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Shareholder  
information
Annual General Meeting 25 May 2009
The Annual General Meeting of shareholders in Varyag 
Resources AB (publ) will be held at 3 p.m. on Monday 25 May 
2009, at Olympia, the premises of Salén Konferens & Matsalar, 
Norrlandsgatan 15, Stockholm.

Participation
To be entitled to participate in the business of the Annual 
General Meeting, shareholders shall be registered in the share 
register maintained by Euroclear Sweden AB (Swedish Securi-
ties Register Centre) no later than 18 May 2009 and notify their 
intention to attend the Annual General Meeting by 4 p.m. on 
18 May 2009.

Notification
Notification of participation may be made:
By post to Varyag Resources AB (publ),
Biblioteksgatan 6, SE-111 46 Stockholm
By e-mail to info@varyag.se
By telephone to +46-8 771 85 00

Notification should include name, personal identification 
number (corporate registration number), address, daytime 
telephone number.

Trustee-registered shares
Shareholders whose shares are held in the name of a trustee 
must temporarily re-register the shares in their own name to 
be entitled to participate in and exercise their voting rights at 
the Meeting. Such registration must be completed not later 
than 18 May 2009. This means that the shareholder must 
request such registration in ample time prior to this date.

Dividend
The Board of Directors proposes that no dividend be paid for 
the 2008 financial year.

Financial information
Interim report Q1, 19 May 2009
Interim report Q2, 27 August 2009
Interim report Q3, 19 November 2009
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Acquisition of 50 per cent of the shares in the forestry company TSLKK. The investment •	 amounted to 
SEK 32 million. The company is a forestry leaseholder with annual cutting rights of 112,400 m3 cover-
ing an area of 48,695 hectares.
Acquisition of 50 per cent of the shares in the forestry company Bamlesstroi. The investment •	
amounted to SEK 40 million. The company is a forestry leaseholder with annual cutting rights of 
233,000 m3 covering an area of 231,554 hectares. Bamlesstroi will deliver timber to the new sawmill in 
Magistralny, which is under construction.
Total investments, including add-on investments, during 2008 amounted to •	 SEK 244 million.
Consolidation of all forestry holdings into one forestry group, •	 RusForest, where Varyag owns 50 per 
cent and Vostok Nafta owns 50 per cent.
Varyag has achieved economies of scale in the forestry sector though •	 RusForest. RusForest is a lease-
holder with annual cutting rights of over 1.6 million m3 on a total area of around 1 million hectare.
Start of production at the new sawmill Boguchanski. Sawmill capacity is 100,000 m•	 3 sawnwood per 
year. The sawmill is supplied with saw logs from TSLKK.
The commitment in the coal project Unal was sold since the legal dispute regarding fixed assets could •	
not be solved. The loss amounted to SEK 19 million.

Significant events after period end
Completion and start of production at the aggregate company Russian Gravel Co. Varyag has invested •	
SEK 155 million and owns 92.7 per cent of the shares in the company. Russian Gravel Co shall reach a 
production and sale of 1.7 million tonnes of aggregates per year.

2008 in brief
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The financial crisis
Russia was strongly hit by the global financial crisis in Novem-
ber 2008. The direct reasons were due to the downturn in the 
price of oil from 147 dollars per barrel in the summer of 2008, 
to 40 dollars at the end of the year; the bank and credit crisis in 
the western world, which halted the flow of money; the risk 
premium related to Russia due to deficiencies in corporate 
governance and the rule of law; and repercussions from the 
war with Georgia.

 There were also domestic reasons why the crisis so severely 
affected Russia. From 2001 to the first half of 2008 money 
flowed into Russia thanks to the high price of raw materials. 
The Government tried to reserve a large part in an oil stabilisa-
tion fund which eventually amounted to nearly 200 billion dol-
lars. Despite this, the main part of the export profits leaked into 
the economy and resulted in a consumption and construction 
boom. Real wages increased by 15–20 per cent per year as did 
consumption credits. The rouble appreciated against the dollar 
and companies took out large, cheap currency loans. At the end 
of the period Russia had a negative real rate of interest.

When the crisis hit in the autumn 2008, the inexpensive 
loans ceased and the rouble fell by 30 per cent against the  
dollar, many Russians were left with mortgages and other con-
sumption loans they could not pay. Russian businesses had 
foreign loans of 400 billion dollars, a third of which needed 
paying by the end of 2008 and during 2009.

The Russian Government has engaged in powerful counter-
measures to try to revoke the crisis. 100 billion dollars from the 
stabilisation fund has been used to support the banking and 
business sectors. The gradual devaluation of the rouble, which 
officially ceased at the end of January, represents strong sup-
port for the Russian export industry. Corporate tax has been 
lowered from 24 to 20 per cent as has the tax for oil companies. 
In the new economic climate Russia has been forced to rewrite 
the budget proposition for 2009, which was previously based 
on an oil price of 95 dollars per barrel (the energy incomes in 
2008 represented 43 per cent of the budget income) to 41 dol-
lars per barrel. This implies cut-backs in many areas, however 
not in social expenditure which is important for the govern-
ment’s credibility.

While GDP increased by 6 per cent in 2008, a decrease of 
2.9 per cent is expected in 2009; with inflation of 13–14 per cent 
and unemployment of around 7–8 per cent. The budget deficit is 
expected to be 8 per cent, but finance minister Kudrin is count-
ing on the Russian currency reserve, which is still the third larg-
est in the world, to help Russia through the period 2009–2011.

President Medvedev strengthens his position
In national politics, president Medvedev appears increasingly 
to be Russia’s real chief of state while Putin, as prime minister, 
is concentrating on the financial crisis. In his noted speech at 
the World Economic Forum in Davos at the end of January, 
Putin appeared as a market liberal and warned against exces-
sive state involvement in the economy and against protection-
ism. He emphasised that Russia must diversify its economy 
from the raw material sector to the high tech sector and said to 
welcome foreign investment.

President Medvedev has been concentrating on getting 
the inadequate Russian community governed by Law to work 
better and has tabled bills in a liberalising direction. He repre-
sents renewal and rejuvenation of personnel policies and he 
has changed several regional governors.

Oil and gas exports remain central for Russia. The pricing 
conflict with the Ukraine regarding Russian gas was resolved by 
an agreement between Prime ministers Putin and Tymoshenko 
to gradually transition to market prices. The problems with cus-
toms procedures in the Ukraine concerning gas exports and in 
Belarus regarding oil exports mean that Russia has to seek new 
routes for its exports. The gas pipelines through the Baltic Sea 
and the Black Sea are therefore becoming even more important 
for Russia. New oil pipelines are being built in the Gulf of Fin-
land and in the Pacific in order to increase oil export. Particu-
larly important is the agreement with China regarding a 25 bil-
lion dollar credit in order to supply China with oil from eastern 
Siberia over a 20-year-period.

 After the last few years’ tense relationship between Russia 
and the US/NATO during Bush’s presidency one can now 
expect better relations with his successor Obama. There seems 
to be a genuine interest on both sides for serious nuclear disar-
mament negotiations; the, for Russia, controversial plans of an 
American missile defence in Europe and the entry of the Ukraine 
and Georgia into NATO has not the same immediacy as before. 
The conditions for closer Russian-American cooperation on 
international issues seem better than they have in a long time. 
An improvement in the American-Russian relations should have 
a positive effect on the security political situation in Europe.

Russia and the EU continue their negotiations regarding a 
new partnership and cooperation agreement, albeit slowly. The 
key issues seem to be Russia’s membership of the WTO, the 
abolishment of the visa restrictions to achieve a freer move-
ment of people and to join together the energy systems in the 
east and west to achieve security of transmission.

Sweden and Russia
Sweden has reason to show a greater interest in Russia during 
the upcoming Swedish chairmanship of the EU during the sec-
ond half of 2009. In the autumn 2009, an EU-Russia summit to 
be attended by president Medvedev is planned to take place in 
Stockholm. In 2008 Swedish trade with Russia reached the 
record level of 8 billion dollars, which means that Russia’s 
trade with Sweden is greater for example than that with India.

2009 will be a difficult year for the Russian economy as it 
will be for most of the world’s economies. However, in the 
medium term the outlook for Russia is good due to the large 
natural reserves, a conservative fiscal policy and an under-
standing of the need to diversify and streamline Russian 
industry through modern technology and expanded infrastruc-
ture. In the long term this should benefit Varyag with its main 
business in the leading-edge Russian forestry industry.

Sven Hirdman
Chairman  

Comments from the Chairman
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Message from the CEO

Dear shareholders,

2008 turned out to be one of the worst years for the global 
economy in a very long time. The international business cycle 
suffered the fastest downturn since the 1930’s. The financial 
markets experienced spectacular turbulence and risk aversion 
was widespread. The problems in the bank and finance sectors 
appeared to be without end and Lehman Brothers cancelled 
their payments. It turned out that banks in many countries had 
problems connected with excessive lending. The price of raw 
materials collapsed; in particular the price of oil which went 
from around 140 dollars per barrel in the summer to 40 dollars 
per barrel at the end of the year. The fast growing economies 
in the emerging markets were not immune to the downturn 
in the world economy and were badly affected. This was also 
true for the Russian economy where growth slowed down 
substantially. The Russian stock exchange fell 75 per cent by 
the year-end from its peak in May. An important factor was the 
steep decline in the price of oil, since the Russian economy is 
dependent on income from its oil export. Another factor was 
that many so called oligarchs were mortgaged and had their 
shares pledged by the banks. Rapid and steep declines caused 
forced liquidations of their shares. Other negative factors were 
the conflicts around TNK-BP and Mechel and the war with 
Georgia. The Russian government launched extensive help 
packages and the rouble depreciated 30 per cent against the 
dollar. The Russian central bank’s large currency reserves give 
the Russian government a strong position in facing a continued 
downturn in the economy.

Varyag considered to be fully invested
Varyag’s strategy is to invest in natural resources. The reason 
being the enormous natural assets in Russia which combined 
with good access to reasonably priced energy provides a long-
term competitive advantage. In 2008 Varyag has made new 
investments in the forestry companies TSLKK and Bamlesstroi. 
In addition to that, add-on investments have been made in the 
existing portfolio. This means that Varyag is considered to be 
fully invested with around 75 per cent of the portfolio in the 
forestry sector and around 25 per cent in the aggregate sector. 
The investments in the forestry sector have been transferred, 
and consolidated, into the holding company RusForest. Rus-
Forest is co-owned together with Vostok Nafta. The companies 
in RusForest have an annual allowable cut of over 1.6 million 
cubic metres from an area of one million hectares. At the start 
of the year the sawmilling capacity amounted to around 
140,000 cubic metres of sawnwood. Through the completion 
of the Boguchansky sawmill this capacity will increase to 
around 240,000 cubic metres.

Focus on forestry and aggregates
The aggregate business at Belomorsky is operated through 
Russian Gravel Co. Events to note are the completion of the 
Greenfield projects at the end of the year; the sawmill in 

Boguchany and the crusher at Belomorsky. These production 
units are expected to make a positive contribution to the cash 
flow in 2009. Varyag has now abandoned the investments in 
the coal sector and is focusing on the forestry and gravel com-
panies where critical mass has been achieved. Export compa-
nies, such as Varyag’s forestry companies, also benefit from 
the large depreciation of the rouble.

The strategy has from the start been, through the invest-
ment in sawmills, to change the product mix in the forestry 
companies. The planned increase of the Russian export tariffs 
on round wood has now been postponed for a year. Short-
term, this means that the sale of round wood can continue but 
in the medium-term the introduction of the export tariffs will 
mean that large volumes of round wood will disappear from 
the market.

Russia has almost one quarter of the global forest reserves 
and is also well positioned towards the large and growing mar-
kets in the Far East. In the long-term, international forestry 
companies will, for strategic reasons, need to have a presence 
in this market.

Varyag’s investment in Russian Gravel Co included the 
building of a crusher with a production capacity of 1.7 million 
tonnes and finalizing infrastructure projects such as a railway 
connection. The project has been delayed and costs have over-
run. As a result an agreement has been reached with one of 
the Russian partners and Varyag’s ownership has increased 
from 51 to 92.7 per cent. Through this investment Varyag is 
the owner of a company that delivers aggregates for invest-
ments in Russian infrastructure.

Knowledge and competence
Doing business in Russia is not uncomplicated. A prerequisite 
for making investments is to have management competence 
at your disposal. Through the management agreement with 
Taiga Capital Ltd, which is run by Aleksandr Williams, Varyag 
can benefit from the knowledge, competence and experience 
the management team possesses of the Russian business 
environment. After the acquisition phase a comprehensive 
work effort begins. This effort comprises carrying out business 
and investment plans and legal restructuring. Varyag’s manage-
ment company must deal with bureaucratic problems as well 
as changing or appointing new management to the portfolio 
companies.

I would like to thank our shareholders for the confidence 
they have shown by owning shares in Varyag in this difficult 
economic environment. I would also like to thank our manage-
ment team in Russia. 2009 will be a challenging year for the 
world economy and also a year when a number of Varyag’s 
investments will start production.

Torbjörn Gunnarsson
Chief Executive Officer
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Words from the Investment Manager

2008 has been a year with many challenges. During the year 
the Management Company has helped Varyag to focus their 
investments to the forestry and aggregate sectors where criti-
cal mass has been achieved. The main achievements are the 
completions of the Greenfield investments in the sawmill in 
Boguchany and the crusher at Russian Gravel Co. We carried 
out two new investments and several add-on investments dur-
ing the year. Total investments in 2008 amounted to SEK 244 
million and total investment overall amounts to SEK 560 mil-
lion. With that Varyag is practically fully invested which is in 
line with our original commitment.

Market outlook remains challenging 
The market outlook for sawnwood and gravel deteriorated in 
2008 as a result of the financial crisis and the global slowdown 
in the economy. However, demand for sawnwood has been 
satisfactory. Deliveries to customers in Central Asia have 
increased and compensated for the slowdown in other mar-
kets. The problem has instead been weather related when 
heavy rainfall during the summer made it difficult to transport 
timber to the sawmills. Regarding demand for aggregates it is 
important to point out that Russian Gravel Co mainly intends 
to supply infrastructural projects as for example road con-
structions.

The Russian Government’s decision at the end of 2008 to 
delay the increase of export duties on sawlogs for another 
9–12 months has benefitted RusForest’s portfolio companies 
Lesprom and Bamlesstroi. The depreciation of the rouble has 
also given RusForest’s forestry companies a competitive edge.

Operational issues and transparency
In addition to strong fundamentals, it is critical to get opera-
tional aspects right. A key challenge in Russia continues to be 
project implementation, identifying reliable co-investors and 
managers. During the year Varyag has increased transparency 
in all portfolio companies and the transition to IFRS is expected 
to be completed during 2009. Most management teams are 
working well but it is still difficult to identify suitable and quali-
fied management. The management of Russian Gravel Co has 
been replaced following continued delays to the start-up of 
this project.

Built a strong position 
We have been able to cement our position in the regions where 
we are active, which is important as the Russian business envi-
ronment requires that investors have good relations with both 
Regional and Federal authorities. Most regional governments 
are supportive of our investment initiatives and work actively 
to facilitate the investment environment. In addition to execut-
ing transactions, there is a significant amount of restructuring 
related work at each of the portfolio companies. Key organisa-
tional tasks relate to; legal structuring, introduction of budget-
ing and management accounting processes, transition in to 
IFRS and strengthening local management teams.

Progress has been made in these areas in 2008. Varyag’s 
assets in various forestry companies are now consolidated in 
RusForest. 

Going into 2009, Varyag has an essential asset base in two 
exciting sectors with positive market outlook and price appre-
ciation potential once the global business cycle strengthens. 

Aleksandr Williams
Investment Manager
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Aims and strategy 

Business concept
Varyag shall invest, actively manage and exit investments 
mainly in unlisted natural resources companies in Russia and 
the rest of the CIS.

Overall objective
Varyag’s overall objective is to provide its shareholders with an 
attractive total return.

Financial and operational targets
Varyag shall;

Primarily finance investments with equity although limited •	
leverage may be used over time.
Be ready to exit investments within three to four years of •	
the initial investment given favourable market situation.

Dividend policy
Over time, Varyag will distribute capital gains achieved after 
Performance Fees, taxes and other costs, however considering 
Varyag’s investment prospects, liquidity and financial position 
in general. Dividends may be made in the form of distribution, 
redemption or repurchase of shares.

Investment strategy in brief
Investments are primarily made within the natural •	
resources sector in Russia and the CIS in companies with a 
defined resource endowment, existing operations, strong 
management and ready access to infrastructure. However, 
it will be possible in the future to invest in other sectors if 
deemed attractive for the shareholders.
Investments are only made if Varyag assesses that they will •	
generate an IRR of 30 per cent per year.
Investments are mainly financed with equity, although  •	
leverage may be used when appropriate. 
Varyag seeks risk diversification in its investments in terms •	
of sectors and regions.
Investments are primarily made in unlisted companies. •	
Varyag is able to invest up to 30 per cent of the value of its 
gross assets in the securities of listed, but illiquid shares. 
The primary aim is to exit investments through stock mar-•	
ket listings, while alternative exit routes, including selling 
investments to industrial or financial investors, will also be 
considered. 
Varyag has an agreement with the Management Company, •	
which has a small and highly skilled team based in Russia 
and the CIS, thus being close to the market and under-
standing and responding to opportunities in a timely  
manner.
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Organisation and legal structure

Varyag Resources AB is the Group’s Parent Company, with its 
registered office in Stockholm. In addition to the Parent 
Company, the Group consists of the subsidiary Varyag Capital 
(Cyprus) Ltd with its registered office in Nicosia, Cyprus, and 
Varyag Finance GmbH with its registered office in Zug, 
Switzerland. Operations began on 1 August 2006 and the com-
pany has been listed on the First North list of the Stockholm 
Stock Exchange since 7 August 2006. Investments in Russia 
are owned via the wholly owned subsidiary Varyag Capital 
(Cyprus) Ltd. Varyag Capital (Cyprus) Ltd has concluded a 
management agreement with Taiga Capital Ltd, which man-
ages the company’s investments. The management agree-
ment extends for a period of seven years from 31 July 2006. 
Investment decisions are made by Varyag Capital (Cyprus) Ltd 
on the basis of proposals made by the Management Company 
and advice from the Investment Advisory Committee; see next 
page.

Legal structure, 31 December 2008

Taiga Capital Ltd

The Management Company, Taiga Capital Ltd, operates from 
Moscow and is owned by Aleksandr Williams. The Manage-
ment Company intends to manage and develop the Group’s 
investments to the best of its ability and to provide the Group 
with advice and recommendations regarding investments and 
exits. Taiga Capital provides management and advisory serv-
ices to Varyag in accordance with the management agreement 
with Varyag Capital (Cyprus) Ltd. The services provided by the 
Management Company pursuant to the Management Agree-
ment include the following:

Analysing the market, economic and political conditions •	
and trends in Russia and other CIS countries;
Identifying and evaluating investment opportunities;•	
Presenting investment opportunities to Varyag for •	
approval;
Negotiating and structuring investments;•	
Appointment of other professional advisors;•	
Assuming board positions in Investee Companies;•	
Managing of and developing the Investments;•	
Seek exit opportunities;•	
Coordinating collection of financial returns due to the •	
Company such as dividends or any proceeds received from •	
investments; 
Coordinating the preparation of accounts and the calcula-•	
tion of the net assets value of the Investments for approval 
by the Board and auditors according to the Company’s 
accounting principles.

The Management Agreement is valid for a period of seven 
years. The Agreement may be extended following this period 
based on agreement between the Management Company and 
Varyag.

Aleksandr Williams
Aleksandr Williams, born in 1968, manages the Management 
Company’s operations. Williams has more than thirteen years 
experience of asset management, corporate finance and advi-
sory activities in Russia and the rest of the CIS. Aleksandr has 
been a full-time resident in Moscow since 1993 and was previ-
ously responsible for Vostok Nafta’s operations in Russia. 
Williams’ responsibilities included handling trade sales, cor-
porate actions, buy-side research, tax planning and daily man-
agement of Vostok’s Russian entities. Aleksandr has handled 
trade sales and offmarket transactions with every major Rus-
sian oil company including, LUKoil, YUKOS, KazMunaiGaz, 
the government of Bashkiria, the government of Yakutia and 
CNPC. During six years at PricewaterhouseCoopers, Williams 
worked closely with Russian management teams as a manage-
ment consultant to introduce financial forecasting and cash-
flow-based project evaluation to Russian corporations, partic-
ularly with LUKoil. Aleksandr has a degree in theoretical phys-
ics from the University of St. Andrews and a Master of 
Business Administration from the City University Business 
School (London). He was employed by Hagströmer & Qviberg 
AB between the period November 1997 to October 1999, 
stationed in Moscow, mainly in the field of corporate finance. 

Varyag Capital (Cyprus) Ltd
Cyprus

Varyag Resources AB (publ)
Sweden

Advisory Investment 
Committee

Varyag Finance Gmbh
Switzerland

Taiga Capital Ltd

Portfolio
companies

Portfolio
companies

Portfolio
companies

For a thorough description of the portfolio companies, please refer to The port­
folio companies.
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Investment Advisory Committee

Investment Advisory Committee
The Group has an Investment Advisory Committee consisting 
of three members. All investment and divestment proposals 
from the Management Company are reviewed by the Invest-
ment Advisory Committee, with the aim of receiving advice 
and recommendations. Accordingly, the Investment Advisory 
Committee is a key resource in connection with Varyag’s con-
siderations ahead of investments and exits. The following is a 
brief presentation of the members of the Investment Advisory 
Committee during 2008.

MIKHAIL M. ZADARNOV
Moscow, born 1963
Member since 2007
Education: Graduate of the Plekhanov 
Russian Academy of Economics and 
post-graduate studies at the Institute 
of the Academy of Science of the USSR.
Holding in Varyag Resources AB: None

Mikhail M. Zadornov is currently President of VTB24 (ZAO), a 
subsidiary of Vneshtorgbank focused on serving retail banking 
customers and small businesses. Zadornov held a number of 
important positions in Government of the Russian Federation, 
including: from November 1997 to May 1999 – Minister of 
Finance of the Russian Federation, in May 1999 he was 
appointed the First Deputy Prime Minister of the Russian Fed-
eration, June–October 1999 Zadornov was Special Representa-
tive of the President of the Russian Federation on International 
Finance Institutions Relations being in position of the First 
Deputy Prime Minister, he was also appointed Special Adviser 
of the President of the Sberbank of the RF in October 1999. In 
1997 Zadornov was a Member of the Board of the Sberbank of 
the RF and acted as Deputy Chairman of the Sberbank’s 
Supervisory Board. 

He was first elected to the State Duma on 12 December 
1993 and was a deputy of the State Duma of the Federal 
Assembly of Russia of the first and second convocations in 
1994–1997 as well as Head of the Committee on Budget, 
Taxes, Banks and Finance. In December 1999 Mr. Zadornov 
was elected to the State Duma of the Federal Assembly of 

Russia of the third convocation and appointed Deputy 
Head of Committee of the State Duma on Budget and Taxes, 
in December 2003 he was elected to the State Duma of the 
Federal Assembly of Russia of the fourth convocation and 
appointed the Chairman of Subcommittee on Monetary Policy, 
Exchange and Capital Control, Activities of the Central Bank of 
the Russia Federation.

SERGEI VASILIEV 
Moscow, born 1957
Member since 2006
Education: Doctor of economics and 
graduate of the Leningrad finance eco-
nomics institute N.A. Voznesenskovo 
(1979).
Holding in Varyag Resources AB: None

Sergei Vasiliev is senator and represents the St.Petersberg 
Region in the Federation Council, He is Chairman of the Feder-
ation Council’s committee on the Securities Market. Prior to 
being appointed a senator, Vasiliev held a number of important 
posts in the Russian Government, in particular he was Deputy 
Minister of the Economy between 1994 and 1997. Vasiliev was 
a key architect of reforms in today’s Russia and formed part of 
the core team that designed and implemented Russia’s trans-
formation to a market economy.
 

ALEKSANDER JAMES STEWART
London, born 1950
Member since 2006
Education: Stewart is a graduate of 
Oriel College Oxford and speaks four 
foreign languages.
Holding in Varyag Resources AB: None

Alexander James Stewart has over 20 years of capital markets 
experience with an emphasis on emerging markets. Stewart 
has been involved in both equity sales and research. He has 
held a number of positions in leading investment banks work-
ing out of the City of London. Stewart’s previous responsibili-
ties included Head of Equities at RZB, Head of Equities at 
Banco do Brasil and Head of Emerging Market Equity Sales at 
Deutsche Morgan Grenfell. He is currently Head of Institu-
tional Research at Eden Financial, a specialist firm providing 
independent research to institutional investors. 
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Operational development

Sector Developments
External environment
The international business cycle has weakened considerably 
during the fourth quarter of 2008. The Russian Government is 
revising its oil price projections and macroeconomic parame-
ters downwards for 2009. The Ministry of Economic Develop-
ment’s most recent forecast envisages a GDP contraction of 
2.9 per cent in 2009. As part of the slowdown, the rouble 
exchange rate has weakened considerably; falling by 16 per 
cent against the dollar in the fourth quarter of 2008. The weak-
ening of the rouble continued after the year end but has stabi-
lized around 33 RUB/USD since the end of January.

In terms of fourth quarter 2008 figures, industrial produc-
tion in December 2008 was a full 10.3 per cent lower than the 
same period in 2007, indicating the severity of the ongoing 
contraction. Construction activity is more or less flat on a year-
on-year basis; during December 2008 construction activity was 
0.1 per cent higher than the same period in 2007.

Impact of financial crisis
Varyag is reasonably well positioned to handle the financial cri-
sis given the fact that neither Varyag, nor the portfolio compa-
nies have any bank debts; and accordingly are not facing any 
refinancing risks. On the negative side the lack of bank funding 
means that the RusForest development programme has been 
somewhat delayed. Going forward all investments will be 
financed from internally generated cash flows. The weakening 
of the currency has had a positive impact on the forestry oper-
ations where exports account for some 85 per cent of revenue.

Forestry
Conditions remain challenging in the forestry sector in gen-
eral. However, RusForest’s target markets in the Caucasus 
region and Central Asia (Azerbaijan and Uzbekistan) have 
been more resilient than the markets in Europe, North Africa 
and the Middle East. In particular there has been major reduc-
tion in demand for sawnwood in countries which have previ-
ously been enjoying an extended housing boom such as Spain 
and Ireland. Partially as a result of these developments many 
Swedish companies have sought to divert sales to the Middle 

East and North Africa. As a result, pricing has been very weak 
in these markets which have traditionally been supplied by 
Russian sawmills. In response to these developments, RusFor-
est has been moving an increasing volume of products away 
from traditional North African markets to Central Asia; as a 
result RusForest has not seen reduction in demand and sales 
volumes are in line with plan. Going forward it will obviously 
be necessary to monitor this situation closely as Central Asian 
economies are highly dependent upon oil and gas prices; 
accordingly a slowdown in these countries is expected. The 
Japanese market has been relatively resilient, in particular 
compared to the extremely weak situation in the first half of 
2007.

In the pulp segment of the market, demand has been rela-
tively stable and local pulp producers in Ust Ilimsk and Bratsk 
are tending to confirm, rather than curtail planned pulp pro-
duction for 2009.

In December 2008, the Russian Government elected to 
postpone the planned introduction of log export duties for 
nine to twelve months, which were scheduled from 1 January 
2009. This decision was probably a result of a combination of 
EU lobbying pressure in the WTO negotiations with Russia 
coupled with the fact that only limited investment had been 
made in domestic sawmilling capacity prior to the year-end 
deadline. 
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Gravel
In terms of the gravel market, it is still too early to gauge what 
impact the slowdown in construction will have on gravel prices. 
The growth-rate in the Russian construction industry has been 
falling from around 30 per cent at the start of 2008 to around 
0 per cent in December. It is clear that a contraction in early 
2009 is inevitable. This has clearly a negative effect on gravel 
prices in general, but the expansion of Russia’s infrastructure 
is expected to continue once the financial markets have stabi-
lised. In general terms around two thirds of all gravel is used 
directly in infrastructure building, primarily for roads but also 
for railways. Accordingly Russian Gravel Co’s exposure to gen-
eral construction is somewhat limited. Furthermore, the com-
pany’s target customers are directly, or indirectly Government 
funded; accordingly the sales forecasts appear reasonable, 
given that it is unlikely that the Russian Government will seek 
to cut back on its infrastructure spending.

Gravel and aggregate prices have enjoyed a very strong 
increase over the past few years and the prices are now signifi-
cantly higher than budgeted for when Varyag made this invest-
ment. Accordingly, gravel prices would have to fall significantly 
before this investment breaches the IRR target.
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The portfolio companies

The table above provides a summary of Varyag’s investments and commitments. In some cases not all of these capital commit-
ments have been fully disbursed and therefore the figures do not exactly correspond with the investments in the balance sheet. The 
table does however provide an accurate view of Varyag’s exposure to the various projects. As shown in the table Varyag is almost 
fully invested.

General
VARYAG INVESTMENT PORTFOLIO SUMMARY

Company Sector Funding provided Equity ownership

Net exposure 1)

3)
% of share

holders’ equtiySEK million2) RUB million

RusForest Ltd Forestry Equity plus loan 50% 403.9 1 534.6

Total forestry sector 403.9 1 534.6 65.5%

Russian Gravel Company Aggregates Equity plus  
convertible loan

51% (pre  
conversion)4)

154.2 585.9

Total aggregate sector 154.2 585.9 25.0%

Total investments plus binding commitments per 31 December 2008 558.1 90.5%

Varyags’ shareholders’ equity per 31 December 2008, mSEK 616.6

Notes:
1)   Net exposure is defined as capital commitment.
2)   Booked value plus outstanding commitments. Total outstanding commitments as of 31 December 2008 amounted to SEK 8.9 million.
3)   Total commitments in local currency. Exchange rate SEK/RUB = 0.2632.
4)   At the beginning of May 2009 Varyag’s equity ownership amounts to 92.7 per cent (pre conversion).

Location of the portfolio companies

	 = Forestry

	 = Aggregates

All of Varyags’ current forestry portfolio companies are located 
in eastern Siberia, an area dense in high-quality Angarsk pine 
and Siberian larch, and also well-situated for reaching the  
rapidly growing Asian markets, and especially China. 

Karelia in north-western Russia, where Varyags’ gravel  
company, OOO Belomorsky Karyer is located, is the region in 

Russia with the largest aggregates reserves totalling upwards 
of 1,700 billion m3. The region also has a well-developed trans-
port infrastructure, linking it to end-users of aggregates in the 
construction and road-building sectors.
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Forestry
RusForest Ltd
Varyag owns 50 per cent of RusForest. The remaining 50 per 
cent is owned by Vostok Nafta. All holdings of forestry compa-
nies has been transferred and consolidated into RusForest.  
RusForest’s total leased forest area is slightly over one million 
hectares with an annual allowable cut of somewhat more than 
1.6 million m3. 

0 500 1,000 1,500 2,000 2,500 3,000 3,500

Bergs Timmer

Tornator

RusForest*

Holmen

Bergvik Skog

SCA

Södra
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RusForests strategic objective is to fully utilize its forest 
resources whilst earning a reasonable return for its sharehold-
ers. The company was started through the acquisitions of 
Tuba-Les and PIK-89 in the Ust Ilimsk region. Since then the 
company has invested in both new harvesting and sawmilling 
capacity. In particular, the company has developed the 
Bogouchany sawmill and the mill is now running and approach-
ing full capacity. The group initially had some 150,000 m3 of 
sawmilling capacity which is expected to grow to some 
370,000 m3 with the commissioning of the Bogouchany and 
the Nebelsky sawmills. The Nebelsky sawmill is under con-
struction but given uncertainties over debt funding, the mill is 
not expected to go into production until the end of 2009.

RusForest is turning into a fully functioning holding com-
pany. A full time CFO joined in May 2008 and he is supported 
by a full time financial controller. RusForest’s finance function 
monitors cash balances at the various portfolio companies 
and carries out detailed monthly variance analyses. In addi-
tion, the group consolidates all portfolio company accounts 
and prepares IFRS financial statements. RusForest is now 
moving sales to a central function in order to transition from 
passive order taking to a more pro-active sales function.

The group’s results did not meet expectations for the first 
nine months. This was partially due to a decrease in sawn-
wood USD export prices in the first half of 2008, increased fuel 
costs and a reduced sawnwood export volume; arising from 
lack of saw logs in May-September due to unfavourable 
weather conditions and a decrease in sawnwood production 
and repair work of sawmilling equipment.

PIK-89
The PIK-group could not reach the production target in 2008 
due to the limited harvesting achieved over the summer. The 
company constructed and commissioned new kiln drying 
capacity in the year, but the related expansion of the com
pany’s sorting capacity has been postponed. The company 
returned to planned volumes by the fourth quarter 2008. PIK-
89 has recently been negatively affected by late payments.

Tuba-Les & Tublesprom
In general terms, the financial situation at Tuba-Les and Tuble-
sprom has stabilised; the company has been able to achieve a 
small increase in production by installing an outdoor band-
saw. The company is now installing a multi-saw on its main 
sawing line and this should enable them to increase produc-
tion further, whilst keeping costs essentially fixed. The increase 
in production volumes to a budgeted 31,000 m3 per year 
should allow the company to generate a positive cash flow, but 
in order to generate a more stable cash flow production vol-
umes need to increase to around 40,000 m3. The company 
also acquired some new harvesting equipment in the fourth 
quarter of 2008.

The company continues to achieve a very high level of qual-
ity on its main sawing line, with a large percentage of high 
quality sawnwood grades. The current management has 
resolved many of the issues that they inherited in October 
2007. The company continues to depend on timely payments 
and on a stable market price for larch.

Summary for 2008			 

PIK-89 and 
PIK-2005 Tuba-Les Tublesprom Lesprom TSLKK Bogouchansky Bamlesstroi

100% Fully  
consolidated 

forestry assets

RusForest ownership interest 80% 100% 100% 100% 100% 100% 100%

Annual Allowable Cut (AAC) � m3 734,700 318,000 139,000 117,000 112,400 – 233,000 1,654,100

Utilised AAC � m3 391,787 111,639 – 90,103 – – – 593,529

Utilistion of AAC�  % 53.3 35.1 – 77.0 – – – 71.8

Sawnwood volumes � m3 99,834 16,951 – 3,832 – – – 120,617

Sawnwood capacity� m3 105,000 20,000 – 5,000 – 100,000 – 230,000

Forest area� Hectares 436,033 187,712 70,038 30,988 48,695 – 231,554 1,005,020

Source: RusForest management accounting – according to unaudited Russian accounting standards.

Source: Company data for 2007.
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OOO Bogouchanski LPK
The equipment necessary for the production of sawnwood has 
been installed and launched in cooperation with the equip-
ment suppliers; Veisto and Hekotek. Actual production was 
just under 2,000 m3 in December and the management plans 
to move up to full production of 9,000 m3 of sawnwood in 
April 2009. During the start-up phase, the company used low 
quality logs; accordingly most of the company’s initial produc-
tion was low quality sawnwood which was sold locally and to 
customers in Central Asia. The company has now taken deliv-
ery of high quality sawlogs from its own operations at TSLKK 
and higher grades of sawnwood will be produced from Febru-
ary 2009 onwards. 

A key challenge will be to build up a sufficient stock of tim-
ber to cover the summer months’ production, when harvest-
ing activities are reduced. At this stage, Russian banks are 
unable to provide any working capital facilities, accordingly it 
will be necessary to build up to full capacity whilst attempting 
to build a stock of some 80,000 m3 of sawnlogs.

 The management company continues to negotiate with 
various banks about the possibility of securing a loan to 
finance the construction of a pellet plant. The pellet plant is 
required in order to utilize wood chips. In the absence of any 
bank funding, it will be necessary to finance the construction 
of the pellet plant from operating cash flows in the second half 
of 2009. 

Nebelsky/RusForest Magistralny
A preliminary agreement to split the Nebelsky joint venture 
into a harvesting company to be owned by the Russian share-
holders and a sawmilling company, RusForest Magistralny, to 
be owned by RusForest has now been completed. RusForest 
Magistralny was officially registered on 21 November 2008 
and all sawmill related assets will be transferred there. The 
company’s primary assets will be the sawmill site, the founda-
tions which have been completed and the sawmilling equip-
ment which has already been purchased in Italy. 

Significant work on the sawmill will commence as soon as 
suitably priced debt funding can be identified or when operat-
ing cash flows from other portfolio companies can be 
obtained. In any event, this plant is only likely to be commis-
sioned towards the end of 2009.

OOO Lesprom 
Due to the delayed launch of the Nebelsky sawmill it was 
decided to suspend harvesting at Bamlesstroi until the Nebel-
sky sawmill requires a steady sawlog supply. The harvesting 
equipment originally purchased for Bamlesstroi was diverted 
to Lesprom and the company achieved its highest ever 
monthly harvesting volume since the creation of the Company, 
namely 22,000 m3. Lesprom’s own operators working on the 
new Tigercat machine have now completed their training. The 
two new harvesters run by Lesprom’s operators and a crew 

hired on a fortnightly shift rotation are expected in future to be 
able to harvest between 35,000 and 38,000 m3 monthly at full 
capacity. During November 6,500 m3 of timber was trans-
ported out of the forest for cross-cutting at the lower process-
ing area. This figure rose to approximately 11,300 m3 for 
December. 

As a result of the delayed export duties on roundwood, Les-
prom’s log sales have continued as normal into 2009. Demand 
in both China and Japan remains relatively strong and Lesprom 
is cash flow positive. Various options are being explored for 
using the excess harvesting capacity either to support other 
RusForest companies, or to act as a third party contractor for 
local pulp mills.

TSLKK
Varyag has acquired 50 per cent of the Russian forestry com-
pany TSLKK. The total investment for Varyag, including follow-
on investments, amounts to some RUB 129 million (SEK 32 
million). The company is the leaseholder of a forest area with 
112,400 m3 yearly cutting rights; with 107,800 m3 of softwood, 
covering an area of 48,695 hectares. The composition of tree 
species is larch 50 per cent, pine 25 per cent and spruce 12 per 
cent. Follow-on investments will be in harvesting and trans-
port equipment with a capacity to harvest some 160,000 m3 
per year. The balance will be harvested in areas where third 
parties sell “on the root timber”. The investment is transacted 
on a 50/50 basis with Vostok Nafta. 

Harvesting operations have already started in line with plan 
and the company has harvested some 20,000 m3 since the 
start of operations and these volumes have now been deliv-
ered to the Boguchany sawmill. Around 45 per cent of 
Boguchanski’s total sawlog requirements will be met by sup-
plies from TSLKK. 

Bamlesstroi
Varyag has acquired 50 per cent of the Russian forestry com-
pany ZAO Bamlesstroi in the Kachug region of Irkutsk prov-
ince. The total investment for Varyag, including follow-on 
investments, amounts to RUB 158 million (SEK 40 million). 
The company is the leaseholder of a forest area with 233,000 m3 
yearly cutting rights; with 198,000 m3 of softwood, covering an 
area of 231,554 hectares. The composition of tree species is 
larch 70 per cent, cedar 10 per cent, spruce 10 per cent and 
aspen 10 per cent. Follow-on investments will be in harvesting 
and transport equipment with a capacity to harvest some 
242,000 m3 per year. 

The company’s main aim was to supply the RusForest Mag-
istralny sawmill (former Nebelsky) but given the decision to 
slow down the sawmill development; Bamlesstroi’s harvesting 
equipment has been reallocated to Lesprom. During 2009 only 
preparatory work will be done in Bamlesstroi’s forest area and 
significant harvesting activity will only commence once the 
Magistralny sawmill goes into operation.
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Aggregates
Russian Gravel Company
At the beginning of 2009 an agreement was reached with the 
Russian owners in Russian Gravel Co, where two of the three 
shareholders will transfer 41.7 per cent of the shares to Varyag 
in settlement of Varyag’s claim against the Russian owners for 
budget overruns. The execution of the agreement is subject to 
the completion of various pre-emption procedures. Following 
the completion of the pre-emption procedure Varyag’s interest 
will be increased from 51 per cent to 92.7 per cent (prior to 
convertible loan conversion).

The portfolio company is the parent company to OOO Belo-
morsky Karyer, the licence holder for three large gabbro-diabase 
and granite deposits in Karelia in north-western Russia. Russian 
Gravel Co also owns 25 per cent of the shares in the Zolotukha 
quarry. 

Varyag’s investment in the development and exploitation of 
the Belomorsk quarry sites will allow the company to achieve 

an annual production and sales volume of 1.7 million tonnes 
of aggregates. The portfolio company’s management esti-
mates that total operating costs will be slightly more than USD 
5 per tonne (excluding depreciation) once the facility reaches 
full capacity of 140,000 tonnes per month.

Over the period additional investments of RUB 92 million 
(SEK 24 million) have been made in order to fund the pur-
chase of materials, equipment, vehicles and to finance work-
ing capital needs. 

At this stage, the primary crusher is already fully opera-
tional and is processing rock generated from blasts carried out 
during the autumn. The primary crusher crushes rocks down 
to 0 to 200 millimetres; from here rock is taken to the second-
ary crusher for further crushing and sorting.

The secondary crusher is also nearing completion. The final 
step before selling final product is to obtain approval from the 
Russian Railways for the use of the weighbridge which has 
been built at Russian Gravel Co’s railhead.
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Share capital and ownership 

MAJOR SHAREHOLDERS AS OF 31 DECEMBER 2008 
ACCORDING TO Euroclear Sweden ab

Shareholder Number Percentage

Vostok Nafta Investment Ltd 1,434,880 10.8

Staffan Rasjö 1,329,100 10.0

Fonden Zenit 913,000 6.9

HQ Rysslandsfond 592,350 4.5

Dunross & Co AB 589,700 4.4

SEB Östeuropafond 532,400 4.0

CS SEC (Europé) Ltd 528,500 4.0

SEB Private Bank S.A. 429,100 3.2

EFG Private Bank S.A. 420,000 3.2

Per J Förvaltning AB 320,000 2.4

Others 6,214,170 46.7

Total 13,303,200 100.0

The Varyag share is listed on the First North list of the Stockholm Stock Exchange. Trading is conducted under the ticker designa-
tion VARY. The number of shares outstanding amounts to 13,303,200. The turnover rate for the share during the period of  
January–December 2008 was approximately 24 per cent. The average daily turnover was 17,318 shares, corresponding to approxi-
mately SEK 475,401. The average spread between the bid and the ask price was 2.17 per cent. 

During 2008 Vostok Nafta Investment acquired approximately 10.8 per cent of Varyag’s shares and as a result has become  
Varyag’s largest shareholder.

At the close of the period, the share price for Varyag was SEK 11, and its market capitalisation was approximately SEK 146 mil-
lion. The number of shareholders was approximately 1,200.

Aktiekapitalets utveckling

Year Transaction 
Change in

number of shares
Change in

share capital, SEK
Total number

of shares
Total share

capital, SEK
Quota 
value

2005 Formation of the company 1,000 100,000 1,000 100,000 100

2006 Split 9,000 – 10,000 100,000 10

2006 New share issue 40,000 400,000 50,000 500,000 10

2006 New share issue 8,818,800 88,188,000 8,868,800 88,688,000 10

2007 New share issue 4,434,400 44,344,000 13,303,200 133,032,000 10
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Board of Directors
SVEN HIRDMAN
Chairman of the Board since 2006
Bromma, born in 1939

Served in the Swedish foreign serv-
ices from 1963 to 2004, most recently 
as Sweden’s ambassador in Moscow 
from 1994 to 2004 with concurrent 

accreditation in other CIS countries. Slavic scholar with M.A. 
and B.A. from Uppsala University. 

Performed his military service in 1958–59 at the Swedish 
Army’s Interpreters College in Uppsala. Currently works as a 
business consultant and lecturer with a focus on Russia and 
international politics. Ambassador Hirdman is Marshal of the 
Diplomatic Corps in Stockholm, a member of the Advisory 
Board for Mint 2 and an advisor on foreign affairs for Oriflame. 
Chairman of Transparency International Sweden.

Shareholding in Varyag Resources AB: 3,000 shares.

Franz Bergstrand
Styrelseledamot sedan 2008
Stugun, född 1946

Forest Engineer with a 35-year experi-
ence from the forest and wood work-
ing industries, both nationally and 
internationally. Franz Bergstrand is 

the CEO of the forestry company Jämtlamell AB, chairman of 
the boards of Swedish Timber Group, Wood Support, KåEss 
Bygg, Sporthaus and Robera. Vice-chairman of Handelskam-
maren Mitt and Peak Innovation, board member of Swedbank 
Skog and Lantbruk AB, Swedish/Thai chamber of commerce 
and Swedbank (local bank).

Shareholding in Varyag Resources AB: 1,500 shares.
 

AGNETA DREBER
Board Member since 2006
Stockholm, born in 1946

B.A. in Russian and English and 
M.B.A. from the Stockholm School of 
Economics. CEO of the industry and 
employers association for the Swed-

ish food and drink industry; Livsmedelsföretagen. Board mem-
ber of Fritt Näringsliv, the Ohlin Institute, Länsförsäkringar 
Stockholm, Institutet för livsmedel och Bioteknik AB, Swedish 
Nutrition Foundation and the Swedish Press Council. Deputy 
member of and the Board of Governors of the Stockholm 
School of Economics. 

Shareholding in Varyag Resources AB: 3,000 shares.

Johan Hessius
Board member since 2007 
Stockholm, born in 1958 

LL.M. from the University of Stock-
holm. Johan Hessius has more than 
20 years’ experience of business law, 
focusing on mergers and acquisi-

tions, capital markets and corporate issues. Presently, Johan 
Hessius is partner and head of the corporate department at 
Advokatfirman Lindahl KB. In addition, he is chairman of the 
Stockholm department of the Swedish Bar Association. 

Johan Hessius is a board member in several private and 
public limited liability companies, such as Carl Lamm AB 
(publ) and WeSC AB (publ). 

Shareholding in Varyag Resources AB: 15,000 shares 
through Johavid Invest AB 

Pia Rudengren 
Board Member since 2006
Stockholm, born in 1965

M.B.A. from the Stockholm School of 
Economics. Board member of 
BioPhausia AB, Duni AB, Social Initia-
tive AB, WeMind AB, Swedbank AB, 
Metso Oyj and Tikkurila Oy. 

Shareholding in Varyag Resources AB: 30,000 shares.

Johan Unger
Board Member since 2006
Stocksund, born in 1961

M.B.A. from Uppsala University. 
Board member of BioPhausia AB, 
ALM Equity AB and DGC One AB.

Shareholding in Varyag Resources 
AB: 31,050 shares.

TORBJÖRN GUNNARSSON
Board Member since 2006, 
Chief Executive Officer (CEO) of 
Varyag Resources AB
Stockholm, born in 1959

M.B.A. from the Stockholm School of 
Economics. Board member of G Gun-

narsson Fastighets AB, Panare AB, Mio AB and Södra Hotellet 
AB. Member of the advisory investment committee Svensk 
Fondservice AB.

Shareholding in Varyag Resources AB: 204,000 shares.

Board of Directors, Management 
and Management Company

Shareholding as of 30 March 2009. 
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Senior executives
Torbjörn Gunnarsson
Board Member since 2006, Chief Executive Officer (CEO) of 
Varyag Resources AB
Stockholm, born in 1959
See above.
 

Nadja Borisova
CFO as of April 2007
Stockholm, born 1968

Graduate in business administration, 
Certified Accountant from the ACCA 
(Chartered Association of Certified 
Accountants in the UK) and engineer-
ing graduate from the St. Petersburg 
Technical University.

Shareholding in Varyag Resources AB: 1,500 shares 
through pension insurance

Auditors
ERNST & YOUNG AB  
Chief responsible auditor: Björn Fernström
Björn Fernström is an authorised public accountant and  
member of FAR SRS.
Chief responsible auditor in Varyag AB since 2006.

Management Company — Taiga Capital Limited
ALEKSANDR WILLIAMS
Managing partner and owner of 
the Management Company
Moscow, born 1968

Aleksandr Williams has more than 
thirteen years experience of asset 
management, corporate finance and 
advisory activities in Russia and the 

rest of CIS. Williams has been a full-time resident in Moscow 
since 1993 and is managing director in the Management Com-
pany. Previously, Williams managed Vostok Nafta’s activities 
in Russia in his capacity as General Director and authorized 
signatory for all of Vostok Nafta’s Russian entities which held 
some USD 2,200 million in Russian securities. Williams 
responsibilities included handling trade sales, corporate 
actions, buy-side research, tax planning and daily manage-
ment of Vostok’s Russian entities. Williams has handled trade 
sales and offmarket transactions with every major Russian oil 
company including, LUKoil, YUKOS, KazMunaiGaz, the gov-
ernment of Bashkiria, the government of Yakutia and CNPC. 
These transactions had a total deal value of some USD 250 
million (USD 170 million net to Vostok) generating an IRR of 
57 per cent. The corporate actions have included the largest-
ever minority shareholder action in Russia (covering Russia, 
BVI and Belgium) against Megionneftegaz and its majority 
shareholder NGK Slavneft. The action was instrumental in 
achieving a buy-out offer for all minority shareholders. Williams 
does not have any connection with Vostok Nafta anymore. 
During six years at PricewaterhouseCoopers, Williams worked 
closely with Russian management teams as a management 
consultant to introduce financial forecasting and cash-flow-
based project evaluation to Russian corporations, particularly 
with LUKoil. Williams is an active member of the Russia-OECD 
Corporate Governance roundtable and has a degree in theoret-
ical physics from the University of St. Andrews and a Master of 

Business Administration from the City University Business 
School (London). Williams was employed by Hagströmer & 
Qviberg AB during the period November 1997 to October 
1999. 

Shareholding in Varyag Resources AB: 202,700 shares

VLADIMIR GAIDAMAKA
Partner of the Management  
Company
Moscow, born 1956

Vladimir Gaidamaka is highly experi-
enced and has worked at senior levels 
both in government and in the com-
mercial sector. Gaidamaka has spent 

much of his working career in the oil and gas industry and in 
the forestry sector and brings a broad contact network in these 
sectors. Gaidamaka is a member of the Russian government’s 
forestry industry working group. Previously, Gaidamaka was 
retained as a consultant to one of Vostok Nafta’s Russian enti-
ties. In this role he has handled federal and regional govern-
ment relations. Gaidamaka has been instrumental in obtain-
ing access to senior political and business figures in Russia 
and his role in the Management Company is to generate vari-
ous business deals and transactions. Gaidamaka’s previous 
roles include acting as an Advisor to Federation Council on 
which he represented Bashkiria. Prior to this, Gaidamaka 
acted as Chief Specialist of Gosnab (SSSR), a state company 
which formerly was responsible for all planning and procure-
ment for the Soviet Union’s forestry and chemicals industries. 
Gaidamaka was also a director of RMNNTK, the centre of 
analysis of oil & gas exploration and development. Gaidamaka 
does not have any connection with Vostok Nafta anymore. 

JONATHAN WIGGIN
Project director 
Moscow, born 1978 

After completing a joint honours 
degree in Russian and Italian at 
Oxford University in 2002, Wiggin 
embarked on a successful career as 
founder/director of two London-

based companies with operations throughout the former 
Soviet Republics and also in China. He is a fluent Russian 
speaker with a wide network of contacts in Taiga Capital Ltd’s 
geographical areas of operation, where he has spent signifi-
cant periods of time over several years. Wiggin joined Taiga 
Capital Ltd in April 2007.

SERGEY IVANYSH
Lawyer
Moscow, born 1969 

Ivanysh has more than ten years’ of 
professional experience as a legal 
consultant specialising in civil law. 
He is responsible for the legal struc-
ture of share purchase contracts and 

provides legal support to all investment projects. Ivanysh 
received his law degree from the University of the Russian 
Academy of Education in 1999 and joined Taiga Capital Ltd in 
April 2006.
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Directors’ Report

Group
Varyag shall invest, actively manage and exit investments 
mainly in unlisted natural resources companies in Russia and 
the rest of the CIS. 

Varyag Resources AB, corporate registration number 
556694-6421, the Group’s Parent Company with its office in 
Stockholm, was registered on 20 December 2005. In addition 
to the Parent Company, the Group consists of the subsidiary 
Varyag Capital (Cyprus) Ltd with its registered office in Nico-
sia, Cyprus, and Varyag Finance GmbH with its registered 
office in Zug, Switzerland. During 2005 and first six months of 
2006, the company was inactive and did not conduct any oper-
ations.

On 7 August 2006, the shares in Varyag were admitted to 
trading on First North. In connection therewith, a public offer-
ing to subscribe for shares provided the company with SEK 
441 million before issue expenses and SEK 425.5 million after 
issue expenses. The rights issue in December 2007 provided 
the company with SEK 199.5 million before issue expenses 
and SEK 195.7 million after issue expenses.

RESULTS
Operating loss
An operating loss of SEK 44.4 million was reported for 2008. 
Operating expenses relate primarily to management service 
expenses in Russia, amounting to SEK 16.1 million, and per-
sonnel costs of SEK 3.8 million, of which SEK 0.9 million 
relates to Board remuneration. The SEK 19.3 million capital 
loss relating to the disposal of the Unal/AGK coal investment 
is included in the operating loss.

Financial items
Interest income for 2008 amounted to SEK 29.0 million. 
Exchange rate losses amounted to SEK 47.4 million. The 
exchange rate losses are due to the rouble and dollar weaken-
ing against the euro during 2008 which has had a negative 
effect on loans receivables from the Russian portfolio compa-
nies.

Tax and result after tax
The Group’s loss after tax amounted to SEK 62.8 million for 
2008. Tax assets related to the accrued losses carried forwards 
have not been reported.

In regards to the coal project Unal; a disposal has been 
made in 2008 and the capital loss amounted to SEK 19.3 mil-
lion.

INVESTMENTS, FINANCING AND LIQUIDITY
Investments 
Investments in portfolio companies amounted to SEK 244.2 
million for 2008, which mainly comprised of acquisition costs 
and loans to portfolio companies.

Regarding the coal project Unal, a disposal has been made 
in 2009 with a capital loss amounting to SEK 19 million.

Financing and exchange rate effect
Neither Varyag nor the portfolio companies have any bank 
loans and are therefore not facing any refinancing risks. All 
investments in the portfolio companies are financed with 
equity capital. The translation difference in equity has been 
positively affected by the SEK’s weakening against the euro. 
The translation to SEK of the Cypriot subsidiary, which owns 
the portfolio companies, resulted in an exchange rate gain of 
SEK 82.9 million which was posted directly to shareholders’ 
equity. Considering the SEK 47.4 million exchange rate loss in 
the profit and loss statement, the net effect of the exchange 
rate fluctuation on shareholders’ equity is positive SEK 35.5 
million. 

Cash and cash equivalents
Cash and cash equivalents amounted to SEK 55.7 million at 
the balance sheet date.

THE PORTFOLIO COMPANIES
The table below provides a summary of Varyag’s investments 
and commitments. In some cases not all of these capital com-
mitments have been fully disbursed and therefore the figures 
do not exactly correspond with the investments in the balance 
sheet. The table does however provide an accurate view of  
Varyag’s exposure to the various projects. As shown in the 
table Varyag is almost fully invested. 

VARYAGS INVESTERINGSPORTFÖLJ 31 DECEMBER 2008

Company Sector
Net investment 

SEK million

RusForest Forestry 403.9

Russian Gravel Co Aggregates 154.2

Total 558.1

Net investments include mSEK 8.9 in outstanding commitments. 

RusForest
Summer harvesting volumes at RusForest’s operating subsidi-
aries were negatively affected due to a lack of access to forests 
as a result of unusually high rainfall. The companies returned 
to normal harvesting and sawmilling from November 2008 
and operating results and cash flows have stabilised. RusFor-
est is of course exposed to the downturn in global building 
industry, which has had a negative impact on sawnwood 
demand. However, RusForest’s target markets in Japan and 
Central Asia (Azerbajdzhan and Uzbekistan) have not been as 
badly affected as markets in Europe, the Middle East and 
North Africa. However, the pricing environment is somewhat 
weak and the company has experienced an increase in late 
payments from their customers. Having said that, all produc-
tion volumes are currently being sold and the company does 
not envisage any plant shutdowns under current conditions. 
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In response to the weakness in pricing and the absence of 
debt funding, it has been decided to slow down the pace of 
development at the Nebelsky sawmill. The work will now be 
funded with operating cash flows. The Bogouchany sawmill is 
moving towards full capacity, which is expected to be reached 
in March 2009. In light of the reduced summer harvesting in 
2008, it has been decided to create a larger stock of timber 
going into the summer, in order to ensure that the sawmills 
can operate even if harvesting activities are disrupted. 

Varyag believes that RusForest is relatively well positioned 
given its focus on isolated markets in Central Asia and its low 
cost base.

Russian Gravel Co
Russian Gravel Co is also moving into full production capacity 
and the necessary plant and rail access has been completed. 
The company is waiting for various permits from the Russian 
Railways in order to begin shipping product. The company’s 
forward orders are based on various letters of intent with pro-
spective buyers. Buyers are unwilling to sign legally binding 
sales agreements until the company has received permissions 
from the Russian Railways and can plan its rail-wagon loading 
and shipment programme. Within this constraint, forward 
demand seems to be reasonably reliable and the company has 
a range of potential buyers. Essentially all potential customers 
are government funded entities. Russian Gravel Co does not 
have any plans to supply general construction. The three larg-
est target customers are two atomic power stations which are 
under construction and the Russian Railways and, in addition 
to that, various road building contractors and construction 
departments of regional authorities. 

The commissioning of the plant has taken longer than 
planned. As a result, Varyag filed a claim against two of the 
three Russian shareholders in Russian Gravel Co in the London 
Court of International Arbitration in respect of a breach of their 
duties under the shareholders’ agreement. Varyag has alleged 
that the Russian shareholders misspent part of the develop-
ment funding provided by Varyag. One of the shareholders 
acknowledged the claim and has partially repaid claimed 
amounts to Varyag. Varyag has taken legal action to collect the 
remaining balance. Following the filing of the claim, Varyag 
and the two Russian shareholders have signed a settlement 
agreement whereby the Russian shareholders will transfer 
their combined 41.7 per cent interest in Russian Gravel Co to 
Varyag in settlement of the claim and related litigation. This 
agreement is subject to the completion of various pre-emption 
procedures.

Unal/Kartagonski
Varyag has elected to reduce its exposure to the coal sector 
due to the lack of available development funding. As a result, 
Varyag decided to sell its 50 per cent interest in the Unal 

project for a total consideration of RUB 35 million (SEK 9 mil-
lion). Given the fact that the project is still subject to ongoing 
legal uncertainty, the buyer has been provided with delayed 
payment terms over 24 months. The sale has resulted in an 
estimated loss of SEK 19 million. However it removes the need 
to fund AGK’s ongoing operations and capital requirements. 
Similarly, no funding has yet been transferred for the Kartagon-
ski coal project. Varyag will not fund this initiative until such 
times as either all companies are consistently cash flow posi-
tive, an asset is disposed of or, suitable debt financing can be 
assured.

REPORTING AND ACCOUNTING OF PORTFOLIO COMPANIES
The portfolio companies in Varyag would normally have been 
reported in accordance with the equity method and/or the 
acquisition accounting method in the company’s financial 
statements. The portfolio companies’ financial statements 
and reporting have been converted from reports required by 
fiscal authorities to accounts that comply with internationally 
acceptable accounting practices. The portfolio companies’ 
transition to IFRS is advancing according to plan. Due to the 
proposed acquisition of 50 per cent of RusForest and the 
restructuring of Varyag, the intended consolidation of the port-
folio companies in Varyag’s reports will commence after the 
Extraordinary General Meeting has made a decision on the 
transaction. RusForest will then become a fully owned subsidi-
ary.

VALUATION OF PORTFOLIO HOLDINGS
Varyag has carried out customary impairment tests on the 
book value of the investments to assess if any write-down 
requirements exist. The fair value has been evaluated in order 
to assure that the investments have not been recorded at a 
higher value than the recoverable amount. If the book value is 
higher than the recoverable amount, the value of the invest-
ment will be written down. If the book value is lower than the 
recoverable amount, no increase in value will be made. The 
impairment tests are carried out by the management com-
pany, commissioned by Varyag according to the management 
agreement, and approved by the Board. The book values corre-
spond to the amount of the total investment. The amount con-
sists of the cost of an investment, including acquisition costs 
and loans to portfolio companies.

The discount factor (WACC) used has, on account of the 
changes in the global economy, been increased from 15 per 
cent to 18.3 per cent. The increase in WACC should be viewed 
as an increased risk premium despite the fact that the 
expected inflation rate has decreased. Varyag’s assessment of 
the fair value of RusForest and Russian Gravel Co has deter-
mined that no reasonable changes in important assumptions 
will lead to the calculated recoverable amount being lower 
than the book value.



25Annual report 2008 | Varyag Resources AB (publ)

EVENTS AFTER PERIOD END
Agreement has been reached with the Russian shareholders 
in Russian Gravel Co, whereby two of the three shareholders 
transfer 41.7 per cent of their shares to Varyag in settlement of 
Varyag’s claims against the Russian shareholders for budget 
overruns. The execution of the agreement is subject to the 
completion of various pre-emption procedures. Following the 
completion of the pre-emption procedure Varyag’s interest will 
be increased from 51 per cent to 92.7 per cent (prior to con-
vertible loan conversion).

The installation of the Metso Minerals crushing and sorting 
plant at OOO Belomorsky Karyer was completed in mid-
March. The plant has now gone into production. The railhead 
at the Company’s plant-site has now also received official 
approval for its exploitation from the Russian Railways, thus 
allowing the loading of finished product for delivery to custom-
ers by rail.

SIGNIFICANT RISKS AND UNCERTAINTY FACTORS
Varyag’s operations, financial position and earnings may be 
affected by a number of risk factors. One risk factor that may 
be considered significant is associated with the actual busi-
ness focus of investing in unlisted companies in Russia and 
the rest of the CIS. 

Risk factors to be taken into consideration are; country spe-
cific risks, political risk, liquidity risk, funding risk, develop-
ment risk, counterparty risk acquisition and disposal risks, tax 
risk, foreign exchange risk, risks connected with the Manage-
ment Company and corporate governance risks.

For further information on risk factors, reference is made to 
the new share issue 2007 prospectus. 

FINANCE POLICY — CURRENCY RISK
When an investment decision is made, an amount corre-
sponding to the payment price is hedged in the currency in 
which payment is to be made. On the closing date, RUB 35.7 
million was hedged for forthcoming approved investments. 
On the balance-sheet date, the exchange-rate change on this 
exposure in relation to SEK was reported as a deferred expense 
amounting to SEK 0.3 million. Currency exposure in com-
pleted investments will not be hedged. The company’s cur-
rency exposure with regard to annual management fees and 
Parent Company expenses is in SEK.
 

Parent company 
Loss before taxes amounted to SEK 6.9 million for 2008. The 
result includes exchange rate losses of SEK 8.6 million and 
interest income of SEK 8.9 million.

COMPOSITION OF THE BOARD OF DIRECTORS
The Board of Directors consists of the Chairman Sven Hird-
man and members Agneta Dreber, Franz Bergstrand, Johan 
Hessius, Pia Rudengren, Johan Unger and Torbjörn Gunnars-
son. Torbjörn Gunnarsson is also the company’s Chief Execu-
tive Officer.

WORK OF THE BOARD OF DIRECTORS
During the 2008 financial year, 18 minuted Board meetings 
were held. Board work is conducted in compliance with the 
established working procedures governing the work of the 
Board of Directors and the Managing Director. The Board has 
established a finance policy, communications policy, business 
ethics policy, equality policy and environmental policy. In Sep-
tember, a five-day Board trip to Siberia was made, were mem-
bers of the Board visited the portfolio companies Boguchanski 
LPK, Tuba-Les and PIK-89. The Board has no sub-committees. 

CORPORATE GOVERNANCE
Varyag is listed on the First North at the Stockholm Stock 
Exchange. This means that the company is not subject to the 
Swedish Code of Corporate Governance. However, Varyag’s 
Board of Directors will observe the development of the practi-
cal implications of the Code, in order to gradually adapt its 
activities to the Code in areas where it is regarded as being of 
relevance to Varyag and its shareholders. In view of the com-
pany’s size, the entire Board comprises both the Nomination 
Committee and the Audit Committee.

NOMINATION COMMITTEE
The Nomination Committee comprises of Hans Hedström 
representing HQ Fonder (chairman), Per Josefsson represent-
ing Zenit, Per Brillioth from Vostok Nafta, Viking Kjellström 
from SEB-funds and Sven Hirdman, Chairman of the Varyag 
Board. 
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SHARE CAPITAL AND OWNERSHIP
The Varyag share is listed on the First North list of the Stock-
holm Stock Exchange. Trading is conducted under the ticker 
designation VARY. The number of shares outstanding 
amounts to 13,303,200. The turnover rate for the share during 
the period of January–December 2008 was approximately 
24 per cent. The average daily turnover was 17,318 shares, cor-
responding to approximately SEK 475,401. The average spread 
between the bid and the ask price was 2.17 per cent. 

During 2008 Vostok Nafta Investment acquired approxi-
mately 10.8 per cent of Varyag’s shares and as a result has 
become Varyag’s largest shareholder.

At the close of the period, the share price for Varyag was 
SEK 11, and its market capitalisation was approx. SEK 146 mil-
lion. The number of shareholders was approximately 1,200.

Year Transaction,
Change,in, 

number,of,shares
Change,in, 

share,capital,,SEK
Total,number, 

of,shares
Total,share, 
capital,,SEK

Quota, 
value

2005 Formation,of,the,company 1,000 100,000 1,000 100,000 100

2006 Split 9,000 – 10,000 100,000 10

2006 New share issue 40,000 400,000 50,000 500,000 10

2006 New share issue 8,818,800 88,188,000 8,868,800 88,688,000 10

2007 New share issue 4,434,400 44,344,000 13,303,200 133,032,000 10

MAJOR SHAREHOLDERS AS OF 31 DECEMBER 2008 
ACCORDING TO Euroclear Sweden AB

Shareholder Number Percentage

Vostok Nafta Investment Ltd 1,434,880 10.8

Staffan Rasjö 1,329,100 10.0

Fonden Zenit 913,000 6.9

HQ Rysslandsfond 592,350 4.5

Dunross & Co AB 589,700 4.4

SEB Östeuropafond 532,400 4.0

CS SEC (Europé) Ltd 528,500 4.0

SEB Private Bank S.A. 429,100 3.2

EFG Private Bank S.A. 420,000 3.2

Per J Förvaltning AB 320,000 2.4

Others 6,214,170 46.7

Total 13,303,200 100.0

PROPOSED ALLOCATION OF UNAPPROPRIATED INCOME
The Board proposes to the Annual General Meeting that the 
funds available, SEK 476,786,135 shall be carried forward.
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Income statements

  Group Parent Company

Amounts in SEK 000s Note 2008 2007 2008 2007

Other operating revenues 1 968 903 968 903

Other external costs 2 –22,149 –16,711 –4,259 –4,370

Personnel costs 3 –3,846 –3,574 –3,846 –3,574

Result sale of participants –19,324 – – –

Depreciation 4 –25 –25 –25 –25

Operating loss –44,377 –19,406 –7,162 –7,066

Income interest and dividends from associated companies 5 28,992 11,358 8,869 6,427

Exchange-rate changes –47,393 –7,688 –8,566 1,844

Profit/loss after financial items –62,778 –15,736 –6,859 1,206

Tax for the period 6 – –61 – –

Profit/loss for the period –62,778 –15,797 –6,859 1,206

Earnings, SEK –4.72 –1.77

								      
								       Definition of key figures
Earnings per share 
Profit/loss after tax divided by weighted average number of 
shares.

NUMBER OF SHARES				  

2008 2007

Beginning of the period 13,303,200 8,868,800

End of period 13,303,200 13,303,200

Average number of shares 13,303,200 8,929,545
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Balance sheets

  Group Parent Company

Amounts in SEK 000s Note 31 Dec. 2008 31 Dec. 2007 31 Dec. 2008 31 Dec. 2007

Assets

Fixed assets

Equipment 7 71 97 71 97

Participations in Group companies 8 – – 529,627 284,047

Participations in portfolio companies 9 217,836 171,346 – –

Receivables from Group companies 10 – – 25,594 22,187

Other long term receivables 9,180 – – –

Total fixed assets 227,087 171,443 555,292 306,330

Current assets

Other current receivables 11 331,933 109,473 409 1,019

Prepaid expenses and accrued income 12 1,904 1,601 349 663

Cash and bank balances 55,704 318,095 55,200 314,362

Total current assets 389,540 429,169 55,958 316,044

Total assets 616,627 600,612 611,250 622,375

Shareholders’ equity and liabilities

Shareholders’ equity 14 614,852 595,106 609,819 617,068

Current liabilities

Current liabilities 407 4,765 407 4,765

Deferred income and accrued expenses 13 1,369 740 1,024 541

Total shareholders’ equity and liabilities 616,627 600,612 611,250 622,375
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Changes in shareholders’ equity

  Group Parent Company

Amounts in SEK 000s Note 14 2008 2007 2008 2007

Opening shareholders’ equity 595,106 412,991 617,068 420,186

New share issues – 199,548 – 199,548

Issue expenses –390 –3,872 –390 –3,872

Translation difference 82,914 2,236 – –

Net profit/loss for the period –62,778 –15,796 –6,859 1,206

Shareholders’ equity at end of period 614,852 595,106 609,819 617,068

Pledged asstes and contingent liabilities

Pledged assets None None None None

Contingent liabilities 15 None 6,588 None None
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Cash flow statement

  Group Parent Company

Amounts in SEK 000s Not 2008 2007 2008 2007

Profit/loss after financial items –62,778 –15,736 –6,859 1,206

Adjustment for non-cash items, etc. 16 45,435 7,713 8,470 –1,819

Paid income tax – –61 – –

Cash flow from operating activities before  
changes in working capital –17,343 –8,084 1,611 –613

Cash flow changes in working capital 7,952 –4,462 –2,952 6,188

Cash flow from operating activities –9,391 –12,546 –1,341 5,575

Investment in office fittings – –16 – –16

Investment in financial assets 16 –244,196 –173,454 –248,986 –203,758

Cash flow from operating activities –244,196 –173,470 –248,986 –203,774

New share issues –390 195,676 –390 195,676

Cash flow from financing activities –390 195,676 –390 195,676

Cash flow during the period –253,977 9,660 –250,717 –2,523

Cash and cash equivalents, beginning of period 318,095 316,100 314,362 315,041

Exchange-rate differences on cash and cash equivalents –8,414 –7,665 –8,445 1,844

Cash and cash equivalents, period end 55,704 318,095 55,200 314,362
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Accounting principles

This annual report has been prepared in accordance with the following 
accounting principles, which apply to Varyags’ financial reporting.

Statement concerning compliance with applicable  
regulatory framework
The consolidated financial statements and the annual report for the 
Parent Company are prepared in accordance with Swedish law and app-
lying the general standards and statements of the Swedish Accounting 
Standards Board (BFN). Regarding consolidation of portfolio compa-
nies, see below. The standards of BFN applicable to large companies 
have been applied, unless otherwise stated. Uniform principles are app-
lied to the consolidated financial statements and the annual report of 
the Parent Company.

Basis of preparation
The consolidated financial statements are prepared based on histori-
cal cost. All amounts are presented in millions of Swedish Crowns 
(SEK million), unless otherwise stated.

Basis of consolidation
The consolidated financial statements comprise the Parent Company 
and its subsidiaries. The financial reports of the Parent Company and 
its subsidiaries included in the consolidated financial statements refer 
to the same period and are prepared in accordance with the accoun-
ting principles adopted by the Group.

All inter-company transactions, income, costs, profit or loss arising 
from transactions between companies included in the consolidated 
financial statement are eliminated in their entirety. A subsidiary is a 
company over which the Parent Company has a controlling influence, 
generally as a consequence of a holding of shares that, directly or indi-
rectly, provides the Parent Company the control over more than 50 per 
cent of the voting power. Acquired subsidiaries are included in the 
consolidated financial statements using the purchase method. Accor-
ding to the purchase method the acquisition is considered a transac-
tion by which the Group indirectly acquires the assets of the subsidiary 
and assumes its liabilities and other obligations. The fair value of the 
assets and liabilities are determined in connection with the acquisition 
and constitutes, thereafter, the Group’s acquisition cost. The diffe-
rence between the cost of the shares, including any transaction costs, 
and the fair value of the net assets is recognised as goodwill. Goodwill 
is recognised as an asset in the balance sheet and is depreciated over 
the expected useful life, generally not more than twenty years. Where 
the difference is negative, a negative goodwill arises, which is credited 
to the income statement in future periods or immediately, depending 
on the nature of the acquired assets and the reason for the negative 
difference. A subsidiary is included in the consolidated financial state-
ments as of the time of the acquisition, i.e. the day on which the 
Parent Company acquires a controlling influence, and is included in 
the financial statements until the date on which the controlling influ-
ence ceases. 

Minority interest is such part of a subsidiary’s results or net assets, 
respectively, which is not, directly or indirectly, owned by the Parent 
Company. The minority interest is estimated based on the values 
which, applying the Group’s accounting principles, are recognised in 
the subsidiary’s accounting. Minority interest in the subsidiary’s net 
assets is reported as a separate item between liabilities and equity. The 
minority share of the net profit for the year is reported as an adjust-
ment item in the income statement immediately before the net profit. 

An associate is an entity over which the Parent has significant influ-
ence, generally through a shareholding of more than 20 per cent but 
not more than 50 per cent of the voting power of the shares. Associa-
tes are included in the consolidated financial statements as of the date 
on which significant influence was acquired, and are accounted for 
under the equity method. Investment in an associate is initially 

recognised at cost under the heading Investment in Associate. The 
acquisition cost is allocated to the acquired share of the underlying 
assets and liabilities, by analogy with the requirements concerning an 
acquisition of a subsidiary. As it stated in the Directors’ report, page 23 
the portfolio companies are disclosed at acquisition value.

The Group’s share of the net profit of the associate, after adjust-
ment for amortisation of goodwill and amortisation or depreciation of 
any surplus values of the assets, is reported in the income statement 
under the heading Income from Associate, and the item Investment in 
Associate is adjusted. Dividends received reduce the carrying amount. 
Where recognised losses in the associate exceed the carrying amount 
of Investment in Associate, it is reduced to zero. Reductions for losses 
are made also against unsecured receivables, the economic substance 
of which render them part of the net investment in the Associate. Sur-
plus losses are not recognised unless guarantees have been granted 
to cover losses incurred in the associated company. Profit or loss 
incurred in transactions between group companies and associates are 
eliminated in proportion to ownership.

Transactions, receivables and liabilities in foreign currency 
Transactions in foreign currency are translated in the reporting cur-
rency at the rate of exchange on the transaction date. Monetary assets 
and liabilities are translated as at the balance sheet date at the rate of 
exchange on the balance sheet date. Any differences in the rate of 
exchange arising from the translation are recognised in the income 
statement. Non-monetary assets and liabilities are recognised at his-
torical rates of exchange, i.e. at the rates of exchange on the respective 
transaction dates.

Foreign operations
Foreign subsidiaries and associates are translated into Swedish cur-
rency by having assets and liabilities translated at the rates of exchange 
on the balance sheet date. Income and expenses are translated at the 
average rate of exchange for the year. Differences arising at the transla-
tion are recognised directly in equity and classified as Translation Diffe-
rence. On future disposal of a subsidiary or an associate, the accumula-
ted translation difference is recognised in the income statement as part 
of the gain or loss on disposal.

Decided but as yet non-executed investments are hedged by having 
an amount corresponding to the purchase price exchanged to the cur-
rency in which the payment will be made. Exchange-rate changes from 
the time that the money is exchanged is capitalised as a prepaid or 
deferred cost up to the time control over the shares is gained. When 
control over the shares has been gained, exchange-rate changes are 
included in the acquisition value of the shares.

Borrowing costs
Borrowing costs, including arrangement fees, are recognised as an 
expense in the income statement in the period to which they relate.

Intangible assets
Acquired intangible assets, including goodwill, are recognised as 
assets in the balance sheet and valued at cost less accumulated amor-
tisation and any impairment. Research and development costs are 
recognised as an expense in the income statement in the period in 
which they are incurred.

Tangible fixed assets
Tangible fixed assets are recognised as an asset in the balance sheet 
and valued at cost less accumulated depreciation and any impairment. 
Cost includes, in addition to the purchase price, expenses directly rela-
ted to the asset to bring it in place and in condition for the intended 
use.
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Depreciation and amortisation
Tangible fixed assets and Intangible Assets are depreciated and amor-
tised at the depreciable amount straight-line over the estimated useful 
life. The depreciable amount is the difference between cost and the 
estimated residual value which, for intangible assets, is normally esti-
mated at zero. The estimated useful life and the residual value are 
assessed annually. Tangible fixed assets may include components of 
significant value, the useful life of which exceeds that of the underlying 
asset. In such case, the component is depreciated over its useful life.

Financial assets and liabilities
Loans and receivables and other financial instruments are carried at 
amortised cost using the effective interest method. Gains and losses 
are recognised in the income statement when the loans and receiv
ables are derecognised or impaired.

Impairment
When there are indications that the carrying amount of an asset is 
impaired in, the asset is assessed for impairment. If the carrying 
amount exceeds the recoverable amount, the asset is considered 
impaired the carrying amount is reduced to the recoverable amount. 
The recoverable amount is the higher of an asset’s estimated value in 
use and the estimated net selling price. The value in use is estimated 
as the present value of future cash flows generated by the asset. For 
assets which do not generate a cash flow that is independent of the 
cash flows from other assets, the cash flow estimate is based on the 
smallest identifiable group of assets that are independent of the cash 
flow from other assets. Investment in Associates are tested for impair-
ment individually for each investment. An impairment loss is reversed 
where the reason for the impairment is removed.

Inventory
Inventory is valued at the lower of cost and net realisable value. Cost 
includes all expenses to bring the goods in place and usable condition. 
Cost is calculated according to the method first-in-first-out.

Lease agreements
Finance leases, which transfer to the Group substantially all the risks 
and benefits incidental to ownership of the leased asset, are capitali-
sed at the inception of the lease at fair value of the leased property. 
Lease payments are apportioned between the finance charges and 
reduction of the lease liability. Finance charges are recognised in the 
income statement in the period to which they relate. Operating lease 
payments are recognised as an expense in the income statement on a 
straight-line basis over the lease term.

Pensions
Pension liabilities in foreign entities are recognised in accordance with 
local regulations. Pension liabilities in the Parent Company are cal-
culated in accordance with customary Swedish insurance-technical 
principles.

Provisions
A provision is recognised when a legal or constructive obligation 
arises as a consequence of an event, and it is likely that the obligation 
must be met, and the amount can be reliably estimated.

Revenue
Revenue from sale of goods is recognised at the time of delivery, exclu-
sive of value added tax and selective taxes. Revenue from services is 
recognised as they are provided. Revenue from assignments at fixed 
price is recognised by reference to the stage of completion.

Income tax
Income tax is comprised of current and deferred taxes. Income tax is 
recognised in the income statement when the tax is related to items 
recognised in the income statement. Income tax is recognised directly 
in equity when the tax is related to items recognised directly in equity. 
Deferred tax is calculated as the difference between, on the one hand, 
the tax base of assets and liabilities and, on the other hand, their carry-
ing amounts (temporary differences). Deferred tax is calculated based 
on the tax rates estimated to apply to settlement of the tax. Deferred 
tax liability is recognised for all taxable temporary differences. Deferred 
tax assets is recognised only where it is likely that the deductible tem-
porary difference can be utilised, thereby reducing future tax expense.
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Notes
Amounts in SEK 000 unless otherwise stated.		

Note 1 Other operating revenues

Group Parent Company

2008 2007 2008 2007

Rental Income 968 903 968 903

Total 968 903 968 903

Rental Income derives from the re-invoicing of office rent to subtenants. 

Note 2 Other external costs

Group Parent,Company

2008 2007 2008 2007

Management fee 16,125 10,671 – –

Other consulting fees 2,298 2,466 1,342 1,640

Travel expenses 373 398 242 281

Other costs: 3,353 3,176 2,675 2,448

Office expenses 
(gross rental income) 1,309 1,485 1,309 1,485

Annual reports 397 139 397 139

Annual general meetings� 176 200 176 200

Costs to be listed on 
First North 441 292 441 292

Bank costs 211 300 21 22

Investment Advisory 
Committee remuneration� 330 315 – –

Others 489 444 331 311

Total 22,149 16,711 4,259 4,370

Fees were paid to auditors in the following amounts:		

Group Parent Company

2008 2007 2008 2007

Audit assignment

Ernst & Young 715 564 587 386

Total fees for audit  
assignments 715 564 587 386

Other assignments

Ernst & Young

Total fees for other  
assignments 159 113 139 113

Total fees paid to auditors 874 677 726 499
					   

Note 3 Employees and personnel costs

2008 2007

Average number of employees� Men Women Men Women

Sweden

Parent Company 0.6 1 0.6 1

Cyprus – – – –

Switzerland – – – –

Total 0.6 1 0.6 1

2008 2007

Salaries and remuneration

Board of 
Directors 

and MD

of which 
bonus and 

similar

Board of 
Directors 

and MD

of which 
bonus and 

similar

Sweden

Parent Company 1,612 – 1,588 –

Cyprus – – – –

Switzerland – – – –

Total 1,612 – 1,588 –
					   

Salaries, remuneration  
and social security costs

Group Parent Company

2008 2007 2008 2007

Salaries and other 
remuneration 2,432 2,311 2,432 2,311

Contractual pensions 
to MD 228 212 228 212

Contractual pensions 
to others 259 209 259 209

Other social security 
costs 907 833 907 833

Other personnel costs 20 10 20 10

Total 3,846 3,574 3,846 3,574

Remuneration to the managing director is in the form of salaries, pen-
sions and other benefits. The managing director works on a 60 per 
cent basis. Notice of termination from Varyag is 12 months and from 
the managing director 6 months. The managing director will receive 
severance pay corresponding to six monthly salaries in addition to sal-
ary corresponding to 12 monthly salaries during the period of notice. 
Income, which the managing director earns – or reasonably should 
earn – from other employment or business, during this period of sev-
erance pay, shall be deducted from that. Retirement age for the man-
aging director is 65. Costs for the managing director’s pension are a 
premium of 25 per cent of the pensionable salary per year during the 
period of employment. Remuneration to the chief financial officer is in 
the form of salaries, pensions and other benefits. The chief financial 
officer works on a 100 per cent basis. Notice of termination from Varyag 
is 6 months and from the chief financial officer 3 months. Retirement 
age for the chief financial officer is 65. 

At year-end, there were no outstanding pension commitments in 
the Group or the Parent Company for the Board of Directors, mana-
ging director and chief financial officer category. 

Group Parent Company

Proportion of women 2008 2007 2008 2007

Board of Directors 29% 33% 29% 33%

Group management 50% 50% 50% 50%
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Note 3 cont

Sickness absence as a percentage	
Total sickness absence in the Group and the Parent Company amoun-
ted to 0 per cent.	  			 

2008 2007

Remuneration and other benefits  
paid during the year

Basic salary / 
director fees

Basic salary / 
director fees

Chairman of the Board 225 200

Other Board members  
(4 persons) 475 400

Managing Director 912 988

Other senior executives  
(1 person) 680 723

Total 2,292 2,311

It was decided at the annual general meeting that the Board’s fees 
total SEK 700,000 of which the chairman of the Board fee amounts for 
SEK 225,000 and SEK 475,000 for the Board’s members not employed 
by the company.			 

Salary paid to the managing director pertains four months from 
January to April 2007 with a a 75 per cent basis and from May 2007 
and onwords with a 60 per cent basis during 2007 and 2008.	

Remuneration to other senior executives refers to the chief finan-
cial officer salary.				  

On the balance-sheet date, there were no agreements permitting 
variable remuneration and no variable remuneration was paid during 
the year.					   

Note 4 Depreciation/amortisation of tangible and 
intangible fixed assets		

Group Parent Company

2008 2007 2008 2007

Equipment –25 –25 –25 –25

Total –25 –25 –25 –25

Note 5 Interest income				 
Group Parent Company

2008 2007 2008 2007

Interest income

Group companies – – 1 020 983

Other 28,992 11,358 7,849 5,444

Total 28,992 11,358 8,869 6,427

Note 6 Tax					   

2008 2007

Sweden

Parent Company – –

Cyprus – 52

Switzerland – 9

Total – 61
					   

Note 7 Equipment				  

Group Parent Company

2008 2007 2008 2007

Accumulated acquisition 
value

Beginning of the year 126 110 126 110

Investments – 16 – 16

Year-end 126 126 126 126

 

Accumulated depreciation 
according to plan

Beginning of the year –29 –4 –29 –4

Depreciation according 
to plan –25 –25 –25 –25

Year-end –55 –29 –55 –29

Planned residual value at 
year-end 71 97 71 97

Note 8 Participations in Group companies	

Parent Company

2008 2007

Accumulated acquisition value

Beginning of the year 284,047 80,289

Shareholder contributions 245,580 203,739

Investments – 19

Year-end 529,627 284,047

Specification of participations in Group companies

Group company, corporate 
registration number, reg.hq

No. of
shares

Shareholding,
voting rights % 

Carrying amount 
2007-12-31

Varyag Capital (Cyprus) 
Ltd, 150211/06, Nicosia, 
Cyprus 1,000 100 529,494

Varyag Finance Gmbh, 
ch-170.4.006.895-6, Zug, 
Switzerland 20,000 100 133

Total 529,627

Note 9 Participations in portfolio companies	

Group

2008 2007

Accumulated acquisition value

Beginning of the year 171,346 77,786

Shares added during the year 29,138 88,897

Shares sold during the year –15,030 –

Exchange rate and translation  
differences during the year 32,382 4,663

Year-end 217,836 171,346
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Note 10 Receivables from Group companies	

Parent Company

2008 2007

Beginning of the year 22,187 21,443

Increase during the year 3,407 744

Year-end 25,594 22,187

Note 11 Other current receivables		

Group

2008 2007

RusForest Ltd:

OOO Tuba-Les 775 –

ZAO Tublesprom 7,104 6,210

OOO Bogouchansky LPK – 636

Lesprom 68,149 31,036

TSLKK 48,262 –

PIK 89 29,252 –

Nebelsky 12,502 –

OOO Bogouchanski LPK 38,097 –

Russian GravelCo 127,354 53,586

OOO Abakanskaya Gornaya Kompaniya (AGK)� – 6,082

Vostok Komi (Cyprus) Ltd – 10,904

Other receivables 438 1,019

Year-end 331,933 109,473

Investment in portfolio companies are partly comprised in the form of 
short-term loans, which will be converted into shares within a year, for 
that reason Varyag has no security towards those loans to portfolio 
companies.

Varyag invests in the form of short-term loans in the forestry com-
panies (OOO Tuba-Les, ZAO Tublesprom, OOO Bogouchanski) with 
co-investor Vostok Nafta Investment Ltd. 

Other receivables refer to VAT-receivables and rent receivables 
from subtenants.

Note 12 Accrued income and prepaid expenses 

Group Parent Company

2008 2007 2008 2007

Exchange-rate differen-
ces in decided 
investment – 222 – 222

Prepaid management fee� 1,555 939 – –

Other prepaid expenses� 349 441 349 441

Total 1,904 1,601 349 663

Note 13 Deferred income and accrued expenses

Group Parent Company

2008 2007 2008 2007

Deferred rental income 247 249 247 249

Other deferred income – 343 – 144

Accrued social fees 381 148 381 148

Other accrued expenses� 741 – 396 –

Total 1,369 740 1,024 541

Other accrued expenses pertain mainly to accrued overhead costs.

Note 9 cont

Specification of participations in portfolio companies							     

Portfolio company, corporate registration number, reg.hq
Shareholding,
voting rights % 

Carrying amount
31 Dec. 2008

Shareholding,
voting rights % 

Carrying amount
31 Dec. 2007

RusForest Ltd, 36585, Bermuda 50 191,029 50 88,396

Russian GravelCo, HE 180679, Nicosia, Cyprus 51 26,807 51 21,059

OOO Nebelsky LPH, 1023802527968, Magistralny, Russia	 – – 22 26,875

OOO Bogouchansky LPK, 1072420000234, Jarki  
(Bogouchany region), Russia – – 50 12,772

OOO Lesprom, 1023802527430, Magistralny, Russia – – 50 10,451

OOO AGK, 5077746955336, Chernogosrk, Russia – – 50 11,793

Total 217,836 171,346
							     
Through RusForest, Varyag owns shares in PIK-89, PIK-2005, UI ZSI, Tuba-les, Tublesprom, Bouguchansky and Lesprom. The shares in AGK has 
been sold during 2008. It is apparent from the Directors’ Report on page 24 that the portfolio companies are disclosed at acquisition value in the 
consolidated financial statements at 31 December 2008 and at 31 December 2007.	
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Note 15 Contingent liabilities	    

Group Parent Company

2008 2007 2008 2007

Investments undertaking � – 6,588 – –

– 6,588 – –
				    		

Note 16 Cash flow statement

Group Parent Company

2008 2007 2008 2007

Adjustment for non-cash 
items

Depreciation accor-
ding to plan 25 25 25 25
Result from sale of  
portfoliocompany 19,324 – – –
Unpaid interest on loan 
receivables to portfolio-
companies –21,143 – – –

Unrealised exchange-
rate losses 47,229 7,688 8,445 –1,844

Total 45,435 7,713 8,470 –1,819
					   
Investment in financial assets pertains investments in portfolio com-
panies, as described in Note 9, and short-term loans to portfolio com-
panies, as described in Note 11.					   

Note 17 Related-party transactions		
In addition to remuneration to senior executives and the Board of 
Directors, as described in Note 3, Varyag sublets premises on normal 
market terms to member of the Board Johan Unger.			 

Stockholm, 24 April 2009

Varyag Resources AB (publ)

Sven Hirdman
Chairman of the Board

Franz Bergstrand Agneta Dreber Johan Hessius

Pia Rudengren Johan Unger Torbjörn Gunnarsson
Managing Director

Our audit report deviates from the standard formulation and was 
issued on 24 April 2009.

Ernst Young AB

Björn Fernström
Authorised Public Accountant

Note 14 Changes in shareholders’ equity							     

Restricted shareholders’ equity Unrestricted shareholders’ equity

Group Share capital
Not registered 

share capital 1)
Premium 

reserve
Translation 
differences

Retained 
earnings Total

Opening balance at 1 January 2008 132,215 818 488,215 158 –26,298 595,106

New share issue 818 –818 0

Issue expenses –390 0 0 –390

Translation differences 0 82,912 0 82,912

Profit/loss for the year 0 0 –62,778 –62,778

Closing balance at 31 December 2008 133,032 0 487,825 83,070 –89,076 614,852
							     
							     

 Restricted shareholders’ equity Unrestricted shareholders’ equity

Parent Company Share capital
Not registered 

share capital1)
Premium 

reserve
Retained 
earnings Total

Opening balance at 1 January 2008 132,215 818 488,215 –4,179 617,068

New share issue 818 –818 0

Issue expenses –390 –390

Profit/loss for the year –6,859 –6,859

Closing balance at 31 December 2008 133,032 0 487,825 –11,039 609,819
							     
1)	 Some parts of new share issue were registered in January 2008.							     
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To the annual meeting of the shareholders of  
Varyag Resources AB (publ)
Corporate identity number 556694-6421

We have audited the annual accounts, the consolidated 
accounts, the accounting records and the administration of 
the board of directors and the managing director of Varyag 
Resources AB (publ) for the year 2008. The annual accounts 
and the consolidated accounts are included in the printed ver-
sion of this document on pages 23–36. These accounts and 
the administration of the company and the application of the 
Annual Accounts Act when preparing the annual accounts and 
the consolidated accounts are the responsibility of the board 
of directors and the managing director. Our responsibility is to 
express an opinion on the annual accounts, the consolidated 
accounts and the administration based on our audit.

We conducted our audit in accordance with generally 
accepted auditing standards in Sweden. Those standards 
require that we plan and perform the audit to obtain reasona-
ble assurance that the annual accounts and the consolidated 
accounts are free of material misstatement. An audit includes 
examining, on a test basis, evidence supporting the amounts 
and disclosures in the accounts. An audit also includes assess-
ing the accounting principles used and their application by the 
board of directors and the managing director and significant 
estimates made by the board of directors and the managing 
director when preparing the annual accounts and consolidated 
accounts as well as evaluating the overall presentation of infor-
mation in the annual accounts and the consolidated accounts. 
As a basis for our opinion concerning discharge from liability, 
we examined significant decisions, actions taken and circum-
stances of the company in order to be able to determine the 
liability, if any, to the company of any board member or the 
managing director. We also examined whether any board 
member or the managing director has, in any other way, acted 

in contravention of the Companies Act, the Annual Accounts 
Act or the Articles of Association. We believe that our audit 
provides a reasonable basis for our opinion set out below.

The annual accounts and the consolidated accounts, with 
reservation of what is mentioned below, have been prepared in 
accordance with the Annual Accounts Act and give a true and 
fair view of the company’s and the group’s financial position 
and results of operations in accordance with generally accepted 
accounting principles in Sweden. The statutory administration 
report is consistent with the other parts of the annual accounts 
and the consolidated accounts.

We recommend to the annual meeting of shareholders that 
the income statements and balance sheets of the parent com-
pany and the group be adopted, that the profit of the parent 
company be dealt with in accordance with the proposal in the 
statutory administration report and that the members of the 
board of directors and the managing director be discharged 
from liability for the financial year.

We refer to information left by the board of directors on page 24 
and in note 9, concerning the accounting of the portfolio compa­
nies. The work to adapt the portfolio companies’ reporting and 
accounting routines and make them fit with the principles of the 
group, together with their consolidation, is of the utmost impor­
tance in order to fully reflect the result and position of the group. 
The consequences hereof are, at present, difficult to assess, but the 
way in which the portfolio companies is handled is, in our opinion, 
not unreasonable.

Stockholm, 24 April 2009

Ernst & Young AB
		

Björn Fernström
Auktoriserad revisor

Audit report


