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HMS Hydraulic Machines & Systems Group plc
Report of the Board of Directors
The Board of Directors presents its first report together with the audited parent company financial statements for the
period from 27 April 2010 (date of incorporation) to 31 December 2010. The parent company financial statements have
been prepared in accordance with International Financial Reporting Standards (IFRS) as adopted by the European
Union and the requirements of Cyprus Companies Law, Cap. 113.
Principal activities
The principal activity of the Company is the holding of investments.
Review of developments, position and performance of the Company’s business
The net loss of the Company for the year ended 31 December 2010 was RR 3,903. At 31 December 2010, the total
assets of the Company were RR 255,013 and net assets were 202,793. The financial position and financial
performance of the Company as presented in the financial statements are considered satisfactory.

Principal risks and uncertainties
The Company’s critical accounting estimates and judgments and financial risk management are disclosed in Notes 4
and 13 to the financial statements.
The Company’s contingencies are disclosed in Note 2 to the financial statements.
The Board has adopted a formal process to identify, evaluate and manage significant risks faced by the Company.

Future developments
The Board of Directors does not expect any significant changes in the activities of the Company in the foreseeable
future. The Group’s strategic objective is to achieve continued organic growth by focusing on its higher margin
integrated and highly engineered solutions, capitalising on positive industry trends and improving its overall operational
efficiency. The Group also intends to enhance its research and development capabilities leveraging the experience
and knowledge base of its existing teams to develop upgrades and new solutions, as well as more energy efficient
pumps. In addition, the Group will continue to pursue selective, value-enhancing acquisitions which enable it to enter
attractive new markets, provide access to complementary technology and research and development facilities and
which offer cost and revenue synergies with its existing businesses.

Results
The Company’s results for the period are set out on page 10 of the parent company financial statements.

Dividends
Pursuant to its Articles of Association, the Company may pay dividends out of its profits. To the extent that the
Company declares and pays dividends, owners of global depository receipts (GDRs) on the relevant record date will
be entitled to receive dividends payable in respect of Ordinary Shares underlying the GDRs, subject to the terms of the
Deposit Agreement.
The Company is a holding company and thus its ability to pay dividends depends on the ability of its subsidiaries to
pay dividends to the Company in accordance with relevant legislation and contractual restrictions. The payment of
such dividends by such subsidiaries is contingent upon the sufficiency of their earnings, cash flows and distributable
reserves and, in the case of Russian subsidiaries, is restricted to the total accumulated retained earnings of the
relevant subsidiary, determined according to Russian law.
As a newly incorporated company, the Company has not previously declared any cash dividends on its share capital.
The Board of Directors does not recommend any payment of cash dividends in respect of the year ended
31 December 2010.
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HMS Hydraulic Machines & Systems Group plc
Report of the Board of Directors
Share capital
The Company was incorporated under the name of Bishopstow Holdings plc on 27 April 2010 as a public limited
company with an authorised share capital of EUR 26,000 (RR 1,010 thousand) divided into 26,000 ordinary shares of
EUR 1 each. On 7 June 2010, pursuant to the unanimous written resolution of the general meeting of the Company,
the existing authorised share capital of EUR 26,000, divided into 26,000 ordinary shares of EUR 1 each, was
subdivided into 2,600,000 ordinary shares of EUR 0.01 each.
On 18 June 2010, pursuant to the unanimous written resolution of the general meeting of the Company, it was decided
to change the name of the Company from Bishopstow Holdings Plc to H.M.S. HYDRAULIC MACHINES & SYSTEMS
GROUP PUBLIC CO. LIMITED. The name was approved by the Registrar of Companies of Cyprus on 29 June 2010.
On 28 September 2010, pursuant to the unanimous written resolution of the general meeting of the Company the
authorised share capital was increased from EUR 26,000, divided into 2,600,000 ordinary shares of EUR 0.01 each, to
EUR 875,946 (RR 36,154 thousand), divided into 87,594,600 ordinary shares of EUR 0.01 each.
On 15 November 2010, pursuant to the unanimous written resolution of the general meeting of the Company, it was
decided to change the name of the Company from H.M.S. HYDRAULIC MACHINES & SYSTEMS GROUP PUBLIC
CO. LIMITED to HMS Hydraulic Machines & Systems Group plc. The name was approved by the Registrar of
Companies of Cyprus on 3 January 2011.
On 8 December 2010, pursuant to the unanimous written resolution of the general meeting of the Company, the
authorised share capital of the Company was increased from EUR 875,946, divided into 87,594,600 ordinary shares of
EUR 0.01 each, to EUR 1,026,000 (RR 42,510 thousand), divided into 102,600,000 ordinary shares of EUR 0.01 each.
On 12 January 2011, pursuant to the unanimous written resolution of the general meeting of the Company, the
authorised share capital was increased from EUR 1,026,000, divided into 102,600,000 ordinary shares of EUR 0.01
each, to EUR 1,207,058.82, divided into 120,705,882 ordinary shares of EUR 0.01 each.
Following the offering on 9 February 2011 (“the Offering”) of GDRs, on 10 February 2011, the Company has issued
14,563,427 new ordinary shares out of the authorised share capital as fully paid at a price of USD 8.25. In the context
of the Offering, the existing shareholders have also sold 29,076,573 shares to the public. Each GDR is represented by
one ordinary share of the Company. The gross proceeds from the IPO, related to and receivable by the Company,
amounted to approximately RR 3,530 million and the Company’s transaction costs amounted to approximately RR 171
million.
At the date of approval of these financial statements, the Company’s issued share capital consisted of 117,163,427
ordinary shares with par value of EUR 0.01, which are fully paid, and the Company’s authorised share capital
consisted of 120,705,882 ordinary shares.
The Company does not have in issue any listed or unlisted securities not representing its share capital. Neither the
Company nor any of its subsidiaries (nor any party on its behalf) holds any of its ordinary shares.
Neither the Company nor any of its subsidiaries has any outstanding convertible securities, exchangeable securities or
securities with warrants or any relevant acquisition rights or obligations over the Company’s or either of the
subsidiaries’ authorised but unissued capital or undertakings to increase its issued share capital.
The Company’s Articles of Association and the Companies Law, Cap 113 (as amended), to the extent not disapplied
by shareholders’ resolution, confer on shareholders certain rights of pre-emption in respect of the allotment of equity
securities which are, or are to be, paid up in cash and, following the Offering, will apply to the Company’s authorised
but unissued share capital. Subject to certain limited exceptions, unless the approval of the Company’s shareholders in
a general meeting is obtained, the Company must offer shares to be issued for cash to holders of shares on a pro rata
basis. None of the Company’s shares are currently in issue with a fixed date on which entitlement to a dividend arises
and there are no arrangements in force whereby future dividends are waived or agreed to be waived.
The role of the Board of Directors
The Company is managed by the Board of Directors which is collectively responsible to the shareholders for the
success of the Company. The Board sets the strategic objectives and ensures that the necessary resources are in
place to enable these objectives to be met. The Board is fully involved in decision making in the most important areas
of business and conducts regular reviews of the Company’s operational and financial performance. One of the Board’s
key responsibilities is to ensure that there is in place a system of prudent and effective risk controls that enable risks to
be identified, assessed and managed appropriately.
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HMS Hydraulic Machines & Systems Group plc
Report of the Board of Directors
Members of the Board of Directors
The members of the Board of Directors at 31 December 2010 and at the date of this report are shown on page 1.
In accordance with the Company’s Articles of Association all the Directors retire at the first Annual General meeting
and being eligible offer themselves for re-election. At every subsequent Annual General Meeting one third of Directors
shall retire by rotation and will be entitled to run for re-election.
There were no significant changes in the assignment of responsibilities of the Board of Directors.
Directors’ interests
The interests in the share capital of the Company, both direct and indirect, of those who were Directors at
31 December 2010 are shown below:

Director
Vladimir V. Lukyanenko
German A. Tsoy
Artem V. Molchanov
Nikolai N. Yamburenko
Yury N. Skrynnik
Kirill V. Molchanov

Interest in the share
capital of the Company
at 31 December 2010
36.6%
26.6%
9.0%
7.9%
4.1%
2.8%

Interest in the share
capital of the Company
at 20 April 2011
24.0%
17.3%
5.3%
5.0%
2.7%
1.6%

Events after the balance sheet date
The events after the balance sheet date are disclosed in Note 13 to the financial statements.
The Board Committees
The Company has established two committees: the Audit Committee and the Remuneration Committee. A brief
description of the terms of reference of the committees is set out below.
Audit Committee. The audit committee comprises three directors, two of whom are independent, and expects to meet
at least four times each year. Currently the audit committee is chaired by Philippe Delpal and the other members are
Gary S. Yamamoto and Vladimir V. Lukyanenko. The audit committee is responsible for considering, amongst other
matters: (i) the integrity of the Company’s financial statements, including its annual and interim financial statements,
and the effectiveness of the Company’s internal controls and risk management systems; (ii) auditors’ reports; and (iii)
the terms of appointment and remuneration of the auditor. The committee supervises and monitors, and advises the
Board of Directors on, risk management and control systems and the implementation of codes of conduct. In addition,
the audit committee supervises the submission by the Company of financial information and a number of other auditrelated issues and assesses the efficiency of work of the Chairman of the Board of Directors.
Remuneration Committee. The remuneration committee comprises four directors and expects to meet at least once
each year. Currently the remuneration committee is chaired by Gary S. Yamamoto, an independent director, and
Vladimir V. Lukyanenko and Yury N. Skrynnik and German Tsoy are members. The remuneration committee is
responsible for determining and reviewing, amongst other matters, the Company’s remuneration policies. The
remuneration of independent directors is a matter for the chairman of the Board of Directors and the executive
directors. No director or manager may be involved in any decisions as to his/her own remuneration.

Corporate Governance
The Company is committed to maintaining the highest standards of corporate governance throughout the Company
and the Group. The Company’s and the Group’s corporate governance policies and practices are designed to ensure
that we are focused on upholding our responsibilities to our shareholders and include policies on appointment of
independent directors, establishment and constitution of the audit and remuneration committees, ethical conduct,
securities dealings and disclosure.
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Independent Auditor's Report
To the Members of HMS Hydraulic Machines & Systems Group Plc
Report on the financial statements
We have audited the accompanying parent company financial statements of HMS Hydraulic
Machines & Systems Group Plc (the “Company”), which comprise the balance sheet as at 31
December 2010, and the statements of comprehensive income, changes in equity and cash flows for
the period from 27 April 2010 (date of incorporation) to 31 December 2010, and a summary of
significant accounting policies and other explanatory information.
We have reported separately on the consolidated financial statements of the Company and its
subsidiaries for the year ended 31 December 2010.
Board of Directors’ responsibility for the financial statements
The Board of Directors is responsible for the preparation of financial statements that give a true and
fair view in accordance with International Financial Reporting Standards as adopted by the European
Union and the requirements of the Cyprus Companies Law, Cap. 113, and for such internal control as
the Board of Directors determines is necessary to enable the preparation of financial statements that
are free from material misstatement, whether due to fraud or error.
Auditor's responsibility
Our responsibility is to express an opinion on these financial statements based on our audit. We
conducted our audit in accordance with International Standards on Auditing. Those Standards
require that we comply with ethical requirements and plan and perform the audit to obtain
reasonable assurance whether the financial statements are free from material misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures
in the financial statements. The procedures selected depend on the auditor’s judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control relevant to the entity's
preparation of financial statements that give a true and fair view in order to design audit procedures
that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the entity's internal control. An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of accounting estimates made by the Board of
Directors, as well as evaluating the overall presentation of the financial statements.
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis
for our audit opinion.

(4)
PricewaterhouseCoopers Ltd, City House, 6 Karaiskakis Street, CY-3032 Limassol, Cyprus
P O Box 53034, CY-3300 Limassol, Cyprus
T: +357 25 - 555 000, F:+357 - 25 555 001, www.pwc.com/cy
PRICEWATERHOUSECOOPERS LTD IS A MEMBER FIRM OF PRICEWATERHOUSECOOPERS INTERNATIONAL LTD, EACH MEMBER FIRM OF WHICH IS A SEPARATE
LEGAL ENTITY. PRICEWATERHOUSECOOPERS LTD IS A PRIVATE COMPANY REGISTERED IN CYPRUS (REG. NO. 143594). A LIST OF THE COMPANY'S DIRECTORS
INCLUDING FOR INDIVIDUALS THE PRESENT NAME AND SURNAME, AS WELL AS ANY PREVIOUS NAMES AND FOR LEGAL ENTITIES THE CORPORATE NAME, IS
KEPT BY THE SECRETARY OF THE COMPANY AT ITS REGISTERED OFFICE AT 3 THEMISTOCLES DERVIS STREET, 1066 NICOSIA AND APPEARS ON THE COMPANY'S
WEB SITE. OFFICES IN NICOSIA, LIMASSOL, LARNACA AND PAPHOS.

HMS Hydraulic Machines & Systems Group plc
Statement of Comprehensive Income for the period ended 31 December 2010
(in thousands of Russian Roubles, unless otherwise stated)
______________________________________________________________________________________
Note

2010

General and administrative expenses
Other operating expenses, net
Operating loss

10

(3,357)
(326)
(3,683)

Finance costs

11

(220)

Loss before income tax
Income tax expense

(3,903)
9

Loss for the period
and total comprehensive loss for the period

-

(3,903)

The accompanying notes on pages 13 to 21 are an integral part of these financial statements.
10

HMS Hydraulic Machines & Systems Group plc
Statement of Cash Flows for the period ended 31 December 2010
(in thousands of Russian Roubles, unless otherwise stated)

Note

2010

Cash flows from operating activities
Loss before income tax
Adjustments for:
Finance costs
Operating cash flows before working capital
changes

(3,903)

Increase in other payables
Cash used in operations
Net cash used in operating activities

1,855
(1,828)
(1,828)

Cash flows from financing activities
Proceeds from borrowings
Cash contribution to share capital
Expenses related to share issue
Net cash generated from financing activities
Net increase in cash and cash equivalents
Cash and cash equivalents at the date of
incorporation
Cash and cash equivalents at the end of the period

220
(3,683)

8
8

34,037
1,010
(30,568)
4,479
2,651
2,651

The accompanying notes on pages 13 to 21 are an integral part of these financial statements.
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HMS Hydraulic Machines & Systems Group plc
Statement of Changes in Equity for the period ended 31 December 2010
(in thousands of Russian Roubles, unless otherwise stated)

Share
capital

Share
premium

Other
reserves

Retained
earnings

Total

Balance at the date
of incorporation

-

-

-

-

-

Loss for the period and total
comprehensive loss for the
period

-

-

-

(3,903)

(3,903)

42,510
42,510

210,862
210,862

(46,676)
(46,676)

(3,903)

253,372
(46,676)
202,793

Note

Contribution to share capital
Expenses related to share issue
Balance at 31 December 2010

8
8

Companies which do not distribute 70% of their profits after tax, as defined by the Special Contribution for the
Defence of the Republic Law, during the two years after the end of the year of assessment to which the profits refer,
will be deemed to have distributed this amount as dividend. Special contribution for defence at 15% will be payable on
such deemed dividend to the extent that the shareholders (individuals and companies) at the end of the period of two
years from the end of the year of assessment to which the profits refer, are Cyprus tax residents. The amount of this
deemed dividend distribution is reduced by any actual dividend paid out of the profits of the relevant year at any time.
This special contribution for defence is paid by the Company for the account of the shareholders.

The accompanying notes on pages 13 to 21 are an integral part of these financial statements.
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HMS Hydraulic Machines & Systems Group plc
Notes to the Financial Statements for the year ended 31 December 2010
(in thousands of Russian Roubles, unless otherwise stated)

1

General Information

Country of incorporation. HMS Hydraulic Machines & Systems Group plc (the “Company”) was incorporated in
Cyprus on 27 April 2010 and registered at 2-4 Arch. Makarios III Avenue, 1065 Nicosia, Cyprus, under the name of
Bishopstow Holdings plc, with a start share capital of EUR 26 thousand (RR 1,010). In June 2010, the Company was
acquired by a group of individuals, jointly controlling Open Joint Stock Company HMS Group (“HMS Group OJSC”),
and renamed H.M.S. HYDRAULIC MACHINES & SYSTEMS GROUP PUBLIC CO. LIMITED. Since the date of
incorporation and up to the legal acquisition of HMS Group, the Company did not have any activities. On 3 January
2011, the Company was renamed HMS Hydraulic Machines & Systems Group plc.
Restructuring. The principal business activities of HMS Group OJSC and its subsidiaries (the “HMS Group”) are the
manufacture of a wide range of pumps and pumping units, manufacturing and repairing of modular equipment,
including oil and gas equipment, engineering and construction services mainly for oil and gas companies. These
products and services are sold both in the Russian Federation and abroad. HMS Group OJSC is incorporated and
domiciled in the Russian Federation. The address of its registered office is Chayanova St. 7, 125047 Moscow. The
HMS Group’s manufacturing facilities are primarily located in Orel, Vladimir, Tomsk and Tumen regions of the Russian
Federation, Sumy in Ukraine and Minsk in Belorussia.
The parent company of HMS Group OJSC is HMS-Holding LLC which till September 2010 was jointly controlled by
Hydroindustry LLC and Hydromashinvest LLC. In accordance with the charter of HMS-Holding LLC,
Hydroindustry LLC had the right to appoint the executive body of HMS-Holding LLC and its subsidiaries (including
HMS Group OJSC) and Hydromashinvest LLC had the right to appoint the checkup committee of HMS-Holding LLC
and its subsidiaries (including HMS Group OJSC).
In September 2010, the shareholders of Hydroindustry LLC, Hydromashinvest LLC and other entities owning shares of
HMS-Holding LLC and of HMS Group OJSC signed a restructuring agreement. Under this agreement, the shares of
those shareholders in the entities, holding shares in HMS-Holding LLC and direct shares in HMS Group OJSC, were
contributed into the share capital of the Company in exchange for newly issued shares (Note 8), so that their shares in
this new parent company reflect their respective effective shares in HMS-Holding LLC and in HMS Group OJSC before
the restructuring. The shareholders’ rights in respect of the Company’s governance and control were contractually
retained during the restructuring period.
In December 2010, the shareholders of the Company signed a shareholders’ agreement, prescribing them till
31 January 2011 to contribute their shares in the Company into the share capital of a private Cyprus entity named
H.M.S. Technologies Ltd. (“HMST”). In accordance with this agreement, upon the contribution of shares, occurred in
steps in January and February 2011, the group of shareholders comprising former shareholders of Hydroindustry LLC
obtained the right to appoint all members of the Boards of Directors of HMST and of the Company, other than one
director, and the group of shareholders comprising former shareholders of Hydromashinvest LLC obtained the right to
appoint one director to the Boards of Directors of HMST and of the Company, who oversees the control and revision
function. Consequently, the group of shareholders comprising former shareholders of Hydroindustry LLC obtained
control over the Company (see Note 13). At 31 December 2010, this group of shareholders consisted of Mr. Tsoy G.A.,
Mr. Molchanov A.V., Mr. Molchanov K.V., Mr. Khromov V.V., Mr. Frolov A.V. and Mr. Borovko A.A.
Approval of the financial statements. These financial statements were authorised for issue by the Board of Directors
of the Company on 20 April 2011.
Global depository receipts. Global depository receipts each representing one ordinary share of the Company are
listed on the London Stock Exchange International Main Market following the IPO in February 2011 (Note 13).
Principal activities. The principal activity of the Company is the holding of investments.
Consolidated financial statements. The Company also prepared consolidated financial statements; these financial
statements should be read in conjunction with the consolidated financial statements.
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HMS Hydraulic Machines & Systems Group plc
Notes to the Financial Statements for the year ended 31 December 2010
(in thousands of Russian Roubles, unless otherwise stated)

2

Operating Environment of the Company

The Company’s subsidiaries mainly operate in the Russian Federation, Ukraine and Belorussia.
The Russian Federation displays certain characteristics of an emerging market, including relatively high inflation and
high interest rates. The recent global financial crisis has had a severe effect on the Russian economy and the financial
situation in the Russian financial and corporate sectors significantly deteriorated since mid-2008. In 2010, the Russian
economy experienced a moderate recovery of economic growth. The recovery was accompanied by a gradual
increase of household incomes, lower refinancing rates, stabilisation of the exchange rate of the Russian Rouble
against major foreign currencies, and increased liquidity levels in the banking sector.
The tax, currency and customs legislation within the Russian Federation is subject to varying interpretations and
frequent changes. The future economic direction of the Russian Federation is largely dependent upon the
effectiveness of economic, financial and monetary measures undertaken by the Government, together with tax, legal,
regulatory and political developments.
Management is unable to predict all developments which could have an impact on the Russian economy and
consequently what effect, if any, they could have on the future financial position of the Company. Management
believes it is taking all the necessary measures to support the sustainability and development of the Company’s
business.

3

Summary of Significant Accounting Policies

Basis of preparation. These financial statements have been prepared in accordance with International Financial
Reporting Standards (“IFRS”), as adopted by the European Union (EU), and the requirements of the Cyprus
Companies Law, Cap. 113. The financial statements have been prepared under the historical cost convention.
As of the date of the authorisation of the financial statements, all International Financial Reporting Standards issued by
the International Accounting Standards Board (IASB) that are effective as of 1 January 2010 have been adopted by the
EU through the endorsement procedure established by the European Commission, with the exception of certain
provisions of IAS 39 “Financial Instruments: Recognition and Measurement” relating to portfolio hedge accounting.
The Company has prepared these parent’s separate financial statements for compliance with the requirements of
Cyprus Income Tax Law and disclosure rules as issued by the Financial Services Authority of United Kingdom.
The Company has also prepared consolidated financial statements in accordance with IFRS, as adopted by EU, and
the requirements of the Cyprus Companies Law, Cap. 113 for the Company and its subsidiaries (the Group).
Users of this parent’s separate financial statements should read them together with the Group’s consolidated financial
statements at and for the year ended 31 December 2010 in order to obtain a proper understanding of the financial
position, the financial performance and cash flows of the Company and of the Group.
Adoption of New or Revised Standards and Interpretations. The Company adopted all the new and revised
International Financial Reporting Standards (IFRS) that are relevant to its operations and are effective for accounting
periods beginning on 1 January 2010.
Functional and presentation currency. Functional currency of the Company is the currency of the primary economic
environment in which it operates. The Company’s functional currency and presentation currency is Russian Rouble
(“RR”).
Monetary assets and liabilities, denominated in foreign currencies, are translated into the functional currency at the
official exchange rate of the Central Bank of the Russian Federation (hereinafter “CBRF”) at the respective statement
of financial position date. Foreign exchange gains and losses resulting from the settlement of the transactions and from
the translation of monetary assets and liabilities into functional currency at year-end official exchange rates of the
CBRF are recognised in profit or loss.
At 31 December 2010, the principal rates of exchange used for translating foreign currency balances were:

1 USD = RR
1 EUR = RR

2010
30.4769
40.3331

Cash and cash equivalents. Cash and cash equivalents include cash on hand and deposits held at call with banks.
Other payables. Other payables are recognised initially at fair value and subsequently measured at amortised cost
using the effective interest method.
14

HMS Hydraulic Machines & Systems Group plc
Notes to the Financial Statements for the year ended 31 December 2010
(in thousands of Russian Roubles, unless otherwise stated)

3

Summary of Significant Accounting Policies (continued)

Borrowings. Borrowings are recognised initially at fair value, net of transaction costs incurred. Borrowings are
subsequently stated at amortised cost using the effective interest method.
Income taxes. The income tax charge/credit comprises current tax and deferred tax and is recognised in the profit or
loss unless it relates to transactions that are recognised, in the same or a different period, directly in other
comprehensive income or directly in equity.
Current tax is the amount expected to be paid to or recovered from the taxation authorities in respect of taxable profits
or losses for the current and prior periods.
Deferred income tax is provided using the balance sheet liability method for tax loss carry forwards and temporary
differences arising between the tax bases of assets and liabilities and their carrying amounts for financial reporting
purposes. Deferred tax balances are measured at tax rates enacted or substantively enacted at the statement of
financial position date which are expected to apply to the period when the temporary differences will reverse or the tax
loss carry forwards will be utilised.
Deferred tax assets for deductible temporary differences and tax loss carry forwards are recorded only to the extent
that it is probable that future taxable profit will be available against which the deductions can be utilised.
Deferred income tax assets and liabilities are offset when there is a legally enforceable right to offset current tax assets
against current tax liabilities and when the income tax assets and liabilities relate to income taxes levied by the same
taxation authority.
Investments in subsidiaries. Subsidiaries are all entities (including special purpose entities) over which the Company
has the power to govern the financial and operating policies generally accompanying a shareholding of more than one
half of the voting rights. The Company carries the investments in subsidiaries at cost less any impairment in its
separate financial statements. The Company measured cost of its investments in subsidiaries at the carrying amount
of its share of the equity items shown in the separate financial statements of these companies since the restructuring
explained in Note 1 met the requirements of IAS 27.38B.
Share capital. Ordinary shares are classified as equity. Incremental costs directly attributable to the issue of new
shares are shown in equity as a deduction, net of tax, from the proceeds. Such costs are initially presented within other
reserves and subsequently reclassified as a deduction to share premium upon issuance of shares. Any excess of the
fair value of consideration received over the par value of shares issued is presented as a share premium in equity.
Dividends. Dividends are recognised as a liability and deducted from equity at the statement of financial position date
only if they are declared before or on the statement of financial position date. Dividends are disclosed when they are
proposed before the statement of financial position date or proposed or declared after the statement of financial
position date but before the financial statements are authorised for issue.

4

Critical Accounting Estimates and Judgments in Applying Accounting Policies

The Company makes estimates and assumptions that affect the reported amounts of assets and liabilities within the
next reporting period. Estimates and judgements are continually evaluated and are based on management’s
experience and other factors, including expectations of future events that are believed to be reasonable under the
circumstances. Management also makes certain judgements, apart from those involving estimations, in the process of
applying the accounting policies.
At 31 December 2010 and for the year then ended, the management of the Company did not exercise judgements and
did not made estimates and assumptions that would have significant effect on the amounts recognised in the financial
statements.
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HMS Hydraulic Machines & Systems Group plc
Notes to the Financial Statements for the year ended 31 December 2010
(in thousands of Russian Roubles, unless otherwise stated)

5

New Accounting Pronouncements

Certain new standards and interpretations have been issued that are mandatory for the annual periods beginning on or
after 1 January 2011 and which the Company has not early adopted.
(i) Adopted by the European Union
Classification of Rights Issues – Amendment to IAS 32 (issued on 8 October 2009; effective for annual periods
beginning on or after 1 February 2010). The amendment exempts certain rights issues of shares with proceeds
denominated in foreign currencies from classification as financial derivatives. The Company concluded that this
amendment does not have any effect on its financial statements.
Amendment to IAS 24, Related Party Disclosures (issued in November 2009 and effective for annual periods
beginning on or after 1 January 2011). IAS 24 was revised in 2009 by: (a) simplifying the definition of a related party,
clarifying its intended meaning and eliminating inconsistencies; and by (b) providing a partial exemption from the
disclosure requirements for government-related entities. The Company is currently assessing the impact of the
amendment on its financial statements.
IFRIC 19, Extinguishing Financial Liabilities with Equity Instruments (effective for annual periods beginning on or
after 1 July 2010). This IFRIC clarifies the accounting when an entity renegotiates the terms of its debt with the result
that the liability is extinguished through the debtor issuing its own equity instruments to the creditor. A gain or loss is
recognised in profit or loss based on the fair value of the equity instruments compared to the carrying amount of the
debt. The IFRIC is not expected to have an impact on the Company’s financial statements.
Prepayments of a Minimum Funding Requirement – Amendment to IFRIC 14 (effective for annual periods
beginning on or after 1 January 2011). This amendment will have a limited impact as it applies only to companies that
are required to make minimum funding contributions to a defined benefit pension plan. It removes an unintended
consequence of IFRIC 14 related to voluntary pension prepayments when there is a minimum funding requirement.
The Company does not expect the amendment to have any material effect on its financial statements.
Limited exemption from comparative IFRS 7 disclosures for first-time adopters – Amendment to IFRS 1
(effective for annual periods beginning on or after 1 July 2010). Existing IFRS preparers were granted relief from
presenting comparative information for the new disclosures required by the March 2009 amendments to IFRS 7,
Financial Instruments: Disclosures. This amendment to IFRS 1 provides first-time adopters with the same transition
provisions as included in the amendment to IFRS 7. The Company concluded that this amendment does not have any
effect on its financial statements.
(ii) Not adopted by the European Union
IFRS 9, Financial Instruments Part 1: Classification and Measurement. IFRS 9 was issued in November 2009 and
replaces those parts of IAS 39 relating to the classification and measurement of financial assets. Key features are as
follows:
•

Financial assets are required to be classified into two measurement categories: those to be measured
subsequently at fair value, and those to be measured subsequently at amortised cost. The decision is to be made
at initial recognition. The classification depends on the entity’s business model for managing its financial
instruments and the contractual cash flow characteristics of the instrument.

•

An instrument is subsequently measured at amortised cost only if it is a debt instrument and both (i) the objective
of the entity’s business model is to hold the asset to collect the contractual cash flows, and (ii) the asset’s
contractual cash flows represent only payments of principal and interest (that is, it has only “basic loan features”).
All other debt instruments are to be measured at fair value through profit or loss.

•

All equity instruments are to be measured subsequently at fair value. Equity instruments that are held for trading
will be measured at fair value through profit or loss. For all other equity investments, an irrevocable election can
be made at initial recognition, to recognise unrealised and realised fair value gains and losses through other
comprehensive income rather than profit or loss. There is to be no recycling of fair value gains and losses to profit
or loss. This election may be made on an instrument-by-instrument basis. Dividends are to be presented in profit
or loss, as long as they represent a return on investment.

While adoption of IFRS 9 is mandatory from 1 January 2013, earlier adoption is permitted. The Company is
considering the implications of the standard, the impact on the Company and the timing of its adoption by the
Company.

16

HMS Hydraulic Machines & Systems Group plc
Notes to the Financial Statements for the year ended 31 December 2010
(in thousands of Russian Roubles, unless otherwise stated)

5

New Accounting Pronouncements (continued)

Disclosures – Transfers of Financial Assets – Amendments to IFRS 7 (issued in October 2010 and effective for
annual periods beginning on or after 1 July 2011). The amendment requires additional disclosures in respect of risk
exposures arising from transferred financial assets. The amendment includes a requirement to disclose by class of
asset the nature, carrying amount and a description of the risks and rewards of financial assets that have been
transferred to another party yet remain on the entity's balance sheet. Disclosures are also required to enable a user to
understand the amount of any associated liabilities, and the relationship between the financial assets and associated
liabilities. Where financial assets have been derecognised but the entity is still exposed to certain risks and rewards
associated with the transferred asset, additional disclosure is required to enable the effects of those risks to be
understood. The amendment is not expected to have any impact on the Company's financial statements.
Recovery of Underlying Assets – Amendments to IAS 12 (issued in December 2010 and effective for annual
periods beginning on or after 1 January 2012). The amendments relate to measuring deferred tax liabilities and
deferred tax assets relating to investment property measured using the fair value model in IAS 40, Investment Property
and introduce a rebuttable presumption that an investment property is recovered entirely through sale. This
presumption is rebutted if the investment property is held within a business model whose objective is to consume
substantially all of the economic benefits embodied in the investment property over time, rather than through sale. SIC21, Income Taxes – Recovery of Revalued Non-Depreciable Assets which addresses similar issues involving nondepreciable assets measured using the revaluation model in IAS 16, Property, Plant and Equipment was incorporate
into IAS 12 after excluding guidance regarding investment property measured at fair value. The Company does not
expect the amendments to have any material effect on its financial statements.
Severe Hyperinflation and Removal of Fixed Dates for First-time Adopters – Amendments to IFRS 1 (issued in
December 2010 and effective for annual periods beginning on or after 1 July 2011). The amendment regarding
severe hyperinflation creates an additional exemption when an entity that has been subject to severe hyperinflation
resumes presenting or presents for the first time, financial statements in accordance with IFRSs. The exemption allows
an entity to elect to measure certain assets and liabilities at fair value; and to use that fair value as the deemed cost in
the opening IFRS statement of financial position. The IASB has also amended IFRS 1 to eliminate references to fixed
dates for one exception and one exemption, both dealing with financial assets and liabilities. The first change requires
first-time adopters to apply the derecognition requirements of IFRS prospectively from the date of transition, rather
than from 1 January 2004. The second amendment relates to financial assets or liabilities at fair value on initial
recognition where the fair value is established through valuation techniques in the absence of an active market and
allows the guidance to be applied prospectively from the date of transition to IFRS rather than from 25 October 2002 or
1 January 2004. This means that a first-time adopter does not need to determine the fair value of financial assets and
liabilities for periods prior to the date of transition. IFRS 9 has also been amended to reflect these changes. The
Company does not expect the amendments to have any effect on its financial statements.
Improvements to International Financial Reporting Standards (issued in May 2010 and effective from 1
January 2011). The improvements consist of a mixture of substantive changes and clarifications in the following
standards and interpretations: IFRS 1 was amended (i) to allow previous GAAP carrying value to be used as deemed
cost of an item of property, plant and equipment or an intangible asset if that item was used in operations subject to
rate regulation, (ii) to allow an event driven revaluation to be used as deemed cost of property, plant and equipment
even if the revaluation occurs during a period covered by the first IFRS financial statements and (iii) to require a firsttime adopter to explain changes in accounting policies or in the IFRS 1 exemptions between its first IFRS interim report
and its first IFRS financial statements; IFRS 3 was amended (i) to require measurement at fair value (unless another
measurement basis is required by other IFRS standards) of non-controlling interests that are not present ownership
interest or do not entitle the holder to a proportionate share of net assets in the event of liquidation, (ii) to provide
guidance on acquiree’s share-based payment arrangements that were not replaced or were voluntarily replaced as a
result of a business combination and (iii) to clarify that the contingent considerations from business combinations that
occurred before the effective date of revised IFRS 3 (issued in January 2008) will be accounted for in accordance with
the guidance in the previous version of IFRS 3; IFRS 7 was amended to clarify certain disclosure requirements, in
particular (i) by adding an explicit emphasis on the interaction between qualitative and quantitative disclosures about
the nature and extent of financial risks, (ii) by removing the requirement to disclose carrying amount of renegotiated
financial assets that would otherwise be past due or impaired, (iii) by replacing the requirement to disclose fair value of
collateral by a more general requirement to disclose its financial effect, and (iv) by clarifying that an entity should
disclose the amount of foreclosed collateral held at the reporting date and not the amount obtained during the reporting
period; IAS 1 was amended to clarify that the components of the statement of changes in equity include profit or loss,
other comprehensive income, total comprehensive income and transactions with owners and that an analysis of other
comprehensive income by item may be presented in the notes; IAS 27 was amended by clarifying the transition rules
for amendments to IAS 21, 28 and 31 made by the revised IAS 27 (as amended in January 2008); IAS 34 was
amended to add additional examples of significant events and transactions requiring disclosure in a condensed interim
financial report, including transfers between the levels of fair value hierarchy, changes in classification of financial
assets or changes in business or economic environment that affect the fair values of the entity’s financial instruments;
and IFRIC 13 was amended to clarify measurement of fair value of award credits. The Company is currently assessing
the impact of the amendments on its financial statements.
Unless otherwise described above, the new standards and interpretations are not expected to significantly affect the
Company’s financial statements.
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Cash and Cash Equivalents

Cash and cash equivalents comprise of the following:
31 December 2010
2,421
230
2,651

Cash at bank in USD
Cash at bank in EUR
Total cash and cash equivalents

7

Investments in Subsidiaries

Movement in investments in subsidiaries was as follows:
2010
252,372
252,372

At the date of incorporation
Capital contribution to share capital (Note 8)
At 31 December
Details of the investments in the subsidiaries are as follows:
Name
Hydroindustry LLC
Hydromashinvest LLC
Promhydroservice LLC
Promhydroinvest LLC

Country of incorporation
Russia
Russia
Russia
Russia

% interest held
at 31 December 2010
100
100
100
100

Principal activities
Holding company
Holding company
Holding company
Holding company

The above subsidiaries collectively owned 100% of HMS-Holding LLC which is the immediate parent company of HMS
Group OJSC. Refer also to Note 13.

8

Share Capital and Other Equity Items

Share capital and share premium. The Company was incorporated with a share capital of EUR 26 thousand
(RR 1,010 at the incorporation date), representing 26,000 authorised and outstanding fully paid ordinary shares with
par value of EUR 1, issued on 27 April 2010 with no premium (Note 1). On 7 June 2010, those shares were split into
2,600,000 shares with par value of EUR 0.01.
Further, in accordance with the restructuring plan, agreed and entered into by the shareholders of HMS Group
(Note 1), the Company issued additionally 100,000,000 shares. Those shares were distributed between the
Company’s shareholders pro rata to their existing interests at the date of the restructuring agreement. These
additionally issued shares were paid by the shareholders with their shares in certain limited liability companies
(Note 7), registered in the Russian Federation, which directly and indirectly held 100% interest in HMS Group OJSC.
Below are the details of share issues:
Date of transaction
27 April 2010
6 June 2010 – share split
30 September 2010
19 October 2010
Total

Quantity of
shares issued
26,000

Par value,
EUR
1.00

Share capital,
RR thousand
1,010

Share premium,
RR thousand
-

2,600,000
84,994,600
15,005,400
102,600,000

0.01
0.01
0.01

1,010
35,144
6,356
42,510

210,862
210,862

At 31 December 2010, the Company’s authorised share capital consisted of 102,600,000 ordinary shares issued and
fully paid.
Other reserves. At 31 December 2010, included in other reserves were expenses in amount of RR 46,676, incurred
by the Company in relation to its preparation for an initial public offering (“IPO”) of its GDRs on the London Stock
Exchange, which was successfully completed in February 2011 (Note 13). These expenses include the fees of
RR 3,066 for other assurance services charged by the Company statutory auditor. Upon completion of the IPO
transaction, all accumulated issue costs are reclassified as a deduction to share premium.
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Income Taxes

Loss before tax for financial reporting purposes is reconciled with the income tax expense as follows:
Loss before tax
Estimated tax charge at statutory rate of 10%
Tax effect of items which are not deductible or assessable for taxation
purposes:
Unrecognised loss carry forward
Income tax charge

2010
(3,903)
390

(390)
-

The Company is subject to corporation tax on taxable profits at the rate of 10%.

10

General and Administrative Expenses

Auditors’ remuneration – statutory auditor
Legal, consulting and other professional services
Bank services
Total general and administrative expenses

11

2010
1,850
1,446
61
3,357

Balances and Transactions with Related Parties

Parties are generally considered to be related if one party has the ability to control the other party or exercise
significant influence over the other party in making financial or operational decisions as defined by IAS 24. In
considering each possible related party relationship, attention is directed to the substance of the relationship, not
merely the legal form.
Related parties may enter into transactions which unrelated parties may not and transactions between related parties
may not be effected on the same terms, conditions and amounts as transactions between unrelated parties.
The Company`s related party balances and transactions are disclosed below:
Balances with related parties
Short-term borrowings from subsidiary
Interest on short-term borrowings from subsidiary
Total
Income /expenses on transactions with related parties
Interest expense

31 December 2010
34,037
220
34,257
2010
220

In November 2010, the Company received unsecured short-term loan from HIDROMASHSERVICE CJSC, an indirect
subsidiary of the Company, amounted to RR 34,037 with annual interest rate of 10%.
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Financial Risk Management

Financial risk factors
The Company’s activities expose it to a variety of financial risks: market risk (including currency risk), credit risk and
liquidity risk. The Company’s overall risk management focuses on the unpredictability of financial markets and seeks to
minimize potential adverse effects on the Company’s financial performance.
(a) Market risk
Foreign exchange risk. The Company operates internationally and is exposed to foreign exchange risk arising from
various currency exposures, primarily with respect to the US dollar and euro (“EUR”). Foreign exchange risk arises
from future commercial transactions, recognised assets and liabilities and investments in foreign operations.
The tables below summarise the Company’s exposure to foreign currency exchange rate risk at 31 December 2010:

USD
EUR
Total

Monetary
financial
assets
2,421
230
2,651

Monetary
financial
liabilities
(13,042)
(3,066)
(16,108)

Net
position
(10,621)
(2,836)
(13,457)

At 31 December 2010, if RR had strengthened/weakened by 20% against US dollar with all other variables held
constant, loss for the year would have been RR 2,124 higher/lower, mainly as a result of foreign exchange
gains/losses on translation of US dollar-denominated trade receivables and borrowings.
At 31 December 2010, if RR had strengthened/weakened by 20% against euro with all other variables held constant,
loss for the year would have been RR 567 higher/lower, mainly as a result of foreign exchange gains/losses on
translation of EUR-denominated trade receivables.
The Company does not have formal arrangements to mitigate foreign exchange risks of the Company’s operations.
However, management monitors net monetary position of the Company’s financial assets and liabilities denominated in
foreign currency on a regular basis.
(b) Credit risk
The Company takes on exposure to credit risk, which is the risk that one party to a financial instrument will cause a
financial loss for the other party by failing to discharge an obligation. Company’s financial assets which consist of cash
and cash equivalents. The maximum exposure to credit risk of the financial assets is limited to their carrying amounts.
At 31 December 2010, the Company had RR 2,651 of cash placed in one bank with Standard & Poor's rating of BBB+.
(c) Liquidity risk
Liquidity risk is defined as the risk that an entity will encounter difficulty in meeting obligations associated with financial
liabilities. The Company’s finance department is responsible for management of liquidity risk, including funding,
settlements, related processes and policies. The operational, capital, tax and other requirements and obligations of the
Company are considered in the management of liquidity risk. Management utilises cash flow forecasts and other
financial information to manage liquidity risk.
At 31 Decemder 2010, the Company’s financial liabilities are payable within one year.
Management of capital. The Company’s objectives when managing capital are to safeguard the Company’s ability to
continue as a going concern in order to provide returns for shareholders and benefits for other stakeholders and to
reduce the cost of capital.
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Subsequent Events

Authorised share capital. On 12 January 2011, pursuant to the unanimous written resolution of the general meeting
of the Company, the authorised share capital of the Company was increased from EUR 1,026,000, divided into
102,600,000 ordinary shares of EUR 0.01 each, to EUR 1,207,058.82, divided into 120,705,882 ordinary shares of
EUR 0.01 each.
Group restructuring. In February 2011, as part of HMS Group restructuring procedures, Hydroindustry LLC,
Hydromashinvest LLC, Promhydroservice LLC and Promhydroinvest LLC were merged into HMS-Holding LLC, an
immediate parent of HMS Group OJSC, and ceased to exist as separate legal entities. This procedure resulted in no
gain or loss for the Company.
Initial public offering. In February 2011, the Company successfully completed the IPO of its GDRs on the London
Stock Exchange. The Company, HMST and Skye Commercial Corp. (together with HMST, the “Selling Shareholders”)
offered, respectively, 14,563,427 global depositary receipts (“GDRs”), 23,041,279 GDRs and 6,035,294 GDRs, with
each GDR representing 1 ordinary share of the Company. The offer price was USD 8.25 per GDR. The gross
proceeds from the IPO, related to and receivable by the Company, amounted to approximately RR 3,530 million and
the Company’s transaction costs amounted to approximately RR 171 million.
Loans provided to subsidiaries. In February 2011, the Company provided to its subsidiary a short-term loan in
amount of RR 3,294,664 with an interest rate of 4.5% per annum.
Amendments to the shareholders’ agreement. In March 2011, HMST, the controlling shareholder of the Company,
announced of the amendments made to the shareholders’ agreement, dated 24 December 2010. These, inter alia,
included the amendment to the rights of HMST Shareholders to appoint and remove directors of the Company (the
“Company Directors”), so that any decision by HMST as to how to vote its shares in the Company on any appointment
or removal of a Company Director must (a) prior to 1 March 2012, be approved by all but one of the directors of HMST
and (b) after 1 March 2012, be approved by a simple majority of the directors of HMST. These amendments also
eliminated the right of group of shareholders comprising former shareholders of Hydroindustry LLC to appoint all
members of the Boards of Directors of HMST and of the Company, other than one director.
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