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Address to Readers

Dear friends,

0JSC SUEK presents to you the next third reporthi@ sphere of sustainable development. This
document covers the period of 20RF08 and tells about the results of activity of the Compamy
improvement of quality of life of its employees and their families, increase of level of industrial safety at
our enterprises, about interaction with local communities and trade unions, about development in the
sphere environmental protection.

Published reports of OJSC SUEK in the sphere of sustainable development have drawn considerabl
attention of readers. The fiHeack allowed us to reveal great interest on the part of employees of the
Company, representatives of public organizations, governments of the regional and federal levels
Russian and foreign business. Thus, we made sure that such reporting is intanestiegessary to the
society. Having received feedback, we have partly revised the activity in the sphere of sustainable
development, have introduced certain adjustments and improvements into the socially important projects
have raised efficiency of sotiavestments.

For the two years covered in the report the Company achieved considerable results in production an
marketing activity, in the financial sphere and corporate development and, certainly, in relations with
local communities in regions of perxce of the Company. We have strengthened positions of the largest
coal and energy company of Russia: today SUEK surely keeps the status of the leader on coal minin
volumes, supply of coal to both domestic and external markets. We continued to strémgtpesition

of one of the leading fuel and energy companies of the world: SUEK is one of the largest companies ir
the world in terms of volumes of extraction and is one of the key world exporters of coal. Record
indicators of production were achieved: Dénillion tons in 2008 In total, for these two years our
enterprises produced more than 187 million tons of coal.

In 20072008 the Company continued implementation of the most-agdée investment program in the
Russian coal industry. Almost RUR 28 bimere applied for acquisition of stadéthe-art equipment,
decision of logistics and transport infrastructure issues, coal quality improvement. For the two years
expired we finished construction and commissioned Vanino Bulk Terrdingihe largest investent

project of the Company.

Due to the investments made, labor productivity at SUEK entergaséiselast four yeardas increased

more thanl.5 times and continues to grow today. SUEK enterprises are déadRussia in terms of

labor productivity, ad some mines andurface mine are among the most efficient in the world.
Introduction of new equipment and statethe-art technologies, measures take to improve industrial
culture led to significant improvement of safety of production environmentgctieduof injury rate.
Implementation of project on disposal of degassed methane aimed at minimization of greenhouse ga
emission and provision for safety of mining was among the considerable achievements of the Company.

In 20072008 the major step in implentation of SUEK development strategy as the coal and energy
company using the synergy of coal and energy lines of business was made. As the result of completion ¢
reform of RAO UES of Russia, OJSC SUEK became the main shareholder of OJSC Kuzbassehergo a
OJSC Yenisei TGC (TGQ3).

We believe that the Company has achieved success in the sphestagiable developmewhich OJSC

SUEK considers as an integral part of business. Scales and importance of SUEK business both for tt
country and for the inteational economy assign certain social and public obligations to the Company.
Our achievementsiithis sphere are described in this report. We strive not only to effectively perform our

! Hereinafter the CompanySUEK, OJSC Siberian CoalEnergy Companyshall meanOJSC SUEKand the
companievithin thegroup ofentitiesof 0JSC SUEK
? Detailed information ipresentedn page 2



obligations to employees, society and future generations. Our objéctiy promote development of new
technologies, to create new standards in the sphere of sustainable development. Implementation ¢
environmentalprojecs, SUEK-REGIONS Foundation programs on social development of territories,
large scale land restorati@me practical examples of responsible business practice of the Company, its
contribution to social progress of the socieffiese successes are publicly recognizég the result of

2008 SUE§K was among the leader of the rating of corporate social rislitygnamong the Russian
companie

Global economic crisis which began in the end of 2008 and worsened market conditions influenced the
Companyb6s work for sure. The board of director
crisis action plan defing the vector of development of the Company for the nearesttehortperiod.

The plan is aimed at maintenance of stability of current activity management; implementation of the
major investment projects focused at maintenance of necessary level ofitioal and industrial safety,
sustainable operation of electric energy enterprises. Operative acceptance and introduction of this pla
allowed to mitigate in many respects influence of the economic crisis on operation of SUEK enterprises.
It is necessaryotnotice that the Company kept the projects in the social sphere.

Due to the considerable safety factor worked out for previous years, stability of industrial and
administrative processes, high operational efficiency, timely acceptedriaitiprogramthe Company

has all possibilities not only to resist to the crisis situation, but also to strengthen its leading positions in
coal energy industry and in the world energy market. The Company plans to keep the status of the leade
including in the spherefcsustainable development, to strengthen relations with all communities and
audiences significant for it.

The social report for OJSC SUEK is an important tool for further development of these relations. We
hope that familiarization with this document wiké useful and interesting for our readers, we will wait
for your responses and remarks.

Chairman of the Board of Directors CEO

Alexander Landis Vladimir Rashevsky

% According b Russian version of Accountability Rating global project.



Companyods Profile

0OJSC Siberian Coal Energy Company is the largest coal and energyrieaten Russia and one of the
leaders of the global coal industiryin terms of coal reserves, coal mining volumes, supply to the world
market.

SUEK mission is to be a reliable supplier of energy to its customers, improving conditions of life of
future generations.

SUEK provides about 30% of supply of coal at domestic market and 24% of Russian coal export, is one
of 50 largest companies of Russia by volumes of sales. The company is one of the largest suppliers ¢
energy coal in Europe, increases salesuwels to Asian markets and exports coal to more than 30
countries in Europe and Asia. Export deliveries of OJSC SUEK are carried out through a 100% affiliated
company, SUEK AG, which offices are opened in Switzerland, Poland, Indonesia and Taiwan.
Geograpltal location of SUEK extracting enterprises allows to work effectively both on European and
on Asian markets. Diversification of coal supplies is supported by development of own logistical and
infrastructural capacities: in 2008 the first turn of VanindkBiierminal in the Khabarovsk Territory was

put into pilot operation. In the long term the terminal will become the largest in the Far East which will
allow to improve efficiency of deliveries to one of the key markets of energydcaidle countries of
Asian-Pacific Region.

Share of production of electric energy by affiliated companies of OJSC SUEK in total production
throughout the Russian Federation in 2008 made 5.6%. Subsidiary and affiliated companies of OJS(
SUEK in electric energy industry (OJSC Kugbanergo and Yenisei TGC (TAQ)) ensure energy and

heat supply in the Kemerovo Region, Altay and Krasnoyarsk Territories, Republics of Khakassia and
Tyva with total population over 9 million persons

Being the reliable supplier ensuring uninterrupted &mekly supply, strictly performing contractual
obligations irrespective of fluctuations of the market environment, the Company guarantees high level of
services for clients in all segments of business. Sustainable work of SUEK is supported by synergy effe
of activity of coal and energy segments of business which allows to optimize Company business
processes, cut costs, improve the level of management of coal deliveries (SUEK coal mining enterprise
are the main suppliers of fuel for affiliated energy pames of the Company).

In terms of labor productivity indicators, now SUEK has one of the leading positions in the industry.
Some mines andurface mine of SUEK are among the most efficient in the world. In particular,
Kotinsky mine (the Kemerovo regipiis one of the best mines of the world by the indicator of monthly
coal production by one face.

SUEK is one of the largest employers in Siberia and in the Far East, providing employment for over 49
thousand persons in coal and energy industry. In itgiggctine Company is fully guided by principles of
corporate social responsibility. Thus, the Company aspires to develop partner relations with all
stakeholders focusing on improvement of labor safety of employees and on their social protection,
investing funds into development of regions of presence and systematically reducing environmental
impact. Based on the results for 2008, the Company was one of the leaders of corporate socic
responsibility (CSR) rating among the Russian companies, taken the fmsition in the Russian
version of Accountability Rating Global ProjécSuccesses of the Company in the field of social
responsibility were appreciated and awarded with the Diploma of the Federation Council of the Federa
Assembly of the Russian Fedeaqti

SUEK actively participates in formation of electric energy industry development strategy, taking part in
the work of advisory councils at competent public authorities. The Company is a member of the Siberiar

* http://www. fcinfo.ru/themes/basic/material@cument.asp ?folder=1465&matlD=200787
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Energy Association and a -<dounder of Counit of Electric Energy Producers Noncommercial
Partnership.

Coal-mining Business Segment

Coal line of SUEK business includes 33 epahing enterprises, 8 preparation plants and modules, 11
transport and service enterprises. Coal assets of the Compagwographically diversified they are
located in the majority of the main ceaining regions of Russia. Reserves are characterized by high
level of geological exploration. Advantages of deposits include favorable geological and geographical
conditions ofextraction. About 70% of coal is mined by open pit; depth of bed position does not exceed
200 m. At the same time, SUEK is the largest coal company of Russia in terms of volumes of
underground coal mining which imposes especially strict requirements amizmgon and safety of
work.

Coalmining and service enterprises of the Company are usually united into regional production
companies: OJSC SUEKKuzbass OJSC SUEKKrasnoyarsk LLC SUEK-Khakassia OJSC
Primorskugol, OJSC Urgalugol.

Licensed sites of theleposits developed by mines aadrface mine of SUEK are located in the
Kemerovo RegionTransbaikalia Krasnoyarsk, Primorie and Khabarovsk Territories, in the republics of
Khakassia and Buryatia. Optimum reserves of brown coals for-gipenining are oncentrated at
Borodinsky and Berezovsky surface ming (Krasnoyarsk Territory). Large reserves of high quality
power coals are found at Kharanorskyface mingChita Region). Coal of high quality is produced at
Tugnuyskysurface mindRepublic of Bury&ia). Beyskycoal field of Minusinskcoal basinRepublic of
Khakassiqis promising. Coal reserves for underground mining are mainly concentrated at mine fields of
Kuznetskcoal basin(Kemerovo Region). The total volume of proved and probable coal resefve
SUEK enterprises, according to the evaluation by SRK Consulting, in compliance with international
standards of calculation of reserves of minerals made 5.4 billion tons as of 01.01.2007.

The basic priorities of SUEK investment strategy in coal bssine
e Overall modernization of equipment at coaihing enterprises for maintenance of international
standards of safety and labor productivity;
e Implementation of coal preparation program through reconstruction and building of new
preparation capacities;
e Reorientation of production processes to us@pofed technologies of coal production and coal
processing.

Energy Business Segment

0OJSC SUEK is the main shareholder of OJSC Kuzbassenergo and OJSC Yenisei TG TWEE the
cumulative installed generah capacity of about 7 thousand mW, and the largest private investor in
0OJSC FaiEastern Energy Company. The structure of OJSC Kuzbassenergo and OJSC Yenisei TGC
(TGC-13) includes 4 GRES and 13 CHPS as well as service and repair divisions.

Providing relidle and uninterrupted supply of consumers with heat and electric power, energy companies
carry out the following principal types of economic activities:
e Production of electric and heat power;
e Transportation and sale of heat energy produced by compardeguachased from other
producers;
e Sale of produced electric energy to the wholesale energy market.

0OJSC Kuzbassenergo and OJSC Yenisei TGC (IGQmake necessary investments into accifiest
functioning of generating equipment. Development of compEherprogram of increase of efficiency
of all stations forming part of these companies betraaddition, investment programs on development
of coal generating capacities are implemented

7



0JSC Kuzbassenergaarries out its activity in territory of the Keerovo Region and Altay Territory.
0OJSC Kuzbassenergo includes the following producing units:

Kemerovo Region Altay Territory

e Kemerovo GRES o BarnaulCHPS1
e KemerovoCHPS . BarnaulCHPS2
e Novo-KemerovoCHPS o BarnaulCHPS3
e KuznetskaydCHPS

e TomUsinskaya ®RES

e Belovskaya GRES

Total installed electric capacity of stations of OJSC Kuzbassenergo makes 4388.2 mW. The installec
heating capacity is 8744.5 Gkal/h.

0OJSC Yenisei TGC (TGG13) carries out its activity in territory of the Krasnoyarsk Territory and
Republic ofKhakassiaThe Company includes the following producing units:

KrasnoyarskTerritory Republic ofKhakassia

e KrasnoyarsiCHPS1 e AbakanCHPS
e KrasnoyarskCHPS2

e KrasnoyarskCHPS3

e Nazarovskaya GRES

e KanskayaCHPS

e  MinusinskCHPS

e  SosnovobmskayaCHPS

Total installed electric capacity of stations of OJSC Yenisei TGC (I&0makes 2518.0 mW. The
installed heating capacity is 6983.1 Gkal/h.



Basic Characteristics of the Corporate Social Report

In order to use in practice the principle
transparency in the relations with stakeholde
0OJSC SUEK regularly prepares and publish
corporate social reports. The respecti
approach was documented by the resolution
the Board of Directors of OJSC SUEK in 200
This report is the third one artd covers the
activity of the Company for 2062008.

The document ensures succession &
development of the social reporting of SUE
On the one hand, the corporate social report
allows to develop and support constructi
dialogue with the stakeholders thus
contributing to formation of their integral an

The first corporate social report (for 2001-2005)
was one of the first public documents of the Compa
and covered the fivgear period of SUEK
establishment and developmenfThis document
publishedin 2006 became an important step in th
Company O6lespmentd eance improvement of
transparency

The report for 2001-2005 was prepared using the
recommendations of GRI international manageme
Report verification was performed tBureau Veritas
Certification.

Reportmaybefoundat the Company's wetite
http://www.suekru/pagephp?id=73&mfile=518

objective vision of the results of SUEK activity

in the sphere of development of social and economic success and environmental protection. At the san
time, preparation of reports gives new opportesitio the Company to improve corporate governance
system and allows to optimize business processes reconciling them with the results in the sphere ¢

sustainable development.

Initial Objectives

New Opportunities

Main Results

. . v Invent f social project
v Ensure information and ::;132:; sovatprojects
transparency of the Company + Formation of target
. v Significant increase in the . . Ls
v Overcome negative . social policy principles
" £Co . level of analysis of corporate
s ereoty_pes_o mparny s social responsibility techniques v Activation and
perception in the business and ; vement of efficien.
expert community » Establishment of information o - ¥
flows of dialogue with
v Publicly announce social stakeholders
responsibility of the Company ’ Anal_yms of best plmfhoes, _ + From social cxponsesto
including those compliant with .-
v Show first results of the internationally tod social investments
application of the modern criteria T
principles of corporate
governance
. s Development and Establishment of “feedback link™
mﬁ;@if;’;m;;ls’ilxym d introduction of progressive between the result of social reperting
m-g not sfemﬂﬁc policies and management and development strategy of the
5y procedures Company

GRI Compliance

GRI (Global Reporting Initiative) is the internationally acespstandard for preparation of reports in the

sphere of sustainable development.

The following GRI documents were used in the course of preparation of this report:
e Guidelines for reportingn the sphere of sustainable developnm{&8B version, 2006);


http://www.suek.ru/page.php?id=73&mfile=518

e Industrial supplement to GRI for metallurgical and mining sector (Sustainability Reporting
Guidelines & Mining and Metals Sector Supplement).

The current version of GRI Guidelines outlifear main principles to define the contents of the report:
importance coverage of stakeholders, contexso$tainable developmemompleteness. While preparing

this report, SUEK tried to apply these principles to the maximum possible extent.

Importance

Coverage of stakeholders

Context of  sustainable

development

Completeness

Company's actity for 20072008 was analyzed, essential facts
outlined and key events in sustainable development contex
described. At formation of the list of key themes, OJSC SUEK
guided by the best practices of creation of social reports by the I
world companies.

The report includes those facts and events which, according t
Company, are significant for various groups of stakeholders.
Companyodés activity i s pgnta sievnof
business as such, but also in a wider context. In particular, this c
includes description of SUEK contribution or future contribution i
the change of economic, ecological and social situation, develoy
processes and trends at4l, regional and global levels.

The Company tried to give the most full information on the acti

including:

e Reflection of a wide rangeof subjects connected wil
sustainable development;

e Inclusion of

companies;
e Provision of wide range of relevant information for f
accounting time period.

According to the Company, this repadrresponds to level Co f

fiSustainabl e

Summary tables of complianoéthe reporwith the spedied systems are presented on padeZ®

Report Verification

information on subsidiary and tfied

Repo

SUEK considers document check and verification by independent auditors in terms of reliability,
completeness and objectivity of the information provided as an importance component of report

preparation. The report was verified by the

Internal Control and Audit Service of th
Company. This service is independent frg
the Company's management which fg
ensures objectivity of verification an
reliability of t he
verification, the auditors were guided by:

e The current legislation;

e Standards of professional intern
auditing of the Institute of Interna
Auditors;

e GRI Sustainable
Guidelines;

e Regulations on the Internal Contrc¢
and Audit Service of OJSC SUEK;

Reporting

e Internal regulatory documents @

The second corporate social report (covers 2006)
describeghe main provisionsof the long-term strategy
of the Company, priorities of the social andsmnel
policy, SUEK objectives in the spheres of use
icl eanod coal mi ni ng an
environmental  protection and labor  safet
improvement

This Reportwas awardedwith severaldiplomasfrom
the business communitsRI Guidelinesof the third
version were usedto prepareit (application leveld
#+). Report audit was held byBureau Veritas
Certification.

The i s avai lsaebl e

http://www.suek.ru/pagehp?id=73&mfile=515

report

0OJSC SUEK.

The text of report of the Internal Audit Service is presented in this report on pagas 60

eport
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Report Boundaries

As compared with the previous reports, in this report the reporting boundaries have undergane certai
changes. In particular, as SUEK accepted electric energy companies into its structure, the informatiol
provided on SUEK subsidiaries and affiliates (S&A) is structured by two main lines of activity:

e Coal mining business segment (includes coal miningsandce companies);

e Electric energy business segment (OJSC Kuzbassenergo, OJSC Yenisei TGC3jJ.GC
The reporting covers the enterprises operating in 10 regions of the Russian Federation: Kemerovo Regiol
Krasnoyarsk, Primorie, KhabarovsSksansbaikaliasand Altay Territory, Republics of Buryatighakassia
Irkutsk Regiofi and Moscow.

Contents of the Social Report

This report presents key information on SUEK activity in 28008 in the context of sustainable
development and various aspects.

Much attetion in the report is paid to corporate governance and extension of dialogue with the
stakeholder$ these issues are vital to increase the Company's transparency and compliance of its activit
with the world best practices.

The report presents informati in the sphere of social and labor relations, improvement of labor
conditions, quality of employeesd6 | ife which re¢
of the best employer in Russia.

The essential part of the report is devotetheoCompany's activity in the sphere of health and safety.

The report covers the relations of the Company with the local communities: it reflects the principles of
soci al partnership, main approaches t thetertitogiesC o m|
of presence, projects and programs implemented.

Data on the environmental impact of the production processes of the Company take an important place i
this document. Reduction of negative environmental impact is one of the strategieprdSUEK.

The report describes in detail the activity of the Company within the frameworks of development of new
technologies and new business practices in the sphere of sustainable development.

®In 2008 theCompany stopped to be a shareholder of the companies located in the Irkutsk Region
11



SUEK: Main Results for 20072008

Integral Indicators

SUEK is the largest Russian producer and supplier of coal at the domestic and external markets, is one
the global leaders in terms of these indicators. Thus, in 20@¥ production volumeshby SUEK
companies made 90.9 min. tons, in 280®6.2 min. tonof coal.

The Company strengthens its leadership positions in the fielwbalf supply both at domestic and
external mar ket s. The Companyds internadi2@2nal
million tons of coal. Coal sales at the expodrkets are carried out through a 100% subsidiary of OJSC
SUEKA SUEK AG. The basic directions of international sales are the European countries (including the
UK, the Netherlands, Denmark, Finland, Poland, France, Germany) and the countries eé?akdian
region (including China, Japan, South Korea, Taiwan). Consumers of SUEK coal are a large number o
the major foreign power and industrial corporations.

The volume of coal salen 2007 made 89 million tons, in 20@8 95.7 million tons. At the domestic
market sales made 63.2 million tons in 2007 and 67.5 million tons in 2008. Electric power companies
account for the major part of coal supplies.

In 2007 sales revenuemade RUR 72,688 million (from coal sade RUR 61,393 million), in 200&
RUR 92,700 millon (from coal salé RUR 76,101 million).The profit from core activity made RUR
4,135 million in 2007 and RUR 5,232 million in 2008.

Productivity of coal mining has grown since 20Qhore thanl.5 timesd up to 3741 tons/person a year
and now exceeds by methan two times the average indicator for the coal industry of the Russian
Federation. Some SUEK mines aulface mins are among the most effective in the world.

Coal mining productivity for SUEK, ton/person/year Coal mining productivity, 2008, ton/person/year
4000 3741 4000 3741
3500 3144 3500
3000 878 3000

2500 2382 2500
2000 2000 1768
1500 1500
1000 1000

500 300

2005 2006 2007 2008 SUEK Russia (without SUEK)

Development of Energy Business Segment of the Company

Achievement of maximum syngy effect from combination of coal and energy businesses of SUEK is
one of the major points of development strategy of the Company till 2020. Therefore, while forming
vertically integrated fuel and energy company, SUEK focused at energy sector, filst aif the
enterprises which principal type of fuel was coal.

® Taking into account coal mining by LLC Company Vostsibugol (QI 2008), 0JSC Komsomolets Mine (2008) and
0JSC Egozovsky Mine (Januakjay 2008) which were allocated in theurse of reorganization of OJSC SUEK in
2007, but during the specified period continued to be a part of OJSC SUEK group of entities. Without indicators of
these enterprises the coal mining volume in 2008 made 91.1 million tons
" Financial indicators ofoal business dbJSC SUEKwithout indicators ofubsidiaries andffiliates dependent of
0JSC SUEKand other legagntitiesfrom OJSC SUEK group of entitieseprovided
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As the result of completion in 202008 of reform of electric power industry and reforming of RAO
UES of Russia, the Company became the main shareholder of OJSC Kuzbassenergo and OJSC Yeni
TGC (TGG13), and the largest private investor of OJSC-Eastern Energy Company. SUEK coal
mining enterprises are the main suppliers of fuel for these companies.

Share of SUEK S& A in electric power generation, 2008

Share of SUEK S& A in heat power generation, 2008

SUEK S&A

Amur Region

Khabarovsk Territory
Primorie Territory

Republic of Sakha (Yakutia)
Kemerovo region
Krasnoyarsk Territory
Altay Territory

Republic of Khakasia

Russian Federation

12,95%

3323%

21,01%

732%

5.65%

49

Other cxompanies

87,05%
06 58%
99,77%
66.77%
78.35% 21.65%
78,.99%
24% 30,76%

92,68%

9435%

SUEK S&A

Other cxompanies

3 430,

023%

Amur Region

Khabarovsk Territory
Primorie Territory

Republic of Sakha (Yakutia)
Kemerovo region
Krasnoyarsk Territory
Altay Territory

Republic of Khakasia

Russian Federation

2025%

72,32%

14.15%

15,87%

2335%

26,99%

25.00%

32.11%

3,72%

79,75%

27,68%

55.85%

24.13%

76.65%

73.01%

71.91%

67.89%

96.28%

The main synergy effects from integration coal and energy businesses of the Compaimedret
increase of efficiency of strategic, investment and operational management and at mitigation of busines
risks. By the beginning of 2009, work on achievement of key synergies in following directions was
performed:

e Integrated fuel supply to owmgenerating
capacities;
Acquisition of inventory and services;
Energy and capacity sale;
Investment process;
Centralization and unification of generg
administrative functions.

Alexander Khloponin, the governor ofthe
Krasnoyarsk Territory :

filt i s thatl eow SSBEKt owns
generating capacitieat theterritory of our
region. It meanshat in thisindudry we have
one more responsible, predibte and
reliable partnen

is From interview to

newspaal

Development of electric power business of SUEK
aimed at strengthening of theadership position in
the market and capitalization increase, maintenaipce
of power and environmental safety, decrease in [[he
cost of products made, production modernizatin)n
and reequipment.

SUEK corporate
GCmpany o0,

For the accounting period production electric and heat poywEEK energy enterprises made:

OJSC Kuzbassenergo 23,232 23,635 14,630 15,079.2
OJSC Yenisei TGC (TG@3) 11,490.3 14,236 13,849.3 14,450.8
Total 34,72 37,871 28,479 29,530

Installed electric capacity use factor in 2008 made 61.4% for OJSC Kuzbassenergo and 64.4% for OJS
Yenisei TGC (TGEL3).
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Investments

From the first years of its activity SUEK invests considerable funds into future developareyihgout
the most largescaleinvestment progranin the Russian coal industry. Volume of investments into SUEK
coal business only for 202008 made almost RUR 28 bin.

SUEK investments in coal business, RUR bin.

LA

2003 2004 2003 2006 2007 2008

Main investment targets in 20072008:

e Overall modernization of equipmerat cal-mining enterprises (first of all, in underground coal
mining) for maintenance of the world standards of productivity and labor safety. Work- on re
equipment of some SUEK mines in the Kemerovo Region, RepubKhakfassisand Khabarovsk
Territory contineed.

e Investments into logistics and transport infrastructure facilitie®r coal transportation.
Construction of Vanino Bulk Terminal was the main project in this sphere (Khabarovsk Territory,
Muchke Bay) which cost made RUR 9 bin. In 282108 the projectame to the final stage and in

the end of 2008 the terminal began its operation. Constructed using the most advanced technologie
after it attains the design capacity (12 million tons of coal transfer per year) it will become one of

three largest coal pis of Russia and will allow to increase significantly the volumes of coal export
to the countries of AsiaRacific region. SUEK also makes considerable investments into railway
infrastructure of the Kemerovo Region, Republic of Buryatia, Krasnoyarsktdrgreivhich total
amount shall make about RUR 5 bin.

e Implementation of coal preparation progranthrough reconstruction and construction of new

preparation capacities. During the period under review the Company constructed the modern

preparation plant at éhTugnuyskySurface minéBuryatia andlransbaikalial erritory), investments
into this project made RUR 2.2 bin.

In electric power industry, OJSC Kuzbassenergo and OJSC Yenisei TGG1J)GGake necessary
investments into accidefitee functioning of the generating equipment and heating systems.

Development of comprehensive program for increase of efficiency of all stations of these companies ha
begun. In addition, investment programs on development of coal generating capacities are implementec

Among themain investment programs are the construction of startup complex of turbine unit with the
capacity of 120 mW of NowKemerovo CHPS and completion of construction of energy unit 1 of
Krasnoyarsk CHPS.

14



Investments into energy business, RUR bin.

0OJSC Kuzbassenergo 6.0 4.6
OJSC Yenisei TGC (TGQ3) 1.9 4.5
Total 7.9 9.1
Innovation

SUEK considers introduction of new technologies into the coal industry and coal energy generation
allowing to raise efficiency of production activity of the Quamy to be an integral part of its activity.
Thus, the Company receives additional possibilities for strengthening of its leadership positions at the
power market and gets new impulse for the further development of coal energy generation as ke)
compound pwer industry of the 21 century.

SUEK has formulated the following objectives of its innovative strategy in the field of coal mining:
¢ Increase of ecological compatibility of coal mining;
e Decrease in the production cost;
e Labor productivity increase.

In the field of generation of electric and heat power:
¢ Increase of ecological compatibility of production of electric or heat power;
e Decrease in the production cost of 1 kW or 1 Gcal;
¢ Increase of efficiency of power and heating stations.

Beginning of pilotproduction of semcoke from ordinary coal at Berezovs8urface ming€Krasnoyarsk
Territory) became the important project in the field of innovations in 2007. -&ekmi (coke of
metallurgical purpose) is a raw material for metallurgical enterprises.

NM2008 i n the Kemerovo Region at S. M. Kirov Min
degassing methane at OJSC SUEKi z bass mi neso tri al 0-GHPS withithe n o
capacity of 1 mW was started. This plant will work on theenirethane received as the result of work on
decontamination of the mine. Launch of m@HPS is the first project in Russia which is carried out
within the frameworks of the program on reduction of emissions of carbonic gas under the Kyoto
Protocof. At the moment, possibility of implementation of the project on transfer of boiler houses from
liquid fuel to brown coal and to synthesis gas production is also studied.

Corporate Structure

The main principle of SUEK corporate structure improvement is catitnu of seamless assets
management capable to meet the interests of all shareholders and investors to the maximum exte
possible and to create preconditions for formation of effective business processes.

In order to ensure transparency and flexibility tbé system of possession and management of the
Company throughout 202008 the problem of construction of think structure was being solved:
0OJSC SUEKD subsidiary (affiliated) companies. As the result, for two years the number of companies
in the coalsector in SUEK corporate structure was reduced almost &widewn to 38, and in the energy
sectord down to 7.

8 For nore detai about the projeciee pag8&8 of this report
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During the last two years, the work begun in 2005 on creation of regional production companies (RPC)
was finished. So, in 2062008 RPC formatin in Khabarovsk and Primorie Territories was finished, and
the following companies were creatddJSC SUEKKrasnoyarsk OJSC SUEKKhakassiaand OJSC
SUEK-Kuzbass RPC include the largest cemining and transport enterprises of the Company in the
region. The main objectives for the next years includestracturing of corporate structure of the
Company in the whole (taking into account the process of integration of coal energy business);
completion of formation of twdink structure of assets possession.

Improvement of Management Systems

In 20072008 the Company launched a number of projects for improvement of business processes an
support of peak efficiency in all lines of activity.

e To increase manageability and transparency of key business processesl aeduce terms of
report preparation, in 200,22 008 ERP system was introduced
Pilot projects were started at the head off@@SC SUEKKrasnoyarsKand its divisions), SUEK
branches. The system runs in following areas: symale, accounting of treasury operations,
fixed assets and investments, financial, tax and administrative accounting. As of the end of 2008
the system operates at the head off@#SCSUEK-Krasnoyarskand in all SUEK branches in the
regions.

e To improve the quality of services in the field of bookkeeping and tax accountingjn 2007
the common service centre (an affiliated company of OJSC SUEBtinfin LLC) was created.

e To optimize and automate processes of payroll calculation and personnel management,
since 2008 SAP ERP HCM system was launched at SUEK enterprises. Pilot projects were starte
in 2007 at SUEK head office and@ISC SUEKKrasnoyarskThe system functionality includes
the following modules: personnel accounting, table accounting, payookkeeping, including
formation of the state statistical and managerial reporting by SUEK enterprises. After the end of
the pilot project, the system was introduced to all regional branches of the Company.

e Introduction of XPAC/XERAS system was perforntedoptimize middle-term simulation and
planning of development scenarios Introduction started in 2006 from the pilot project on S.M.
Kirov mine which was finished by the end of 2007. During 2008 the program was introduced at
all SUEK enterprises.

Integrated Management System

In the end of 2007 the Companyb6s management m
development and introduction of the integrated management system, which will result in compliance of
activity of all SUEK enterprisewith the international standards in the sphere of quality management,
ecological management and management of industrial safety. This compliance should be confirmed b
ISO 9000, ISO 14000, OHSAS 18000 certificates.

The purpose of this work is organizatioh activity of the Company on the basis of the best world
practices which application ensures:

Compliance of products/service with the requirements of clients;

Increase of degree of customer satisfaction;

Constant i mprovement of the Companyds perfo
Decrease in unproductive expenses;

® Xeras/Xpads thesystemof industrialschedulingdesignedor middle-term and longerm planning otoreactivity
of mining enterprises
16



e Improvement of quality of products at the expense of maintenance of quality of business
processes;

Increase of management performance;

Increase of responsibility and discipline of the personnel,

Competitive advantages

Confirmation of responsible attitude to environment;

System approach to management of labor safety which, in its turn, leads to improvement of
production and sustainable development.

In 2008 the pilot projects were started:

e Introduction of quality managnent system under ISO 9001:2008 at the head office of the
Company and its certification;

e Introduction of the integrated management system under ISO 9000, ISO 14000, OHSAS 18000 a
the enterprises in Lenindkuznetsky.

It is planned to extend the experienof introduction of the integrated management system to all
enterprises of the Company.
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Sustainable Development and Cooperation with Stakeholders

Priorities in the Sphere of Sustainable Development

SUEK priorities in the sphere of sustainable developnaee closely connected with orientation of the
Company to creation of the leading national vertically integrated energy holding with the leading
positions not only on coal but in the electric power market as well. Achievement of this purpose sugges
the use of the system approach to development of the Company and solution of a set of economic
industrial and social problems:

Constant improvement of Financial stability, efficient risk
industrial safety level management
Innqva]_i::l: ?m:?c:]oon Social and environmental
OrBANZANOn O} Produc Sustainable development responsibility and
processes, high quality orate
services for customers in oop B e
all busi according to infernational
usiness secgments standard

5 =

Ensure constant improvement of personnel
qualification

Priorities of the longerm strategy of the Company are formulated in the Strategic Development Program
accepted in 2007 and iivé years' industrial and investment programs which define the basic directions
and purposes of SUEK development for middle and long term.

Global financial crisis induced SUEK to introduce some corrective amendments in its current activity. In
particular, the structure of expenses and investments was optimized: strategy of active investment
development of the Company was transformed into strategy of moderate development with the mair
accent on increase of efficiency of existing assets. On the one ha@jrtipany continues to pay much
attention to improvement of production processes and improvement of quality of products, maintenance
of financial stability and risk management. On the other hand, the Company continues to adhere t
advanced standards of sdci@sponsibility, continuing to carry out corporate social programs for
employees, being engaged in increase of safety of working conditions, making investments into socia
and economic development of regions of presence and minimizing environmentalofifsattivity.

Cooperation with Stakeholders

From the moment of its establishment in 2001, the Company paid much attention to active dialogue with
all stakeholders. Considering the scale of activity of the Company and degree of its influence on the
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sodety, such dialogue is an important factor of SUEK sustainable development, preservations of positive
dynamics in social and economic sphere.

SUEK cooperation with stakeholders is based on the principles of mutual respect, formatiortefrtong
partner elations, diligent performance of the assumed obligations. For the accounting period purposeful
efforts of SUEK on development and expansion of cooperation with interested parties allowed to improve
efficiency of social and public initiatives of the Compaim particular, SUEK bought its regional social
activity to a qualitatively new level by creation of Foundation of Social and Economic Support of
Regions SUEKS REGIONS Noncommercial Organization. The activity of Foundation representing a
new format of elations with regional and loca
authorities on the basis of the private and st
partnership is aimed at implementation of soc Stakeholders of OJSC SUEK include:
programs and sustainable development of regions
the Companyb6s presence. e Personnel of th€ompanyand trade
unions

Business partners
Stateauthorities

Expert and public organizations
Potential investors

Local commurties.

Preparation of regular social reporting also dbntes
to further development of the dialogue between
Company and stakeholders. While preparing t
report, the Company did not hold separate spe
actions connected with interaction with stakeholde
considering that dialogue, business partnersimd
cooperation should be of not single, but of wide
directed system nature.

Cooperationwith trade unions is based on aspiration to create a strong social partnership allowing the
Company to support stable social conditions in labor collectiods)d optimum solutions to disputes, to
accurately regulate the rights and duties of the parties. SUEK management holds regular meetings ar
consultations with the representatives of trade unions. The Company considers it necessary to participa
in brarch agreements in electric power and coal industries. Social obligations of the Company, key
parameters of cooperation with trade unions are also fixed in bilateral agreements operating at region:
levels. Detailed elaboration of guarantees, compensatakaga of employees, mutual obligations of
social partners is provided by the collective agreements operating at the enterprises of the Company.

One of SUEK key partners in the dialogue are trade unions and public authorities of various levels
(federal, rgional and municipal).

Cooperation agreements are regularly concluded inréigeons of SUEK presencewith regional
authorities. These documents govern the participation of the Company in the decision of social anc
economic problems of constituent enstiand confirm the constructive partner relations established
between the Company and regional administrations. The main directions of address financial suppor
from the Company are fixed in the agreements, the investment projects implemented by SUEK to
increase the level of safety at the enterprises of the Company, to improve ecological conditions anc
solution of other significant industrial and social issues of activity are stated. Agreements with regional
authorities cover all set of social obligationstité Company both at the level of constituent entities and

at the level of separate areas and municipal districts of a certain region.

Close cooperation between SUEK and the Company
and flexibly to situabn change at world and domestic markets, operatively adapting the operational
activity of the Company to change of economic conditions.
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Set of Corporate Policies

A number of corporate policies regulating the activity in separate spheres of sustagmaditgment
operate in the Company, including:

Corporate social policy;

Environmental policy;

Policy in the sphere of quality of coal products;
Palicy in the sphere of HR management.

Principles and provisions of these policies apply to all branchesjdsaies and affiliates of the
Company and are considered in relations of SUEK with the Russian and foreign suppliers and buyers.

Corporate social policyof SUEK is aimed at formation of favorable social environment for achievement
of strategic target®f the Company: creation of conditions for harmonious and seamless work of

collective, professional growth and improvement of
quality of life of employees of the Company
constructive interaction with the state and society
solution of social problems. his document is the
general platform providing for unity of approaches

) . L e Strategic and economic validjty
management by various aspects of social activity e System approach
the Company in such spheres as: « Addressing and flexibility
Activity;
HR management; : Efﬁcie)r/]cy
Management of regional social programs o Justice '
the Company; 4 ]
. o onesty
Management of internal andexternal «  Cooperatio
communications; P 0
e Transparency

Basic principles of social policy of the
Company:.

Labor safety and industrial safety;
Environment protection.

Environmental policy defines planning by the Company of its industrial activity taking into account
necessity of continuous decrease in negative influence on envimorand taking a set of regular
measures in this spheM/ithin this approach the Company assumes the following obligations:

To carry out production processes according to the requirements of the federal and regional
nature protection legislation, with usé international law standards and the best practices of
other companies;

To use rationally the natural resources transferred to the Company for use, taking into account the
main principles of environment protection;

To ensure decrease in negative impeatconomic activities on environment on the basis of use

of the best existing technologies taking into account economic and social factors;

To constantly improve managerial processes of nature protection activity;

To strive to achieve compliance of é&mgical management of the Company with recognized
international standards.

Policy in the sphere of quality of coal product®utlines the following priorities:

Increasean the level of satisfaction and loyalty of products consumers;
Maintenance of unintenpted operation and timeliness of deliveries;
Constanimprovement of quality of products.

According to this document, the Company assumes obligations to continuously improve the system o
maintenance of quality at all stages of the production cycle.
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Policy in the sphere of personneimanagementis aimed at formation of the consecutive and integrated
corporate environment providing for rapprochement of interests of workers with the interests of the
Company for achievement of strategic goals of the Complanmygh productive work and creation of
conditions for professional growth and development of the personnel. Achievement of this goal sugges
maintenance of such corporate culture which creates optimum conditions for effective interaction
between employeesf divisions, allows to open and realize their professional potential, contributes to
understanding of objectives and tasks which the Company faces.

According to the Policy of personnel management, the Company considers it basic to support:

Responsibilly and result orientation;
Respect for work of employees;
Openness;

Readiness for changes;
Teamwork.

A set of corporate policies reflects aspiration of the Company to comply with the leading world standards
in various spheres of the activity, testiftesits openness to dialogue and effective cooperation with the
stakeholders. Acceptance and introduction of these documents is aimed at increase of informatiol
transparency of the Company and level of trust on the part of stakeholders.

Corporate Governance

Strategic orientation of SUEK at transformation into one of the leading world fuel and energy companies
suggests compliance of the level of corporate governance of the Company with the best internatione
standar ds. It al | o wsnness its infarimatien tranBparen€/pamg) thergfodes theo f
level of trust on the part of shareholders, investors and partners. At present, SUEK completely complie:
with the Russian standards of corporate governance and continues work on improvement afecorpor
governance system being guided by the world best practices.

0JSC SUEK sets the following principles of corporate governance:

e Equal attitude to shareholders of the Company, observance and protection of the rights of
shareholders in compliance with thierrent legislation, standards and requirements;

Maintenance of effective internal control and audit system of the Company;

Maintenance of information and financial transparency of the Company;

Observance of ethical standards of business behavior;

Effective interaction with employees of the Company in solution of social problems and
maintenance of necessary working conditions.
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Management Structure of the Company

General Meeting of Shareholders \

Board of Directors
Strategy Committee
Audit Committee
Compensations Committee

Executive Bodies
CEO
Management Board

Legal Service Commercial Unit Strategy Unit \ PR & GR Unit \ Energy Unit

Financial and Economic Unit Production Unit HR Unit

Health and Safety Aerologic Safety
Department Department Geo-ecology Department

The Board of Directors consisting of 9 persons carries out strategic management @ thenp a ny 0 s
activity, defines its vision, mission, development priorities. Since December 2006 the Chairman of the

Board of Directors is Alexander Landi a, i n 200C¢
Board of Direct or s findBoa&dobDiréctors, Omitrpmsky, im2008bhecame the
wi nner of the award ADirector of the Year o in t

The Board of Directors includes four independent directors. The elected members of the Board of
Directors have ecessary knowledge and skills, considerable experience of administrative activity that
gives them the chance to make weighed decisions concerning management of the Company. Since 20
the Company implements a policy of liability insurance of members oBdaed of Directors and top
managers.

In order to increase efficiency of decisioraking, the Board of Directors has three Committees:

e Strategy Committee
e Audit Committee
e Compensations Committee

The strategycommittee
e Develops longerm and middiderm derelopment strategy of the Company;
e Monitors and timely updates the strategy;

o Considers strategic investment projects and programs.

The audit committeeassists the Board of Directors in:
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e Control over financial and economic activity;
e Implementation of the Gobpany és policy in the sphere of
system of risk assessment and monitoring.

Since 2005, the Company also hdme Internal Control and Audit Service (IC&AS) which is
functionally accountable to the Audtommittee. The prilry objectives of IC&AS include assessment
of efficiency and reliability of:

¢ Internal control systems;

e Processes of formation of financial and managerial reporting, extraction and processing of coal,
transportation, environmental and industrial safety;

e IT systems and systems of information safety, quality management systems, corporate and socic
relations, investments, capital investments, sale, industrial safety, integrity of assets.

Under the supervision of IC&AS the Antineft Program is implemented. Bog the program almost all
enterprises of the Company were equipped with the modern tools providing safety of property, systems o
video surveillance, security alarm system, protections, systems of fuel consumption. IC&AS of OJSC
SUEK was the first amonthe similar services of Russian companies to pass an external assessment of
quality of internal audit.

The compensationscommittee is involved in the process of creation of effective mechanisms of
motivation of members of the Board of Directors and topagament of the Company. In addition, the
committee assists the Board of Directors in the solution of problems in sphere of personnel and socis
issues, and in the sphere of corporate governance.

For significant decisions made by the Board of DirectorQ®i72008 by the main lines of development
of the Company, see the Annual Report of the Company for 2007 and 2008.

Risk Management

The Company has developed, introduced and operates the Corporate Risk Management System. T
Board of Directors of OJSC SUEIS completely informed on all essential risks of the Company and
approves the key parameters of the risk management system. Issues and risk management process
closely connected with strategic planning and influence operational degisking. Risk maagement
process is formalized in the form of the Company standard on risk management and represents th
organized and accurately regulated process of detection, assessment and minimization of risks, ar
informing on them. The developed procedure providesegular identification and ranking of risks of

the Company, with detection of Critical Risks for prime management. The operational risk management
is carried out with the assistance of the Risk Committee which includes the key top managers of the
Company.

At the same timeOJSC SUEK actively works over the use of its strengths including the best
productivity in Russia and the production cost of coal, quality of coal reserves, steady positions and
established reputation of the reliable coal suppliehénRussian and world markets, synergy effects from
vertical integration of coal and energy business, etc. Realization of potential of advantages of OJSC
SUEK should limit negative influence of the above risks on the Company. The detailed information on
risks of the Company is presented in fmnual Report of the Company for 2088

10 http://www.suek.ru/page.php?id=61
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Social and Labor Relations

In modern economy personnel policy is one of the key tools to ensure competitive advantages of busines
to maintain stability of its development afuohctioning. Being one of the largest employers in Russia and

in the regions of presence, the Company is focused on the use by the personnel of modern approaches
the management sphere, systematic development of professional competence of empl®lepmeaiav

of corporate culture. The important place in the HR policy of the Company is occupied by the system of
empl oyeesd motivation whi ch i nmatedatbersefitsv@bserviogiirs t
full obligations on labor payment, gramyi to workers of benefits and other social guarantees, SUEK, at
the same time, strives to keep balance between social programs and financial and commercial objective
of the Company.

In 2008 the Company approved the main principles of HR strategy whitheslepriority tasks,
initiatives, measures and indicators in the sphere of HR management aimed at implementation of th
mission of the Company and achievement of its strategic goals.

The main objectives of formation of HR management strategywre creatiorof longterm reference
points of activity in this sphere, maintenance of necessary HR support of divisions of the Company,
conformity of the level of work with the personnel in the Company to the best Russian and world
practices.

Corporate strategy of HRan age ment puts before the Company6s
sphere of human resources use:

Coal-mining business segment:

A Provision of enterprises with qualified personnel;
A Personnel motivation for performance;
A Acquisition of modern competers in the sphere of project management.

Energy business segment:

A Successful integration of personnel of energy enterprises;

A Acquisition of necessary competencies in the sphere of management of investment projects
operational activity;

Creation of effegve motivation system.

™

General corporate purposes:

Uniform and strong corporate culture;

The best management among Russian energy companies;
Alignment of motivation system with loAgrm strategic goals;
A Through system of training and improvement of prsitasal skill.

To Do Do

HR Management Policy

In order to implement the HR management strategy, the Company has created and operates the plan on
implementation designed for the period till 2011. Certain actions providing for harmonious development
of HR mangement system in the sphere of integration of personnel and management of the energy
enterprises, increase of loyalty of employees and maintenance of social orientation of the Company
increase of efficiency of use of human resources, skill level and atiotivof personnel are developed in

the document.
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Personnel and social policy of SUEK in all business units is implemented by specialized services or
personnel relations which, with a view of increase of efficiency of the Company, provide for taking
measues for headcount optimization and, thus, increase of labor productivity.

Headcount,persons*

423072

35113

Aver age headcount broken down by regions 2007 Average headcount broken down by regions 2008

Krasnoyarsk Territory
Republic of Buryatia
Irkutsk Region
Zabaykalie Territory
Republic of Khakasia
Primorie Territory
Khabarovsk Territory
Kemerovo region

Moscow

Krasnoyarsk Territory
Republic of Buryatia
Irkutsk Region
Zabaykalie Territory
Republic of Khakasia
Primorie Territory
Khabarovsk Territory
Kemerovo region

Moscow

Personnel Remuneration and Motivation System

Creation of effective personnel remuneration system is one of the major prioritie&Kf R policy of
the Company is orientated at consecutive introduction of uniform principles of labor payment and
motivation of personnel, development of modern mechanisms of material stimulation.

The monthly average wages of the personnel of SUEKa#égiin 2008 made over RUR 21.4 thousand.
This level of payment allowed not only to provide performance of obligations of the Company on
indexation of tariff rates and salaries, but also to raise the real level of purchasing capacity of wages.

SUEK constatly performs work on improvement of personnel remuneration and motivation system. In
20072008 the Company continued to take measures in this area started earlier, applying the world bes
practices and approaches.

! Data on a coamining business segment gnevided hereinafterindicators oheadcountf energysegment are
specified inthe corresponding section on page 3
12 Taking into accounSUEK enterprises located in Irkut&egionanddroppedfrom the structure of the Company
in 2008 (otal headcound 4,803 persons).
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