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OAO Scientific Production Corporation “Irkut”
Consolidated Income Statement for the year ended 31 December 2011

2011 2010
Note ’000 USD ’000 USD

Revenues 8 1,626,028 1,672,650
Cost of sales (1,107,794) (978,768)
Gross profit 518,234 693,882
Other income 1,527 1,013
Research and development costs (21,232) (11,274)
Distribution expenses (108,135) (247,221)
Administrative expenses (155,629) (127,523)
Taxes, other than on profit (9,226) (9,646)
Other expenses 10 (22,439) (137,478)
Profit from operating activities 203,100 161,753
Finance income 11 10,452 14,331
Finance costs 11 (49,246) (59,344)
Share of loss of equity accounted investees 15 - (13,493)
Profit before tax 164,306 103,247
Income tax expense 12 (40,863) (17,701)
Profit for the year 123,443 85,546
Attributable to:
Owners of the parent company 122,860 84,682
Non-controlling interest 583 864

123,443 85,546
Basic and diluted profit per share (USD) 22 0.106 0.086

The consolidated financial statements were authorised for issuance on 24 April 2012 by
management and signed on its behalf.

D.V. Polevshchikov
Vice-President for Corporate Finance

The accompanying notes form an integral part of these consolidated financial statements



OAO Scientific Production Corporation “Irkut”
Consolidated Statement of Comprehensive Income for the year ended 31 December 2011

2011 2010
Note ’000 USD ’000 USD

Profit for the year 123,443 85,546
Other comprehensive income:
Foreign exchange differences (4,357) (573)
Effective portion of changes in fair value of cash flow hedges,
(net of tax) 27,848 (462)
Total comprehensive income for the year 146,934 84,511
Attributable to:
Owners of the parent company 147,239 83,764
Non-controlling interest (305) 747

146,934 84,511

The accompanying notes form an integral part of these consolidated financial statements



OAO Scientific Production Corporation “Irkut”
Consolidated Statement of Financial Position as at 31 December 2011

ASSETS

Non-current assets

Property, plant and equipment

Intangible assets

Investments and non-current financial assets
Other non-current assets

Deferred tax assets

Current assets
Investments

Inventories

Trade and other receivables
Cash and cash equivalents

Total assets

EQUITY AND LIABILITIES
Equity

Share capital

Share premium

Foreign currency translation reserve
Additional paid-in capital

Hedging reserve

Retained earnings

Total equity attributable to shareholders of the parent

company
Non-controlling interest
Total equity

Non-current liabilities
Loans and borrowings
Deferred tax liabilities

Current liabilities
Loans and borrowings
Trade and other payables
Provisions

Total equity and liabilities

Note

13
14
16

17

16
18
19
20

21

23
17

23
24
25

31 December

31 December

2011 2010
*000 USD ’000 USD
335,186 331,592
225,593 182,620
22,487 20,554
100,580 100,580
1,993 2,274
685,839 637,620
16,220 32,801
836,702 611,178
767,062 355,777
295,532 320,434
1,915,516 1,320,190
2,601,355 1,957,810
122,124 122,124
227,118 227,118
(8,437) (4,968)
173,234 24,358
27,386 (462)
311,771 204,861
853,196 573,031
15,336 15,755
868,532 588,786
856,581 679,730
112,406 40,615
968,987 720,345
235,267 332,621
518,690 305,349
9,879 10,709
763,836 648,679
2,601,355 1,957,810

The accompanying notes form an integral part of these consolidated financial statements



OAO Scientific Production Corporation “Irkut”

Consolidated Statement of Cash Flows for the year ended 31 December 2011

OPERATING ACTIVITIES
Profit before tax
Adjustments for:
Depreciation and amortisation
Unrealised foreign exchange gain
(Reversal)/impairment of loans given and receivables
Impairment of non-current assets
Impairment of capitalised development costs
(Gain)/loss on disposal of property, plant and equipment
Loss from disposal of intangible assets
Loss from impairment of investments
Share of loss of equity accounted investees
Interest expense
Government grant related to compensation of interest expense
Interest income
Operating profit before changes in working capital and provisions
Change in inventories
Change in trade and other receivables
Change in trade and other payables
Change in provisions
Cash flows (used in)/from operations before income taxes and
interest paid
Income taxes paid
Cash flows (used in)/from operating activities

INVESTING ACTIVITIES

Proceeds from disposal of property, plant and equipment
Acquisition of property, plant and equipment
Acquisition of intangible assets

Government grant related to intangible assets

Loans advanced to related parties

Proceeds from/(acquisition of) investments

Interest received

Cash flows used in investing activities

FINANCING ACTIVITIES

Proceeds from borrowings

Repayment of borrowings

Payment of lease liabilities

Interest paid, net of grant received

Proceeds from share issue

Dividends paid

Cash flows from/(used in) financing activities

Net decrease in cash and cash equivalents

Cash and cash equivalents at beginning of year
Effect of exchange rates fluctuations on cash and cash equivalents
Cash and cash equivalents at end of year (note 20)

2011 2010
*000 USD *000 USD
164,306 103,247
49,819 44,370
(27,272) (2,875)
(1,266) 1,700
- 77,786
2,536 37,316
(463) 1,365
1,673 -
3,157 12,546
) 13,493
62,245 98,944
(16,156) (52,146)
(6,087) (12,032)
232,492 323,714
(225,524) (217,112)
(407,171) (81,375)
213,286 7,303
(830) 3,677
(187,747) 36,207
(485) (15,158)
(188,232) 21,049
1,927 960
(35,249) (38,644)
(63,514) (66,293)
3,110 -
(3,021) -
14,512 (24,298)
6,087 12,032
(76,148) (116,243)
1,184,545 1,045,620
(864,087) (1,227,360)
(10,460) -
(61,343) (70,247)
- 147,899
(16,064) (14,179)
232,591 (118,267)
(31,789) (213,461)
320,434 535,096
6,887 (1,201)
295,532 320,434

The accompanying notes form an integral part of these consolidated financial statements



OAO Scientific Production Corporation “Irkut”

Consolidated Statement of Changes in Equity for the year ended 31 December 2011

Attributable to the equity holders of the Company

Foreign
Additional currency Non-
Share Share Hedging paid-in translation Retained controlling Total

’000 USD capital premium reserve capital reserve earnings Total interest equity
Balance at 1 January 2010 103,811 97,532 - - (4,512) 134,289 331,120 15,077 346,197
Profit for the year - - - - - 84,682 84,682 864 85,546
Other comprehensive income
Effective portion of changes in fair value of cash
flow hedges, net of related income tax effect of
USD 115 thousand (462) - - - (462) - (462)
Foreign exchange differences - - - - (456) - (456) (117) (573)
Total comprehensive income for the year 83,764 747 84,511
Transactions with owners, recorded directly in
equity
Shares issued 18,313 129,586 - - - - 147,899 - 147,899
Contribution, net of related income tax effect of

USD 6,090 thousand - - - 24,358 - - 24,358 - 24,358
Dividends to shareholders - - - - - (14,110) (14,110) (69) (14,179)

18,313 129,586 - 24,358 - (14,110) 158,147 (69) 158,078

Balance at 31 December 2010 122,124 227,118 (462) 24,358 (4,968) 204,861 573,031 15,755 588,786

The accompanying notes form an integral part of these consolidated financial statements



OAO Scientific Production Corporation “Irkut”
Consolidated Statement of Changes in Equity for the year ended 31 December 2011

Attributable to the equity holders of the Company

Foreign
Additional currency Non-
Share Share Hedging paid-in translation Retained controlling Total

’000 USD capital premium reserve capital reserve earnings Total interest equity
Balance at 1 January 2011 122,124 227,118 (462) 24,358 (4,968) 204,861 573,031 15,755 588,786
Profit for the year - - - - - 122,860 122,860 583 123,443
Other comprehensive income
Effective portion of changes in fair value of cash
flow hedges, net of related income tax effect of
USD 6,962 thousand - - 27,848 - - 27,848 - 27,848
Foreign exchange differences - - - - (3,469) - (3,469) (888) (4,357)
Total comprehensive income for the year 147,239 (305) 146,934
Transactions with owners, recorded directly in
equity
Contribution, net of related income tax effect of
USD 37,219 thousand (Note 23) - - - 148,876 - - 148,876 - 148,876
Dividends to shareholders - - - - - (15,950) (15,950) (114) (16,064)

- - - 148,876 - (15,950) 132,926 (114) 132,812
Balance at 31 December 2011 122,124 227,118 27,386 173,234 (8,437) 311,771 853,196 15,336 868,532

10

The accompanying notes form an integral part of these consolidated financial statements
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OAO Scientific Production Corporation “Irkut”
Notes to the Consolidated Financial Statements for the year ended 31 December 2011

Background

Organisation and operations

OAO Scientific Production Corporation “Irkut” (“the Company”) was formed as an open joint
stock company following the President Decree and State Privatization Programme of 1992. The
principal activity of the Company is the construction of military and civil aircraft under contracts
with Russian and foreign governments. The Company and its subsidiaries (“the Group”) are also
engaged in research and development works for military and civil aircraft. This research and
development is carried out for the Group’s own purposes.

In accordance with Russian legislation the supply of military equipment to foreign governments is
the competence of the Russian government and, therefore, all contracts with foreign governments
are concluded through the Russian state organization FGUP “Rosoboronexport”
(“Rosoboronexport™).

The Company’s operations are subject to license for production and repair of aviation equipment
awarded by FGUP “Rosaviacosmos”. The current license is valid until January 2013.

The Company’s office is located at bld. 1, 68, Leningradsky prospect, Moscow, 125315, Russia.

State Secrets

The operations of the Group related to the construction and sale of military aircraft are subject to
the Law of the Russian Federation on State Secrets signed by the President of the Russian
Federation on 21 July 1993. This Law provides that the information on the foreign economic
activities of the Russian Federation, disclosure of which can cause damage to the security of the
country, is considered a state secret. Access to information classified as a state secret can be
granted by the appropriate authorities only to organizations and individuals holding security
licenses with the appropriate form of clearance. In addition, part of the property, plant and
equipment of the Company makes up the mobilization capacity of the state (refer note 13(c)) and is
also subject to the Law on State Secrets. The law also limits the authority of the Company to
dispose of these assets.

Russian business environment

The Group’s operations are located in the Russian Federation. Consequently, the Group is exposed
to the economic and financial markets of the Russian Federation which display characteristics of an
emerging market. The legal, tax and regulatory frameworks continue development, but are subject
to varying interpretations and frequent changes which together with other legal and fiscal
impediments contribute to the challenges faced by entities operating in the Russian Federation. 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 differ from management’s assessment.

Basis of preparation

Statement of compliance

These consolidated financial statements have been prepared in accordance with International
Financial Reporting Standards (“IFRSs”) and related interpretations adopted by the International
Accounting Standards Board (“IASB”).

11
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OAO Scientific Production Corporation “Irkut”
Notes to the Consolidated Financial Statements for the year ended 31 December 2011

Basis of measurement

The consolidated financial statements are prepared on the historical cost basis except that
instruments held for trading, designated at fair value through profit and loss and available-for-sale
are stated at fair value.

Functional and presentation currency

The national currency of the Russian Federation is the Russian Rouble (“RUB”). The Parent
Company’s functional currency is the United States Dollar (“USD”) because it reflects the
economic substance of the underlying events and circumstances of the company.

USD is also the currency in which the consolidated financial statements are presented. All financial
information presented in USD has been rounded to the nearest thousand.

The RUB is not a readily convertible currency outside the Russian Federation and, accordingly, any
conversion of RUB to USD should not be construed as a representation that the RUB 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.

Use of estimates and judgements

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

Estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting
estimates are recognised in the period in which the estimates are revised and in any future periods
affected.

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

e Note 3(m) and 8 — Revenues;

e Note 4(c) and 16 — Investments and non-current financial assets;
e Note 14 — Intangible assets;

e Note 25 — Provisions;

e Note 28 — Contingencies.

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

Basis of consolidation

Accounting for business combinations

All business combinations occurring on or after 1 January 2009 are accounted for by applying the
acquisition method.

12
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OAO Scientific Production Corporation “Irkut”
Notes to the Consolidated Financial Statements for the year ended 31 December 2011

Control is the power to govern the financial and operating policies of an entity so as to obtain
benefits from its activities. In assessing control, the Group takes into consideration potential voting
rights that currently are exercisable. The acquisition date is the date on which control is transferred
to the acquirer. Judgement is applied in determining the acquisition date and determining whether
control is transferred from one party to another.

The Group measures goodwill as the fair value of the consideration transferred including the
recognised amount of any non-controlling interest in the acquiree, less the net recognised amount
(generally fair value) of the identifiable assets acquired and liabilities assumed, all measured as of
the acquisition date.

Consideration transferred includes the fair values of the assets transferred, liabilities incurred by the
Group to the previous owners of the acquiree, and equity interests issued by the Group.
Consideration transferred also includes the fair value of any contingent consideration and share-
based payment awards of the acquiree that are replaced mandatorily in the business combination
(see below). If a business combination results in the termination of pre-existing relationships
between the Group and the acquiree, then the lower of the termination amount, as contained in the
agreement, and the value of the off-market element is deducted from the consideration transferred
and recognised in other expenses.

A contingent liability of the acquiree is assumed in a business combination only if such a liability
represents a present obligation and arises from a past event, and its fair value can be measured
reliably.

The Group measures any non-controlling interest at its proportionate interest in the identifiable net
assets of the acquire.

Transaction costs that the Group incurs in connection with a business combination, such as finder's
fees, legal fees, due diligence fees, and other professional and consulting fees are expensed as
incurred.

Subsidiaries

Subsidiaries are entities controlled by the Group. The financial statements of subsidiaries are
included in the consolidated financial statements from the date that control commences until the
date that control ceases. The accounting policies of subsidiaries have been changed when necessary
to align them with the policies adopted by the Group.

Acquisitions of non-controlling interests are accounted for as transactions with equity holders in
their capacity as equity holders and therefore no goodwill is recognised as a result of such
transactions.

Associates and jointly controlled entities (equity accounted investees)

Associates are those entities in which the Group has significant influence, but not control, over the
financial and operating policies. Significant influence is presumed to exist when the Group holds
between 20% and 50% of the voting power of another entity.

Joint ventures are those entities over whose activities the Group has joint control, established by
contractual agreement and requiring unanimous consent for strategic financial and operating
decisions.

13
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OAO Scientific Production Corporation “Irkut”
Notes to the Consolidated Financial Statements for the year ended 31 December 2011

Associates and jointly controlled entities are accounted for using the equity method (equity
accounted investees) and are recognised initially at cost. The Group’s investment includes goodwill
identified on acquisition, net of any accumulated impairment losses. The consolidated financial
statements include the Group’s share of the income and expenses and equity movements of equity
accounted investees, after adjustments to align the accounting policies with those of the Group,
from the date that significant influence or joint control commences until the date that significant
influence or joint control ceases. When the Group’s share of losses exceeds its interest in an equity
accounted investee, the carrying amount of that interest (including any long-term investments) is
reduced to nil and the recognition of further losses is discontinued except to the extent that the
Group has an obligation or has made payments on behalf of the investee.

Transactions eliminated on consolidation

Intragroup balances and transactions, and any unrealised gains arising from intragroup transactions,
are eliminated in preparing the consolidated financial statements. Unrealised gains arising from
transactions with associates and jointly controlled enterprises are eliminated to the extent of the
Group’s interest in the enterprise. Unrealised gains resulting from transactions with associates 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 currency transactions

Transactions in foreign currencies are translated to the respective functional currencies of Group
entities at exchange rates at the dates of the transactions. Monetary assets and liabilities
denominated in foreign currencies at the reporting date are retranslated to the functional currency at
the exchange rate at that date. Non-monetary assets and liabilities that are measured at fair value in
a foreign currency are translated to the functional currency at the exchange rate at the date that the
fair value was determined. Foreign currency differences arising on retranslation are recognised in
profit or loss, except for differences arising on the retranslation of available-for-sale equity
instruments.

Operations for which functional currency is different from functional currency of the
Company

For subsidiaries whose functional currency is different from the functional currency of the
Company, the assets and liabilities of such operations, including goodwill and fair value
adjustments arising on acquisition, are translated into USD at exchange rates at the reporting date.
The income and expenses of these operations are translated into USD at exchange rates at the dates
of the transactions.

Foreign currency differences are recognised in other comprehensive income in the foreign currency
translation reserve. When an operation is disposed of, in part or in full, the relevant amount in the
foreign currency translation reserve is transferred to profit or loss.

Foreign exchange gains and losses arising from a monetary item receivable from or payable to a
such operations, the settlement of which is neither planned nor likely in the foreseeable future, are
considered to form part of a net investment in the operation and are recognised directly in equity in
the foreign currency translation reserve.

14
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OAO Scientific Production Corporation “Irkut”
Notes to the Consolidated Financial Statements for the year ended 31 December 2011

Property, plant and equipment

Recognition and measurement

Items of property, plant and equipment, except for land, are measured at cost less accumulated
depreciation and impairment losses.

Cost includes expenditures that are directly attributable to the acquisition of the asset. The cost of
self-constructed assets includes the cost of materials and direct labour, any other costs directly
attributable to bringing the asset to a working condition for its intended use, and the costs of
dismantling and removing the items and restoring the site on which they are located. Purchased
software that is integral to the functionality of the related equipment is capitalised as part of that
equipment. Furthermore, borrowing costs that are directly attributable to the acquisition,
construction or production of qualifying assets are capitalised as part of the cost of the asset.

When parts of an item of property, plant and equipment have different useful lives, they are
accounted for as separate items (major components) of property, plant and equipment.
Subsequent costs

The cost of replacing part of an item of property, plant and equipment is recognised in the carrying
amount of the item if it is probable that the future economic benefits embodied within the part will
flow to the Group and its cost can be measured reliably. The costs of the day-to-day servicing of
property, plant and equipment are recognised in profit or loss as incurred.

Depreciation

Depreciation is determined using straight-line method based on the estimated useful lives of the
individual assets and is recognised in profit or loss.

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. Leased assets are
depreciated over the period of useful life which is determined in line with one applied to similar
owned assets.

The estimated useful lives for the current and comparative periods are as follows:
e Buildings 40-50 years

e Plant and equipment  5-20 years

Leased assets

Leases in terms of which the Group assumes substantially all the risks and rewards of ownership
are classified as finance leases. Upon initial recognition the leased asset is measured at an amount
equal to the lower of its fair value and the present value of the minimum lease payments.
Subsequent to initial recognition, the asset is accounted for in accordance with the accounting
policy applicable to that asset.

Other leases are operating leases and the leased assets are not recognised on the Group’s statement
of financial position.

15
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OAO Scientific Production Corporation “Irkut”
Notes to the Consolidated Financial Statements for the year ended 31 December 2011

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, other than
development carried out as part of construction contracts (refer accounting policy 3(m)), 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, an appropriate proportion of overheads and borrowing costs that are
directly attributable to the development activity. Other development expenditure is recognised in
the consolidated income statement as an expense as incurred.

Capitalised development expenditure is stated at cost less accumulated amortisation and
impairment losses. Amortisation is charged to the income statement over the estimated units to be
produced. The carrying amount is reviewed for impairment annually when the asset is not yet in
use and thereafter whenever events or changes in circumstances indicate that the carrying amount
may not be recoverable.

Other intangible assets

Other intangible assets are recorded at cost less accumulated amortisation and/or impairment
losses. Intangible assets that have limited useful lives are amortised on a straight-line basis over the
estimated useful lives of the individual assets, which are in the range of 3-5 years. Intangible assets
with indefinite useful lives are not amortised but are instead tested for impairment at least annually.

Financial instruments

Non-derivative financial instruments

Non-derivative financial instruments comprise investments in equity and debt securities, trade and
other receivables, cash and cash equivalents, loans and borrowings, and trade and other payables.

The Group initially recognises loans and receivables and deposits on the date that they are
originated. All other financial assets (including assets designated at fair value through profit or
loss) are recognised initially on the trade date at which the Group becomes a party to the
contractual provisions of the instrument.

The Group derecognises a financial asset when the contractual rights to the cash flows from the
asset expire, or it transfers the rights to receive the contractual cash flows on the financial asset in a
transaction in which substantially all the risks and rewards of ownership of the financial asset are
transferred. Any interest in transferred financial assets that is created or retained by the Group is
recognised as a separate asset or liability.

Financial assets and liabilities are offset and the net amount presented in the statement of financial
position when, and only when, the Group has a legal right to offset the amounts and intends either
to settle on a net basis or to realise the asset and settle the liability simultaneously.

The Group classifies non-derivative financial assets into the following categories: financial assets
at fair value through profit or loss, held-to-maturity financial assets, loans and receivables and
available-for-sale financial assets.

16
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OAO Scientific Production Corporation “Irkut”
Notes to the Consolidated Financial Statements for the year ended 31 December 2011

Financial assets at fair value through profit or loss

A financial asset is classified at fair value through profit or loss -category if it is classified as held
for trading or is designated as such upon initial recognition. Financial assets are designated at fair
value through profit or loss if the Group manages such investments and makes purchase and sale
decisions based on their fair value in accordance with the Group’s documented risk management or
investment strategy. Upon initial recognition attributable transaction costs are recognised in profit
or loss as incurred. Financial assets at fair value through profit or loss are measured at fair value,
and changes therein are recognised in profit or loss.

Held-to-maturity financial assets

If the Group has the positive intent and ability to hold to maturity debt securities that are quoted in
an active market, then such financial assets are classified as held-to-maturity. Held-to-maturity
financial assets are recognised initially at fair value plus any directly attributable transaction costs.
Subsequent to initial recognition held-to-maturity financial assets are measured at amortised cost
using the effective interest method, less any impairment losses. Any sale or reclassification of a
more than insignificant amount of held-to-maturity investments not close to their maturity would
result in the reclassification of all held-to-maturity investments as available-for-sale, and prevent
the Group from classifying investment securities as held-to-maturity for the current and the
following two financial years.

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.

Loans and receivables

Loans and receivables are a category of financial assets with fixed or determinable payments that
are not quoted in an active market. Such assets are recognised initially at fair value plus any
directly attributable transaction costs. Subsequent to initial recognition loans and receivables are
measured at amortised cost using the effective interest method, less any impairment losses.

Available-for-sale financial assets

Available-for-sale financial assets are non-derivative financial assets that are designated as
available-for-sale or are not classified in any of the above categories of financial assets. Such assets
are recognised initially at fair value plus any directly attributable transaction costs. Subsequent to
initial recognition, they are measured at fair value and changes therein, other than impairment
losses (see note 3(i)(i)) and foreign currency differences on available-for-sale debt instruments (see
note 3(b)), are recognised in other comprehensive income and presented within equity in the fair
value reserve. When an investment is derecognised or impaired, the cumulative gain or loss in
equity is reclassified to profit or loss. Unquoted equity instruments whose fair value cannot reliably
be measured are carried at cost.

Derivative financial instruments
Hedge accounting
The Group holds derivative financial instruments to hedge its foreign currency exposures.

On initial designation of the derivative as the hedging instrument, the Group formally documents
the relationship between the hedging instrument and hedged item, including the risk management
objectives and strategy in undertaking the hedge transaction and the hedged risk, together with the
methods that will be used to assess the effectiveness of the hedging relationship. The Group makes
an assessment, both at the inception of the hedge relationship as well as on a ongoing basis, of
whether the hedging instruments are expected to be “highly effective” in offsetting the changes in
the fair value or cash flows of the respective hedged items during the period for which the hedge is

17
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OAO Scientific Production Corporation “Irkut”
Notes to the Consolidated Financial Statements for the year ended 31 December 2011

designated, and whether the actual results of each hedge are within a range of 80-125 percent. For
a cash flow hedge of a forecast transaction, the transaction should be highly probable to occur and
should present an exposure to variations in cash flows that could ultimately affect reported net
income.

Derivatives are recognised initially at fair value; attributable transaction costs are recognised in
profit or loss as incurred. Subsequent to initial recognition, derivatives are measured at fair value,
and changes therein are accounted for as described below.

Cash flow hedges

When a derivative is designated as the hedging instrument in a hedge of the variability in cash
flows attributable to a particular risk associated with a recognised asset or liability or a highly
probable forecast transaction that could affect profit or loss, the effective portion of changes in
the fair value of the derivative is recognised in other comprehensive income and presented in the
hedging reserve in equity. The amount recognised in other comprehensive income is removed and
included in profit or loss in the same period as the hedged cash flows affect profit or loss under
the same line item in the statement of comprehensive income as the hedged item. Any ineffective
portion of changes in the fair value of the derivative is recognized immediately in profit or loss.

If the hedging instrument no longer meets the criteria for hedge accounting, expires or is sold,
terminated, exercised, or the designation is revoked, then hedge accounting is discontinued
prospectively. The cumulative gain or loss previously recognised in other comprehensive income
and presented in the hedging reserve in equity remains there until the forecast transaction affects
profit or loss. When the hedged item is a non-financial asset, the amount recognised in other
comprehensive income is transferred to the carrying amount of the asset when the asset is
recognised. If the forecast transaction is no longer expected to occur, then the balance in other
comprehensive income is recognised immediately in profit or loss. In other cases the amount
recognised in other comprehensive income is transferred to profit or loss in the same period that the
hedged item affects profit or loss.

Financial guarantees

Where the Company enters into financial guarantee contracts to guarantee the indebtedness of its
supplies or affiliates, the Company considers these to be insurance arrangements, and accounts for
them as such. In this respect, the Company treats the guarantee contract as a contingent liability
until such time as it becomes probable that the Company will be required to make a payment under
the guarantee.

Inventories

Construction work in progress is stated at cost plus profit recognised to date less 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.

Other 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 based on the average cost principle and includes expenditure incurred in
acquiring the inventories 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.
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Inventories are presented in the consolidated statement of financial position net of advance
payments received for construction contracts.

Impairment

Financial assets

A financial asset is considered to be impaired if objective evidence indicates that one or more
events have had a negative effect on the estimated future cash flows of that asset.

An impairment loss in respect of a financial asset measured at amortised cost is calculated as the
difference between its carrying amount, and the present value of the estimated future cash flows
discounted at the original effective interest rate. An impairment loss in respect of an available-for-
sale financial asset is calculated by reference to its current fair value.

Individually significant financial assets are tested for impairment on an individual basis. The
remaining financial assets are assessed collectively in groups that share similar credit risk
characteristics.

All impairment losses are recognised in profit or loss. Any cumulative loss in respect of an
available-for-sale financial asset recognised previously in equity is transferred to profit or loss.

Non-financial assets

The carrying amounts of the Group’s non-financial assets, other than investment property,
inventories and deferred tax assets, are reviewed at each reporting date to determine whether there
is any indication of impairment. If any such indication exists then the asset’s recoverable amount is
estimated.

An impairment loss is recognised if the carrying amount of an asset or its cash-generating unit
exceeds its recoverable amount. A cash-generating unit is the smallest identifiable asset group that
generates cash flows that largely are independent from other assets and groups. Impairment losses
are recognised in profit or loss. Impairment losses recognised in respect of cash-generating units
are allocated first to reduce the carrying amount of any goodwill allocated to the units and then to
reduce the carrying amount of the other assets in the unit (group of units) on a pro rata basis.

The recoverable amount of an asset or cash-generating unit is the greater of its value in use and its
fair value less costs to sell. 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 to the asset.

Impairment losses recognised in prior periods are assessed at each reporting date for any
indications that the loss has decreased or no longer exists. An impairment loss is reversed where
there is an indication that the impairment loss may no longer exist and there has been a change in
the estimates used to determine the recoverable amount. An impairment loss is reversed only 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.

Dividends

Dividends are recognised as a liability in the period in which they are declared.
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Employee benefits

Employees receive pension benefits from the government of the Russian Federation and the Group
makes contributions on their behalf in accordance with the appropriate laws and regulations which
are expensed as incurred.

Provisions

A provision is recognised in the consolidated statement of financial position when the Group has a
legal or constructive obligation as a result of a past event, and it is probable that an outflow of
economic benefits will be required to settle the obligation. If 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.

A provision for estimated standard warranty costs is recognised in the period in which the related
product sales occur. An accrual for warranty costs is recognised based on the Group’s historical
experience on previous deliveries of aircrafts. Estimates are adjusted as necessary based on
subsequent experience.

Revenues

The operations of the Group principally consist of building aircraft under fixed-price contracts.
Revenues under such contracts are recognised on a percentage of completion basis, measured by
the ratio of total direct materials, labour and contract related design and development costs incurred
to date relative to the total estimated respective costs on the contract. This method is used as the
management of the Group considers this to be the best available measure of progress on the
contracts. Marketing costs that are incurred for a specific contract may be include