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Independent Auditors’ Report

To the Board of Directors of
Open Joint Stock Company Power Machines

We have audited the accompanying consolidated balance sheet of Open Joint Stock Company Power Machines
(the “Company™) and its subsidiaries (the “Group”} as at 31 December 2005 and the related consolidated
statements of income, changes in equity and cash flows for the year then ended. These consolidated financial
statements are the responsibility of the Company’s management. Our responsibility is to express an opinion on
these consolidated financia! statements based on our audit,

We conducted our audit in accordance with international Standards on Aunditing. Those Standards require that
we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement presentation,
We believe that our audit provides a reasonable basis for our opinion,

The Growp has suspended work on a construction contract because the customer has not been able to obtain
certain government approvais required in relation to financing. Management believes that the work undertaken
on this contract can be used on other contracts if the customer is ultimately unabie to obtain the required
approvals. In the circumstances, we believe that the amounts recoverable on this contract, stated at USD 6,894
thousand, should be stated at the lower of cost and net realizable value. Management has not made an estimate
of the net realizable value of such asset. The effects of this departure from International Financial Reporting
Standards, if any, on amounts recoverable on contracts, loss before tax, taxation and retained earnings as at and
for the year ended 31 December 2005 have not been determined.

There are indications that the recoverable amount of property, plant and equipment and intangible assets might
be lower than their carrying amounts stated at USD 237,348 thousand and USD 27,670 thowsand, respectively.
International Financial Reporting Standard [AS 36 fmpairment of Assets requires that where such indications
exist, management makes a formal estimate of the recoverable amount. No such estimate has been made. The
effects of this departure from International Financial Reporting Standards, if any, on the carrying amounts of
property, plant, equipment and intangible assets, loss before tax, taxation and retained earnings as at and for
the year ended 31 December 2005 have not been determined.

As described in note 33(a), the Group has not recorded a provision for projected losses on a construction
contract. Management is~in the process of negotiating an increase in the price of this contract in respect of
which losses of USD 7,480 thousand are currently projected; management believes that a price increase will be
agreed such that losses on this contract will not be incurred. Provision for foreseeable losses on individual
contracts is required by International Accounting Standard 1AS [t Construction Contracts. Had such losses
been provided for, provision for onerous contracts would have increased by USD 7,011 thousand (31
December 2004: USD 3,091 thousand), deferred expenses would have decreased by USD 469 thousand (31
December 2004: USD 2,855 thousand), loss before tax would have increased by USD 1,534 thousand (31
December 2004: USD 5,946 thousand), taxation benefit would have increased by USD 368 thousand (31
December 2004; USD 1,427 thousand) and retained earnings would have decreased by USD 5,683 thousand
(31 December 2004: USD 4,519 thousand),

As described in note 22, at 3} December 2005 the Group had breached certain covenants in several of its loan
agreements; as a consequence, the loans are payable on demand. The Group has not classified such loans as
current liabilities as required by International Financial Reporting Standards TAS | Presentation of Financial
Statements. Had such loans been classified as current liabilities, current liabilities would have increased by
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USD 88,314 (31 December 2004: USD 56.408) with a corresponding decrease in non-current liabilities.

The Group has not disclosed the name of its ultimate controlling party as at 31 December 2005 and 31|

December 2004, which is required by International Financial Reporting Standard TAS 24 Related Party
Disclosures.

In our opinion, except for (a) any effects of the matters described in paragraphs three and four above, (b) the
effects of the matters described in paragraphs five and six above and (¢) the omission of the information
deseribed in the preceding paragraph, the consolidated financial statements present fairly, in all material
respects, the financial position of the Gioup as at 31 December 2005, and the results of its operations and its
cash flows for the year then ended in accordance with International Financial Reporting Standards.

A6 1¥Pmp
ZAO KPMG
25 June 2006



Open Joint Stoch Compamy Power Machines and Subsidiaries
Consodidaded financial statements for the year ended 31 Decentber 2003

Consolidated income statement

2003 2004
tRoestated )

o thousands of TS dallars Note
Revenues 3 667,173 661967
Costof sales {304,803}
Gross profit 162,370
Distribution expenses {73,934) (17.608)
Administrative expenses g {96,675} (53.254)
Other operating income 7 7.760 14.164
Other operating expenses T {6,084} (3689
Profit from operations (6.563) 54615
Financial income 9 6,711 4.000
Financial expenses L (46,973) BRSNS
[ncome [rom ussociates 9 29
{ Loss)/profit hefore tax {46.818) 23023
ineome tax benefitiexpensel o 6,295 . (13,70
et (lossy/ profit for the yvear (40.523) 10,214
Attributable to:
Shareholders o the Company (40,526} 10,013
Minority interest 3 199

{(40.523) 10,214
Basie (loss) earnings per share 28 {0.0062) USD 00017 USD
Diluted (lossyearnings per share 28 {0.0062) USD 0.0014 U'SD

[he consolidated financial statements were approved on 258 June 2006 and signed by:

Y

—

1 Kiochka

Chiel Executive Officer

The consolidawed income statement is o be vead in conjunetion with the notes to and fonming pan of the
consolidated financial statements set out on pages 9 to 39,



Open Joint Stock Company Power Machines and Subsidiaries
Consolidated financial stetements for the year ended 31 December 2003

Consolidated balance sheet

2004
fn thousands of US dollars Note (Restated)
Assets
Property, plant and equipment 12 250,061
Intangible assets 13 27,201
Investments in associates 14 5,991
Other investments : 15 6,842
Notes receivable available-for-sale 75,073
Other non-current receivables ’ 16 26,771
Total non-current assets 391,939
Inventories 17 87,495
Income tax receivable 33
Trade receivables 18 124,358
Other receivables 19 74,295
Notes receivable available-for-sale 14,810
Other investments 15 2,173
Cash and cash equivalents 20 12,933
Totgl current assets 416,097
Total assets 808,036
Equity 2]
Ordinary shares 8382
Preference shares 2,181
Additional paid-in capital 125,280
Foreign currency translation reserve 36,493
Retained camings 142,981
Total equity attributable to shareholders of
the Company 315,317
Minority interest 1,415
Total equity 316,732
Liabilities s T
Loans and borrowings 22 T 11 9,145 133,033
Defetred tax liabilities 24 U0 1239 38,750
Other non-~-current liabilities 27 Y 33,239
Total non-current liabilities 202,022
Loans and borrowings 22 104,163
Income tax payable _ 22,981
Trade and other payables 25 157,319
Provisions 26 - H4688 4,819
Total current liabilities 201058 289,282
Total liabilities 450,694 - 491,304
Total equity and liabilities " .,;.?}.)1&5,870_ : 808,036

The consolidated balance sheet is to be read in conjunction with the notes to and forming part of the
consolidated financial statements set out on pages 9 to 39,



Open Joint Stock Company Power Machines and Subsidiaries
Consolidated financial siatements for the year ended 31 December 2003

Consolidated statement of cash flows

2004
In thowsands of US dollars {Restated)
Operating activities
Net {loss)/profit for the year 10,214
Adjustments for:
Depreciation and amortisation 25,247
Loss/(gain} on disposal of property plant and equipment (5,717)
Loss on disposal of intangible assets 26
Gain on disposal of investments {516)
Loss/(gain} on disposal of subsidiaries (2,826)
Impairment of investments available for sale (1,275
Income from associates (29)
Interest income (9.971}
Interest expense 26,843
Income tax benefit/(expense) 13,709
Unrealised foreign exchange gains/(losses) {6,643)
Operating profit before changes in working capital and
provisions 61,614
(Increase)/decrease in inventories 33,427
Decrease/{increase) in trade and other receivables (56,916}
{Decrease)increase in trade and other payables (45.554)
Cash flows from/(utilised by) operations before income
taxes and interest paid {7.429)
Interest paid (26.719)
Income tax paid (3,641)
Cash Aows atilised by operating activities (37,789)
Investing activities
Proceeds from disposal of property, plant and equipment 8,329
Interest received 9,971
Acquisition of property, plant and equipment and
intangible assets {49,655)
Acquisition of investments in associates {10,368)
Disposal of subsidiaries, net of cash disposed of -
Sales of investments in associates 15,240
Proceeds from disposal of notes available for sale -
Loans to third and related parties 829
Acquisition of other investments 13,440
Cash flows from/(utilised by) investing activities (12,214}
Financing activities
Proceeds from borrowings 524,745
Repayments of borrowings (529.754)
Sale of treasury shares 28
Cash flows from/(utilised by) financing activities (4,981)
Net increase/(decrease) in cash and cash equivalents (54.984)
Cash and cash equivalents at the beginning of year 65,973
Effect of exchange rate fluctuations 1,944
Cash and cash eqnivalents at the end of year 12,933

The consolidated staiement of cash flows is to be read in conjunction with the notes to and forming part
of the consolidated financial statements set out on pages 9 to 39.
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Open Joint Stock Company Power Machines and Subsidiaries
Consolidated financial statements for the year ended 31 December 2005

Notes to the consolidated financial statemen_ts

Background

Organisation and operations

The consclidated financial statements of the Open Joint Stock Company Power Machines comprise QJSC
Power Machines (the "Company”} and its subsidiaries {the “Group”). The Company is an open joint
stock (public) company as defined in the Civil Code of the Russian Federation. The Company is
domiciled in the Russian Federation. .

The Company was established as a state-owned enterprise in 1966, [t was incorporated as a closed joint
stock company ont 2| June 1991, as part of the Russian Federation privatisation program, and as an open
Jjoint stock company on 28 June 2002, The principal activity of the Group is power and automation
technologies including production of turbines, generators and other energy-generating equipment at plants
located in 8t. Petersburg, Russia. The plants Leningradskiy Metalicheskiy Zavod, Electrosila and Zavod
Turbinich Lopatok are branches of the Company. The products are sold in the Russian Federation and
abroad. The Group participates in international and national tenders for the supply of energy-generating
equipment, produces equipment and further places orders for production of the equipment with other
subcentractors,

Russian business environment

The Russian Federation has been experiencing political and economic change which has affected, and
may. continue to affect, the activities of enterprises operating in this environment. Conseqguently,
operations in the Russian Federation involve risks, which do not typically exist in other markets.
The consolidated financial statements reflect management's assessment of the impact of the Russian
business environment on the operations and the financial position of the Group. The future business
environment may ditfer from management's assessment.

Basis of Preparation

Statement of compliance

These consolidated financial statements have been prepared in accordance with International Financial
Reporting Standards ("[FRSs").

Basis of measurement

The consolidated financial statements are prepared on the historical cost basis except that investments
available-for-sale are stated at fair value; certain items of property, plant and equipment were revalued to
determine deerned cost as part of the adoption of IFRSs as at 1 January 2002; and the carrying amounis of
assets, liabilities and equity items in existence at 31 December 2002 include adjustments for the effects of
hyperinflation, which were calcutlated using conversion factors derived from the Russian Federation
Consumer Price Index published by the Russian Statistics Agency, GosKomStar, Russia ceased to be
hypetinflationary for IERS purposes as at | January 2003,

Functional and presentation currency

The national currency of the Russian Federation is the Russian Rouble (“RUR™), which is the Company’s
functional currency.

These consolidated financial statements are presented in United States Dollars (“USD™) since
management believes that this currency is more useful for the users of the consolidated financial
statements. All financial information presented in USD has been rounded to the nearest thousand.

The RUR is not a readily convertible currency outside the Russian Federation and, accordingly, any
conversion of RUR to USD should not be construed as a representation that the RUR amounts have been,
could be, or will be in the future, convertible into USD at the exchange rate disclosed, or at any other
exchange rate,
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Open Joini Stock Company Power Machines and Subsidiaries
Consolidated financial statements for the year ended 31 December 2005

Use of estimates

Management has made a number of esiinates and assumptions relating to the reporting of assets and
liabilities and the disclosure of contingent assets and liabilities to prepare these consolidated financial
statements in conformity with 1FRSs. Actual results could differ from those estimates,

In particular, information about significant areas of estimation uncertainty and critical judgments in
applying accounting policies are described in the following notes:

Note 3(r)(ii} - accounting for construction contracts

Note 17 — provision for obsolete.inventory,

Note 26 — provision for warranties and onerous contracts
Note 33(a) — contingencies related to construction contracts

Significant accounting policies

The following significant accounting policies have been applied in the preparation of the consolidated
financial statements. These accounting policies have been consistently applied except for the changes in
accounting poticy described in note 3(v) .

Subsidiaries _

Subsidiaries are those enterprises controlled by the Group. Control exists when the Group has the power,
directly or indirectly, to govern the financial and operating policies of an enterprise so as to obtain
benefits from its activities. The financial statements of subsidiaries are included in the consolidated
financial statements from the date that control effectively commences until the date that control
effectively ceases,

Associptes

Associates are those enterprises in which the Group has significant influence, but does not have control
over the financial and operating policies. The consolidated financial statements include the Group's share
of the total recognised gains and losses of associates accounted for on an equity accounted basis, from the
date that significant influence effectively commences until the date that significant influence effectively
ceases. When the Group's share of losses exceeds the carrying amount of its interest in the associate, that
interest is reduced to nil and recognition of further losses is discontinued except to the extent that the
Group has incurred obligations in respect of the associate.

Transactiens eliminated on consolidation

Intra-group balances and transactions, and any unrealised gains arising from intra-group transactions, are
eliminated in preparing the consolidated financial statements. Unrealised gains and losses arising trom
transactions with associates are eliminated to the extent of the Group's interest in the enterprise.
Unrealised gains and losses are eliminated against the investment in the associate. Unrealised losses are
eliminated in the same way as unrealised gains except that they are only eliminated to the extent that there
is no evidence of impairment.

Foreign currencies

Transactions in foreign currencies are translated to the respective functional currency of each enterprise in
the Group at the foreign exchange rate ruling at the date of the transaction, Monetary assets and liabilities
denominated in foreign currencies at the balance sheet date are iranslated to the functional currency at the
foreign exchange rate ruling at that date. Non-monetary assets and liabilities dencminated in foreign
currencies that are stated at historical cost are translated to the functional currency at.the foreign exchange
rate ruling at the date of the transaction. Non-monetary assets and liabilities denominated in foreign
currencies that are stated at fair value are translated to the functional currency at the foreign exchange rate
rulting at the dates the fair values were determined. Foreign exchange differences arising on translation are
recognised in the income statement.



(e)
@

(i

(i)

(iv)

Wy
)

Open Joint Stock Company Power Machines and Subsidiaries
Consolidaied financial statemems for the vear ended 31 December 2005

Where necessary, the assets and liabilities of Group enterprises are translated into USD at the exchange
rate at the end of the year. Revenues and expenses are translated into USD using rates approximating
exchange rates at the dates of the transactions. The resulting exchange difference is recorded directly in
equity in the foreign currency translation reserve,

Property, plant and equipment

Owned assets

Property, plant and equipment is stated at cost less accumulated depreciation and impairment losses. The
cost of self-constructed assets includes the cost of materials, direct labour and an appropriate proportion
of production overheads. The cost of property. plant and equipment at the date of adopting IFRSs, 1
January 2002, was determined by reference to its fair value at that date (“deemed cost™).

Where an item of property, plant and equipment comprises major components having difterent useful
lives, they are accounted for as separate items of property, plant and equipment.

Leased assets

Leases in terms of which the Group assumes substantially all the risks and rewards of ownership are
classified as finance leases. Plant and equipment acquired by way of finance lease is stated at an amount
equal to the lower of its fair value and the present value of the minimum lease payment at inception of
the lease less accumulated depreciation and impairment losses (see accounting policy 3 (k).

Subsequent expenditure

Expenditure incurred to replace a component of an item of property, plant and equipment that is
accounted for sepacately is capitalised with the carrying amount of the component being written off. Qther
subgequent expenditure is capitalised if future economic benefit will arise from the expenditure. Al other
expenditure, inciuding repairs and maintenance expenditure, is recognised in the income staiement as
an expense as incurred.

Depreciation

Depreciation is charged to the income statement on a straight-line basis over the estimated useful lives of
the individual assets. Depreciation commences on the date of acquisition or, in respect of internally
constructed assets, from the time an asset is completed and ready for use. Land is not depreciated.

The estimated useful lives are as follows:

8  buildings 50-90 years
®  machinery and equipment 15-30 years
B transportation equipment 5-18 years
B other property and equipment 4-28 years
Intangible assets

Research and development .
Expenditure on research activities, undertaken with the prospect of gaining new scientific or technical
knowledge and understanding, is recognised in the income statement as an expense as incurred.

Expenditure on development activities, whereby research findings are applied to a plan or design for
the production of new or substantially improved products and processes, is capitalised if the product or
process is technically and commercially feasible and the Group has sufficient resources to complete
development. The expenditure capitalised includes the cost of materials, direct labour and an appropriate
proportion of overheads, Other deveiopment expenditure is recognised in the income statement as
an expense as incurred, Capitalised development expenditure is stated at cost less accumulated
amortisation and impairment losses.
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Open Joint Stock Company Power Machines and Subsidiaries
Consolidated financial statements for the year ended 31 December 2003

Other intangible assets
Other intangible assets, which are acquired by the Group and which have finite useful lives, are stated at
cost less accumulated amortisation (refer below) and impairment losses (refer accounting policy 3 (k).
Expenditure on internally generated goodwill and brands is recognised in the income statement as
an expense as incurred.

Amortisution
Amortisation is charged to the income statement on a straight-line basis over the estimated useful lives of

intangible assets from the date they are available for use.

The estimated useful lives afe as follows:

®  development costs 7 years
®  other intangible assets _ 2-10 years
Investments

Investments are recognised (derecognised) when the Group obtains (loses) control over the contractual
rights inherent in that asset.

Except as outlined below, investments are accounted for as follows;

W Investments held-to-maturity are stated initially at cost. Subsequent to initial recognition they are
stated at amortised cost with any difference between cost and redemption value being recognised in
the income statement over the period to maturity on an effective interest basis.

M Other investments are classified as available-for-sale and are stated at fair value, with any resuttant
gain or loss being recognised directly in equity.

The fair value of investments available-for-sale is their quoted bid price at the batance sheet date.
Investments in equity securities that are not quoted on a stock exchange, and where fair value cannot be
estimated on a reasonable basis by other means, are stated at cost less impairment losses.

Trade and other receivables

Trade and other receivables are stated at amortised cost less impairment Josses (refer accounting policy 3
(k}) except for receivables available for sale that are stated at fair value,

Retentions under long-term contracts are recognized as non-current assets where appropriate.

Amaunis recoverable on contracts are stated at cost plus profit recognized to date {see accounting policy
3(r}} less a provision for foreseeable losses and less progress billings. Cost includes all expenditure related
directly to specific projects and an allocation of fixed and variable overheads incurred in the Group’s
contract activities based on normal operating capacity.

Inventories

Inventories are stated at the lower of cost and net realisable value. Net realisable value is the estimated
selling price in the ordinary course of business, less the estimated costs of completion and selling
expenses, The cost of inventories is caleulated on the weighted average basis or using the specific
identification method and includes expenditure incurred in acquiring the inventeries and bringing them to
their existing location and condition. In the case of manufactured inventories and work in progress, cost
includes an appropriate share of overheads based on normal operating capacity.

Cash and cash equivalents

Cash and cash equivalents comprises cash balances and call deposits. Bank overdrafts that are repayable
on demand and form an integral part of the Group's cash management are included as a component of
cash and cash equivalents for the purpose of the statement of cash flows.

12
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Open Joint Stock Company Power Machines and Subsidiaries
Consolidated financial statements for the year ended 31 December 2005

Impairment

The carrying amounts of the Group’s assets, other than inventories (refer accounting policy 3 (i)} and
deferred tax assets (refer accounting policy 3 (1)), are reviewed at each balance sheet date to determine
whether there is any indication of impairment, If any such indication exists, the assets’ recoverable
amounts are estimated. For intangible assets that are not yet available for use, the recoverable amount is
estimated at each balance sheet date, An impairment loss is recognised whenever the carrying amount of
an asset or its cash-generating unit exceeds its recoverable amount. Impairment losses are recognised in
the income statement.

Calculation of recoverable amount - _

The 'recoverable amount of the. Group's held-to-maturity investments and receivables is calculated as
the present value of expected future cash flows. discounted at the original effective interest rate inherent
in the asset. Receivables with a short duration are not discounted,

The recoverable amount of other assets is the greater of their fair value less costs to sell and value in use.
In assessing value in use, the estimated future cash flows are discounted to their present value using a pre-
tax discount rate that reflects current market assessments of the time value of money and the risks specific
i0 the asset, For an asset that does not generate cash inflows largely independent of those from other
assets, the recoverable amount is determined for the cash-generating unit to which the asset belongs.

Reversals of impairment
An impairment loss in respect of a held-to-maturity security or receivable is reversed if the subsequent

increase in recoverable amount can be related objectively to an event occurring after the impairment loss
was recognised,

In respect of other assets, an impairment loss is reversed if there has been a change in the estimates vsed
to determine the recoverable amount,

An impairment loss is only reversed to the extent that the asset's carrying amount does not exceed
the carrying amount that would have been determined, net of depreciation or amortisation, if no
impairment loss had been recognised.

Share capital
Preference share capital
Preference share capital, which is non-redeemable and non-cumiulative, is classified as equity.

Repurchase of share capital (treasury shares)

When share capital recognised as equity is repurchased, the amount of the consideration paid, including
directly attributable costs, is deducted from equity,

Dividends

Dividends are recognised as a Liability in the period in which they are declared.

Loans and borrowings

Loans and borrowings are recognised initially at cost, net of any transaction costs incurred. Subsequent to
initial recognition, koans and borrowings are stated at amortised cost with any difference between cost and
redemption value being recognised in the income statement over the period of the borrowings on
an effective interest basis.

When borrowings are repurchased or settled before maturity, any difference between the amount repaid
and the carrying amount is recognised immediately in the income statement.

13
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Open Joint Stock Company Power Machines and Subsidiaries
Consolidated financial statements for the year ended 31 December 2003

Employee benefits

The Group makes contributions for the benefit of employees to Russia’s State Pension Fund. These
contributions are expensed when they are incurred, '

Provisions

A provision is recognised in the balance sheet when the Group has a legal or constructive obligation as
a result of a past event, and it is probable that an ouiflow of economic benefits will be reguired to settle
the obligation. 1f the effect is material, provisions are determined by discounting the expected future cash
flows at a pre-tax rate that reflects current market assessments of the time value of money and. where
appropriate, the risks specific to the liability.

Warranties

A provision for warranties is recognised when the underlying products or services are sold. The provision
is based on historical warranty data and a weighting of all possible cuicomes against their associated
probabilities.

Onerous contracts
A provision for onetous contracts is recognised when the expected benefits to be derived by the Group
from a contract are lower than the unavoidable cost of meeting its obligations under the contract.

Trade and other payables
Trade and other payables are stated at their cost,

Government grants

Government grants are recognised in the balance sheet initially as deferred income when there is
reasonable assurance that they will be received and that the Group will comply with the conditions
attaching to them. Grants that compensate the Group for expenses incurred are recognised as revenue in
the income statement on a systematic basis in the same periods in which the expenses are incurred. Grants
that compensate the Group for the cost of an asset are recognised in the income statement as other
operating income on a systematic basis over the useful life of the asset.

Revenue

Goods sold and services rendered

Revenue from sale of goods is recognised in the income statement when the significant risks and rewards
of ownership have been transferred to the buyer. Revenue from services rendered is recognised in the
income statement in proportion to the stage of completion of the transaction to the batance sheet date. No
revenue is recognised if there ‘are significant uncertainties regarding recovery of the consideration due,
associated costs or the possible return of goods also continuing management involvement with the goods,

Construction contracts

As soon as the outcome of a construction contract can be estimated reliably, contract revenue and
expenses are recognised in the income statement in proportion to the stage of completion of the contract.
The stage of completitin is assessed as the proportion that contract costs incurred for work performed to

date bear to estimated total contract costs. An expected loss on a contract is recognised immediately in the
income statement.

Rental income
Rental income from investment properiy is recognised in the income statement on a straight-line basis

over the term of the lease. Lease incentives granted are recognised as an integral part of the total rental
income to be received. '
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Expenses

Agents’ fees

The Group pays fees to agents to secure and facilitate the operation of contracts in certain countries
outside Russia. Such payments are deferred and charged to the income statement within distribution
expenses as the contract to which they relate is completed,

Operating lease payments

Payments made under operating leases are recognised in the income stalement on a steaight-line basis
over the terin of the lease. Lease incentives received are recognised in the income statement as an integral
part of the total lease payments made:

Social costs :
To the extent that the Group’s contributions to social programs benefit the community at large and are not
restricted to the Group's employees, they are recognised in the income statement as incurred,

Financial income and expenses

Financial income and expenses comprise interest expense on borrowings, interest income on funds
invested, dividend income, impairment losses and gains and losses on the disposal of available-for-sale
investments and foreign exchange gains and losses,

All interest and other costs incurred in connection with borrowings are expensed as incurred as part of
financial expenses.

Interest is recognised as it accrues, taking into account the effective yield on the asset. Dividend income is
recognised in the income statement on the date that the dividend is declared,

Income tax
Income tax for the year comprises current and deferred tax. Income tax is recognised in the income

statement except to the extent that it relates to items recognised directly to equity, in which case it is
recognised in equity.

Current tax expense is the expected tax payable on the taxable income for the vear, using tax rates enacted
or substantively enacted at the balance sheet date, and any adjustment to tax payable in respect of
previous years,

Deferred tax is provided using the balance sheet liability method, providing for temporary differences
between the carrying amounts of assets and liabilities for financial reporting purposes and the amounts
used for taxation purposes. The following temporary differences are not provided for: the initial
recognition of assets or liabilities that affect neither accounting nar taxable profit; and investments in
subsidiaries where the parent is able to contrel the timing of the reversa! of the temporary difference and it
is probable that the temporary difference will not reverse in the foreseeable future. The amount of
deferred tax provided is based on the expected manner of realisation or settlement of the carrying amount
of asseis and liabilities, using tax rates enacted or substantively enacted at the balance sheet date.

A deferred tax asset is recognised only to the extent that it is probable that future taxable profits will be
available against which the unused tax losses and credits can be utilised. Deferred tax assets are reduced
10 the extent that it is no longer probable that the related tax benefit will be realised.

Segment reporting

The Group manufactures energy generating equipment, buys energy generating equipment from
subcontractors and sells both types of energy generating equipment to final customers or intermediaries
undér the same contracts within the framework of turn-key projects. The revenues, results and assets
attributable to these activities, which have similar risks and returns, comprise substantially all of the
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Group's revenues, results and assets. Therefore no separate information in respect of business segments is
presented,

The Group’s manufacturing operations are all based in Russia and, accordingly, no geographical segment
information is presented.

Changes in acconnting policy
During the current vear, the Group changed a number of its accounting policies as a result of new or
revised Standards that are effective for periods beginning on or after | January 2003,

The following changes in presentation result from revised 1A8 1 Presentation of Financial Statemenis:

# In the income statement, the minority interests share in the results of subsidiaries is no longer added
or subtracted in arriving at the Group’s net profit/(loss) for the period. Instead it is presented as an
allocation of the Group’s net profit/(loss) for the period.

W In the balance sheet, minority interests are presented as a separate component of equity rather than
being presented between equity and liabilities, As a result, the statement of changes in equity shows
the movement in minority interests during the period.

Comparatives were restated to reflect these changes.

Changes in classification
During the current year, the Group modified the classification of certain balance sheet and income

statement items. Comparatives were reclassified for consistency which resulted in the following
reclassitications of comparative information:

B A portion of deferred expenses amounting to USD 825 thousand was reclassified to intangible assets,
Such reclassification better reflects the nature of these balances,

M A portion of advances from customers amounting to USD 61,591 thousand was reclassified to
progress billings on long-term contracts. Previously, the advances were recorded in liabilities as the
contracts under which the advances were received were thought not to be long-term contracts.

®  Movements in provisions for inventories and onerous contracts were reclassified from other operating

income and e¢xpenses into cost of sales. Such reclassification better reflects the nature of these
éxpenses.

New Standards and Interpretations not yet adopted

A number of new Standards, amendments to Standards and Interpretations are not yet effective and have
not been applied in preparing these consolidated financial statements. Of these pronouncements,
poteatially the following will have an impact on the Group’s operations. The Group plans to adopt these
pronouncements when they become effective.

IFRS 7 Financial Instruments: Disclosures, which is effective for annual periods beginning on or after |

January 2007. The Standard will require increased disclosure in respect of the Group’s financial
instruments,

Amendment to [AS 1 Presentation of Financial Statemems — Caplial Disclosures, which is effective for
annual pericds beginning on or after | January 2007. The Standard will require increased disclosure in
respect of the Company 's capital.

Amendment to 1AS 39 Financial Insiruments: Recognition and Measurement -~ The Fair Value Option,
which is effective for annual periods beginning on ot after | January 2006, The amendment restricts the
designation of financial instruments as “at fair value through profit or foss”.

Amendment to 1AS 39 Financial Instruments: Recaognition and Measurement and IFRS 4 Insurance
Contracts — Financial Guarantee Contracts, which is effective for annual periods beginning on or afier |
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January 2006. The amendment requires guarantees that are not insurance contracts to be measured at fair
value upon initial recognition.

{FRIC 4 Determining whether an Arrangement contains o Lease, which is effective for annual periods
beginning on or after 1 January 2006. The Interpretation requires certain arrangements to be accounted for
as a lease even if they are not in the legal form of a lease,
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Formation and disposal of subsidiaries

[h May 2005, the Group disposed of its investment in Energomachimpex. This subsldlary contributed
USD 1,877 thousand to the net loss for the year, including a loss on disposal of USD 1,555 thousand.

The disposal of the subsidiary had the following effect an the Group's assets and liabilities at the date of
disposal:

In thousands of US dollars
Non-current assets

Property, plant and equipment
Intangible assets

Current assets

Investments

Inventories

Trade and other receivables

Cash and cash equivalents

Curreat liabilities

Trade and other payables

Net identifiable assets and liabilities
Minority interest

Net identifiable assets and liabilities disposed
Consideration received

Cash disposed of

Net cash outflow

During the year ended 31 December 2005, one of the Group’s subsidiaries, ZAO LMZ Tnvest, ceased
trading and the Group established a new subsidiary, Power Machines de Mexico, to service contacts in
Mexico.

Revenues

In thousands of US dotfars 2004

Energy generating and other equipment 625,630

Sales of spare parts 36,337
661,967
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Administrative expenses

In thousands of US dollars

2004
Wages, salaries and related taxes 46,684
Depreciation 6,232
Insurance 5,455
Taxes other than income tax 4,451
Social costs . 4,077
Amortisation of intangibles 255
Bank charges 3,928
Materials 1,763
Consulting 2,640
Travel expenses 2,699
Penalties 913
Other administrative expenses 14,157
93,254

Other operating income and expenses
In thousands of US dollars 2004
{Restated)

Other operating income

Gain on disposal of investments 516
Ciain on disposal of other assets 2,248
Amortisation of government grants -
Decrease in accounts recetvable provision 2,862
Gain on disposal of property, plant and equipment 5717
Gatn on disposal of subsidiary 2.826
Other operating income -
. 7,760 14,169

Other operating expenses

Loss on disposal of property, plant and equipment _ IR 1
Increase in provision for warranty expenses S lT6L 2,564
Loss on disposal of subsidiary RPN ;

Loss on disposal of intangible assets 26
Other operating expenses : ¥ 1,099
6,084 3,680
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Personnel expenses
in thonusands of US doffars

Wages, sularics and related taxes included in:
cost of sales
distribution costs

administrative expenses

2005 2004
T2.674 A 059

7,605 7.141
46,767 46684
127.046 13,884

The average number of employees during the vear ended 31 December 2005 was 13,840 (year ended 31

Drecember 2004; 13,8281

Financial income and expenses

in thodisands of LS doltars 2903 2004
Financial income
Interest income 6,711 G971
Foreign exchange gain - 4
6,711 _ 14,090
Financial expenses
Interest expense 27931 26,845
Bank guarantee expenses 9.028 A9l
Loss on disposal of notes receivable 7.266 -
bmpairiment loss on investments available for sale 2,277 11,275
Forelgn exchange loss o 473 -
46,973 44811
Income tax expense
In thousands of US dollars 2005 2004
Current tax expense
Current yeat 10,339 20466}
Eonder-provided in prior vears i - 1L636 2139
21995 26.800)

Deferred tax expense

Origingtion and reversal of wmparary diffecences (16.634) {13.091)

Onwver-provided in prior years

(11.656) B -
{ JS._J_';HI) ; 1 _i._l 151}
{6.295] 13,709

it
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The 'Group’s applicable tax rate is the corporate income tax rate of 24% (2004: 24%)

Reconcillation of effective tux rate

In thousands of US dollars 2004
(Loss)/profit before tax 23,923
Income tax using corporate tax rate 24% 5,742 24%
Non-deductible expenses (11%) S 7249 30%
Non-taxable income 0% - -
Effect of tax losses utilized » (1421} (6%)
Under-provided in prior years - 2,139 9%
13% 13,709 57%

During 2005, the Group reassessed the way it accounted for long-term contracts for tax purposes. This
resulted in USD 11,656 thousand being transferred from deferred to current tax in the current year,

Construction contracts

The revenues and gross margin recognized on construction contracts during the year amounted to:

{n thousands of US dollars 2004
Contract revenues 385,524
Contract costs (263,864)
{Increase)/decrease in provision for onerous contracts 619
Gross profit 122.270
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Property, plant and equipment

Land Machinery Transpor-

and and tution Assets wnder

In thousands of US dollars buiMings equipment equipment Other  construction Total
Cost/deemed cost :

At | Jannary 2004 330,271 680,805 15,081 30,719 10,132 1,067,008
Additions L340 27,233 $49 4,225 10,366 44,013
Transfers 1,976 - 3,177 134 - 760 (6,647) - -
Disposals (1,099) (3,225) (1,146) (596) (1,398) (7,464)
Translation adjustments 20,389 42.920 920 2,038 712 66,999
At 31 December 2004 352877 751,510 15,838 37 166 13,165 1,170,556
Additions N .7!546'
Transfers o (6,837 o
Disposals ' LBE0) ¥ '{_24_,443}

Translation adjustments

(42,424)
At 31 December 2005

TT330.007 719436 | 15,694 38038 18060 L,131.235

Depreclation and

impairment losses

At 1 January 2004 (264.578) (535,507 (12,109} (16,566) - {348,760)
Charge for the year (1,868) (16,986) {1,024) (3,810} - (23,688)
Disposals 923 2,217 291 721 - 4,852
Tran:slation adjustments (16,301) (34,716} (745) (1,137) - {52.899)
At 31 December 2004 {281 824) {604,992) (12,387) (920 495)
Charge for the year By 4 % o (26 540)
Disposals L

Translation adjustments
At 31 December 2005

Net book value

At 1 January 2004 65,693 125298 2972 14,153 10,132 218,248
At 3] December 2004 71053 146518 2,951 16,374 13.165 250,061
At 31 December 2005 T 68623 ¢ 132425 - 309 . 1SR o AB060 . 237348

Leased machinery

The Group leases production equipment under a number of finance lease agreements, As at 31 December

2005 the net book value of leased machinery and equipment was USD 8,286 thousand
{31 December 2004; USD 12,095 thousand).
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I thewsansds of 1S doflars

Cust

At | January 2004
Additions

Uransiers

Transfer from deferred expenses
Disposals

[ranslation adjustiments
At 3] December 2004
Vddizions

Fransfers

Disposals

Franslation adjustments
At 31 December 2003

Amuortisation

AL 1 Januvary 2004
Amortisation forthe year
[ranster from deferred expenses
Dishosals

[ranslation adjustmentis
At 31 December 2004
\miortisation for the yeat
Digposals

Pranstation adjustments
3131 December 2003

Net book value

vt | January 2004

A 3 December 20604
vi 31 December 2005

Investments in associates

Open Joint Stoch Company Pewer Macltines and Subsidiaries
Comsofidated financial statements for the year ended 31 December 2003

Ihe Group has the following investments in associates:

Country of

incorporation

A0 Interpiast
NPOCKTE

Russia
Russin

Other
Development projects intangibile
Completed In progessy assels Lotal
648 11,188 4,332 6,168
1614 8.860 1.183 11.657
162 (A26) 164
5 5 583 83
{149 - {16y (313
ez pole 310 1428
2,377 20,738 £.408 28523
4,443 §.257 s TAg8
14.907 (14,988} LY -
{32) (328) {703) {1.263)
{87} {744} 230} (1061}
21,568 5,735 7.294 34397
52} - (1.081) {1,173}
“}F‘-‘“ = {804}y {15859
- - 242 242
136 - 151 287
{37) - (821 (119)
(9623 - YA {(2.322)
{2.640) B (2.398) (5,044
13 - 341 3534
3 - - 83
{3.561) - {3.306) (6.927)
556 1,188 3,281 14 503
{415 20,738 5048 27201
18.007 5,738 3,928 27.670
(wnership Nooting interest
31 December 31 December 31 December
2008 2004 2005
S0% 2% (%
REREY 5% 3 S0y

i }-'.’.L‘

- g
3504

ta
o

3 December
2004
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In thousands of US dollars 2004
ZAQ Interplast 88
NPO CKTI 5,903
3,991
Other investments
In thousands of US dollars 2004
Nan‘-current investments
Available-for-sale investments 6,812
Debt securities held to maturity 23
Loans 7
6=842
Current investinents
Debt securities held to maturity 808
Avaitable-for-sale investments 220
Loans 1,145
2,173

Available-for-sale investments, stated at cost, comprise unquoted equity securities in the banking
industry. There is no market for these investments and there have not been any recent transactions that
provide evidence of fair value. In addition, discounted cash flow techniques yield a wide range of fair
values due to the uncertainty of future cash flows in this industry. However, management performed a
review of the recoverable amount of these investments and believes it unlikely that the fair value would
differ significantly from the carrying amount.

Other non-current receivables

in thousands of US dollars 2004
Trade accounts receivable 26,085
Notes receivable 716

26,771

-

At 31 December 2005 trade accounts receivable included contractual retention amounts billed to
customers amounting to USD 11,518 thousand (31 December 2004: USD 11,649 thousand}.
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Inventories
In thousands of US dollars 2004
Raw materials and consumables 44,203
Work in progress 35478
Finished goods and goods for resale 25,176
Supplies 4914
Other inventories 5N
. . 110,342
Provision for obsolete inventory - ' _ (22,847)
87.495

During the year ended 31 December 2005, the Group reduced the provision for slow-moving inventoties
by USD 8,388 thousand. The reduction resulted, in part, from the availability of better information about
the ageing of inventories from the Group’s new inventory management systemn,

Trade receivables

in rh'ousandv af US dollars 2004

(Restated)

Trade accounts receivable
Notes veceivable

77,031
603
77,634
(2,608)
75,026

Less provision for doubtful debts

Costs and profit recognised to date less progress billings
Advance payments received

246,443
(197,111
2083 49,332
119,396 124,358

At 31 December 2005 trade accounts receivable included contractual retention amounts billed to
customers amounting to USD 915 thousand (31 December 2004; USD 744 thousand).

Other receivables

in thousands of US dollars 2004

(Restated)

Prepayments 75,651
VAT receivable 43,302
Deferred expenses 36,645
Restricted cash 2,386
Receivables from employees 812
Other receivables 15.499

174,295
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Cash and cash equivalents

Cash and cash equivalenis comprise local and foreign currency bank balances and call deposits,

In thousands of US dollars 2004
Rouble bank deposits 263
Foreign currency bank accounis 6,263
Rouble bank accounts 5,604
Foreign currency bank deposits -
Other rouble denominated cash equivalents 803
12,933
Equity
Share capital
Non-redeemable
Number of shares o Ordinary shares _ preference shares
: . 2004 L 24
On issue at beginning of year 5,362,500,000 - 1,050,000,060
Issuance 811,462,708 -
Repurchased (3,050,000) (3,974,000}
Conversion - .
On issue at end of year 6,170,912,708 ° 1,046,026,000

As at the balance sheet date, the authorised share capital comprised 9.359,450,000 ordinary shares
(31 December 2004: 9.359,450,000) of which 7,216,938.708 ordinary shares (31 December 2004;
6,170,912,708 ordinary shares and 1,046,026,000 preference shares) were issued and fully paid. All
shares have a par value of RUR 0.01 (31 December 2004: RUR 0.01). Preference shareholders participate
in the Company’s residual assets only to the extent of 110% of the nominal value of the preference shares.
In August 2005, 1,046,026,000 preference shares were converted into 1,046,026,000 ordinary shares,

Additional paid-in capital

Countributions to additional paid-in capital arose in connection with the formation of the Group in 2002
and 2003 and principally represent the excess of fair value of the companies acquired by the Group from
entities under common control over the price paid.

Foreign carrency transiation reserve
The foreign currency translation reserve comprises the foreign exchange differences arising from the
translation of these consolidated financial statements from the functional to the presentation currency.

Dividends

Dividends payable are limited to the retained earnings of the Company as determined in accordance with
the legistation of the Russian Federation. As at the balance sheet date, reserves available for distribution
in accordance with Russian legislation amounted to USD 182,224 thousand.

As disclesed in note 22, certain of the Group’s loan agreements currently prevent the Company from
paying dividends.
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Veoting rights of shareholders

The hotders of fully paid ordinary shares are entitled to one vote per share at the Company’s annual and

general shareholders” meetings.

Leans and borrowings

In thousoundys of US doffars 2008 2004
Non-current
Secured bank loans 80021
Unsecured bank facility 30.004
Unsecured loans with other companies 1.740
Secured [ean From the Ministry of Finance 0.026
Finance lease liability 482 2239
119,148 133,033
Current o
Currrent portion of secured bank loans 7‘?:@33' 79,270
Unsecured bank facility 35,034 19,951
Current portion secured loan from the Ministry of Finance 989 731
Current portion of finance lease liability 2,150 42101
117,206 P04, 163
Finance lease liabilities are payable as follows:
I thonsands of 1S dollars
2005 2004
Payments  Interest Principal Payments Interest Principal
Less than one year 2,481 331 2,150 5,420 1,209 4211
Between one and
five years 522 40 482 2,692 433 2,239
3,003 371 2,632 8,112 1,662 6,450

During the year ended 31 December 2004, the Group obtained a loan from the Eurepean Bank for
Reconstruction and Development (“EBRD™). The outstanding balance as at the balance sheet date is USD
58,362 thousand. Covenants in the loan agreement require the Group to maintain certain financial ratios,
limit capital expenditure, and restrict the amount of outstanding payables related fo the acquisitien of
fixed assets. The Group may not undertake mergers, acquisitions, reorganizations and consolidations
without the prior wriften consent of EBRD. As at 31 December 2005, the Group had not complied with
theee of the financial ratios required by the covenants.
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During the year ended 31 December 2004, the Group obtained a loan from HSBC. The outstanding
balance as at the balance sheet date is USD 15,000 thousand. Covenants in the loan agreement require the
Group to maintain certain financial ratios; the covenants also restrict the Group from obtaining a new
secured loan which requires pledges in an amount exceeding the level of pledged assets as at the date of
obtaining the loan from HSBC. The covenants in the loan agreement restrict the Group from making
dividend payments during the period of the loan. As at 31 December 2005, the Group had not complied
with three of the financial ratios required by the covenants,

During the year ended 31 December 2005, the Group obtained a loan from Donau-Bank AG. The
cutstanding balance as at the balance sheet date is USD 35,000 thousand. Covenants in the loan
agreement require the Group to maintain certain financial ratios. As at 31 December 2005, the Group had
not complied with two of the financial ratios required by the covenants.

Management believes that there is a low probability that the banks will demand early repayment of the
loans solely because of the breach of covenants, Nevertheless, management plans to negotiate with the
banks amendments to existing agreements, The loans have been classified either as current or non-current
based on repayment terms in the loan agreements,

Pledges provided by the Group

The fellowing assets have been pledged to secure Group borrowings:

In thousands of US dollars ' 1005 2004
Property, plant and equipment v 42,209 41,325
Inventories and costs and profits recognized to date in excess of - R
progress billings o HT128 113,023
Notés receivable, non-current and available for sale o o - 43,569
Cash and cash equivalents T 3,486 2,865
Revenue from planned supply of equipment in the future ....39,024 59,708
251,847 260,490
Assets pledged to secure borrowings are as follows:
In thousands of US dollars . 2005 2004
Current loans and borrowings SR
Pledges in connection with Group borrowings 124,152 84,960
Pledges in connection with subcontractors’ borrowings - 6,385 -
Non-current loans and borrowings Ao
Pledges in connection with Group borrowings B A 3 [ 168,907
Pledges in connection with subcontractors’ borrowings ST 6,623
L 231,847 260,490
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Deferred tax assets and liabilities are attributable to the following:

~ Assets _ Liabilities Net
In thousands of US {DBse 31Dec 31Dec 3 Bec 31Dec 31 Dec . 3lDec 31 Dec
dollars S 2004 2003 - 30DST 2004 2003 T 2004 2003
Cash and cash -
equivalents (16} (31 . - . (16y (311
Property. plant and .
equipment . J22028 24,039 23239 24,039 23.239
intangible assets e . 2682 1,373 4917 2682 1,373
Other investments (35565 (33260 (893) - 1316 (3356)  (3,326) 423
Inventories (5,718) - (28.706) (17.000) . 11650 (5,715) (28,706)  (5.350)
Trade and other R DA A
accounts receivable - (10235) 5 N7T NS5 37076 317 AL515 26.841
Trade and other S ' o
accounts payable - (3.632) 852 4,850 (%8 852 1,218
Provisions ' .
Loans and borrowings {1.290)  {1,986) ... 340 471 o 240 . (1,290)  (1.5)5)
Tax (assets)/liabilities Y. (33,338) (34.057) + 490 60088 79,975 © -7.239- 35750 45918

During the year USD (28,290) thousand (2004: USD (13,091} thousand) of the movement in the deferred
tax liability was recognized in the income statement, and USD (221) thousand (2004: USD 2,923
thousand) relating to foreign exchange differences was recognized in equity.

Trade and other payables

In thousands of US dollars

Advances from customers
Trade accounts payable
Other taxes payable
Employees-related liabilities
Deferred income

Interest payable

Accroed liabilities

Other current liabilities

Provisions

In thousands of US dollars

Balance at 1 January 2005
Provisions made during the year
Provisions used during the year
Tranislation differences

Balance at 31 December 2005

004
{Restated)
46,128
72,084
15,032
11,826
128
586
i83
11,355
157.319
Provision for
Provision for ONErpus Total
warranties contracts
4,252 567 4,819
1,761 17,035 18,796
{3,399) (5,182} (3,581}
(124) (225) (349)
2 490 12,195 14,685
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Provision for warranties

The Group gives warranties on certain products and undertakes to repair or replace items that fail to
perform satisfactorily, A provision of USD 2,490 thousand has been recognized at 31 December 2005
(31 December 2004: USD 4,252 thousand) for expected warranty claims based on past experience of
the levei of repairs and returns,

Provision for onerous confracts

Provisions for onerous contracts are recognised when the expected revenues are lower than the expected
costs to completion. :

Other non-current liabilities

In thousands of US doliars 2004
Trade accounts payable 22,436
Government grant 16,803

33,239

The Group was awarded a government grant of USD 13,913 thousand for the development of technology
to produce gas-steam turbines. As at the balance sheet date, the Group had received & grant of
USD 13,913 thousand of which USD 946 thousand was recognized in the incorne and the balance as
deferred income in other non-current liabilities. The amount of deferred income is amortised over the
same period as the related development costs are amortigsed.

(LossYearnings per share

Basic floss)/earnings per share

Basic {loss)earnings per share is calculated by dividing the (loss)/profit atributable to the shareholders of
the Company by the weighted average number of ordinary shares ocutstanding during the year. The
following is a reconciliation of the weighted average number of ordinary shares;

In mumber of shares 2004
Ordinary shares in issue at 1 January $,362,500,000
Effect of ordinary shares issned in January 2004 £11,462,708
Effect of ordinary shares repurchased in January

2004 (3,050,000)
Effect of conversion of preference shares in August T S AT

2005 L 348675333 -
Weighted average number of ordinary shares for the o o

year L 510,588 041 6,170,912,708

Diluted (loss)/earnings per share
Diluted (loss)/earnings per shate is calculated by dividing the (loss)/profit atiributable to the shareholders
of the Company by the weighted average number of ordinary and convertible preference shares

outstanding during the year, The following is a reconciliation of the weighted average number of ordinary
shares (diluted):

in mimber of shares

Weighted average number of ordinary shares for the
year'

2004

6,170,912,708

Dilutive effect of preference shares in issue [,046.026,000
Weighted average number of ordinary and preference
shares for the year 7,216,938,708
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Financial instruments

Exposure to credit, interest rate and currency risk arises in the normal course of the Group's business.
The Group does not use derivative financial instruments to reduce exposure to fluctwations in foreign
exchange rates and interest rates.

Credit risk . : . . : :

Financial mstruments that potentially subject- the Group to significant credit risk consist primarily of
accounts receivable, Credit evaluations are performed for all banks in which the Group holds deposits,
and all customers requiring credit over a certain amount. The Group’s policy is to obtain collateral in
respect of financial assets in the formn of government guarantees or letters of credit where possible,
The maximum exposure to credit risk is represented by the carrying amount of each financial asset.

At the balance sheet date there were no significant concentrations of credit risk. The maximum exposure
to credit risk is represented by the carrying amount of each financial asset in the balance sheet.

Interest rate risk

Changes in interest rates impact primarily loans and borrowings by changing either their fair valug (fixed
rate debt) or their future cash flows (variable rate debt). Management does not have a formal policy of
determining how much of the Group’s exposure should be to fixed or variable rates. However, at the time
of taking new loans or borrowings management uses its judgment to decide whether it believes that a
fixed or variable rate woold be more favourable to the Group over the expected period until maturity.
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Open Joint Stock Company Power Machines and Subsidiories
Consolidated financial statements for the year ended 31 December 2003

Foreign currency risk

The Group incurs foreign currency risk on sales, purchases and borrowings that are denominated in a
currency other than the functional currencies of the respective Group entities. The currency giving rise to
this risk is primarily USD, Management does not hedge the Group’s exposure to foreign currency risk.

Fair value

The 'carrying amounts of financial instruments approximate their fair value. The fair values were
determined as follows: "

Trade and other receivables and payables. For receivables and payables with a maturity of less than
twelve months fair value is not materially different from the carrying amount because the effect of the
time value of money is not material. For other receivables and payables, expected future principal and
interest cash flows were discounted at rates of between 8.33% and 14.83%.

Loans and borrowings. Fair value is not materially different from the carrying amount because
confractual interest rates were not materially different from market rates.

Related party fransactions

Control relationships

The Company's parent company is Burbot Limited, Burbot Limited does not prepare consolidated
financial statements. 1,804,234,678 ordinary shares of the Company owned by Burbot Limited were
pledged by Burbot Limited as a security for the EBRD loan to the Group. In addition, the Group has a
controlling relationship with all of its subsidiaries (see note 31 for a list of significant subsidiaries).

Transactions with management

Key management received the following remuneration during the year, which is included in personnel
costs:

In thousands of US dollars 2004

Salaries and bonuses 3,538

Termination benefits -

3,538

Transactions with other related parties

In thousands of US dellars 2004

Sales of goods

Entities with significant influence -

In thousands of US doliars 2004

Services provided - Sl .

Entities with significant influence B -

Associates o .24 1,999

Fellow subsidiaries . - 4,888
312 6,887
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In thousands of US dolfars
Trade and other receivables

Entities with significant influence
Associates

in thowsands of US dotlars
Prepayments gfver

Entities with significant influence
Assaciates

In thousands of US dollars

Purchases of goods
Entities with significant influence

in thousands of LS dolfars
Purchases of services

Associates
Fellow subsidiaries

vt thousands of US dollars
Trade and other pavables

Entities with significant influence
Associates

In thousands of US doffars
Prepayments received

Entities with significant infiuence
Fellow subsidiaries

In thousands of US dollars

Logns given
Associates

Open Joint Stock Company Power Machines and Subsidiaries
Cansofidated financial stetemerns for the vear ended 31 December 20035

2005 2004
1,362 .

. 212

1,362 212
2005 2064

651 -

257 10.61!

908 10.611

2005 2004
1,354 -
1,354 -
2003 2004
‘506 483
it 1,070

607 1,558

2005 2004
383 -
130 42

513 42

C 2“'15 2004
8,037 -

. 1,707

8,037 1,707

B ii-zoosf 2004
- 426

- 426

Financial guaraniees provided to related parties

Details of financial guaraniees provided to related parties are disclosed in note 33(b).
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Open Joint Stock Company Power Machines and Subyidiaries
Consolidaied financial sigtements for the year ended 31 December 2005

Subsidiary companies

The Company’s principal subsidiaries are as follows:

Ownership
Country of interest

Significant subsidiaries o intorporation %

' - ' 2004
000 Reostat Russia 100.00%
ZAO Gazovie Turbini Russia 100.00%
ZAQ LMZ Invest (note 4) Russia 100.00%
LMZ Energy Limited Ireland 100.00%
000 Interturbo Russia 55.12%
0AO SK Selecta Russia 80.36%
Energomachimpex (note 4) Czech Republic 80.00%
EMEC LTDa Columbia Columbia 99.99%
Energomach Handels GMBH Gemany 100.00%
Power Machines de Mexico (note 4) Mexico -

Commitments

Capital commitments
At 31 December 2005, the Group was committed to capital expenditure (property, plant and equipment)
of approximately USD 5,300 thousand (31 December 2004: USD 8,101 thousand).

Social commitmenis

The Group makes contributions to mandatory and voluntary social programs. The Group's social assets, as
well as local social programs, benefit the community at large and are not normally restricted to
the Group's employees. The Group has transferred certain social operations and assets to local authorities;
however, management expects that the Group will continue to fund these social programs for
the foreseeable future. These costs are expensed in the year they are incurred.

Contingencies

Congtruction contracts

Management is in the process of negotiating an increase in the price of one of its construction contracts.
The customer has agreed, in principle, to negotiate an increase in the price of the contract, Management
believes it is probable that the contract price will be increased such that losses on this contract will not be
incurred. Accordingly, no provision for such losses has been made at 31 December 2005, 1f the contract
price is not increased, loss'es of USD 7,480 thousand will be incurred on this contract.

The Group has suspended work on one of its construction contracts because the customer has not been
able to obtain certain government approvals required in relation to financing. Revenue for this contract
has been recognized using the stage of completion method. Management believes that the work
undertaken for this contract can be used on other contracts if the customer is unable to obtain the required
approvals. The profit recognized to 31 December 2005 on this contract amounted to USD 3,828 thousand.

The Group has recognized revenue for one of its construction contracts based on a price that includes an
incentive payment that, in accordance with the original contract, is required to be withheld by the
Ministey of Finance of Russia, Although confirmation has been received from the Ministry of Finance
that the incentive payment will not be withheld but paid to the Group, the relevant agreement has not yet
been signed, Management believes that the agreement will be signed.
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Open Joint Stock Company Power Machines and Subsidiaries
Consolidated financial statements for the year ended 31 December 2003

Financial guarantees
The Group has provided financial guarantees for certain of its third party suppliers. Amounts related to
the Group's financial guarantees are as follows. '

In thousands of US dollars __ U s 2004

Maturity in one year or more _ TR

Third party suppliers LT 698,039 697,727

Maturity in less than one year . .' L —

Third pariy suppliers e 8154 43,339

Associate TS 3,964
196,193 745,030

During the year ended 31 December 2005, the Group was a co-signatory to a guarantee of USD 682,381
thousand given by a consortium of companies (including the Group) against a loan obtained by CHSA,
CIISA is an entity that is constructing a power station in Mexico in which the Group hoids a 19% interest
and participates in the construction. The Group’s exposure under this guarantee is estimated to be
the equivalent 19% interest in the project, USD 129,614 thousand.

The Group's contingent maximum exposure to credit Josses in the event of non-performance by all other
parties to these financial guarantees would amount to the total contractual amount of the guarantee
stipulated above. Assets of the Group were also pledged against certain of the third party supplier
guarantees (Note 23).

Insurance

The insurance industry in the Russian Federation is in a developing state and many forms of insurance
protection common in other parts of the world are not yet generally available. The Group does not have
full coverage for its plant facilities, third party liability in respect of property or environmental damage
arising from accidents on Group property or relating to Group operations.

Litigation

Litigation includes a number of small claims relating to sales to domestic customers. Based on experignce
in resolving such claims, management believes that they will be resolved without significant loss to the
Group. Accordingly, no provision has been made for such claims and litigation.

Taxation confingencies

The taxation system in the Russian Federation is relatively new and is characterised by frequent changes
in legistation, official proncuncements and court decisions, which are often unclear, contradictory and
subject to varying interpretation by different tax authorities. Taxes are subject to review and investigation
by a number of authorities, which have the authority to impose severe fines, penalties and interest
charges. A tax year remains open for review by the tax authorities during the three subsequent calendar
years; however, under certain circumstances a tax year may remain open longer. Recent events within the
Russian Federation suggest that the tax authorities are taking a more assertive position in their
interpretation and enforcement of tax legislation,

These circumstances may create tax risks in the Russian Federation that are substantially more significant
than in other countries. Management believes that it has provided adequately for tax liabilities based on
its interpretations of applicable Russian tax legislation, official ptonouncements and court decisions.
However, the interpretations of the relevant authorities could differ and the effect on these consolidated
financial statements, if the authorities were successful in enforcing their intetpretations, could be
significant,
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Open Joint Stock Company Power Machines and Subsidiaries
Consolidated finarcial statements for the year ended 31 December 2005

Environmental Habilities

Environmental regulations are currently under consideration in the Russian Federation and the Group is
continuously evaluating its obligations relating to new and changing legislation. The likelihood and
amount of liabilities relating to environmental obligations under proposed or any future legislation cannot
be reasonably estimated at present but could become material,

Under existing legislation, management believes that there are no significant unrecorded liabilities or

contingencies, that could have a significant adverse effect on the operating results or financial position of
the Group.



