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JOINT STOCK COMPANY
UST-KAMENOGORSK TITANIUM and MAGNESIUM PLANT

STATEMENT OF MANAGEMENT’S RESPONSIBILITIES 
FOR THE PREPARATION AND APPROVAL OF THE CONSOLIDATED FINANCIAL STATEMENTS  

FOR THE YEAR ENDED DECEMBER 31, 2011 

Management is responsible for the preparation of the consolidated financial statements that present fairly the financial position of Joint Stock Company Ust-Kamenogorsk Titanium and Magnesium Plant (hereinafter, the ”Company”) and its joint venture (jointly, the ” Group”) as at December 31, 2011, and the results of its operations, cash flows and changes in equity for the year then ended, in compliance with International Financial Reporting Standards (“IFRS”).

In preparing the consolidated financial statements, management is responsible for:

· properly selecting and applying accounting policies;

· presenting information, including accounting policies, in a manner that provides relevant, reliable, comparable and understandable information; 

· providing additional disclosures when compliance with the specific requirements in IFRSs are insufficient to enable users to understand the impact of particular transactions, other events and conditions on the Group’s consolidated financial position and financial performance;

· making an assessment of the Group’s ability to continue as a going concern.

Management is also responsible for:

· Designing, implementing and maintaining an effective and sound system of internal controls, throughout the Group;

· Maintaining adequate accounting records that are sufficient to show and explain the Group’s transactions and disclose with reasonable accuracy at any time the consolidated financial position of the Group, and which enable them to ensure that the consolidated  financial statements of the Group comply with IFRS;

· Maintaining statutory accounting records in compliance with legislation and accounting standards of the Republic of Kazakhstan;

· Taking such steps as are reasonably available to them to safeguard the assets of the Group; and

· Preventing and detecting fraud and other irregularities.

The consolidated financial statements of the Group for the year ended December 31, 2011 were approved by management on May 15, 2012. 

On behalf of the Group’s management:

	
	
	
	

	B.M. Shayakhmetov
	
	A.T. Mamutova
	

	President
	
	Financial director
	

	
	
	
	

	May 15, 2012
	
	May 15, 2012
	

	Ust-Kamenogorsk

Republic of Kazakhstan
	
	Ust-Kamenogorsk

Republic of Kazakhstan
	


INDEPENDENT AUDITORS’ REPORT

To the shareholders of Joint Stock Company Ust-Kamenogorsk Titanium and Magnesium Plant
We have audited the accompanying consolidated financial statements of Joint Stock Company 
Ust-Kamenogorsk Titanium and Magnesium Plant (hereinafter the “Company”) and its joint venture (hereinafter the “Group”), which comprise the consolidated statement of financial position as at December 31, 2011, and the statement of comprehensive income, changes in equity and cash flows for the year then ended, and a summary of significant accounting policies and other explanatory information.

Management’s Responsibility for the Consolidated Financial Statements 
Management is responsible for the preparation and fair presentation of these consolidated financial statements in accordance with International Financial Reporting Standards and for such internal control as management determines is necessary to enable the preparation of consolidated 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 consolidated 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 about whether the consolidated financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the consolidated financial statements. The procedures selected depend on the auditor’s judgment, including the assessment of the risks of material misstatement of the consolidated financial statements, whether due to fraud or error. In making those risk assessments, the auditor considers internal control relevant to the entity’s preparation and fair presentation of the consolidated financial statements 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 management, as well as evaluating the overall presentation of the consolidated financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our qualified audit opinion.

Basis for qualified opinion

The accompanying consolidated financial statements do not disclose the name of its ultimate controlling party as at December 31, 2011, which is required by IAS 24 “Related Party Disclosures”.
Qualified opinion

In our opinion, except for the effects of the matter described in the Basis for qualified opinion paragraph, the consolidated financial statements present fairly, in all material respects, the financial position of the Group as at December 31, 2011, and its financial performance and its cash flows for the year then ended in accordance with International Financial Reporting Standards.

	Deloitte LLP

Audit license for Republic of Kazakhstan 
#0000015, type MFU - 2, issued by the Ministry of    Finance of the Republic of Kazakhstan 
dated September 13, 2006
	

	
	Nikolay Demidov Auditor Partner

Licensed auditor,  License #573
dated December 20, 2004, #13-p 


	
	Nurlan Bekenov

General Director

Deloitte LLP


May 15, 2012

Almaty, Republic of Kazakhstan

	
	Notes
	2011
	
	2010

	
	
	
	
	

	Revenue
	5,6
	26,908,684
	
	15,344,943

	Cost of sales
	7
	(19,994,714)
	
	(13,426,891)

	
	
	
	
	

	Gross profit
	
	6,913,970
	
	1,918,052

	
	
	
	
	

	Interest income 
	
	702
	
	9,161

	Other income
	10
	1,084,997
	
	307,954

	General and administrative expenses
	8
	(1,119,310)
	
	(981,534)

	Selling expenses
	9
	(208,659)
	
	(111,449)

	Interest expense
	12
	(508,413)
	
	(143,163)

	Foreign exchange (loss)/gain 
	
	(132,305)
	
	105,285

	Share of loss of associates
	15
	(16,872)
	
	-

	Other expense
	11
	(1,554,538)
	
	(111,728)

	
	
	
	
	

	Profit before income tax
	
	4,459,572
	
	992,578

	
	
	
	
	

	Income tax expense
	13
	(1,610,819)
	
	(244,168)

	
	
	
	
	

	PROFIT FOR THE YEAR
	
	2,848,753
	
	748,410

	
	
	
	
	

	Other comprehensive income for the year, net of tax
	
	-
	
	-

	
	
	
	
	

	TOTAL COMPREHENSIVE INCOME FOR THE YEAR
	
	2,848,753
	
	748,410

	
	
	
	
	

	Basic and diluted earnings per share (tenge per share)
	23
	1,467
	
	385


On behalf of the Group’s management:

	
	
	
	

	B.M. Shayakhmetov
	
	A.T. Mamutova
	

	President
	
	Financial director
	

	
	
	
	

	May 15, 2012
	
	May 15, 2012
	

	Ust-Kamenogorsk

Republic of Kazakhstan
	
	Ust-Kamenogorsk

Republic of Kazakhstan
	


The notes on pages 10-54 are an integral part of these consolidated financial statements. The independent auditors’ report is on pages 2-3.
JOINT STOCK COMPANY

UST-KAMENOGORSK TITANIUM AND MAGNESIUM PLANT
consolidated statement of financial position 
AS at December 31, 2011 
(in thousands of tenge)
	
	Notes
	31/12/11
	
	31/12/10

	assets
	
	
	
	

	
	
	
	
	

	Non-current assets:

	
	
	
	

	Property, plant and equipment
	14
	19,746,444
	
	17,668,381

	Intangible assets
	
	16,093
	
	25,298

	Investments in associate
	15
	412,764
	
	-

	Advances paid for non-current assets
	18
	172,122
	
	101,242

	Restricted cash
	21
	12,939
	
	11,449

	
	
	
	
	

	Total non-current assets
	
	20,360,362
	
	17,806,370

	
	
	
	
	

	Current assets:

	
	
	
	

	Inventories
	16
	9,614,232
	
	6,611,189

	Trade and other accounts receivable
	19
	410,454
	
	170,649

	   Income tax prepaid
	-
	
	69,028

	Value added tax and other taxes receivable
	17
	797,242
	
	519,137

	Advances paid
	18
	618,352
	
	256,006

	Bank deposits
	20
	1,484
	
	1,474

	Cash and cash equivalents
	21
	117,992
	
	448,601

	Total current assets
	
	11,559,756
	
	8,076,084

	Total assets
	
	31,920,118
	
	25,882,454

	
	
	
	
	


On behalf of the Group’s management:

	
	
	
	

	B.M. Shayakhmetov
	
	A.T. Mamutova
	

	President
	
	Financial director
	

	
	
	
	

	May 15, 2012
	
	May 15, 2012
	

	Ust-Kamenogorsk

Republic of Kazakhstan
	
	Ust-Kamenogorsk

Republic of Kazakhstan
	


The notes on pages 10-54 are an integral part of these consolidated financial statements. The independent auditors’ report is on pages 2-3.
JOINT STOCK COMPANY

UST-KAMENOGORSK TITANIUM AND MAGNESIUM PLANT
consolidated statement of financial position 
AS at December 31, 2011 (continued)
(in thousands of tenge)
	
	Notes
	31/12/11
	
	31/12/10


	EQUITY AND LIABILITIES 
	
	
	
	

	
	
	
	
	

	Equity:
	
	
	
	

	
	
	
	
	

	Share capital
	22
	159,988
	
	159,988

	Additional paid-in capital
	22
	1,282,401
	
	1,282,401

	Retained earnings
	
	12,879,640
	
	10,137,502

	      Total equity
	
	14,322,029
	
	11,579,891

	
	
	
	
	

	Non-current liabilities:

	
	
	
	

	Loans
	25
	8,832,349
	
	8,470,407

	Interest payable
	26
	807
	
	109,435

	Deferred tax liabilities
	13
	593,727
	
	318,047

	Provisions
	24
	320,851
	
	-

	      Total non-current liabilities
	
	9,747,734
	
	8,897,889

	
	
	
	
	

	Current liabilities:

	
	
	
	

	Trade accounts payable
	27
	4,242,780
	
	2,951,706

	Provisions
	24
	700,000
	
	-

	Interest payable
	26
	531,693
	
	739,083

	Advances received
	28
	96,902
	
	346,485

	Current tax liabilities
	29
	182,723
	
	194,728

	Current portion of long-term loans
	25
	1,512,042
	
	899,399

	Other accounts payable and accrued liabilities
	30
	584,215
	
	273,273

	      Total current liabilities
	
	7,850,355
	
	5,404,674

	
	
	
	
	

	Total liabilities
	
	17,598,089
	
	14,302,563

	Total equity and liabilities
	
	31,920,118
	
	25,882,454


	Book value of one common share (tenge per share)
	23
	7,364
	
	5,947

	Book value of one preferred share (tenge per share)
	23
	20
	
	20


On behalf of the Group’s management:

	
	
	
	

	B.M. Shayakhmetov
	
	A.T. Mamutova
	

	President
	
	Financial director
	

	
	
	
	

	May 15, 2012
	
	May 15, 2012
	

	Ust-Kamenogorsk

Republic of Kazakhstan
	
	Ust-Kamenogorsk

Republic of Kazakhstan
	


The notes on pages 10-54 are an integral part of these consolidated financial statements. The independent auditors’ report is on pages 2-3.
	
	Notes
	Share 

Capital
	
	Additional paid-in capital
	
	Retained earnings
	
	Total

	
	
	
	
	
	
	
	
	

	At January 1, 2010
	
	159,988
	
	1,282,401
	
	9,407,545
	
	10,849,934

	
	
	
	
	
	
	
	
	

	Profit for the year
	
	-
	
	-
	
	748,410
	
	748,410

	Other comprehensive income for the year, net of income tax
	
	-
	
	-
	
	-
	
	-

	
	
	
	
	
	
	
	
	

	Total comprehensive income for the year
	
	-
	
	-
	
	748,410
	
	748,410

	
	
	
	
	
	
	
	
	

	Dividends
	22
	-
	
	-
	
	(18,453)
	
	(18,453)

	
	
	
	
	
	
	
	
	

	At December 31, 2010
	
	159,988
	
	1,282,401
	
	10,137,502
	
	11,579,891

	
	
	
	
	
	
	
	
	

	Profit for the year
	
	-
	
	-
	
	2,848,753
	
	2,848,753

	Other comprehensive income for the year, net of income tax
	
	-
	
	-
	
	-
	
	-

	
	
	
	
	
	
	
	
	

	Total comprehensive income for the year
	
	-
	
	-
	
	2,848,753
	
	2,848,753

	
	
	
	
	
	
	
	
	

	Dividends
	22
	-
	
	-
	
	(106,615)
	
	(106,615)

	
	
	
	
	
	
	
	
	

	At December 31, 2011
	
	159,988
	
	1,282,401
	
	12,879,640
	
	14,322,029

	
	
	
	
	
	
	
	
	


On behalf of the Group’s management:

	
	
	
	

	B.M. Shayakhmetov
	
	A.T. Mamutova
	

	President
	
	Financial director
	

	
	
	
	

	May 15, 2012
	
	May 15, 2012
	

	Ust-Kamenogorsk

Republic of Kazakhstan
	
	Ust-Kamenogorsk

Republic of Kazakhstan
	


The notes on pages 10-54 are an integral part of these consolidated financial statements. The independent auditors’ report is on pages 2-3.
	
	Notes
	2011
	
	2010


	CASH FLOWS FROM OPERATING ACTIVITIES
	
	
	
	

	Profit before income tax
	
	4,459,572
	
	992,578

	Adjustments for:
	
	
	
	

	Depreciation and amortisation
	
	2,232,433
	
	1,209,607

	Interest income 
	
	(702)
	
	(9,161)

	Interest expense
	12
	508,413
	
	143,163

	Foreign exchange loss/(gain) 
	
	132,305
	
	(105,285)

	Provision for impairment of advances paid
	11,18
	8,312
	
	5,854

	Changes to the provision for unpaid vacations
	30
	49,057
	
	(20,408)

	Share of loss of associates
	15
	16,872
	
	-

	Provision for construction of the medical center
	24
	700,000
	
	-

	Provision for obsolete and slow-moving inventories
	16
	136,864
	
	-

	Loss on disposal of property, plant and equipment
	10,11
	979
	
	35

	Cash flows from operating activities before changes in working capital
	
	8,244,105
	
	2,216,383

	
	
	
	
	

	(Increase)/decrease in trade and other accounts receivable 
	
	(257,142)
	
	85,058

	(Increase)/ decrease in value added tax and other taxes receivable
	
	(278,105)
	
	202,150

	(Increase)/ decrease in inventories
	
	(3,139,907)
	
	535,369

	(Increase)/ decrease in advances paid
	
	(383,013)
	
	341,497

	Increase/(decrease) in trade accounts payable
	
	1,273,306
	
	(857,054)

	(Decrease)/ increase in tax liabilities
	
	(12,044)
	
	132,114 

	(Decrease)/ increase in advances received
	
	(248,842)
	
	346,075

	Increase/(decrease) in other accounts payable and accrued liabilities
	
	260,512
	
	(29,550)

	Cash generated from operations
	
	5,458,870
	
	2,972,042

	Interest paid
	
	(692,330)
	
	(196,501)

	Income taxes paid
	
	(1,266,073)
	
	(106,350)

	Net cash generated by operating activities
	
	3,500,467
	
	2,669,191

	CASH FLOWS FROM INVESTING ACTIVITIES
	
	
	
	

	Payments for acquisition of property, plant and equipment
	
	(3,983,920)
	
	(3,101,295)

	Investments in associate 
	15
	(429,636)
	
	                -

	(Increase)/decrease in advances paid for non-current assets
	
	(71,444)
	
	336,698

	Withdrawal of bank deposits
	
	-
	
	351,088

	Interest received on bank deposits
	
	702
	
	9,161

	Proceeds from disposal of property, plant and equipment
	
	2,503
	
	32

	Increase in restricted cash
	21
	(1,490)
	
	(1,723)

	Net cash used in investing activities
	
	(4,483,285)
	
	(2,406,039)


	
	Notes 
	2011
	
	2010


	CASH FLOWS FROM FINANCING ACTIVITIES
	
	
	
	

	Proceeds from loans 
	
	1,761,455
	
	127,772

	Repayment of loans
	
	(996,019)
	
	(578,651)

	Dividends paid 
	22
	(105,242)
	
	(41,623)

	Net cash generated by/(used in) financing activities
	
	660,194
	
	(492,502)

	Net decrease in cash and cash equivalents
	
	(322,624)
	
	(229,350)

	Cash and cash equivalents at the beginning of the year
	21
	448,601
	
	700,947

	Effects of exchange rate changes on the balance of 
cash held in foreign currencies
	
	(7,985)
	
	(22,996)

	Cash and cash equivalents at the end of the year
	21
	117,992
	
	448,601


JOINT STOCK COMPANY

UST-KAMENOGORSK TITANIUM AND MAGNESIUM PLANT
CONSOLIDATED STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED DECEMBER 31, 2011 (CONTINUED)
(in thousands of tenge)

On behalf of the Group’s management:

	
	
	
	

	B.M. Shayakhmetov
	
	A.T. Mamutova
	

	President
	
	Financial director
	

	
	
	
	

	May 15, 2012
	
	May 15, 2012
	

	Ust-Kamenogorsk

Republic of Kazakhstan
	
	Ust-Kamenogorsk

Republic of Kazakhstan
	


The notes on pages 10-54 are an integral part of these consolidated financial statements. The independent auditors’ report is on pages 2-3.
JOINT STOCK COMPANY

UST-KAMENOGORSK TITANIUM AND MAGNESIUM PLANT
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

FOR THE YEAR ENDED DECEMBER 31, 2011
(in thousands of tenge)

1. GENERAL INFORMATION

Joint Stock Company Ust-Kamenogorsk Titanium and Magnesium Plant (hereinafter “UK TMP” or the “Company”) was incorporated in Kazakhstan on September 29, 1995 as an Open Joint Stock Company in accordance with legislation of the Republic of Kazakhstan in the north-east of the Kazakhstan. On February 5, 2004, the Company was re-registered as Joint Stock Company UK TMP. The Company’s principal activity is the production of high grade titanium sponge, titanium ingots and magnesium Mg-90 for use in aviation and other industries. In September 2000, the Company began to produce its own slag for further processing into titanium sponge. In October 2010 facilities were commissioned to produce titanium ingots and alloys.

	Legal name
	Joint Stock Company Ust-Kamenogorsk Titanium and Magnesium Plant

	Legal address
	070017, Republic of Kazakhstan, Ust-Kamenogorsk

	Registration #
	The Company was re-registered by the Ministry of Justice of the Republic of Kazakhstan on February 5, 2004 under 
number 73-1917-AO     


As at December 31, 2011 the Company held a 49% (2010: 49%) interest in Satpaevsk Titanium Mines Ltd (“Satpaevsk”), an entity established under legislation of Republic of Kazakhstan. The principal business activity of Satpaevsk is the exploration and production of ilmenite at the Bektemir field in the east of Kazakhstan.

Ilmenite is produced in accordance with License AI#760D dated March 4, 1999 and a Subsoil Use Contract dated  March 28, 2000 which was initially concluded between the Investment Agency of the Republic of Kazakhstan and the Company. According to Contract Appendix #1 dated 
February 25, 2002, the Company transferred its subsoil use rights to Satpaevsk, while the Investment Agency of the Republic of Kazakhstan was replaced by the Ministry of Energy and Mineral Resources of the Republic of Kazakhstan (“MEMR”). In accordance with this transfer, Satpaevsk assumed the obligation to reimburse the Kazakhstan government for USD 168.3 thousand in geological exploration costs at the Bektemir deposit and a subsequent subscription bonus 
of USD 2 thousand.
The Contract was concluded for 10 years, in 2011 there was signed addendum on prolongation 
for 6 years, until 2018.
These consolidated financial statements include the financial statements of the Company and its 49% share in the assets and liabilities of Satpaevsk (hereinafter the “Group”).
As at December 31, 2011 the Group held a 25% (2010: nil per cent) interest in POSUK Titanium LLP (“Posuk”), an entity established under legislation of Republic of Kazakhstan. Investments in associate are accounted for by equity method. The principal business activity of Posuk is production of titanium ingots and slabs.
In October 2011 Posuk commenced construction of the plant for production of titanium ingots and slabs on the territory of UK TMP JSC. Approximate date of completion of construction works and start of production is planned by the end of 2013. General contractor is Pumyang Construction. 
As at December 31, 2011 and 2010 the Group had 3,023 and 2,842 employees, respectively.

2. Application of new and revised international reporting standards (IFRS)
The Group has adopted the following new or revised standards and interpretations issued by International Accounting Standards Board and the International Financial Reporting Interpretations Committee (“IFRIC”) which became effective for the Group’s annual consolidated financial statement for the year ended 31 December 2011:

· IFRS 7 ‘Financial Instruments: Disclosures’ — amendments resulting from May 2010 Annual Improvements to IFRSs: clarification of disclosures and release of requirement for disclosure regarding restructured loans; 

· IAS 24 ‘Related Party Disclosures’ — (as revised in 2010) modifies the definition of a related party and simplifies disclosures for government-related entities.

The adoption of the new or revised standards did not have any effect on the financial position or performance of the Group.

New and revised IFRSs in issue but not yet effective 

At the date of authorization of these consolidated financial statements, the following new standards and interpretations were in issue, but not yet effective, and which the Group has not early adopted:

· IFRS 7 “Financial Instruments: Disclosures” — amendments enhancing disclosures about transfers of financial assets 1;

· IFRS 9 “Financial Instruments” 6;
· IFRS 10 “Consolidated Financial Statements” 3;

· IFRS 11 “Joint Arrangements” 3;

· IFRS 12 “Disclosure of Interest in Other Entities” 3;

· IFRS 13 “Fair Value Measurement” 2;

· IAS 1 “Presentation of Financial Statements” — amendments to revise the way other comprehensive income is presented 4;

· IAS 12 “Income Taxes” — Limited scope amendment (recovery of underlying assets) 5;
· IAS 27 - reissued as IAS 27 “Separate Financial Statements” (as amended in May 2011) 3;

· IAS 28 - reissued as IAS 28 “Investments in Associates and Joint Ventures” (as amended 
in May 2011) 3
· IAS 32 “Financial Instruments: Presentation” and IFRS 7 – amendments providing clarifications on application of the offsetting rules and disclosure requirements7
1 Effective for annual periods beginning on or after 1 July 2011, with earlier application permitted.

2 Effective for annual periods beginning on or after 1 January 2015, with earlier application permitted.

3 Each of the five standards becomes effective for annual periods beginning on or after 
1 January 2013, with earlier application permitted if all the other standards in the ‘package of five’ are also early applied (except for IFRS 12 that can be applied earlier on its own).

4 Effective for annual periods beginning on or after 1 July 2012, with early adoption permitted.

5 Effective for annual periods beginning on or after 1 January 2012, with earlier application permitted.
6 Effective for annual periods beginning on or after 1 January 2015, with earlier application permitted.

7 Amendments to IAS 32 effective for annual periods beginning on or after 1 January 2014. Respective amendments to IFRS 7 regarding disclosure requirements – for annual periods beginning on or after 1 January 2013.

Amendments to IFRS 7 

The amendments introduce additional disclosures, designed to allow users of financial statements to improve their understanding of transfer transactions of financial assets (for example, securitisations), including understanding the possible effects of any risks that may remain with the entity that transferred the assets. The amendments also require additional disclosures if disproportionate amount of transfer transactions are undertaken around the end of the reporting period.

Retrospective application is required in accordance with IAS 8 with the exception that in the first year of application, an entity need not provide comparative information for the disclosures required by the amendments for periods beginning before 1 July 2011. The Group does not expect this amendment to have a material effect on its financial position or results of operations.

IFRS 9 Financial Instruments
Issued in November 2009 and amended in October 2010 introduces new requirements for the classification and measurement of financial assets and financial liabilities.

IFRS 9 requires all recognised financial assets that are within the scope of IAS 39 ‘Financial Instruments: Recognition and Measurement’ to be subsequently measured at amortised cost or fair value. Specifically, debt investments that are held within a business model whose objective is to collect the contractual cash flows, and that have contractual cash flows that are solely payments of principal and interest on the principal outstanding are generally measured at amortised cost. All other debt investments and equity investments are measured at their fair values. 
The most significant effect of IFRS 9 regarding the classification and measurement of financial liabilities relates to the accounting for changes in fair value of a financial liability (designated as at fair value through profit or loss) attributable to changes in the credit risk of that liability. Specifically, under IFRS 9, for financial liabilities that are designated as at fair value through profit or loss, the amount of change in the fair value of the financial liability that is attributable to changes in the credit risk of that liability is recognised in other comprehensive income, unless the recognition of the effects of changes in the liability's credit risk in other comprehensive income would create or enlarge an accounting mismatch in profit or loss. Changes in fair value attributable to a financial liability’s credit risk are not subsequently reclassified to profit or loss. Previously, under IAS 39, the entire amount of the change in the fair value of the financial liability designated as at fair value through profit or loss was recognised in profit or loss. 

The Group management anticipates that IFRS 9 that will be adopted in the Group’s consolidated financial statements for the annual period beginning 1 January 2015 and that the application of the new Standard will have an impact on amounts reported in respect of the Groups’ financial assets and financial liabilities. However, it is not practicable to provide a reasonable estimate of that effect until a detailed review has been completed. 

IFRS 10 Consolidated Financial Statements
Replaces all of the guidance on control and consolidation in IAS 27 and SIC-12 ‘Consolidation—Special Purpose Entities’ by introducing a single consolidation model for all entities based on control, irrespective of the nature of the investee (i.e. whether an entity is controlled through voting rights or through other contractual arrangements as is common in special purpose entities). Under IFRS 10, the single definition of control, accompanied by extensive application guidance, is based on whether an investor has:
· power over the investee;
· exposure, or rights, to variable returns from its involvement with the investee; and

· the ability to use its power over the investee to affect the amount of the returns.

IFRS 11 Joint Arrangements 

Replaces IAS 31 ‘Interests in Joint Ventures’ with new accounting requirements for joint arrangements by classifying them as either joint operations or joint ventures (the ‘jointly controlled assets’ classification exists no more).

· In recognising their rights and obligations arising from the arrangement, the parties should no longer focus on the legal structure of the joint arrangement, but rather on how rights and obligations are shared by them.

· A joint operation gives parties to the arrangement direct rights to the assets and obligations for the liabilities. Thus, a joint operator recognises its interest based on its involvement in the joint operation (ie based on its direct rights and obligations) rather than on the participation interest it has in the joint arrangement. A party to a ‘joint operation’ recognises assets, liabilities, revenues and expenses arising from the arrangement.

· A joint venture gives the parties rights to the net assets or outcome (profit or loss) of the arrangement. Joint ventures are accounted for using the equity method in accordance with 
IAS 28 “Investments in Associates”. Entities can no longer account for an interest in a joint venture using the proportionate consolidation method. A party to a ‘joint venture’ recognises an investment.

IFRS 12 Disclosure of Interests in Other Entities 

Requires enhanced disclosures about both consolidated and unconsolidated entities in which an entity has involvement, so that financial statement users are able to evaluate the nature, risks and financial effects associated with the entity’s interests in subsidiaries, associates, joint arrangements and unconsolidated structured entities. Thus, IFRS 12 sets out the required disclosures for entities reporting under the two new standards, IFRS 10 and IFRS 11 and replaces the disclosure requirements currently found in IAS 28.
IAS 27 (2011) Separate Financial Statements 

Includes the provisions on separate financial statements that are left almost unchanged after the control provisions of IAS 27 have been replaced with the new IFRS 10.

IAS 28 (2011) Investments in Associates and Joint Ventures 

Now includes the requirements for joint ventures, as well as associates, to be equity accounted following the issue of IFRS 11.
IFRS 13 Fair Value Measurement 

Provides a definition of fair value and a single source of fair value measurement and disclosure requirements to use across IFRSs. The Standard:

· defines fair value; 

· sets out in a single IFRS a framework for measuring fair value; 

· requires disclosures about fair value measurements. 

IFRS 13 applies when another IFRS requires or permits fair value measurements or disclosures about fair value measurements, except for share-based payment transactions within the scope of IFRS 2 “Share-based Payment”, leasing transactions within the scope of IAS 17 “Leases”, and measurements that have some similarities to fair value but that are not fair value, such as net realizable value in 
IAS 2 “Inventories” or value in use in IAS 36 “Impairment of Assets”.

The Group intends to adopt this standard as of 1 January 2013 and is currently assessing the impact of adoption.
Amendments to IAS 1 Presentation of Financial Statements 

Revise the way other comprehensive income is presented.

The amendments to IAS 1:

· Preserve the amendments made to IAS 1 in 2007 to require profit or loss and other comprehensive income to be presented together, i.e. either as a single ‘statement of profit or loss and comprehensive income’, or a separate ‘statement of profit or loss’ and a ‘statement of comprehensive income’

· Require entities to group items presented in other comprehensive income based on whether they are potentially reclassifiable to profit or loss subsequently. i.e. those that might be reclassified and those that will not be reclassified;

· Require tax associated with items of OCI presented before tax to be shown separately for each of the two groups of other comprehensive income items.

Amendment to IAS 12 Income Taxes 

Provides (for income tax calculation purposes) a presumption that recovery of the carrying amount of an asset measured using the fair value model in IAS 40 Investment Property will, normally, be through sale. Retrospective application of the amendment is required in accordance with IAS 8.

Amendments to IAS 32 Financial Instruments: Presentation 
Provide clarifications on the application of the offsetting rules, and focus on four main areas:

· the meaning of ‘currently has a legally enforceable right of set-off’ 

· the application of simultaneous realisation and settlement 

· the offsetting of collateral amounts 

· the unit of account for applying the offsetting requirements. 

The respective amendments to the disclosure requirements in IFRS 7 ‘Financial Instruments: Disclosure’ require information about all recognised financial instruments that are set off in accordance with paragraph 42 of IAS 32. The amendments also require disclosure of information about recognised financial instruments subject to enforceable master netting arrangements and similar agreements even if they are not set off. These disclosures will allow users of the financial statements to evaluate the effect or potential effect of netting arrangements, including rights of set-off associated with an entity's recognised financial assets and recognised financial liabilities, on the Group's financial position.

The Group does not expect this amendment to have a material effect on its financial position or results of operations.

3. SIGNIFICANT ACCOUNTING POLICIES
Statement of compliance
The consolidated financial statements have been prepared in accordance with International Financial Reporting Standards (“IFRS”).

Basis of preparation

The consolidated financial statements have been prepared on the historical cost basis except for certain financial instruments that are measured at fair values. The principal accounting policies are set out below.

Going concern basis 
These consolidated financial statements have been prepared in accordance with IFRS on the assumption that the Group will continue as a going concern. This assumes the realization of assets and settlement of liabilities in the normal course of business within the foreseeable future
Functional and presentation currency
Items included in the consolidated financial statements of the Group are measured using the currency that best reflects the economic substance of the underlying events and circumstances relevant to that entity (the “functional currency”). The functional currency of the consolidated financial statements is the tenge. These consolidated financial statements are presented in thousands of tenge 
(thousand tenge) and all amounts are rounded to the nearest thousand unless otherwise is stated. 

Foreign currency transactions
In preparing the financial statements of each individual entity of the Group, transactions in currencies other than the entity's functional currency (foreign currencies) are recognised at the rates of exchange prevailing at the dates of the transactions. At the end of each reporting period, monetary items denominated in foreign currencies are retranslated at the rates prevailing at that date. Non-monetary items carried at fair value that are denominated in foreign currencies are retranslated at the rates prevailing at the date when the fair value was determined. Non-monetary items that are measured in terms of historical cost in a foreign currency are not retranslated.

Exchange differences on monetary items are recognised in profit or loss in the period in which they arise except for exchange differences on foreign currency borrowings relating to assets under construction for future productive use, which are included in the cost of those assets when they are regarded as an adjustment to interest costs on those foreign currency borrowings.

Exchange rates for the currencies in which the Group had significant transactions were as follows:
	
	2011
	
	2010

	
	
	
	

	Closing exchange rates at the year end (Tenge)
	
	
	

	1 US Dollar (“USD”)
	148.40
	
	147.40

	1 Euro (“Euro”)
	191.72
	
	195.23

	1 Russian Ruble (“RUR”)
	4.61
	
	4.84

	
	
	
	

	Average exchange rates for the year (Tenge)
	
	
	

	1 US Dollar (“USD”)
	146.62
	
	147.35

	1 Euro (“Euro”)
	204.20
	
	195.71

	1 Russian Ruble (“RUR”)
	5.00
	
	4.85


Basis of consolidation
These consolidated financial statements incorporate the financial statements of the Company and its entity controlled by the Company. Control is achieved where the Company has the power to govern the financial and operating policies of an investee entity so as to obtain benefits from its activities.
All intra-group transactions, balances, income and expenses are eliminated in full on consolidation 
Interests in joint ventures
A joint venture is a contractual arrangement whereby the Group and other parties undertake an economic activity that is subject to joint control (i.e. when the strategic financial and operating policy decisions relating to the activities of the joint venture require the unanimous consent of the parties sharing control).

When a group entity undertakes its activities under joint venture arrangements directly, the Group's share of jointly controlled assets and any liabilities incurred jointly with other venturers are recognised in the financial statements of the relevant entity and classified according to their nature. Liabilities and expenses incurred directly in respect of interests in jointly controlled assets are accounted for on an accrual basis. Income from the sale or use of the Group's share of the output of jointly controlled assets, and its share of joint venture expenses, are recognised when it is probable that the economic benefits associated with the transactions will flow to/from the Group and their amount can be measured reliably.

Joint venture arrangements that involve the establishment of a separate entity in which each venturer has an interest are referred to as jointly controlled entities. 

The Group reports its interests in jointly controlled entities using proportionate consolidation, except when the investment is classified as held for sale, in which case it is accounted for in accordance with 
IFRS 5 Non-current Assets Held for Sale and Discontinued Operations. The Group's share of the assets, liabilities, income and expenses of jointly controlled entities is combined with the equivalent items in the consolidated financial statements on a line-by-line basis.

When a group entity transacts with its jointly controlled entity, profits and losses resulting from the transactions with the jointly controlled entity are recognised in the Group' consolidated financial statements only to the extent of interests in the jointly controlled entity that are not related to the Group. 

Investments in associates

An associate is an entity over which the Group has significant influence and that is neither a subsidiary nor an interest in a joint venture. Significant influence is the power to participate in the financial and operating policy decisions of the investee but is not control or joint control over those policies.

The Group applies equity method - the method when an investment in an associate is initially recognised at cost and adjusted thereafter to recognise the Group’s share of the net assets of the investee after the acquisition. The Group’s profit or loss includes Group’s share of the profit or loss of the investee. 

In accordance with equity method investments in associate is initially recognised by the Group at cost and thereafter the carrying value of investment increases or decreases by the recognised share of profit or loss of investee after the acquisition. The Group’s share in profit or loss of the investee is recognised in profit or loss. The funds received from the investee as a result of profit distribution decrease the varying value of the investments. The carrying value of investment also is adjusted to reflect changes in proportionate Group’s share in the investee arising as a result of changes in other comprehensive income of the investee. The requirements of IAS 39 are applied to determine whether it is necessary to recognise any impairment loss with respect to the Group’s investment in an associate. When necessary, the entire carrying amount of the investment (including goodwill) is tested for impairment in accordance with IAS 36 ‘Impairment of Assets’ as a single asset by comparing its recoverable amount (higher of value in use and fair value less costs to sell) with its carrying amount. Any impairment loss recognised forms part of the carrying amount of the investment. Any reversal of that impairment loss is recognised in accordance with IAS 36 to the extent that the recoverable amount of the investment subsequently increases. 

When a Group entity transacts with its associate, profits and losses resulting from the transactions with the associate are recognised in the Group’ consolidated financial statements only to the extent of interests in the associate that are not related to the Group. 

Revenue recognition
Revenue is measured at the fair value of the consideration received or receivable. Revenue is reduced for estimated customer returns, rebates and other similar allowances. 
Revenue from the sale of goods is recognised when all the following conditions are satisfied: 

· The Group has transferred to the buyer the significant risks and rewards of ownership of 
the goods;

· The Group retains neither continuing managerial involvement to the degree usually associated with ownership nor effective control over the goods sold;

· The amount of revenue can be measured reliably;

· It is probable that the economic benefits associated with the transaction will flow to the Group; and

· The costs incurred or to be incurred in respect of the transaction can be measured reliably.

Income recognition from sale of titanium scrap
Income received from sale of services, own produced materials and waste products, including titanium scrap, is recognized as other income items in the statement of comprehensive income.

Interest income and expenses

Interest income and expenses are accounted using the accrual method and calculated according to the effective interest rate method. The effective interest method is a method of calculating the amortised value of a financial asset or financial liability (or group of financial assets/liabilities), and of allocating interest income or interest expense over the relevant period. The effective interest rate is the rate that exactly discounts the estimated future cash payments or cash receipts to that financial liability’s or asset's net carrying amount on initial recognition through the expected life of the financial instrument, or, where appropriate, a shorter period. 

Borrowing costs directly attributable to the acquisition, construction or production of qualifying assets, which are assets that necessarily take a substantial period of time to get ready for their intended use or sale, are added to the cost of those assets, until such time as the assets are substantially ready for their intended use or sale.

Investment income earned on the temporary investment of specific borrowings pending their expenditure on qualifying assets is deducted from the borrowing costs eligible for capitalisation.

All other borrowing costs are recognised in profit or loss in the period in which they are incurred.

Property, plant and equipment

Property, plant and equipment are recorded at cost and comprise construction-in-progress, buildings and constructions, machinery and equipment, motor vehicles, and office equipment and furniture, less accumulated depreciation and accumulated impairment losses.
Properties in the course of construction for production, supply or administrative purposes are carried at cost, less any recognised impairment loss. Cost includes professional fees and, for qualifying assets, borrowing costs capitalised in accordance with the Group's accounting policy. Such properties are classified to the appropriate categories of property, plant and equipment when completed and ready for intended use. Depreciation of these assets, on the same basis as other property assets, commences when the assets are ready for their intended use.

Capitalised costs include major expenses for improvements and replacements that increase their revenue generating capacity. Repair and maintenance expenses that do not meet the foregoing capitalisation criteria are charged to the consolidated statement of comprehensive income as incurred.

Land owned by the Group is not depreciated.
Depreciation is recognised so as to write off the cost or valuation of assets (other than freehold land and properties under construction) less their residual values over their useful lives, using the applicable method of depreciation. The estimated useful lives, residual values and depreciation method are reviewed at the end of each reporting period, with the effect of any changes in estimate accounted for on a prospective basis.
Depreciation on property, plant and equipment, except for core metallurgical equipment, is accrued to write off the cost of property, plant and equipment, less the residual value, equally over the expected useful life.
The following useful lives are used in the calculation of depreciation using straight-line method:

	Buildings and constructions
	15-50 years;

	Machinery and equipment
	5-13 years;

	Vehicles
	8-10 years;


Depreciation on core metallurgical equipment is accrued using the unit of production method to write off the cost of property, plant and equipment, less residual value.

The unit of production method consists of accruing depreciation on the basis of the expected production capacity of an asset. The Group selects the method that best reflects the proposed structure for the use of future economic benefits in an asset. The method selected is applied consistently from one reporting period to the next, apart from when the structure of the use of future economic benefits changes.

An item of property, plant and equipment is derecognised upon disposal or when no future economic benefits are expected to arise from the continued use of the asset. Any gain or loss arising on the disposal or retirement of an item of property, plant and equipment is determined as the difference between the sales proceeds and the carrying amount of the asset and is recognised in profit or loss
Intangible assets 
Intangible assets with finite useful lives that are acquired separately are carried at cost less accumulated amortisation and accumulated impairment losses. Amortisation is recognised on a straight-line basis over their estimated useful lives. The estimated useful life and amortisation method are reviewed at the end of each reporting period, with the effect of any changes in estimate being accounted for on a prospective basis. 

The expected useful life of intangible assets is 7-11 years.
Intangible assets with indefinite useful lives that are acquired separately are carried at cost less accumulated impairment losses. An intangible asset is derecognised on disposal, or when no future economic benefits are expected from use or disposal. Gains or losses arising from derecognition of an intangible asset, measured as the difference between the net disposal proceeds and the carrying amount of the asset, are recognised in profit or loss when the asset is derecognised. 

Impairment of tangible and intangible assets, except for goodwill

At the end of each reporting period, the Group reviews the carrying amounts of its tangible and intangible assets to determine whether there is any indication that those assets have suffered an impairment loss. If any such indication exists, the recoverable amount of the asset is estimated in order to determine the extent of the impairment loss (if any). Where it is not possible to estimate the recoverable amount of an individual asset, the Group estimates the recoverable amount of the cash-generating unit to which the asset belongs. Where a reasonable and consistent basis of allocation can be identified, corporate assets are also allocated to individual cash-generating units, or otherwise they are allocated to the smallest group of cash-generating units for which a reasonable and consistent allocation basis can be identified.

Recoverable amount is the higher of fair value less costs to sell and value in use. In assessing value in use, the estimated future cash flows are discounted to their present value using a pre-tax discount rate that reflects current market assessments of the time value of money and the risks specific to the asset for which the estimates of future cash flows have not been adjusted. 

If the recoverable amount of an asset (or cash-generating unit) is estimated to be less than its carrying amount, the carrying amount of the asset (or cash-generating unit) is reduced to its recoverable amount. An impairment loss is recognised immediately in profit or loss, unless the relevant asset is carried at a revalued amount, in which case the impairment loss is treated as a revaluation decrease.
Where an impairment loss subsequently reverses, the carrying amount of the asset (or a cash-generating unit) is increased to the revised estimate of its recoverable amount, but so that the increased carrying amount does not exceed the carrying amount that would have been determined had no impairment loss been recognised for the asset (or cash-generating unit) in prior years. A reversal of an impairment loss is recognised immediately in profit or loss, unless the relevant asset is carried at a revalued amount, in which case the reversal of the impairment loss is treated as a revaluation increase.

Inventories
Inventories are stated at the lower of cost and net realisable value. Costs of inventories are determined on a first-in-first-out basis. Net realisable value represents the estimated selling price for inventories less all estimated costs of completion and costs necessary to make the sale.
The cost of inventories may not be recoverable if those inventories are damaged, if they have become wholly or partially obsolete, or if their selling prices have declined. The cost of inventories may also not be recoverable if the estimated costs of completion or the estimated costs to be incurred to make the sale have increased. The practice of writing inventories down below cost to net realisable value is consistent with the view that assets should not be carried in excess of amounts expected to be realised from their sale or use.
For manufactured inventories and work in process, cost includes an appropriate share of production overheads based on normal operating capacity.

Financial instruments
Financial assets and financial liabilities are recognised when a group entity becomes a party to the contractual provisions of the instrument. 
Financial assets and financial liabilities are initially measured at fair value. Transaction costs that are directly attributable to the acquisition or issue of financial assets and financial liabilities (other than financial assets and financial liabilities at fair value through profit or loss) are added to or deducted from the fair value of the financial assets or financial liabilities, as appropriate, on initial recognition. Transaction costs directly attributable to the acquisition of financial assets or financial liabilities at fair value through profit or loss are recognised immediately in profit or loss. 
Financial assets
Financial assets are classified into the following specified categories: financial assets ‘at fair value through profit or loss' (FVTPL), ‘held-to-maturity' investments, ‘available-for-sale' (AFS) financial assets and ‘loans and receivables'. The classification depends on the nature and purpose of the financial assets and is determined at the time of initial recognition. All regular way purchases or sales of financial assets are recognised and derecognised on a trade date basis. Regular way purchases or sales are purchases or sales of financial assets that require delivery of assets within the time frame established by regulation or convention in the marketplace. 
Effective interest method

The effective interest method is a method of calculating the amortised cost of a debt instrument and of allocating interest income over the relevant period. The effective interest rate is the rate that exactly discounts estimated future cash receipts (including all fees and points paid or received that form an integral part of the effective interest rate, transaction costs and other premiums or discounts) through the expected life of the debt instrument, or, where appropriate, a shorter period, to the net carrying amount on initial recognition.

Income is recognised on an effective interest basis for debt instruments other than those financial assets classified as at FVTPL.

Financial assets at FVTPL 
Financial assets are classified as at FVTPL when the financial asset is either held for trading or it is designated as at FVTPL.

A financial asset is classified as held for trading if it:

· it has been acquired principally for the purpose of selling it in the near term;

· on initial recognition it is part of a portfolio of identified financial instruments that the Group manages together and has a recent actual pattern of short-term profit-taking;

· it is a derivative that is not designated and effective as a hedging instrument.

A financial asset other than a financial asset held for trading may be designated as at FVTPL upon initial recognition if:

· such designation eliminates or significantly reduces a measurement or recognition inconsistency that would otherwise arise; or 

· the financial asset forms part of a group of financial assets or financial liabilities or both, which is managed and its performance is evaluated on a fair value basis, in accordance with the Group's documented risk management or investment strategy, and information about the grouping is provided internally on that basis; or

· it forms part of a contract containing one or more embedded derivatives, and IAS 39 Financial Instruments: Recognition and Measurement permits the entire combined contract (asset or liability) to be designated as at FVTPL.

Financial assets at FVTPL are stated at fair value, with any gains or losses arising on remeasurement recognised in profit or loss. The net gain or loss recognised in profit or loss incorporates any dividend or interest earned on the financial asset and is included in the ‘interest income' line item in the consolidated statement of comprehensive income.

Held-to-maturity investments

Held-to-maturity investments are non-derivative financial assets with fixed or determinable payments and fixed maturity dates that the Group has the positive intent and ability to hold to maturity. Subsequent to initial recognition, held-to-maturity investments are measured at amortised cost using the effective interest method less any impairment.

Financial assets available for sale (AFS)
AFS financial assets are non-derivatives that are either designated as AFS or are not classified 
as (a) loans and receivables, (b) held-to-maturity investments or (c) financial assets at fair value through profit or loss.
Listed redeemable notes held by the Group that are traded in an active market are classified as AFS and are stated at fair value at the end of each reporting period. The Group also has investments in unlisted shares that are not traded in an active market but that are also classified as AFS financial assets and stated at fair value at the end of each reporting period (because the directors consider that fair value can be reliably measured). Fair value is determined in the manner described in note 31. Changes in the carrying amount of AFS monetary financial assets relating to changes in foreign currency rates (see below), interest income calculated using the effective interest method and dividends on AFS equity investments are recognised in profit or loss. Other changes in the carrying amount of available-for-sale financial assets are recognised in other comprehensive income and accumulated under the heading of investments revaluation reserve. Where the investment is disposed of or is determined to be impaired, the cumulative gain or loss previously accumulated in the investments revaluation reserve is reclassified to profit or loss.
Dividends on AFS equity instruments are recognised in profit or loss when the Group's right to receive the dividends is established.
The fair value of AFS monetary financial assets denominated in a foreign currency is determined in that foreign currency and translated at the spot rate prevailing at the end of the reporting period. The foreign exchange gains and losses that are recognised in profit or loss are determined based on the amortised cost of the monetary asset. Other foreign exchange gains and losses are recognised in other comprehensive income. 
AFS equity investments that do not have a quoted market price in an active market and whose fair value cannot be reliably measured and derivatives that are linked to and must be settled by delivery of such unquoted equity investments are measured at cost less any identified impairment losses at the end of each reporting period.
Valuation of financial instruments
Financial instruments that are classified as at fair value with recognition of its change in the consolidated statement of comprehensive income or available-for-sale are stated at fair value. The fair value of such financial instruments is the estimated amount at which the instrument could be exchanged in a current transaction between willing parties, other than in a forced or liquidation sale. If a quoted market price is available for an instrument, the fair value is calculated based on the market price. When valuation parameters are not observable in the market or can not be derived from observable market prices, the fair value is derived through analysis of other observable market data appropriate for each product including the contract terms of the securities as well as market based valuation parameters, such as interest rates, volatility, exchange rates and the credit rating of the counterparty. Where market-based valuation parameters are not directly observable, management will make a judgment as to its best estimate of that parameter in order to determine a reasonable reflection of how the market would be expected to price the instrument. In exercising this judgment, a variety of tools are used including proxy observable data, historical data, and extrapolation techniques. The best evidence of the fair value of a financial instrument at initial recognition is the transaction price unless the instrument is evidenced by comparison with data from observable markets. Any difference between the transaction price and the value based on a valuation technique is not recognized in the consolidated statement of comprehensive income on initial recognition. Subsequent gains and losses are only recognized to the extent that it arises from change in a factor that market participants would consider in setting price.
Loans and receivables
Loans and receivables are non-derivative financial assets with fixed or determinable payments that are not quoted in an active market. Loans and receivables (including trade and other receivables, bank balances and cash, and others) are measured at amortised cost using the effective interest method, less any impairment. 
Interest income is recognised by applying the effective interest rate, except for short-term receivables when the recognition of interest would be immaterial.
Impairment of financial assets
Financial assets, other than those at FVTPL, are assessed for indicators of impairment at the end of each reporting period. Financial assets are considered to be impaired when there is objective evidence that, as a result of one or more events that occurred after the initial recognition of the financial asset, the estimated future cash flows of the investment have been affected. 
For financial assets carried at amortised cost, the amount of the impairment loss recognised is the difference between the asset's carrying amount and the present value of estimated future cash flows, discounted at the financial asset's original effective interest rate. 
The carrying amount of the financial asset is reduced by the impairment loss directly for all financial assets with the exception of trade receivables, where the carrying amount is reduced through the use of an allowance account. When a trade receivable is considered uncollectible, it is written off against the allowance account. Subsequent recoveries of amounts previously written off are credited against the allowance account. Changes in the carrying amount of the allowance account are recognised in the consolidated statement of comprehensive income.
With the exception of available-for-sale financial assets, if, in a subsequent period, the amount of the impairment loss decreases and the decrease can be related objectively to an event occurring after the impairment was recognized, the previously recognized impairment loss is reversed through profit or loss. Meanwhile the carrying amount of the investment at the date the impairment is reversed cannot exceed what the amortized cost would have been had the impairment not been recognized.
In respect of available-for-sale debt securities, any increase in fair value subsequent to recognition of an impairment loss is recognized directly in equity.
Cash and cash equivalents
Cash and cash equivalents include cash on hand and cash held on current bank accounts. Cash equivalents include short-term investments that are readily convertible to a known amount of cash and are subject to an insignificant risk of changes in value.
Derecognition of financial assets
The Group derecognises a financial asset only when the contractual rights to the cash flows from the asset expire, or when it transfers the financial asset and substantially all the risks and rewards of ownership of the asset to another entity. If the Group neither transfers nor retains substantially all the risks and rewards of ownership and continues to control the transferred asset, the Group recognises its retained interest in the asset and an associated liability for amounts it may have to pay. If the Group retains substantially all the risks and rewards of ownership of a transferred financial asset, the Group continues to recognise the financial asset and also recognises a collateralised borrowing for the proceeds received. 
On derecognition of a financial asset in its entirety, the difference between the asset's carrying amount and the sum of the consideration received and receivable and the cumulative gain or loss that had been recognised in other comprehensive income and accumulated in equity is recognised in profit or loss.
Financial liabilities and equity instruments
Classification as debt or equity
Debt and equity instruments issued by a group entity are classified as either financial liabilities or as equity in accordance with the substance of the contractual arrangements and the definitions of a financial liability and an equity instrument.
Equity instrument
An equity instrument is any contract that evidences a residual interest in the assets of an entity after deducting all of its liabilities. Equity instruments issued by the Group are recognised at the proceeds received, net of direct issue costs.
Repurchase of the Company's own equity instruments is recognised and deducted directly in equity. No gain or loss is recognised in profit or loss on the purchase, sale, issue or cancellation of the Company's own equity instruments.
Financial liabilities
Financial liabilities are classified as either financial liabilities ‘at FVTPL' or ‘other financial liabilities'.
Financial liabilities at FVTPL 
Financial liabilities are classified as at FVTPL when the financial liability is either held for trading or it is designated as at FVTPL.
A financial liability is classified as held for trading if:
· it has been acquired principally for the purpose of repurchasing it in the near term;

· on initial recognition it is part of a portfolio of identified financial instruments that the Group manages together and has a recent actual pattern of short-term profit-taking;

· it is a derivative that is not designated and effective as a hedging instrument.

A financial liability other than a financial liability held for trading may be designated as at FVTPL upon initial recognition if:
· such designation eliminates or significantly reduces a measurement or recognition inconsistency that would otherwise arise;

· the financial liability forms part of a group of financial assets or financial liabilities or both, which is managed and its performance is evaluated on a fair value basis, in accordance with the Group's documented risk management or investment strategy, and information about the grouping is provided internally on that basis;

· it forms part of a contract containing one or more embedded derivatives, and IAS 39 Financial Instruments: Recognition and Measurement permits the entire combined contract (asset or liability) to be designated as at FVTPL.

Financial liabilities at FVTPL are stated at fair value, with any gains or losses arising on remeasurement recognised in profit or loss. Any interest paid on the financial liability and is included in the ‘interest expense' line item in the consolidated statement of comprehensive income.
Other financial liabilities
Other financial liabilities (including borrowings) are subsequently measured at amortised cost using the effective interest method.
The effective interest method is a method of calculating the amortised cost of a financial liability and of allocating interest expense over the relevant period. The effective interest rate is the rate that exactly discounts estimated future cash payments (including all fees and points paid or received that form an integral part of the effective interest rate, transaction costs and other premiums or discounts) through the expected life of the financial liability, or (where appropriate) a shorter period, to the net carrying amount on initial recognition.
Financial guarantee contracts
A financial guarantee contract is a contract that requires the issuer to make specified payments to reimburse the holder for a loss it incurs because a specified debtor fails to make payments when due in accordance with the terms of a debt instrument.
Financial guarantee contracts issued by the Group are initially measured at their fair values and, if not designated as at FVTPL, are subsequently measured at the higher of:
· the amount of the obligation under the contract, as determined in accordance with IAS 37 Provisions, Contingent Liabilities and Contingent Assets;

· the amount initially recognised less, where appropriate, cumulative amortisation recognised in accordance with the revenue recognition policies.

Derecognition of financial liabilities
The Group derecognises financial liabilities when, and only when, the Group's obligations are discharged, cancelled or they expire. The difference between the carrying amount of the financial liability derecognised and the consideration paid and payable is recognised in profit or loss. 

Trade and other payables

Payables and other liabilities are carried at the nominal value.

Borrowing costs
Borrowing costs directly attributable to the acquisition, construction or production of qualifying assets, which are assets that require a substantial period of time to get ready for their intended use or sale, are added to the cost of those assets, until such time as the assets are substantially ready for their intended use or sale.
Investment income earned on the temporary investment of specific borrowings pending their expenditure on qualifying assets is deducted from borrowing costs eligible for capitalisation.
All other borrowing costs are recognised in profit or loss as they arise.
Taxation

Income tax expense represents the sum of the tax currently payable and deferred tax. 
Current tax
The tax currently payable is based on taxable profit for the year. Taxable profit differs from profit as reported in the consolidated statement of comprehensive income because of items of income or expense that are taxable or deductible in other years and items that are never taxable or deductible. The Group's liability for current tax is calculated using tax rates that have been enacted or substantively enacted by the end of the reporting period.
Deferred tax
Deferred tax is recognised on temporary differences between the carrying amounts of assets and liabilities in the consolidated financial statements and the corresponding tax bases used in the computation of taxable profit. Deferred tax liabilities are generally recognised for all taxable temporary differences. Deferred tax assets are generally recognised for all deductible temporary differences to the extent that it is probable that taxable profits will be available against which those deductible temporary differences can be utilised.

The carrying amount of deferred tax assets is reviewed at the end of each reporting period and reduced to the extent that it is no longer probable that sufficient taxable profits will be available to allow all or part of the asset to be recovered.

Deferred tax assets and liabilities are measured at the tax rates that are expected to apply in 
the period in which the liability is settled or the asset realised, based on tax rates (and tax laws) that have been enacted or substantively enacted by the end of the reporting period. The measurement of deferred tax liabilities and assets reflects the tax consequences that would follow from the manner in which the Group expects, at the end of the reporting period, to recover or settle the carrying amount of its assets and liabilities. 

Deferred tax assets and liabilities are offset when there is a legally enforceable right to set off current tax assets against current tax liabilities and when they relate to income taxes levied by the same taxation authority and the Group intends to settle its current tax assets and liabilities on a net basis. 

Employee benefits

Short-term employee benefit liabilities are measured on an undiscounted basis and are expensed as the related service is provided.
Provisions
Provisions are recognised when the Group has a present obligation (legal or constructive) as a result of a past event, it is probable that the Group will be required to settle the obligation, and a reliable estimate can be made of the amount of the obligation.

The amount recognised as a provision is the best estimate of the consideration required to settle 
the present obligation at the end of the reporting period, taking into account the risks and uncertainties surrounding the obligation. When a provision is measured using the cash flows estimated to settle 
the present obligation, its carrying amount is the present value of those cash flows (where the effect of the time value of money is material).

When some or all of the economic benefits required to settle a provision are expected to be recovered from a third party, a receivable is recognised as an asset if it is virtually certain that reimbursement will be received and the amount of the receivable can be measured reliably.

Retirement obligations 
In accordance with the requirements of legislation of the Republic of Kazakhstan, certain percentages of pension payments are withheld from total disbursements to personnel to be transferred to pension funds, such that a portion of salary expense is withheld from the employee and paid to a pension fund on behalf of the employee. Such expenses are recognized in the period in which the related salaries are earned. Upon retirement, all retirement benefit payments are made by the pension funds as chosen by employees. The Group does not have any pension arrangements separate from the state pension system of the Republic of Kazakhstan. 
Contingent assets and liabilities

Contingent liabilities are not recognized in the consolidated financial statements. They are disclosed unless the possibility of any outflow in settlement is remote. A contingent asset is not recognized in these consolidated financial statements but disclosed when an inflow of economic benefits is probable.
Segment reporting
The Group’s business operations are located in Kazakhstan and relate primarily to the processing and production of titanium sponge and titanium ingots. The Group’s primary basis of segment reporting is a business segment.

The Group’s secondary bases of segment reporting are geographical segments, which comprise four key customers in two different countries. All of the Group’s production assets, including non-current assets, are in Kazakhstan. Thus, all expenses associated with the acquisition of non-current assets are incurred in Kazakhstan.

Segment profit is the factor used by management to manage its business and represents the gross profit earned by each segment. This is the measure reported to the chief operating decision maker for the purposes of resource allocation and assessment of segment performance.
Dividends
Dividends are recognized on the date they are approved by a general meeting of shareholders. Retained earnings, which the Group has a legal right to distribute, represent amounts available for distribution in accordance with law and as reflected in consolidated financial statements prepared according to local requirements.
4. CRITICAL ACCOUNTING JUDGEMENTS AND KEY SOURCES OF ESTIMATION UNCERTAINTY
In the application of the Group’s accounting policies, which are described in Note 3, management is required to apply estimates and assumptions to the carrying amounts of assets and liabilities that are not readily apparent from other sources. The estimates and associated assumptions are based on historical experience, current and expected economic conditions and other factors that are considered to be relevant. Actual results may differ from these estimates.
The estimates and underlying assumptions are reviewed on an on-going basis. Revisions to accounting estimates are recognized in the period in which the estimate is revised if the revision affects only that period or in the period of the revision and future periods if the revision affects both current and future periods.
Below are the key assumptions for the future and other key sources of uncertainty estimates as at the date of the consolidated statement of financial position, which carry a significant risk of a significant adjustment to the carrying amount of assets and liabilities in the next financial year.
Inventory valuation
Inventory consists of finished goods, work-in-progress and raw materials which are stated at lower of cost or net realisable value. In assessing the net realisable value of its inventory, management estimates the net realisable value of finished goods and work-in-progress based on various assumptions including current market prices.

At each reporting date, the Group evaluates its inventory balance for excessive quantities and obsolescence and, if necessary, records an allowance to reduce inventory for obsolete and slow-moving raw materials and spare parts. This allowance requires assumptions related to future inventory use. These assumptions are based on inventory ageing, forecasted consumer demands, and technological obsolescence. Any changes in the estimates may impact the amount of the allowances for inventory that may be required.

Useful economic life and depreciation method of property, plant and equipment
Estimates of the useful life of an assets and the depreciation method depend on factors such as economic use, repair and maintenance programmes and other circumstances arising during the Group’s activities. Management’s estimation of the useful life of property, plant and equipment and the depreciation method reflects data available at the date the consolidated financial statements were prepared.

The Group reviews depreciation methods at least at the end of each reporting year and, in the event of significant changes in the proposed structure of future benefits imbedded in an asset, the method should be changed to reflect that change in structure. This change should be reflected in accounting as a change in accounting estimates in accordance with IAS 8.
Restoration provision
The Group’s activity is regulated by various environmental laws and regulations. The Group estimates the land restoration provision based on management’s understanding of the current legal requirements and subsoil use contracts terms. A provision is defined on the basis of the net discounted value of estimated future cash flows required for land restoration. Future changes in environmental laws and regulations, terms of validity of subsoil use contracts and discount rates may affect the carrying value of this provision. For such costs when they are known, the provision will be created on perspective basis when new information, legislation requirements and estimates are available.

Assets impairment
The Group assesses at each reporting date whether there is any indication that an asset may be impaired. If any such indication exists, the Group estimates the recoverable amount of the asset. This requires an estimation of the value-in-use of the cash-generating units of cash flow to which the item is allocated. Estimating the value-in-use requires the Group to make an estimate of the expected future cash flows from the cash-generating unit of cash flow and also to choose a suitable discount rate in order to calculate the present value of those cash flows.
Deferred tax assets
Deferred tax assets are reviewed at each reporting date and reduced to the extent that it is no longer probable that sufficient taxable profit will be available to allow all or part of the deferred tax asset to be utilized. The estimation of that probability includes judgments based on expected performance.

Tax compliance 
Tax legislation of the Republic of Kazakhstan is subject to varying interpretations, and undergoes changes. Management’s interpretation of the tax legislation applicable to the Group’s activities may be challenged by the relevant authorities of regional or state authorities who are legally entitled to impose fines and accrue penalties. It is likely that the tax records of transactions, which were not questioned in the past, may be challenged in the future. Fiscal periods remain open to inspection by the tax authorities over the next five calendar years. Under certain circumstances, reviews may cover longer periods. The Group’s management, based on its interpretation of tax legislation, believes that tax liabilities are properly presented in these financial statements.
Contingent liabilities
By their nature, contingent liabilities will be settled when one or several events take place or do not take place in the future. The assessment of such contingent liabilities involves a degree of judgment with respect to the results of future events.
Employee benefits

Management of the Group at the end of reporting period makes its estimate of long term employee benefits resulted from the provisions of collective agreement in accordance with requirements of IAS 19 
Employee benefits.

On the basis of analysis of provisions of collective agreement management of the Group believes that payments made to employees and retired employees are immaterial and thus the provision for long term employee benefits obligations have not been recognized at December 31, 2011.

5. REVENUE
	
	2011
	
	2010

	
	
	
	

	Titanium sponge
	18,949,549
	
	14,227,182

	Titanium ingots
	7,392,635
	
	501,200

	Magnesium Mg-90
	265,903
	
	609,196

	Scandium oxide
	78,522
	
	-

	Vanadium
	58,235
	
	-

	Metallic scandium
	48,710
	
	-

	Lime
	4,591
	
	2,382

	Other 
	110,539
	
	4,983

	Total
	26,908,684
	
	15,344,943


6. SEGMENT INFORMATION
6.1
Products of reportable segments 
The Group has two reportable segments which are the Group’s strategic business units. The strategic business units offer different products with different extra cost.

The Group’s primary basis of segment reporting is a business segment, which comprises one segment as revenue derived from the sale of two main products (titanium sponge and titanium ingots), which are characterized by similar risks for the Group, and accounts for 98% (2010: 96%) out of total Group’s revenue for the year ended  December 31, 2011.

The Group’s segments are represented are as follows:

· Titanium sponge;
· Titanium ingots;
There are also other operating segments. However, none of these segments meet any of the quantitative or qualitative thresholds for determining reportable segments in 2011 and 2010.

6.2
Segment revenues and results
The following is an analysis of the Group's revenue and results from continuing operations by reportable segment:
	
	Segment revenue
	
	Segment profit

	
	2011
	 
	2010
	
	2011
	 
	2010

	
	
	
	
	
	
	
	

	Titanium sponge
	18,949,549
	
	14,227,182
	
	4,452,851
	
	1,828,375

	Titanium ingots
	7,392,635
	
	501,200
	
	2,227,908
	
	(17,316)

	Other
	566,500
	
	616,561
	
	233,211
	
	106,993

	
	
	
	
	
	
	
	

	Total 
	26,908,684
	
	15,344,943
	
	6,913,970
	
	1,918,052

	
	
	
	
	
	
	
	

	Interest income 
	-
	
	-
	
	702
	
	9,161

	Other income
	-
	
	-
	
	1,084,997
	
	307,954

	General and administrative expenses 
	
	
	
	
	  (1,119,310)
	
	  (981,534)

	Selling expenses
	-
	
	-
	
	(208,659)
	
	(111,449)

	Interest expense
	-
	
	-
	
	(508,413)
	
	(143,163)

	Foreign exchange (loss)/gain
	-
	
	-
	
	(132,305)
	
	105,285

	Share of loss of associates
	
	
	
	
	(16,872)
	
	-

	Other expense
	-
	
	-
	
	(1,554,538)
	
	(111,728)

	
	
	
	
	
	
	
	

	Profit before income tax
	-
	
	-
	
	4,459,572
	 
	992,578


Segment revenue reported above represents revenue generated from external customers. During the reporting period the transfer of titanium sponge for the production of titanium ingots are carried out on shop cost.

Segment profit represents the profit earned by each segment without allocation of central administration costs, finance costs, other gains and losses and income tax expense. This is the measure reported to the chief operating decision maker for the purposes of resource allocation and assessment of segment performance.
6.3
Geographical information
The Group’s secondary basis of segment reporting are geographical segments, which comprise two main segments and are characterized by four key customers in 2011 (also four key customers in 2010) in two different countries, and one segment which includes all the Group’s other customers.

The Group’s revenue per geographical segment (sale of titanium sponge and titanium ingots) is shown in the following table:

	Customer
	Customer 

country
	   Concentration
2011
	
	  Concentration
2010

	
	
	%
	
	thousand 

tenge
	
	% 
	
	thousand 

tenge

	Welltrade
	Great Britain
	34%
	
	9,060,587
	
	50%
	
	7,724,608

	Ardor
	Great Britain
	27%
	
	7,392,635
	
	3%
	
	501,200

	Preswick Trading
	USA
	27%
	
	7,113,075
	
	31%
	
	4,671,411

	Waterloo
	USA
	11%
	
	2,966,087
	
	15%
	
	2,263,303

	Other
	
	1%
	
	376,300
	
	1%
	
	184,421

	Total
	
	100%
	
	26,908,684
	
	100%
	
	15,344,943


7. COST OF SALES
	
	2011
	
	2010

	
	
	
	

	Electric power
	6,386,815
	
	4,316,117

	Raw materials 
	5,599,281
	
	3,493,694

	Chemicals, fuel and other materials
	3,135,611
	
	1,620,160

	Payroll
	2,937,308
	
	1,826,834

	Depreciation and amortisation
	2,042,779
	
	1,107,509

	Social tax expenses
	284,604
	
	180,493

	Repairs and maintenance
	157,197
	
	123,249

	Other expenses
	706,243
	
	231,886

	
	21,249,838
	
	12,899,942

	Change in finished goods and work-in-process
	(1,255,124)
	
	526,949

	Total
	19,994,714
	
	13,426,891


8. GENERAL AND ADMINISTRATIVE EXPENSES
	
	2011
	
	2010

	
	
	
	

	Payroll
	    435,362 
	
	       314,455 

	Consulting and audit services
	      105,600 
	
	77,223

	Financial aid and social support
	      61,897 
	
	         43,832 

	Fines and penalties
	      60,353 
	
	         72,157 

	Tax expenses except for income tax
	      49,437 
	
	         34,111 

	Business trip expenses
	      42,297 
	
	         23,392 

	Depreciation and amortisation
	      38,233 
	
	       102,098 

	Inventories
	       35,916 
	
	         44,479 

	Repairs of property, plant and equipment
	       25,842 
	
	         16,428 

	Electric power
	       23,084 
	
	         18,833 

	Expenses on mandatory insurance
	       22,241 
	
	         15,989 

	Bank services
	       21,522 
	
	         22,028 

	Scientific research
	       18,835 
	
	         15,068 

	Medical services
	       18,298 
	
	15,604 

	Material aid
	       11,198 
	
	  8,366 

	Environmental protection expenses
	         9,681 
	
	13,519 

	Communication services
	         6,983 
	
	  6,404 

	Vehicle maintenance expenses
	         6,357 
	
	15,298 

	Expenses related to social sphere
	         6,302 
	
	  4,777 

	VAT related to social sphere
	         5,589 
	
	  3,494 

	Expenses related to plant jubilee
	            -
	
	15,847 

	Other expenses
	114,283
	
	98,132

	Total
	1,119,310
	
	981,534


9. SELLING EXPENSES
	
	2011
	
	2010

	
	
	
	

	Railway transportation
	108,885
	
	64,221

	Packaging expenses
	76,722
	
	38,366

	Customs export fees
	5,102
	
	2,479

	Other expenses
	17,950
	
	6,383

	Total
	208,659
	
	111,449


10. OTHER INCOME
	
	2011
	
	2010

	
	
	
	

	Income from sale of titanium scrap
	813,880
	
	-

	Income from sale of materials and services 
	205,652
	
	228,436

	Gain on the disposal of property, plant and equipment
	2,503
	
	35 

	Gain by the results of inventory stock take
	17
	
	23,285

	Other
	62,945
	
	56,198

	Total
	1,084,997
	
	307,954


11. OTHER EXPENSE
	
	2011 
	
	2010

	
	
	
	

	Provision for construction of medical Center
	700,000
	
	-

	Cost of sale of titanium scrap
	413,678
	
	-

	Cost of sale of materials and services 
	112,613
	
	85,020

	Provision for obsolete and slow-moving inventories (Note 16)
	136,864
	
	-

	CIT penalty on transfer pricing for 2007-2010
	125,675
	
	-

	Provision for impairment of advances paid (Note 18)
	8,312
	
	5,854

	Loss on disposal of property, plant and equipment
	3,481
	
	-

	Loss by the results of inventory stock take
	650
	
	398

	Other
	53,265
	
	20,456

	Total
	1,554,538
	
	111,728


In connection with self additional accrual of corporate income tax amount in 2011 for the 
years 2007-2010 as a result of recalculation made by the Company of the price deviation for the shipped products in accordance with the Law on transfer pricing (excluding of political risks) the accrual and payment of penalty of 125,675 thousand tenge was made.

12. INTEREST EXPENSE
	
	2011
	
	2010

	
	
	
	

	Interest expenses on loans obtained from Ardor (UK) Ltd.
	491,003
	
	583,203

	          Interest expenses on loans obtained from Satpaevsk 
Titanium Holding LLP
	15,892
	
	19,081

	Interest expenses on loans obtained from Tramondo Ltd.
	1,518
	
	-

	
	
	
	

	 Total interest expenses
	508,413
	
	602,284

	Less amounts capitalized in qualifying assets (Note 14)
	-
	
	(459,121)

	Total
	508,413
	
	143,163


13. INCOME TAX EXPENSE
The Group’s income tax expenses for the years ended December 31, 2011 and 2010 are as follows:

	
	2011
	
	2010

	
	
	
	

	Current income tax expense
	855,380
	
	57,897

	 Transfer pricing adjustments in relation to current year
	193,295
	
	-

	Adjustments recognised in the current year in relation to the current income tax of prior years
	20,396
	
	-

	Transfer pricing adjustments in relation to prior years
	266,068
	
	-

	Deferred income tax expense
	275,680
	
	186,271

	Total income tax expense
	1,610,819
	
	244,168


The income tax expense for the year can be reconciled to the accounting profit before income tax as follows:
	
	2011 
	
	2010

	
	
	
	

	Profit before income tax
	4,459,572
	
	992,578

	
	
	
	

	Tax calculated at statutory rate of 20%
	891,915
	
	198,516

	Tax effect of permanent differences
	277,402
	
	40,357

	Differences occurred due to transfer pricing
	459,363
	
	1,181

	Effect of unrecognized tax losses
	(17,861)
	
	4,114

	Total income tax expense
	1,610,819
	
	244,168


The income tax rate of 20% used in the table above is set by the tax legislation of the Republic of Kazakhstan for 2011 and 2010.

The Group provides for income taxes based on the tax accounts maintained and prepared in accordance with the tax regulations of the Republic of Kazakhstan, which may differ from IFRS.

The Group is subject to certain permanent tax differences due to the non-tax deductibility of certain expenses and a tax free regime for certain income.

Deferred taxes reflect the net tax effects of temporary differences between the carrying values of assets and liabilities for financial reporting purposes and the amounts used for tax purposes. Temporary differences as at December 31, 2011 and 2010 relate mainly to different methods of income and expense recognition as well as to recorded values of certain assets.

The following is the analysis of deferred tax assets/ (liabilities) presented in the consolidated statement of financial position: 

	
	31/12/11
	
	31/12/10

	Temporary differences
	
	
	

	Restoration provision
	64,170
	
	-

	Provision for unused vacation
	32,698
	
	22,886

	Provision for obsolete and slow-moving inventories
	39,040
	
	11,667

	Provision for the impairment of construction- in- progress
	11,630
	
	11,630

	Advances received
	7,318
	
	-

	Provision for the impairment of advances paid
	2,868
	
	10,897

	Taxes payable
	9,172
	
	53

	Trade and other accounts receivable
	286,247
	
	-

	
	
	
	

	  Deferred tax assets
	453,143
	
	57,133

	
	
	
	

	Temporary differences
	
	
	

	Difference between the taxable base and accounting base for inventories
	(203,715)
	
	-

	Difference between the taxable base and accounting base for property, plant and equipment and intangible assets
	(843,155)
	
	(375,180)

	Deferred tax liabilities
	(1,046,870)
	
	(375,180)

	
	
	
	

	Net deferred tax liabilities
	(593,727)
	
	(318,047)


Movement in temporary differences during the year which cause deferred tax assets and deferred tax liabilities is presented below:
	
	31/12/10
	
	Recognised in 

profit 
	
	31/12/11

	
	
	
	
	
	

	Property plant and equipment and intangible assets
	      (375,180)
	
	         (467,975)
	
	        (843,155)

	Inventories
	             -
	
	           (203,715)
	
	           (203,715)

	Provisions
	        46,183
	
	           101,355
	
	147,538

	Accounts receivable and advances
	        10,897
	
	           278,218
	
	         289,115

	Taxes
	             53
	
	            9,119
	
	            9,172

	Advances received
	              -
	
	            7,318
	
	            7,318

	
	       (318,047)
	
	           (275,680)
	
	        (593,727)


	
	31/12/09
	
	Recognised in 

Profit
	
	31/12/10

	
	
	
	
	
	

	Property plant and equipment and intangible assets
	          (199,402)
	
	       (175,778)
	
	        (375,180)

	Provisions
	            47,357
	
	         (1,174)
	 
	         46,183

	Accounts receivable and advances
	             9,818
	
	           1,079
	
	         10,897

	Other
	             7,019
	
	          (7,019)
	
	              -

	Taxes
	             3,432
	
	          (3,379)
	
	            53

	
	          (131,776)
	
	         (186,271)
	
	         (318,047)


14. property, plant and equipment
	
	Land
	
	Buildings and constructions
	
	Machinery and equipment
	
	Vehicles
	
	Construction in progress
	
	Total

	Cost
	
	
	
	
	
	
	
	
	
	
	

	At January 1, 2010 
	136,887
	
	3,930,352
	
	                                                    12,671,143
	
	626,961
	
	9,412,585
	
	26,777,928

	Additions
	3,485
	
	86,455
	
	1,273,455
	
	142,619
	
	1,972,164
	
	3,478,178

	Transfers
	-
	
	1,400,934
	
	9,450,880
	
	
	
	(10,851,814)
	
	-

	Disposals
	
	
	
	
	(34,960)
	
	(22,413)
	
	
	
	(57,373)

	At December 31, 2010
	140,372
	
	5,417,741
	
	23,360,517
	
	747,168
	
	532,935
	
	30,198,733

	Additions
	34,929
	
	385,217
	
	2,528,258
	
	63,889
	
	1,292,479
	
	4,304,772

	Transfers
	-
	
	283,086
	
	772,123
	
	-
	
	(1,055,209)
	
	-

	Disposals
	(434)
	
	(1,294)
	
	(571,397)
	
	(18,928)
	
	-
	
	(592,053)

	At December 31, 2011
	174,867
	
	6,084,750
	
	26,089,501
	
	792,129
	
	770,205
	
	33,911,452

	
	
	
	
	
	
	
	
	
	
	
	

	Accumulated depreciation
	
	
	
	
	
	
	
	
	
	
	

	At January 1, 2010
	-
	
	(1,241,063)
	
	  (9,682,145)
	
	(406,047)
	
	-
	
	(11,329,255)

	Charge for the year
	-
	
	(155,501)
	
	(1,000,904)
	
	(43,848)
	
	-
	
	(1,200,253)

	Disposals
	-
	
	-
	
	35,732
	
	21,574
	
	-
	
	57,306

	At December 31, 2010
	-
	
	(1,396,564)
	
	(10,647,317)
	
	(428,321)
	
	-
	
	(12,472,202)

	Charge for the year
	-
	
	(220,962)
	
	(1,951,823)
	
	(50,443)
	
	-
	
	(2,223,228)

	Disposals
	-
	
	674
	
	570,990
	
	16,908
	
	-
	
	588,572

	At December 31, 2011
	-
	
	(1,616,852)
	
	(12,028,150)
	
	(461,856)
	
	-
	
	(14,106,858)

	
	
	
	
	
	
	
	
	
	
	
	

	Impairment provision
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	At December 31, 2011
	-
	
	-
	
	-
	
	-
	
	(58,150)
	
	(58,150)

	
	
	
	
	
	
	
	
	
	
	
	

	At December 31, 2010
	-
	
	-
	
	-
	
	-
	
	(58,150)
	
	(58,150)

	
	
	
	
	
	
	
	
	
	
	
	

	Net book value
	
	
	
	
	
	
	
	
	
	
	

	At December 31, 2011.
	174,867
	
	4,467,898
	
	14,061,351
	
	330,273
	
	712,055
	
	19,746,444

	At December 31, 2010
	140,372
	
	4,021,177
	
	12,713,200
	
	318,847
	
	474,785
	
	17,668,381


During 2011 the Group did not capitalise borrowing costs into the cost of construction- in- progress (2010: 459,121 thousand tenge) (Note 12).
The Plant on production of titanium ingots was constructed and put into operation in October 2010, based on this management of the Group took a decision to stoppage of interest capitalization. 

Asset of 320,851 thousand tenge on land restoration provision is capitalized as part of buildings and constructions (Note 24).

15. INVESTMENTS IN ASSOCIATE
	
	
	
	Ownership interest
	Carrying value

	Name of associate
	Principal activity
	Place of incorporation 
	31/12/11
	
	31/11/10
	
	31/12/11
	
	
	31/11/10

	
	
	and operation
	
	
	
	
	
	
	

	POSUK Titanium LLP
	Production of titanium slabs
	Kazakhstan
	25%
	
	-
	
	412,764
	
	-

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	412,764
	
	-


In 2011 the Board of Directors made a decision to invest in POSUK Titanium LLP (hereinafter “Posuk”). Investments comprised 25% interest or 429,636 thousand tenge. Posuk is in the process of construction and therefore does not earn profit.

The Group owns 25% interest in POSUK Titanium LLP and the Group not exercise significant influence over POSUK Titanium LLP via its ownership interest in Charter capital of investee.

Summarised financial information in respect of the Group’s associate is set out below.

	
	31/12/11
	
	31/12/10

	
	
	
	

	At January 1
	-
	
	-

	
	
	
	-

	Additions
	429,636
	
	-

	Group’s share of net loss of associate
	(16,872)
	
	-

	At December 31
	412,764
	
	-


	
	31/12/11
	
	31/12/10

	
	
	
	

	
	
	
	

	Total assets
	2,824,961
	
	-

	Total liabilities
	(1,173,905)
	
	-

	
	
	
	

	Net assets
	1,651,056
	
	-

	
	
	
	

	Group’s share of net assets of associate
	412,764
	
	


	
	2011
	
	2010

	
	
	
	

	
	
	
	

	Total revenue
	-
	
	-

	
	
	
	

	Total loss for the year
	(67,497)
	
	-

	
	
	
	

	Group’s share in loss of associate
	(16,872)
	
	-

	
	
	
	

	Group’s share in other comprehensive loss of associate
	-
	
	-


16. INVENTORIES
	
	31/12/11
	
	31/12/10

	Raw materials and components
	4,944,487
	
	3,242,012

	Work-in-process
	3,607,194
	
	2,603,309

	Finished goods
	1,075,444
	
	824,205

	Inventories in transit
	182,308
	
	-

	
	9,809,433
	
	6,669,526

	  Provision for obsolete and slow-moving inventories

	(195,201)
	
	(58,337)

	Total 
	9,614,232
	
	6,611,189


The movement in the provision for obsolete and slow-moving inventories was as follows:
	
	2011
	
	2010

	At the beginning of the year
	(58,337)
	
	(58,337)

	  Provision accrued (Note 11)
	(136,864)
	
	-

	At year end
	(195,201)
	
	(58,337)


17. VALUE ADDED TAX AND OTHER TAXES RECEIVABLE
	
	31/12/11
	
	31/12/10

	
	
	
	

	VAT recoverable
	794,613
	
	510,541

	Other taxes receivable
	2,629
	
	8,596

	Total 
	797,242
	
	519,137


18. ADVANCES PAID
	
	31/12/11
	
	31/12/10

	Advances paid for:
	
	
	

	Materials 
	461,169
	
	203,302

	Property, plant and equipment
	172,122
	
	144,191

	Services 
	171,525
	
	64,239

	
	804,816
	
	411,732

	Provision for impairment of advances paid
	(14,342)
	
	(54,484)

	
	790,474
	
	357,248

	
	
	
	

	Less the current portion presented in current assets
	(618,352)
	
	(256,006)

	Advances paid for non-current assets
	172,122
	
	101,242


The movement in the provision for impairment of advances paid is presented below:
	
	2011
	
	2010

	
	
	
	

	At the beginning of the year
	(54,484)
	
	(49,089)

	Provision accrued (Note 11)
	(8,312)
	
	(5,854)

	Write-off of advances against the previously accrued provision
	48,454
	
	459

	At year end
	(14,342)
	
	(54,484)


In determining the recoverability of advances paid, the Group considers any change in quality of advances made from the date the advance was initially granted up to the reporting date. The management believes that there is no further provision required in excess of the provision shown above.
As at December 31, 2011 and 2010 advances paid by the Group are denominated in the following currencies:

	
	31/12/11
	
	31/11/10

	
	
	
	

	In USD
	276,471
	
	76,159

	In tenge
	240,775
	
	132,685

	In Euros
	178,812
	
	56,357

	In Russian roubles
	108,758
	
	146,532

	Total
	804,816
	
	411,733


As at December 31, 2011 and 2010 the terms of the recoverability of advances paid by the Group are presented below:

	
	31/12/11
	
	31/11/10

	
	
	
	

	30-90 days
	600,498
	
	267,094

	90-180 days
	127,377
	
	86,860

	180-360 days
	76,941
	
	57,779

	
	804,816
	
	411,733


19. TRADE AND OTHER ACCOUNTS RECEIVABLE
	
	31/12/11
	
	31/11/10

	
	
	
	

	Trade receivables
	247,390
	
	61,298

	Customs duties receivable
	139,115
	
	77,935

	Other accounts receivable
	23,949
	
	31,416

	Total
	410,454
	
	170,649


As at December 31, 2011 trade receivables of 236,759 thousand tenge are denominated in USD and 10,631 thousand tenge. As at December 31, 2010 trade receivables of 55,620 thousand tenge are denominated in USD and 5,678 thousand tenge. The average credit period is 30 days and, accordingly, management believes that there is no need to create a provision.
As at December 31, 2011 and 2010 the Group’s customs duties receivable and other accounts receivable are denominated in tenge.

20. BANK DEPOSITS
	
	Currency
	Interest rate

(% per 

annum)
	31/12/2011
	Interest rate

(% per 

annum)
	31/12/2010

	Deposit in JSC ATF Bank
	USD
	6.0
	1,484
	6.0
	1,474

	Total 
	
	
	1,484
	
	1,474


Bank deposits are short-term investments with original maturity period from 3 to 12 months.
21. cash and cash equivalents
	
	31/12/11
	
	31/12/10

	
	
	
	

	Current bank account, in USD
	76,162
	
	430,067

	Current bank account, in Russian roubles
	27,765
	
	6,492

	Current bank account, in tenge
	13,160
	
	11,347

	Current bank account, in Euros
	51
	
	71

	Petty cash
	854
	
	624

	Total cash and cash equivalents
	117,992
	
	448,601

	
	
	
	

	Restricted cash on special bank account
	12,939
	
	11,449

	
	
	
	

	
	130,931
	
	460,050


As at December 31, 2011 cash on a special bank account represented deposits of 
12,939 thousand tenge (2010: 11,449 thousand tenge). These deposits are designated for accumulation of funds for restoration of waste ground, sludge collector, and for restoration of Bektemir field.
22. share capital and additional paid-in-capital
	
	31/12/11
	
	31/12/10

	
	
	
	

	Share capital:
	159,988
	
	159,988

	Preferred shares (107,910 authorised, issued and outstanding; par value 20 tenge per share)
	2,158
	
	2,158

	Common shares (971,190 authorised, issued and outstanding; 

par value 20 tenge per share)
	19,424
	
	19,424

	Common shares (971,190 authorised, issued and outstanding; 

par value 140 tenge per share)
	135,967
	
	135,967

	Inflation adjustment
	2,439
	
	2,439

	
	
	
	

	Additional paid-in-capital
	1,282,401
	
	1,282,401

	Total
	1,442,389
	
	1,442,389


The holders of all common shares have proportional voting rights based on the number of shares held. Dividends on common shares are determined each year at the annual shareholders meeting. Profits to be distributed are determined depending on profits reported in the consolidated financial statements of the Group in compliance with local legislation. 

The holders of preferred shares are entitled to guaranteed minimal dividends of 5 tenge per share per annum and also their proportional interest in the residual net assets of the Group in the event of its liquidation. 
As at December 31, 2011 and 2010 the holders of the common shares were as follows:
	Shareholder name
	Share

	 
	31/12/11
	
	31/12/10

	Specialty Metals Company
	47%
	
	47%

	New Asia Investment Group Limited
	10%
	
	10%

	METALCAPITAL INVESTMENTS PTE. LTD
	9%
	
	9%

	METAL RESOURCE & TECHNOLOGY PTE. LTD
	8%
	
	8%

	NEW METAL INVESTMENTS PTE. LTD  
	8%
	
	8%

	Kolur Holding AG
	7%
	
	7%

	Other
	11%
	
	11%

	Total
	100%
	
	100%


During 2011 dividends of 106,615 thousand tenge or 52 tenge per share were declared to the holders of common and preferred shares for the year ended December 31, 2010 (2010: 18,453 thousand tenge or 9 tenge per share for the year ended December 31, 2009).
During 2011 dividends of 105,242 thousand tenge (2010: 41,623 thousand tenge) were paid to holders of common and preferred shares for 2010 and 2009.
Additional paid-in capital represents funds invested by Specialty Metals Company, the Company’s majority shareholder in accordance with Contract #04/006-96 of November 28, 1996 and Contract #04/037-97 of July 8, 1997 between Specialty Metals Company and the Government of the Republic of Kazakhstan.
23. earnings per share and share book value
The earnings per share represents net profit for the year attributable to equity holders and divided by the weighted average number of issued common shares outstanding during the given year as shown below.

Estimate of basic and diluted earnings per share

	
	2011
	
	2010

	
	
	
	

	Profit for the year attributable to equity holders (thousand tenge)
	2,848,753
	
	748,410

	Weighted average number of common shares (shares)
	1,942,380
	
	1,942,380

	Basic and diluted earnings per share (tenge per share)
	1,467
	
	385


The weighted average number of shares for the purpose of both basic and diluted earnings per share is the same, as the holders of preferred shares have no right to convert their holding to common shares.
Estimate of the book value of one common share:
BVcs= NAV/NOcs, where:

BVcs – the book value of one common share;
NAV – net assets for common shares;
NOcs - the number of common shares..

NAV = (TA-IA) –TL – PS, where:

TA – assets; 

IA – intangible assets;

TL – liabilities;

PS – share capital: on preferred shares.
	
	31/12/11
	
	31/12/10

	
	
	
	

	Assets (thousands tenge)
	31,920,118
	
	25,882,454

	Intangible assets (thousands tenge)
	16,093
	
	25,298

	Liabilities (thousands tenge)
	17,598,089
	
	14,302,563

	Share capital for preferred shares (thousands tenge)
	2,158
	
	2,158

	Net assets for common shares (thousands tenge)
	14,303,778
	
	11,552,435

	Total number of common shares (shares)
	1,942,380
	
	1,942,380

	Book value of common share (tenge)
	7,364
	
	      5,947


Estimate of the book value of preferred share:

BVps1= (EPC+DCps1)/NOps1, where:

BVps1 – the book value of one preferred share of the first group
EPC – equity belonging to holders of preferred shares of the first group;
DCps1 – debt component of preferred shares of the first group, accounted for in liabilities;
NOps1 - number of preferred shares of the first group..

EPC = TDps1+ PS, where:

TDps1 – total accrued but unpaid dividends on preferred shares of the first group, except for dividends that are unpaid due to current data and holders’ details;
PS – share capital: on preferred shares.
	
	31/12/11
	
	31/12/10

	
	
	
	

	Share capital on preferred shares (thousands tenge)
	2,158
	
	2,158

	Total number of preferred shares (shares)
	107,910
	
	107,910

	Book value of a preferred share (tenge)
	20
	
	20


24. provisions 
Restoration provision
According to the subsoil use contracts, the Group has an obligation to establish a restoration fund by annual transfer of cash to a special bank deposit in the amount of minimum 1% of operating expenses during the contract period. In accordance with the terms of subsoil use contracts of the Group provided the land restoration and reclamation programme. At December 31, 2011, the Group provided its best estimate of the land restoration obligation of 310,020 thousand tenge (2010: Nil tenge), adjusted for the inflation rate of 4.8% (2010: 0%) and discounted at the rate of 3.85% (2010: 0%). Thus, the present value of the land restoration provision as at December 31, 2011 amounted to 
320,851 thousand tenge (2010: Nil tenge).

The following is a list of key assumptions used as the basis for the estimation of the carrying value of provision:

· the present value of the estimated cash outflows for land restoration as at December 31, 2011 amounted to 320,851 thousand tenge, discounted at 3.85%;

· the expected period of future cash outflows for the land restoration is based on the effective period of the subsoil use contracts. A substantial part of expenditures is expected to occur 
in 2015-2017;

· inflation rate is 4.8% per annum.

Provision for the construction of medical center
In December 2011 the Group signed a Memorandum with Oblast Akimat on mutual cooperation within boundaries of private-governmental partnership. The Group assumed the liability to participate in realization of the project on construction of the medical center in Novaya Sogra, Ust-Kamenogorsk in 2012 and to allocate funds of 700,000 thousand tenge.  

25. LOANS
	
	31/12/11
	
	31/12/10

	
	
	
	

	Loans from Ardor (UK) Ltd
	9,963,244
	
	9,010,381

	Loans from Tramondo Ltd.
	381,147
	
	-

	Loans from Satpaevsk Titanium Holding Ltd.
	-
	
	359,425

	
	10,344,391
	
	9,369,806

	
	
	
	

	Less the current portion shown in current liabilities
	(1,512,042)
	
	(899,399)

	Non-current portion
	8,832,349
	
	8,470,407


In 2007 the Group signed an agreement with Ardor (UK) Ltd for the amount of unsecured investment loan not exceeding 82 million USD at an interest rate based on LIBOR plus 2.5% for the purpose of construction of the workshop#14 on production of titanium ingots. In 2010, according to the additional agreement #12 dated August 31, 2010, the interest rate was changed to 12 months LIBOR + 3.3% per annum. In 2011, the loan tranche was obtained of 12 million USD. Under the loan agreement, the Group provides Ardor (UK) Ltd with the exclusive commercial right to purchase titanium ingots. The amount borrowed under the loan agreement at December 31, 2011 was 67.138 million USD (2010: 61.129 million USD). In 2011 the Group repaid the principal amount of 6 million USD according to the signed additional agreement on partial repayment of the loan. As at 
December 31, 2011 the current portion of loan due in 2012 amounted to 1,321,469 thousand tenge (equivalent to 8.905 million USD).
As at December 31, 2010 the Group’s unsecured loans payable to Satpaevsk Titanium Holding Ltd amounted to 359,425 thousand tenge. The loan was obtained with the purpose to increase working capital. In 2011 the amount of 65,295 thousand tenge was repaid. In December 2011 the remaining portion of the loan was transferred under the cession agreement to Tramondo Ltd. which is not a related party of the Group. The interest rate for this loan under the cession agreement is 12 months LIBOR + 8.5% per annum with maturity period of current portion of 190,573 thousand tenge in 2012 and non-current portion of the loans in accordance with the cession agreement till January 1, 2014.

	Loans are repayable as follows:
	31/12/11
	
	31/12/10

	
	
	
	

	Due within three months
	378,011
	
	126,343

	Due from three to six months
	378,011
	
	252,686

	Due from six to twelve months
	756,020
	
	520,370

	Total current portion repayable within one year
	1,512,042
	
	899,399


	Due in the second year
	1,630,869
	
	1,176,160

	Due in subsequent periods
	7,201,480
	
	7,294,247

	Total
	10,344,391
	
	9,369,806


According to the loan repayment financial budget, the loan from Ardor (UK) Ltd. is due to be repaid till 2018. As at December 31, 2011 and 2010 the loans are denominated in USD.
26. Interest payable
	
	31/12/11
	
	31/12/10

	
	
	
	

	Interest payable to Ardor (UK) Ltd
	532,500
	
	729,808

	Interest payable to Satpaevsk Titanium Holding Ltd.
	-
	
	118,710

	Total

	532,500

	
	848,518



	Less the current portion shown in current liabilities
	(531,693)
	
	(739,083)

	Non-current portion
	807
	
	109,435


As at December 31, 2011 and 2010, interest payable is denominated in USD.

The Plant on production of titanium ingots was constructed and put into operation in October 2010. The management of the Group believes that borrowing costs represented by the interest expense in 2011 should be recognized in the statement of comprehensive income. 

Interest accrued on the loan from Satpaevsk Titanium Holding Ltd. of 135,248 thousand tenge was transferred in accordance with the cession agreement to Tramondo Ltd and were capitalised as part of the loan principal.

27. trade accounts payable
	
	31/12/11
	
	31/12/10

	
	
	
	

	Preswick Trading
	3,379,324
	
	2,318,022

	Other suppliers and contractors
	863,456
	
	633,684

	Total
	4,242,780
	
	2,951,706


Trade accounts payable to Preswick Trading represents the liability for the supply of raw materials, in particular, titanium slag, ilmenite and carnallite. The liability to other suppliers and contractors consists of payables for goods and services purchased for main activities.

As at December 31, 2011 and 2010 the Group’s trade accounts payable were denominated in the following currencies:

	
	31/12/11
	
	31/12/10

	
	
	
	

	In USD
	3,481,305
	
	2,468,724

	In tenge
	583,409
	
	444,327

	In Russian roubles
	174,097
	
	10,783

	In Euros
	3,969
	
	27,872

	Total
	4,242,780
	
	2,951,706


The average credit period on purchases varies depending on the creditor. Generally, interest is not accrued on trade accounts payable. The Group has a policy of managing financial risk to repay trade accounts payable within the agreement terms.
The table below summarizes the maturity profile of the Group trade payables as 
at December 31, 2011 and 2010 based on contractual undiscounted payments:

	
	31/12/11
	
	31/12/10

	
	
	
	

	0-90 days
	1,123,491
	
	1,318,887

	90-180 days
	1,332,580
	
	212,030

	180-360 days
	1,786,709
	
	1,420,789

	
	
	
	

	Total
	4,242,780
	
	2,951,706


28. advances received
Advances received are represented mainly by the amounts received from main customers for the supply of titanium sponge, titanium ingots, titanium scrap and vanadium. As at December 31, 2011 advances received amounted to 96,902 thousand tenge (2010: 346,485 thousand tenge).

As at December 31, 2011 and 2010 advances received by the Group were denominated in the following currencies:
	
	31/12/11
	
	31/12/10

	
	
	
	

	In USD
	65,005
	
	343,970

	In Russian roubles
	27,500
	
	-

	In tenge
	4,397
	
	2,515

	Total
	96,902
	
	346,485


29. current tax liabilities
	
	31/12/11
	
	31/12/10

	
	
	
	

	Withholding tax
	74,031
	
	151,842

	Personal income tax
	34,733
	
	13,123

	Value added tax
	33,098
	
	11,183

	Social tax
	27,270
	
	9,146

	Environmental protection fees
	7,727
	
	6,317

	Mineral extraction tax
	5,825
	
	3,117

	Corporate income tax payable
	39
	
	-

	Total
	182,723
	
	194,728


30. other accounts payable and accrued liabilities
	
	31/12/11
	
	31/12/10

	
	
	
	

	Salaries and wages payable
	315,305
	
	107,443

	Provision for unused vacation
	163,488
	
	114,431

	Pension fund
	49,752
	
	22,104

	Dividends payable
	11,120
	
	9,747

	Other accounts payable
	44,550
	
	19,548

	Total
	584,215
	
	273,273


The movement in the provision for unused vacations is presented below:
	
	2011
	
	2010

	
	
	
	

	At the beginning of the year
	114,431
	
	134,839

	Provision accrued 
	49,057
	
	-

	Reverse of provision 
	-
	
	(20,408)

	At year end
	163,488
	
	114,431


31. Joint venture
As at December 31, 2011 the Company owns a 49% interest share in Satpaevsk Titanium Mines Ltd LLP (2010: 49%), which produces ilmenite at the Bektemir field in Kazakhstan.

The following amounts are recognized in the Group’s consolidated financial statements based on its proportionate share in Satpaevsk Titanium Mines Ltd LLP: 

	 
	31/12/11
	
	31/12/10

	Current assets
	26,581
	
	22,476

	Non-current assets
	190,043
	
	236,804

	Current liabilities
	(238,047)
	
	(148,855)

	Non-current liabilities
	(180,573)
	
	(359,424)

	Accumulated loss
	201,996
	
	248,999


	
	2011
	
	2010

	Income
	339,982
	
	360,251

	Expenses
	(286,907)
	
	(380,552)

	Net profit/(loss)
	53,075
	
	(20,301)


32. related parties
Compensations of key management personnel
Key management personnel consists of 3 persons as at December 31, 2011 (2010: 3 persons). Total compensation to key management personnel that was included in the general and administrative expenses in the consolidated statement of comprehensive income amounted to 38,699 thousand tenge for the year ended December 31, 2011 (2010: 26,225 thousand tenge).

Loans
As at December 31, 2010 the Group had unsecured loans of 2.4 million USD payable to Satpaevsk Titanium Holding Ltd (see Note 21) which owns 51% interest in JV Satpaevsk Titanium Mines Ltd. LLP.
In December 2011 the loan was transferred under cession agreement to Tramondo Ltd., which is not a related party (Note 25). As at December 31, 2011 the Group had the loan outstanding to Tramondo Ltd. of 381,147 thousand tenge (equivalent to 2.568 million USD) (Note 25).
Trade accounts payable
As at December 31, 2011 the Group does not have trade accounts payable to related parties 
(2010: trade accounts payable amounted to 1,097 thousand tenge to Satpaevsk Titanium Mines Ltd LLP.
Income and expenses

During 2011 Satpaevsk Titanium Mines Ltd LLP’s revenue from ilmenite sales to the Group was 353,858 thousand tenge (2010: 374,956 thousand tenge), while the cost of sales was 
232,204 thousand tenge (351,005 thousand tenge).

Investments
In 2011 the charter agreement of POSUK Titanium LLP was signed where the Group owns interest of 25%. In cash equivalent the amount of investment transferred in July 2011 amounted to 
429,636 thousand tenge (Note 15).
33. retirement benefits and pension plans
In accordance with the Law of the Republic of Kazakhstan “On pension provisioning in the Republic of Kazakhstan” effective from January 1, 1998, all employees have the right to receive guaranteed pension benefits in proportion to their accumulated working time record and if they had a working time record as at January 1, 1998. They also have the right to receive pension payments from accumulating pension funds from individual pension accumulating accounts provided by the 10% compulsory pension contributions from their salary but not exceeding 130,792 tenge per month 
(2010: 112,140 tenge per month).
As at December 31, 2011 and 2010, the Group was not liable for any significant supplementary pension, post-retirement, health care, insurance benefits or retirement indemnities to its current and former employees upon their retirement
Based on analysis of collective agreement terms, management of the Group believes that payments to employees and retired employees of the plant are immaterial and thus, the provision for long-term benefit obligations was recognised as at December 31, 2011 and 2010.

34. contingent liabilities
Insurance
The Kazakhstan insurance market is still under development and many insurance services popular in other countries are still not available in Kazakhstan. The Group does not provide full insurance coverage for its production facilities, losses due to suspension of production or third party liabilities arising in connection with damages caused to properties or environment in as a result of accidents or the Group’s operations. Until the Group has an adequate insurance coverage, there is a risk that the loss or damage of certain assets might have a substantial negative impact on the Group’s performance and financial position.

Litigation 
In the normal course of business the Group may be the subject of legal proceedings and adjudications. Management of the Group believes that the ultimate liability, if any, arising from such actions or complaints will not have a material adverse effect on the future financial condition or the main operations of the Group.
Operating environment
Emerging markets such as Kazakhstan are subject to different risks than more developed markets, including economic, political and social, and legal and legislative risks. As it has happened in the past, actual or perceived financial problems or an increase in the perceived risks associated with investing in emerging economies could adversely affect the investment climate in Kazakhstan and the Kazakhstan’s economy in general.

Laws and regulations affecting businesses in Kazakhstan continue to change rapidly. Tax, currency and customs legislation within Kazakhstan are subject to varying interpretations, and other legal and fiscal impediments contribute to the challenges faced by entities currently operating in Kazakhstan. 

The future economic direction of Kazakhstan is heavily influenced by the economic, fiscal and monetary policies adopted by the government, together with developments in the legal, regulatory, and political environment.

The global financial system continues to exhibit signs of deep stress and many economies around the world are experiencing lesser or no growth than in prior years. Additionally there is increased uncertainty about the creditworthiness of some sovereign states in the Eurozone and financial institutions with exposure to the sovereign debt of such states. These conditions could slow or disrupt the Kazakhstan’s economy, adversely affect the Group’s access to capital and cost of capital for the Group and, more generally, its business, results of operations, financial condition and prospects.

Because Kazakhstan produces and exports large volumes of oil and gas, Kazakhstan’s economy is particularly sensitive to the price of oil and gas on the world market which has fluctuated significantly during 2011 and 2010.

Contingent tax liabilities

The taxation system of Kazakhstan is relatively new and has numerous taxes frequently changed by legislative acts, official decisions and court rulings. All taxes are subject to audit by regulating bodies authorized to impose material fines, and to charge and levy penalties. The tax period remains open for audit by tax authorities within five calendar years; however, in certain conditions, the tax period may be extended. Various Kazakhstan legislative acts and regulations are not always explicit, and their interpretation depends to a large extent on the opinion of local tax inspectors and the Ministry of Finance of the Republic of Kazakhstan.

The current procedure for applying penalties and fines to declared and revealed infringements of Kazakhstani laws, decrees and standards is very strict. The sanctions include seizure of amounts in dispute and penalties and fines.  

The Group complies with legislation of Republic of Kazakhstan and makes timely payments of all taxes due. However, in some cases, opinions of local, regional and republican tax authorities conflict each other that leads uncertainty and possible risks, including risks of fines.

Relevant areas of judgment relate to transfer pricing. A new transfer pricing law was enacted as at  January 1, 2009. The transfer pricing law applies to foreign business transactions if these transactions are determined to be effected not at market terms. As at December 31, 2011 the Group made all required adjustments according to enacted transfer pricing law.

Management of the Group believes that all tax liabilities were properly recorded and disclosed in these consolidated financial statements. However, there is a risk that tax authorities may take different interpretations of the tax legislation of the Republic of Kazakhstan.

Environmental issues

Group management believes that it currently meets all existing environmental, health and safety laws and regulations of Kazakhstan. However, these environmental and health and safety laws and regulations may change in the future. The Group is unable to predict the timing or extent to which these environmental, health and safety laws and regulations will change. Such changes, if they occur, may require the Group to upgrade its technology to meet more stringent standards.
Commitments under Subsoil Use Agreement for Baktemir field

· Training of local professional staff for the minimum amount of 0.1% of the annual operating expenses;

· Liquidation fund of minimum 0.1% of the annual operating expenses for extraction;.

· Under the Bektemir contract, Satpaevsk Titanium Mines Ltd. LLP has an obligation to reimburse the Government of Kazakhstan for the historical costs of geological exploration of Bektemir field in the amount of USD 168.3 thousand.. As at December 31, 2011 the Group fully settled the historical costs liabilities 
The Group’s management believes that its joint venture fulfils the obligations provided by the Bektemir Subsoil Use Contract. 
Capital commitments 
As at December 31, 2011 capital commitments amounted to 91,626 thousand tenge 
(2010: 197,885 thousand tenge).

35. financial instruments
Major categories of financial instruments
The Group’s principal financial liabilities comprise loans, trade payables and other payables. The main purpose of these financial instruments is to raise funds for the Group’s operations. The Group has various financial assets such as other receivables, bank deposits and cash and cash equivalents.
As at December 31 financial instruments are as follows:

	
	31/12/11
	
	31/12/10

	Financial assets:
	
	
	

	Cash and cash equivalents (Note 21)
	117,992
	
	448,601

	Restricted cash (Note 21)
	12,939
	
	11,449

	Trade and other accounts receivable (Note 19)
	271,339
	
	92,714

	Bank deposits (Note 20)
	1,484
	
	1,474

	Total financial assets
	403,754
	
	554,238

	
	
	
	

	Financial liabilities:
	
	
	

	Long-term loans (Note 25)
	(8,832,349)
	
	(8,470,407)

	Long-term interest payable (Note 26)
	(807)
	
	(109,435)

	Trade accounts payable (Note 27)
	(4,242,780)
	
	(2,951,706)

	Current portion of long-term loans (Note 25)
	(1,512,042)
	
	(899,399)

	Short-term interest payable (see Note 26)
	(531,693)
	
	(739,083)

	Dividends payable and other short-term accounts payable (Note 30)
	(55,670)
	
	(29,295)

	Total financial liabilities
	(15,175,341)
	
	(13,199,325)


Risk management objectives

Exposure to market, credit, interest and currency risks arises in the normal course of the Group’s business. Derivative financial instruments are not used to reduce exposure to risks.

Concentration of business risk
During the year ended December 31, 2011, the Group generated most of its income from goods’ sales to Welltrade, Preswick Trading, Waterloo and Ardor - 99% (2010: 99%) of total sales. The Group’s assets and operations could be at risk due to negative changes in relations with these customers.

Commodity price risk
The Group is exposed to fluctuations in titanium sponge and titanium ingots prices as a result of changes to market conditions.

Credit risk
The Group is exposed to credit risk which is the risk that one party to a financial instrument will fail to discharge an obligation and cause the other party to incur a financial loss. Credit risk or the risks of contracting parties defaulting are controlled by monitoring. The extent of the Group’s credit exposure is represented by the aggregate balance of accounts receivable
The Group does not expect any contracting parties to fail to meet their obligations.
Currency risk
Currency risk is defined as the risk that the value of a financial instrument will fluctuate due to changes in foreign exchange rates.

The Group does not set limits on the level of exposure to currency risk. 

The carrying amounts of the Group’s monetary assets and monetary liabilities are mainly denominated in USD and Euros.
The Group’s exposure to currency risk is presented in the table below:
	
	Tenge
	
	USD
	
	Euro
	
	Russian rouble
	
	Total

	Financial assets:
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	As at December 31, 2011
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	Cash and cash equivalents (Note 21)
	14,014
	
	76,162
	
	51
	
	27,765
	
	117,992

	Restricted cash (Note 21)
	9,968
	
	2,971
	
	-
	
	-
	
	12,939

	Trade and other accounts receivable (Note 19)
	34,580
	
	236,759
	
	-
	
	-
	
	271,339

	Bank deposits (Note 20)
	-
	
	1,484
	
	-
	
	-
	
	1,484

	Total
	58,562
	
	317,376
	
	51
	
	27,765
	
	403,754

	
	 
	
	 
	
	 
	
	
	
	 

	As at December 31, 2010
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	Cash and cash equivalents (Note 21)
	11,971 
	
	430,067 
	
	71 
	
	6,492 
	
	448,601 

	Restricted cash (Note 21)
	8,618 
	
	2,831 
	
	-
	
	-
	
	11,449 

	Trade and other accounts receivable (Note 19)
	37,094
	
	55,620
	
	-
	
	-
	
	92,714

	Bank deposits (Note 20)
	-
	
	1,474 
	
	 -
	
	-
	
	1,474 

	Total
	57,683 
	
	489,992 
	
	71 
	
	6,492 
	
	554,238 


	
	Tenge
	
	USD
	
	Euro
	
	Russian rouble
	
	Total

	Financial liabilities:
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	As at December 31, 2011
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	Long-term loans (Note 25)
	-
	
	8,832,349
	
	-
	
	-
	
	8,832,349

	Long-term interest payable (Note 26)
	-
	
	807
	
	-
	
	-
	
	807

	Trade accounts payable (Note 27)
	583,409
	
	3,481,305
	
	3,969
	
	174,097
	
	4,242,780

	Current portion of long-term loans (Note 25)
	-
	
	1,512,042
	
	-
	
	-
	
	1,512,042

	Short-term interest payable (see Note 26)
	-
	
	531,693
	
	-
	
	-
	
	531,693

	Dividends payable and other short-term accounts payable (Note 30)
	45,422
	
	10,248
	
	-
	
	-
	
	55,670

	Total
	628,831
	
	14,368,444
	
	3,969
	
	174,097
	
	15,175,341

	
	
	
	
	
	
	
	
	
	

	As at December 31, 2010
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	Long-term loans (Note 25)
	       -
	
	  8,470,407 
	
	   -
	
	     -
	
	  8,470,407 

	Long-term interest payable (Note 26)
	      -
	
	109,435 
	
	  -
	
	  -
	
	109,435 

	Trade accounts payable (Note 27)
	444,327 
	
	2,468,724 
	
	27,872 
	
	10,783 
	
	2,951,706 

	Current portion of long-term loans (Note 25)
	      -
	
	    899,399 
	
	  -
	
	     -
	
	899,399 

	Short-term interest payable (see Note 26)
	     -
	
	739,083 
	
	   -
	
	     -
	
	   739,083 

	Dividends payable and other short-term accounts payable (Note 30)
	  29,295 
	
	      -
	
	    -
	
	   -
	
	29,295

	Total
	  473,622 
	
	12,687,048 
	
	27,872 
	
	  10,783 
	
	13,199,325 


Foreign currency sensitivity analysis 
The Group is mainly exposed to the currency fluctuations in USD and Euros.
The following table details the Group’s sensitivity to a 10% strengthening or weakening of tenge against the relevant foreign currencies. 10% is the sensitivity rate used when reporting foreign currency risk internally to the key management personnel and represents management’s assessment of the reasonably possible change in foreign exchange rates. The sensitivity analysis includes only outstanding foreign currency denominated monetary items and adjusts their translation at the period end for a 10% change in foreign currency rates. The sensitivity analysis includes external loans. A positive number below indicates an increase in profit where the tenge strengthens 10% against the relevant currency. For a 10% weakening of tenge against the relevant currency, there would be an equal and opposite impact on profit, and the balances below would be negative.

The analysis was applied to monetary items at the reporting dates denominated in the respective currencies.

	
	USD impact
	
	Euro impact
	Russian rouble impact

	
	2011
	
	2010
	
	2011
	
	2010 
	
	2011 
	
	2010 

	Profit or loss
	1,405,107
	
	1,219,706
	
	392
	
	2,780
	
	14,633
	
	429


The Group’s sensitivity to foreign currency has not changed significantly during the current period.
In management’s opinion, the sensitivity analysis is unrepresentative of the inherent foreign exchange risk as the year end exposure does not reflect the exposure during the year.

Interest rate risk
Interest rate risk is the risk that changes in floating interest rates will adversely impact the Group’s consolidated financial results. The Group does not use any derivatives to manage its interest rate risk exposure.
Interest rate risk management
The Group is exposed to interest rate risk as it borrows funds at both fixed and floating interest rates. The Group does not hedge its interest rate risks 
Interest rate sensitivity analysis
The table below details the Group’s sensitivity to an increase or decrease in the floating rate by 1%. The analysis was applied to loans (financial liabilities) based on the assumption that amount of the liability outstanding as at  December 31, 2011 and 2010 was outstanding for the whole year.

	
	Interest rate impact

	
	2011
	
	2010

	
	
	
	

	Profit or loss
	103,444
	
	93,698


Operating risk
Operating risk is the risk of the Group incurring financial losses as a result of business interruption and possible damage to the Group’s property through natural disasters and technological accidents. Under its subsoil use contracts, the Group is obliged to provide its employees with medical insurance, accident insurance, and professional illness insurance.
As at December 31, 2011 the Group believes it had sufficient insurance policies in force in respect of public liability.
Liquidity risk 
Liquidity risk arises from the possibility that the Group may not be able to settle obligations to its creditors within the normal terms of trade.
Liquidity risk management
The Group has a policy in place to receive advance payments from its customers to maintain appropriate funding to meet its current commitments. 
Liquidity risk is the risk that the Group will not be able to meet its obligations as they fall due. Supervisory Board of the Company is responsible for the liquidity risk management by creating a liquidity risk management system for management of the Company that complies with the requirements on liquidity management, short-term, middle term and long-term financing. The Company manages its liquidity risk by maintaining adequate provisions, borrowings and available credit lines, monitoring of possible and actual cash flows and comparison of dates of settlement of financial assets and liabilities.
The following are the contractual maturities of financial liabilities (all liabilities are non-derivative financial liabilities), excluding estimated interest payments and excluding the impact of netting agreements in 2011:
	
	Carrying amount
	
	0-6 

months
	
	6-12 

months
	
	1-2 years
	
	2-3 years
	
	3-4 years
	
	4-5 years
	
	Over 5 years

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Loans
	10,344,391
	
	   756,022
	
	756,020
	
	1,630,869
	
	1,440,296
	
	1,440,296
	
	1,440,296
	
	2,880,592

	Interest payable
	532,500
	
	266,250
	
	265,443
	
	807
	
	-
	
	-
	
	-
	
	-

	Trade accounts payable
	4,242,780
	
	 2,456,071
	
	1,786,709
	
	-
	
	-
	
	-
	
	-
	
	-

	
	15,119,671
	
	 3,478,343
	
	    2,808,172
	
	  1,631,676
	
	 1,440,296
	
	  1,440,296
	
	1,440,296
	
	2,880,592


The following are the contractual maturities of financial liabilities (all liabilities are non-derivative financial liabilities), excluding estimated interest payments and excluding the impact of netting agreements in 2010:
	
	Carrying amount
	
	0-6 

months
	
	6-12 

months
	
	1-2 years
	
	2-3 years
	
	3-4 years
	
	4-5 years
	
	Over 5 years

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Loans
	9,369,806
	
	  379,029
	
	    520,370
	
	  1,176,160
	
	1,176,160
	
	  1,176,160
	
	1,176,160
	
	3,765,767

	Interest payable
	848,518
	
	308,451
	
	308,451
	
	231,616
	
	-
	
	-
	
	-
	
	-

	Trade accounts payable
	2,951,706
	
	1,530,917
	
	1,420,789
	
	-
	
	-
	
	-
	
	-
	
	-

	
	13,170,030
	
	2,218,397
	
	2,249,610
	
	1,407,776
	
	1,176,160
	
	  1,176,160
	
	1,176,160
	
	3,765,767


36. reclassifications
The following reclassifications have been made to the consolidated financial statements for the year ended December 31, 2011 in relation to consolidated financial statements for the year ended 
December 31, 2010 to conform to the current year information presentation. 
	Consolidated statement of comprehensive income for the year ended December 31, 2010
	Amounts as per previous financial statements

	Reclassifications
	Amounts as per current financial statements

	Other income, net
	196,226
	(196,226)
	-

	Other income
	-
	307,954
	307,954

	Other expense
	-
	(111,728)
	(111,728)


37. approval of the financial statements
The consolidated financial statements were approved by the Management and authorized for issue 
on May 15, 2012.
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