9.6 48 13.3 12.6 18.8 16.0 16.4 15.3 13.8 124 11.1
ROIC, % 7.2 11.6 88 132 14.7 17.1 19.2 233 265 286 30.5 322
Debt / EBITDA 4.7 28 18 12 0.6 0.7 0.2 0.2 0.2 0.2 0.2 0.2
Net debt / EBITDA 45 23 11 1.0 03 06 nm nm nm nm n/m n/m
Debt/ equity 16 11 04 04 0.2 0.3 0.1 0.0 0.0 0.0 0.0 00

Source: company, estimates: Veles Capital
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Research
Public comparables
Peers' multiplies
MC,mn EV,mn EVIS EVIEBITDA PIE EBITDA margin, %

Company Country usb usb 2009 2010 2011 2009 2010 2011 2009 2010 2011 2009 2010 2011
Emerging markets
Empresas CMPC SA Chile 9,574 11,828 2.80 2.53 229 10.42 9.70 8.69 15.02 15.30 12.84 2691  26.05  26.41
Mondi Swiecie SA Poland 1,384 1,551 2.06 1.79 1.80 9.52 8.40 8.64 16.70 12.92 13.61 21.64  21.26  20.86
NTPM Holdings Bhd Malaysia 204 212 1.90 1.54 1.37 7.52 n/d n/d 11.78 1228  10.53 25.24 n/d n/d
Weighted average - - - 247 2.39 220 10.09 9.53 8.68 15.28 15.75 13.40 2486  24.58 24.79
Developed markets
Clearwater Paper Corp USA 877 1,272 0.93 0.67 0.64 8.68 5.54 5.07 11.89 1195  10.16 10.67 1202 1263
Daio Paper Corp Japan 853 4,348 0.95 0.86 0.86 7.02 744 7.54 50.91 neg. 50.76 13.68  11.60  11.40
Kimberly-Clark Corp USA 25,795 30,889 1.56 151 1.46 8.57 7.98 7.63 14.00 12.98 12.41 18.26 18.92 19.14
M-real OYJ Finland 1,271 2,530 0.73 0.66 0.64 8.15 5.34 5.00 34.23 8.15 6.91 8.98 12.40  12.71
Orchids Paper Products
Co USA 85 102 1.1 1.00 0.95 6.89 5.95 6.02 14.32 1246 1145 16.06 1686 1574
Svenska Cellulosa AB Sweden 11,267 16,418 1.08 0.93 0.90 7.46 5.95 5.60 14.59 9.74 8.87 14.50 15.71 16.07
Wausau Paper Corp USA 355 431 0.46 0.46 0.45 479 460 4.24 9.64 13.06 11.07 9.51 9.95 10.70
Weighted average - - - 1.23 1.12 1.09 7.99 6.97 6.64 14.51 1205  11.02 1540  16.10  16.37
Conservative scenario 81 95 1.65 1.32 1.09 6.95 7.23 4.84 2437 2798  10.19 23.82 1825  22.43
Optimistic scenario 106 120 2.09 1.66 1.34 8.77 9.12 5.58 31.87 3659 1119 23.82 18.25  24.06

" Muttipliers are calculated basing on valuations according different scenarios

Source: companies, Estimates: Veles Capital
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Disclosure

The statement of an analyst and confirmation of the responsibility withdrawal

This Memorandum is drawn up according to the agreement with the Syktyvkar Tissue Group, JSC (hereinafter referred to as the “Company”) under which we
provide services for taking measures necessary for IPO. This Memorandum is only being distributed to and is only directed at persons to whom it may lawfully
be communicated. Any reproduction or distribution of information contained in this Memorandum, in whole or in part, any disclosure of this Memorandum’s
consents or use of any information herein for any purpose other than considering an investment in the shares is prohibited except to the extent that such
information is otherwise publicly available.

Information set forth in this Memorandum is not an advertisement of the shares, or an offer or an invitation to make offer and is not intended to create or
maintain an interest in the Company or the shares or to facilitate any sale, exchange or other transfer of the shares. This Memorandum should not be
considered as a recommendation that any recipient of this Memorandum should subscribe for or purchase the shares.

Information in this Memorandum is not investment, legal or tax advice. Prospective investors should consult their own counsel, financial, accounting and other
advisors for legal, tax, business, financial and related advice regarding purchasing the shares.

Memorandum compliers have derived the information in this Memorandum including certain estimates and approximations, from publicly available information,
including publications, market research, press releases, filings under various securities laws and official data published by certain government and international
agencies. Memorandum compliers have relied on the accuracy of such information without carrying out an independent verification thereof.

None of this Memorandum compliers makes any representation, express or implied, or accepts any responsibility, with respect to the accuracy or completeness
of any of the information in this Memorandum.

The information appearing in this Memorandum is actual as of the date on the front cover of this Memorandum only and it is necessary to take into
consideration that Company business, financial conditions, results of operations and the information set forth in this Memorandum may have changed since that
date.

This Memorandum can include forward-looking statements, which include all statements other than the statements of historical facts. Any statements preceded
by, followed by or that include words “targets”, “aims”, “believe”, “expectations”, “expect’, “intend”, “may”, “anticipate”, “would”, “could” or similar expressions
shall be concerned as forward-looking statements. Such forward-looking statements involve known and unknown risks, uncertainties and other important factors
beyond control of Memorandum compliers that could cause Company’s actual results, performance or achievements to be materially different from future

results, performance or achievements expressed or implied by such forward-looking statements.

Information in this Memorandum, estimates and approximations, and forward-looking statements are actual only as of the date of this Memorandum.
Memorandum compliers expressly disclaim any obligation or undertaking to disseminate any updates or revisions to any forward-looking statements contained
herein to reflect any changes in Memorandum compliers’ expectations with regard thereto or any change in events, conditions or circumstances on which any of
such statements are based unless required to do so by applicable laws.

All rights for the given bulletin belong to the Investment Company Veles Capital. The reproduction and/or distribution of the analytical materials of the
Investment Company Veles Capital are prohibited without the written permission of the Company. © Veles Capital 2011.

For more information and interpretation please contact Research Department of Veles Capital IC.
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