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1. ABOUT THE COMPANY
Federal Grid Company of Unified Energy System, PUBLIC JOINT-STOCK COMPANY (hereinafter
referred to as PJSC FGC UES, FGC or the Company) was founded in 2002 in the course of reforming the
Russian power industry. The Company’s key activities are:
● Electricity transmission via backbone electric grids;
● Connection services.
We are included in the list of strategically important companies for Russia’s industrial development.
As a result of our 15-year effective work, we have become one of Russia’s largest power sector
companies in terms of market capitalisation, and one of the leading “blue chips” on the Russian stock
market.
More than 22 thousand employees ensure the sustainable and efficient operation of 142.4 thousand
1
kilometres of electricity transmission lines and 944 substations in the territory of 77 regions of Russia,
covering a total area of over 15.1 million square kilometres.
As of 31 December 2017, Federal Grid Company has 50 regional branches, including:
●
●
●

8 branches – Main Power Transmission Lines (MES);
41 branches – Main Power Transmission Line Companies (PMES);
1 branch – Bely Rast Special Production Plant.

Details on the Company’s structure and history are available on our corporate website www.fskees.ru/eng/ in the “About Us / About the Company” section.

2. CORPORATE GOVERNANCE
With a focus on long-term goals, we ensure the advanced transparency of our activities, social
responsibility, environmental protection, workplace safety, and social protection of our employees.
The Corporate Governance System of the Company is based on compliance with the requirements of
Russian legislation, the listing rules of the Moscow Exchange, and the key recommendations of the
Russian Corporate Governance Code. As a company with global depositary receipts traded at the
London Stock Exchange, Federal Grid Company complies with the applicable requirements of the UK
Corporate Governance Code.
The Company’s supreme governing body is the General Meeting of Shareholders. The Board of
Directors, elected by the General Meeting of Shareholders, performs the strategic management and
supervises the operations of the Company's executive bodies, which are also accountable to the General
Meeting of Shareholders. The Company’s current activities are managed by a sole executive body – the
Chairman of the Company's Management Board – and the collective executive body – the Company's
Management Board.
The Board of Directors’ primary focus is maintaining and ensuring the further development of the UNEG
(the Russian Unified National Electric Grid) infrastructure, as well as upgrading the Company’s
governance efficiency and sustainability.
Expert committees are formed under the Board of Directors to increase the efficiency and quality of its
activities. Regular committees ensuring the development of recommendations to the Board of Directors
on the matters of its competence include the Audit Committee, the HR and Remuneration Committee,
Strategy Committee and Investment Committee.
The corporate management system of PJSC FGC UES has been developed in accordance with the
principles and recommendations of the national Corporate Governance Code (CGC), the provisions of
which are based on the best international practices and principles of corporate governance developed by
the Organisation for Economic Cooperation and Development (OECD). In accordance with CGC,
1

Information on the number of substations and the length of power transmission lines of PJSC FGC UES, according to the data of
state registered ownership of PJSC FGC UES and other owners, including 0.4-110 kV voltage class facilities but not including
power lines and substations of 10 kV and lower voltage class, accepted by PJSC FGC UES for free use and operating in the region
of the Krasnodar Territory.
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candidates to the Company's governance bodies shall meet the requirements to their knowledge,
experience, skills and business qualities. The CGC does not provide any recommendations on gender,
age or other diversity factors for the members of the governing bodies. In this regard, these approaches
are not documented at the Company in the form of policies or other bylaws.
To protect the interests of our shareholders, we have effective external and internal control systems in
place. An independent auditor performs external control.
In 2017, the Company continued to improve its corporate governance system. Amendments to the
Company's Articles of Association were introduced. It was done in order to bring it in line with the
amendments to the legislation of the Russian Federation and further implementation of the
recommendations of the Corporate Governance Code approved by the Bank of Russia in the Company’s
practice. In particular, we secured the possibility for shareholders to participate in voting at the General
Meeting of Shareholders of the Company by electronic means. In addition, the Company’s Board of
Directors competence regarding the annual assessment of the effectiveness of the risk management
system and the Company's internal control system, as well as consideration of reports of the Company's
executive bodies on the functioning of the risk management and internal control system was broadened.
We have implemented an order for preparing materials for the adoption by Company’s governing bodies
of decisions on the approval or subsequent approval of transactions requiring corporate procedures, to
which FGC UES is a party, in accordance with the amendments entered into on 1 January 2017 and the
Law on Joint-Stock Companies, concerning the procedure for the execution of major transactions and
transactions in which there is an interest.
The Federal Grid Company is continuously monitoring the relevance of internal and administrative
documents and improving them in accordance with the applicable requirements of the current corporate
governance practices.
In 2017, the Corporate Ethics Code and Job Behaviour of Employees of FGC UES was approved.
In the reporting year, the Company’s Board of Directors approved the Regulations on the evaluation of
the activities of the Board of Directors of FGC UES and approved a new edition of the Anti-Corruption
Policy of FGC UES.
Particular attention was paid to internal control and risk management. The Board of Directors approved a
new edition of the Roadmap for the organisation of risk management and internal control processes in the
field of prevention and counteracting corruption. A new Regulation on the internal control system of FGC
UES was approved.
The Company continues to further improve its corporate governance, taking into account changes in the
external environment and the development of Russian and international corporate governance practices.
Details on the Company’s corporate governance are available on our website www.fsk-ees.ru/eng/ in the
“Investors / Corporate Governance” section.

3. SHARE CAPITAL
As of 31 December 2017, the share capital of Federal Grid Company amounted to 637,332,661,531
roubles and 50 kopecks, divided into 1,274,665,323,063 ordinary shares with a nominal value of 50
kopecks each.
In accordance with the Articles of Association, the number of authorised shares amounted to
72,140,500,768 ordinary shares with a nominal value of 50 kopecks each and a total nominal value of
36,070,250,384 roubles. Authorised ordinary shares have the same rights as outstanding ordinary
shares.
In 2017, no additional shares of Federal Grid Company were issued or placed and no preferred shares
were placed.
In the reporting period, there were no significant changes in the structure of our share capital. Currently,
Federal Grid Company has over 400,000 shareholders. PJSC ROSSETI is the Company’s main
shareholder, owning 80.13% of its authorised capital. The Russian Federation, represented by the
Federal Agency for State Property Management, owns 0.59% of the Company’s authorised capital.
Since June 2013, a shareholders agreement, signed by PJSC ROSSETI and the Federal Agency for
State Property Management, on FGC’s shares management and voting procedure has been in place. The
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agreement covers all voting shares of PJSC FGC UES held or purchased in future by the parties.
By the end of 2017, the free-float of FGC’s total share capital amounted to 18,2 %. Institutional investors
are the key minority shareholders; the share of retail investors makes up about 4%.
FGC’s Share Capital Structure as of 31 December 2017

12.51%
7.36%

PJSC ROSSETI
Ownership ratio from 0.5% to 2% of
the Company's authorised capital
Ownership ratio less than 0.5% of
the Company's authorised capital

80.13%

The management of Federal Grid Company is not aware of any investors owning more than 5% of the Company’s share capital
other than those indicated above.

Upon the results of 2017, approximately 59% of our free-float shares are owned by foreign institutional
investors, including major global funds with total assets under management exceeding USD 1 billion. By
the end of 2017, the funds and investment mandates managed by Prosperity Capital Management Ltd
are the largest foreign shareholders of FGC (over 2.7% of the authorised capital).
About 63% of FGC shares held by non-residents are accumulated in funds and managing companies,
followed far behind by sovereign funds (13%) and funds of pension and insurance companies (9%),
brokers (8%), banks and trusts (6%) and others (1%).
Most investors consider FGC shares as Value or Growth assets. Short-term investors, including brokers
and hedge funds, are guided by the current market situation. The structure of foreign investors also
includes companies focused on various index solutions.
Details on the Company’s share capital dynamics are available on our website www.fsk-ees.ru/eng/ in
the “Investors / Share Information” section.

Market Quotations for FGC Shares in 2017
FGC shares are included in the quotation list of Level 1 on the Moscow Exchange and are also included
in the calculation base of key domestic indices (MICEX Index: code MICEXINDEXCF, Broad Market
Index: code MICEXBMI, sector index MICEX Power Index: code MICEX PWR) and a number of
international indices (RTX Energy (Vienna Stock Exchange)).
Shares of FGC in 2017 showed a lagging dynamics in comparison with the index of the Moscow Stock
Exchange and the MICEX PWR industry index. Over the year, the value of the Company's shares
decreased by 20.3% (from 20.3 kopecks at the end of 2016 to 16.2 kopecks at the end of 2017), while the
decline in the Moscow Stock Exchange and MICEX PWR index was 5.5% and 8.5% respectively. The
Company’s market capitalisation on 31 December 2017 comprised RUB 206.9 billion.
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The lagging dynamics of FGC shares in comparison with the Moscow Stock Exchange and MICEX PWR
indices was due to investors' disappointment with the size of dividend payments following the results of
2016 and deterioration of dividend prospects, which neutralised the positive strong financial statements
published by the Company during 2017.
Details on the market quotations for the Company’s shares are available on our website www.fskees.ru/eng in the “Investors / Share Information / Interactive Stock Chart” section.
Depositary Receipts Programme
On 30 June 2008, the Federal Grid Company launched a Depository Receipts Programme, which is not
subject to listing procedures (Regulation S and Rule 144A). In 2011, the Company performed a technical
listing of depository receipts (GDRs) on the Main Market of the London Stock Exchange, where the
trading of Federal Grid Company’s GDRs was launched on 28 March 2011. The Bank of New York
Mellon (BNY Mellon) has been the depository bank for the GDR programme since 1 July 2013.
As of 31 December 2017, the scope of the depository receipts programme comprises 0.033% of the
Company’s authorised capital.
Key Features of the GDR Programme
Regulation S

Rule 144A

1 GDR: 500 shares

1 GDR: 500 shares

ISIN: US3133542015

ISIN: US3133541025

CUSIP: 313354201

CUSIP: 313354102

Price per 1 GDR as of 31.12.2017

USD 1.35

–

Amount of GDRs issued as of
31.12.2017

789,075 pc.

46,034 pc.

Proportion
International code

Details on the Company’s depositary receipts trading are available on our website in the “Investors /
Share Information / GDR Programme” section.
Current information on the GDR programme can also be accessed at the official website of the London
Stock Exchange at www.londonstockexchange.com under Federal Grid Company’s ticker symbol —
FEES.
Dividend Policy
Our dividend policy is based on a strict approach of balancing the interests of our shareholders and the
Company’s development needs, taking into account the necessity of increasing the Company’s capital-
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raising potential and capitalisation.
A resolution on dividend payments was adopted by the General Meeting of Shareholders, subject to a
recommendation made by the Board of Directors. Recommended dividend volume is assessed by the
Board of Directors based on the Company’s financial results and with due regard to the Federal Law No.
208-FZ of 26 December 1995, On Joint Stock Companies of December 1995, the executive order of the
Government of the Russian Federation No. 1094-р of 29 May 2017, and other laws and regulations of the
Russian Federation.
In accordance with Russian legislation, the Articles of Association of Federal Grid Company and the
Regulations on the Dividend Policy, the source for dividend payments is the Company’s net profit that is
determined on the basis of the Company’s annual accounting statements.
Upon results of 2017, the Company’s net profit for the reporting year under RAS amounted to RUB 42.4
billion. Taking into account the net profit for the period, the Company’s management will recommend that
the General Meeting of Shareholders should approve the payment of dividends for 2017. A resolution to
pay the dividends will be adopted by the Annual General Meeting of Shareholders of Federal Grid
Company in June 2018.

4. MARKET REVIEW
The main Russian macroeconomic indicators in 2017 markedly improved compared to 2016. GDP
increased by 1.5%. The average annual inflation in 2017 was 3.7%, significantly lower than in 2016
(7.1%). The decrease in inflation has a positive impact on the Company's financial position, since it leads
to a reduction in purchase costs growth as well as to a reduction in the Company’s cost of debt, due to
the significant share of floating coupon (CPI-linked) bonds in the overall debt portfolio .
Amount of electricity consumption within the boundaries of the UES for 2017 amounted to 1,040 billion
kWh, which is 1.27% more than in 2016. The trend of moderate growth will continue in the near future.
The expected average annual increase in electricity demand by UES of Russia in the period 2018-2024 is
2
not more than 1.24% . The average annual increase in the load is forecasted somewhat higher (1.48%).
PJSC FGC UES transfers electricity through the UNEG backbone grids and provides services for
connection to them. In addition to PJSC FGC UES, a number of services for transmission, distribution
and connection in the UNEG are provided by regional grid organizations of JSC Grid Company (Kazan),
LLC Bashkir Network Company, JSC RES (Novosibirsk), JSC Irkutsk Electric Grid company. The total
size of the transformer capacity at the substations of the high-voltage network of these organizations is
approximately 40 thousand MVA. These organisations do not compete directly with PJSC FGC UES, as
they operate within their service areas.
The infrastructural nature of the electric power industry as a whole and the electric grid in particular
causes a high dependence of the volume and content of FGC services on the general economic
conditions. Over the past five years, the volume of the FGC UES market for electricity transmission
services has stabilised and is determined by the low growth rates of electricity consumption, the
possibilities for optimizing consumption regimes and the development of distributed generation.
Electricity transmission is an infrastructural as well as natural monopoly type of business . The market of
goods and services related to natural monopoly, according to the legislation, falls under state regulation.
Tariffs for electricity transmission services in UNEG. FAS Russia sets tariffs on the basis of the return on
invested capital method (RAB-regulation). In order to establish tariffs for each year of the settlement
control period, the necessary gross revenue is determined by summing the return values, the return on
invested capital, and the amount of expenses necessary to provide electricity transmission services to the
UNEG. In order to avoid a sharp increase in tariffs, the RAB-regulation methodology provides a
smoothing mechanism, consisting in redistribution of the necessary gross revenue over the years
throughout the long-term regulatory period.
Growth of tariffs for grid services of FGC for 2017-2019 approved by the FAS of Russia: from 01 July
2017 they grew by 5.5%, which, taking into account the change in the volume of paid capacity,
corresponds to the growth of the necessary gross revenue by 3%. In the next two years, tariff growth will
lag behind the pace of forecast inflation.

2

According to the draft Scheme and the Development Program of the UES of Russia for 2017-2023.
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Tariffs for connection services. FAS of Russia defined two methods of payment for connection to
UNEG facilities: approval of an individual payment for a particular applicant (in case of need for
construction of electric grid facilities) and approval of a fee in the form of a formula using a standardised
tariff rate.

5. CORPORATE STRATEGY
FGC’s mission is to ensure the reliable functioning and development of the UNEG in correlation with
economic dynamics, and achieving higher economic efficiency at the lowest possible expense.
In its activities, FGC focuses on the following strategic goals and challenges:
Strategic Goals

Strategic Challenges

Reliability of energy supply
to customers



Maintain high levels of reliability of electricity transmission and grids
safety, reduce the undersupply of electricity.




Ensure the implementation of investment projects in due time.
Develop mechanisms for financing investments in the development
of UNEG to create the possibility of connection with non-tariff
sources.
Ensure timely development of the UNEG infrastructure in places of
"real" demand growth.
Introduce modern innovative technologies aimed at transforming the
power grid complex into an intellectual (actively-adaptive) core of the
technological infrastructure of the Russian electric power industry.

Development of the UNEG




Customer satisfaction




Economic efficiency






Financial sustainability

Introduce an economic model of connection, based on the balance of
interests and the fair distribution of risks between the applicant and
the grid company.
Increase the level of customer service for connection and
transmission of electricity.
Implement the investment program in conditions of tariff restrictions
with a decrease in specific investment costs by 30% by 2017
(relative to 2012) and the minimum reduction in physical indicators.
Reduce unit operating costs by 25% by 2017 (relative to 2012). At
the same time, measures to reduce costs should not adversely affect
the level of reliability and should not lead to increased costs in future
periods.
To use the program-target principle in the formation of investment
programs, in which the activities of investment programs aimed at
meeting the targets will be grouped and combined by quantitative
indicators reflecting the effect of the implementation of these
activities.

 Maintain the Company’s credit rating at the level of the sovereign
credit rating.
 Phase-by-stage consolidation of grid facilities belonging to the
UNEG.
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Long-Term Development Programme
The main areas of FGC’s strategic development are presented in the Long-Term Development
3
Programme, which was approved in 2014.
The Long-Term Programme is consistent with the targets and provisions of the Development Strategy for
4
the Russian Electric Grid Complex of the Russian Federation and the Methodological Guidelines on the
Drafting of Long-Term Development Programmes of the Russian Ministry of Economic Development
approved by the respective Federal executive authorities and by the Government of the Russian
Federation.
The Long-Term Programme takes into consideration risks that may affect the achievement of the FGC’s
strategic objectives and includes measures for risk minimisation.
The key results of the Long-Term Development Programme in 2017 were as follows:





maintenance of high reliability of electricity transmission and network security;
reduction of investment costs in the implementation of the investment program by 32.1%
(compared to 2012);
an increase in labor productivity by 14.8% by 2016;
reduction of the number of accidents at the Company's facilities by 18% and reduction of the
specific accident rate by 19% for each indicator in relation to 2016.

Risk Management System
The Risk Management System, being an element of internal control, is a set of mechanisms and tools
ensuring the availability of corresponding organisational structures and measures to develop, adopt,
monitor, revise and constantly improve risk management processes within FGC.
The Risk Management System of PJSC FGC UES has been established based on the generally
accepted conceptual frameworks for risk management that were developed by the Committee of
Sponsoring Organisations of the Treadway Commission – COSO ERM Enterprise Risk Management
Integrated Framework.
5

The Company’s Regulations on Risk Management has been developed by taking into account the best
Russian and international standards.
The Federal Grid Company determines risks that might have a material impact on the Company's
activities and are subject to priority management, ranking them by level of preferable risk.
The key risks can be divided into three groups in terms of relevance: critical, significant, moderate. None
of the revealed risks have been assessed as critical.
The following table provides the brief characteristics of the Company's significant risks and specifies the
relevance of risk dynamics in 2016 and 2017. In comparison with the risk assessment results of the
previous year, there were no significant risks with growing relevance.
Risk Description

Risk Assessment and Changes
in Risk Relevance 2016

Risk Assessment and Changes
in Risk Relevance 2017

Level: significant
Dynamics: without changes of
relevance

Level: moderate
Dynamics: reduction of relevance
The change in valuation is due
to the approval of tariffs for PJSC
FGC UES with an increase
compensating for a phased
transition to settlements with TCO
at the actual capacity.

Industry risks
Risks related to state tariff regulation

3
4

Approved by the resolution of the Board of Directors, minutes No. 243 of 22 December 2014.
Approved by the Directive of the Government of the Russian Federation No. 511-r of 3 April 2013.

5

Approved by the decision of the Board of Directors of 16 November 2015 (Minutes No. 291 of 19 November 2015), amended by
the decision of the Board of Directors of 12 December 2016 (Minutes No. 347 of 13 December 2016).
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6

Risks of connection

Level: significant

Level: significant

Dynamics: without changes of
relevance

Dynamics: without changes of
relevance

Country and regional risks
Risks related to the political and economic
situation in the country and in the region

Political factors
Level: moderate

Level: moderate

Dynamics: without changes of
relevance

Dynamics: without changes of
relevance

Economic factors
Level: significant

Level: significant

Dynamics: without changes of
relevance

Dynamics: without changes of
relevance

Level: significant

Level: significant

Dynamics: without changes of
relevance

Dynamics: without changes of
relevance

Interest rate risk
Currency exchange rate risk
Inflation risk
Risk of other expenses growth

Level: moderate

Level: moderate

Dynamics: reduction of relevance

Dynamics: without changes of
relevance

Risks of growth of overdue and
uncollectible accounts receivable

Level: significant

Level: significant

Dynamics: without changes of
relevance

Dynamics: without changes of
relevance

Risks related to changes in legislation and
regulation of areas of Company's activities

Level: moderate

Level: moderate

Dynamics: reduction of relevance

Dynamics: reduction of relevance

Risks of public law

Level: moderate

Level: moderate

Dynamics: without changes of
relevance

Dynamics: without changes of
relevance

Level: moderate

Level: moderate

Dynamics: without changes of
relevance

Dynamics: without changes of
relevance

Level: moderate

Level: moderate

Dynamics: without changes of
relevance

Dynamics: without changes of
relevance

Risks related to the geographical
characteristics of a country or a region,
including the increased risk of natural
disasters, possible termination of transport
communication
Financial risks

Legal risks

Reputation risk
Risk of loss of business reputation

Strategic risk
Strategic risk

6

Risks related to the untimely meeting of contractual obligations under contracts for connection, including deviation of the actual
quality level of the connection services from the level established during tariff regulation. The quality level is measured as per
Section 3 of Executive Order No. 718 dated 14 October 2013, issued by the Ministry of Energy, as the aggregate impact by the
quality parameters of reviewing applications for connection; execution of contract for connection, compliance with the antimonopoly
legislation and the quality of customer services.
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Risks related to the Company's activities
Level: moderate

Level: moderate

Dynamics: without changes of
relevance

Dynamics: without changes of
relevance

The risk of implementing the Import
Substitution Programme

Level: moderate

Level: moderate

Dynamics: reduction of relevance

Dynamics: without changes of
relevance

Operational and technological risk

Level: significant

Level: significant

Dynamics: without changes of
relevance

Dynamics: without changes of
relevance

Environmental risks

6. OPERATING ACTIVITIES
Electricity Transmission Services
The FGC's principal activity and source of revenue is the transmission of electricity via the Russian
Unified National Electric Grid (the UNEG).
According to Russian legislation, electricity transmission services via the UNEG are monopolistic
activities and are regulated by the Russian Government.
The price of electricity transmission services is determined by tariffs calculated by the commercial
operator of the wholesale electricity market (JSC ATS) and set by the Russian Federal Anti-Monopoly
Service. The main consumers of FGC transmission services are regional distribution companies,
distribution companies and large industrial enterprises.
In 2017, the revenue from electricity transmission services provided by the Company amounted to RUB
192.2 billion, according to IFRS consolidated financial statements. By the end of 2017, the electricity
supply to customers via the UNEG amounted to 547.4 billion kWh and increased by 1.26% as compared
to 2016. Electricity losses in UNEG amounted to 24.3 billion kWh in 2017, decreasing by 2.9% as
compared to 2016. The reduction in power losses is due to a change in the UNEG operation mode in
2017 due to a change in the mode of loading of power plants, redistribution of the load of service
consumers in the networks of PJSC FSK UES. In 2017, the Company continued the implementation of
the Energy Saving and Energy Efficiency Program for the period 2015-2019 (approved by the decision of
the Management Board, Extract No. 1326/2 of 4 August 2015). In 2017, the technological effect of
electricity losses reduction measures as a whole of FGC amounted to 58.6 million kWh.
We also note that the growth of customers, the total amount of the valid agreements on electricity
transmission via the UNEG, had increased by 22% up to 587 by the end of 2016.
Such a significant increase in the number of contracts is due to the implementation of measures for a new
connection to UNEG, as well as through the termination of the "last mile" mechanism in 16 regions of the
Russian Federation in accordance with Federal Law No. 308-FZ of 06 November 2013.
Until 01 August 2017 PJSC FGC UES acquired electric energy and capacity on the wholesale electricity
and capacity market (WECM) to compensate for actual losses in UNEG, except for losses recorded and
paid for by participants in the Wholesale Electricity Market at equilibrium prices.
From 01 August 2017 in accordance with the Russian Federation Government Resolution No. 810 of
7 July 2017, PJSC FGC UES acquires electric energy in the amount corresponding to the actual volume
of losses in the UNEG.
Amount of services in the backbone grid is determined by the amount of power that is supplied to
consumers of transmission services and the size of the power of power receiving devices connected to
the grid.
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Power paid by the consumers of services for the transfer of PJSC FGC UES to UNEG, GW
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In the reporting year, the amount of payable capacity averaged 87.6 GW, which is 0.7 GW less than in
2016 due to the gradual transition of subsidiaries and affiliates of PJSC Rosseti to actual capacity
calculations (in a number of regions capacity was reduced from 01 July 2017 ).
Details on the electricity transmission services provided by the Company are available on our website
www.fsk-ees.ru/eng/ in the Home / Customers / Electricity Transmission section.
Connection Services
Connection is one of the Company’s complex services that provides the connection of electricity
customers’ electricity receiving devices from power generation facilities and electric grid facilities to the
electric grid system of PJSC FGC UES. We provide connection services to new customers, as well as to
existing customers, who need to change the operation parameters of their energy facility.
The cost of connection is calculated on the basis of maximum capacity of connected electricity receiving
devices, with the application of a standard tariff rate set by the FAS of Russia for the current regulatory
period. The payment for connection under an individual project is approved separately by the FAS of
Russia for each applicant.
In the reporting year, the Company carried out connection for 271 agreements on connection, of which 17
large connections: three connections of power plant facilities and 14 connections of power consumers'
facilities.
FGC’s dynamics of the capacity for connections of consumers and power generation facilities, MW
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A significant increase in physical volumes in 2017 was caused by the complition of large-scale
technological connection projects: power units of Rostov NPP and Novovoronezh NPP-2, hydroelectric
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units of Nizhne-Bureyskaya HPP, Boguchanskaya HPP – and their documentary registration with signing
of Connection Acts.
Details on the electricity transmission services provided by the Company are available on our website
www.fsk-ees.ru/eng/ in the Home / Customers / Technological Connection section.
Improvement of the quality of the provided services
FGC’s increased responsibility in providing a sustainable and reliable supply of power is explained by the
varieties and peculiarities of Russia’s climate zones. We are aware of this great responsibility and we are
doing our utmost to ensure a continuous supply of electricity to our customers, without any failures and in
full compliance with all technical specifications.
In 2017 due to the introduction of new equipment, improvement of skills and professionalism of
maintenance personnel and other works, the specific accident rate at FGC facilities decreased by 19%,
the number of accidents by 18% compared to 2016. The number of staff errors has decreased almost
twofold, their share was less than 1% of the total number of accidents.
Specific accident rate
at the facilities of FGC UES
(units/1000 c.u.)
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Analysis of technological violations on transmission lines showed that 55% of all violations occurred due
to thunderstorms and other natural and climatic phenomena; 18% of all violations – due to the vital
activity of birds; another 10% was due to the impact of third parties and organisations.
The indicator of undersupply of electricity to consumers of services tends to stabilise within the mediumterm value. In 2017, the value of the indicator increased to 1,774 MWh (by 53%) compared to 2016. The
increase in the indicator is associated with an increase in the requirements for the composition of
technological violations that are taken into account when calculating reliability indicators under Order No.
1256 of the Ministry of Energy of Russia of 29 November 2016 and the corresponding order of PJSC
FGC UES No. 168 of 10 May 2017.
The actual value of the reliability level of the provided services, calculated as the ratio of the actual total
duration of all outage of transmission of electrical energy to consumers of services for the settlement
period of regulation (hour) to the maximum for the settlement period of regulation, to the number of points
of connection of consumers of services, was 0.009 (in 2016, the actual value of this indicator was 0.012).
Other Types of Activities
In addition to electricity transmission and connection services, the Company and its Subsidiaries (the
Group) carry out other types of activities:




Construction services: in H2 2015, the Group started providing the services for construction of
electric grid facilities in the Russian Federation. In 2017, these operations were continued.
Sales of electricity is carried out by the Group company JSC Mobile GTPP.
Other activities carried out by the Group companies (lease of property, maintenance and repair of
electric grids, communication services, design and survey) do not have a significant impact on
the Group's revenue (less than 1.5%).

These activities of the Company are classified as non-core ones.
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Key Production Indicators
Growth

Indicator

2017

2016

2017/2016, %

944

939

0.5

Total transmission grid length including rented lines, thousand
km

142.4

140.3

1.5

Electricity transmitted from the UNEG, bn kWh

547.4

540.5

1.26

Actual electricity losses, bn kWh

24.3

25.0

-2.9

Transformer capacity including rented substations, GVA

345.1

336.4

2.6

Capacity paid by consumers of transmission services to PJSC
FGC UES, GW

87.6

88.3

-0.7

7 8

Number of substations , units

7. DEVELOPMENT OUTLOOK
INVESTMENTS
The Сompany carries out construction of new and reconstruction of existing electric grid infrastructure
facilities. Particular attention is paid to modernisation and reliability upgrades to the Unified National
Electric Grid in order to ensure an uninterrupted supply of electricity to its customers.
When carrying out investment activities, the Company is guided by the principles of efficiency and
effectiveness of investments, matching investment objectives to the Company's strategic goals.
9

The Investment Programme of the Company for 2016–2020 was approved in 2016 and amended
10
in 2017 .
The previous version of Investment Programme for 2016–2020 was amended in relation to the financing
of facilities aimed at the development of electric grid infrastructure at the regions of Eastern Siberia and
the Far East, including expanding the capacity of the Baikal-Amur Mainline (BAM) and the Trans-Siberian
railway. Certain changes were related to the funding of projects aimed at external electricity supply to the
facilities of PJSC Gazprom during the construction of gas producing, gas transmitting and gas processing
capacities in the Far East Federal Area (part of the Power of Siberia complex project).

Major Approved Adjustments of the 2016–2020 Investment Programme of PJSC FGC UES
Scope of investment financing,
RUB bn

92.3

97.6

104.3

94.4

90.4

2016 2017 2018 2019 2020

7

The planned volume of capital
investments development (without Commissioning of fixed assets of
grid capacity in 2016-2020, RUB bn
the VAT), RUB bn
142.4
169.1
108.2
98.8
132.0
104.5
103.2
66.9
53.4
58.7

2016 2017 2018 2019 2020

2016 2017 2018 2019 2020

Including rented sites, as well as switchgears and units, at the substations of other owners.

8

Information on the number of substations and the length of power transmission lines of PJSC FGC UES according to the data of
the state registered ownership of PJSC FGC UES and other owners, including 0.4-110 kV voltage class facilities, but not including
power lines and substations of 10 kV and lower voltage class, accepted by PJSC FGC UES for free use and operating in the region
of the Krasnodar Territory.
9
Order of the Ministry of Energy of Russia No. 1432 of 28 December 2016.
10
Order of the Ministry of Energy of Russia No. 31 @ of 27 December 2017.
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Within the Company’s Investment Programme, it is planned to commission fixed assets in amount of 40.0
thousand of MVA capacity and 10.9 thousand km of transmission grid.
The total amount of planned investments for 2016-2020 comprises RUB 479.07 billion. The Investment
Programme for this period is supposed to be financed with the use of PJSC FGC UES’s own funds,
bonds, loans and federal budget resources. The Programme provides the even distribution of investment
costs over a 5-year period that enables the Company to maintain a balanced structure of its sources of
funding.
Implementation of the Investment Programme in 2017
Scope of investment financing, RUB bn
160
140
120
100
80
60
40
20
0

149.7

Capacity commissioning (under voltage)
15
10.79

90.86 85.89 90.69 95.61

104.30

10

9.52
5.69

5

3.69

3.12

2.32
0.66

4.07

0.42

0.8

0
2013
2013

2014

2015

2016

2017

2018
(plan)

2014
2015
2016
2017
Transformer capacity, thousand MVA
Transmission lines, thousand km

Capital investments in 2017 (in terms of financing), RUB mln

Our key investment projects for the next years are as follows:
●

Developing the electric grid infrastructure for the oil transportation system (Phase I and II of the
Eastern Siberia-Pacific Ocean pipeline).
● Improving access to the Krasnodar Territory electric grid’s infrastructure;
● Providing power supply via generating facilities;
● Developing electric grid infrastructure in the area of BAM and TransSib;
● Creating the electric power infrastructure for the Power of Siberia gas transportation system.
Detailed information on FGC’s investment activities is available on our official site, www.fsk-ees.ru/eng/,
in the Home / Operations / Investments section.
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INNOVATIONS
The Company's innovative priorities are set out in the Innovative Development Programme of PJSC FGC
11
UES for 2016–2020 with an outlook for 2025 .
The result of implementation of the Innovative Development Programme should be the creation of an
electric power system with an intelligent grid that differs from the existing grid with the presence of
innovative elements: automated power transmission control systems, active network elements with
variable parameters, a grid monitoring system, automated real-time systems to support the operation of
the power system within specified limits, as part of a unified system of analysis and decision making.
Introduction of digital technologies and platforms is a priority of innovative development of Federal Grid
Company.
In accordance with the Programme by 2025 all substations of FGC will be provided with digital
communication with the possibility of remote control from single centers.
The company implements the projects of the "Digital substation" - substation with the use of digital
measuring current and voltage transformers, relay protection and automation, control systems for highvoltage equipment. As of 31 December 2017, FGC UES has 125 digital substations of the 1st generation
(using part of the innovative equipment of the package "Digital substation"). Until 2025, 33 projects of
"Digital Substations" with a deeper degree of digitalization will be introduced, namely - the usage of
optical current transformers.
Also, one of the innovative activities of the Company is superconductivity, where a high-temperature
superconducting DC cable line (HTSC CL) is created. It is the first in Russia and the largest in the world.
HTSC CL transmits significant power with a minimum cross section, has greater bandwidth than
traditional cables. When the current passes through the superconductor, heat is not released, the
magnetic field is localised inside the cable, electricity losses are minimised, thereby it solves the main
problem of the grid.
In 2017, the stage of resource testing of HTSC CL was completed. In 2020 HTSC CL will be put into
operation in the power system of St. Petersburg and will connect two substations - 330 kV "Central" and
"RP-9".
The Innovative Development Programme provides for the carrying out of the R&D Programme of PJSC
FGC UES for 2016–2020, with a perspective up to 2025.
The R&D Programme is designed to ensure sustainable and long-term financing for development of new
technologies, equipment and tools within the Company's Investment Programme, to improve the
reliability, quality and energy efficiency of the electricity supply to customers via upgrading Russian UES
grids.
In 2017, in accordance with the Investment Programme, Federal Grid Company allocated RUB 0.52
billion for R&D financing (in 2016 – RUB 0.41 billion), which is about 0.2% of the Company's revenue.
Detailed information on FGC’s activities in the field of innovation is available on our official site www.fskees.ru/eng/ in the Home / Innovation section.

8. MOTIVATION POLICY FOR TOP MANAGEMENT
The remuneration system of the Company's executive bodies is stipulated by the Provision on
Employment Agreements and the Payment of Remuneration and Compensation to the Top Management
12
of PJSC FGC UES .
The remuneration is comprised of both fixed (salary) and variable (bonuses) components. The amount of
the bonus predominantly depends on the top managers’ achievement of their KPIs. The variable part is
comprised of quarterly and yearly bonuses (according to the results of the achieved quarterly and yearly
KPIs correspondingly). If any KPI is not achieved, all members of the Management Board’s bonuses,
including the Chairman of the Management Board, are reduced by a certain percent, depending on the
weight of the KPI.

11

Approved by the resolution of the Board of Directors of Federal Grid Company, Minutes No. 328 of 28 June 2016. The adjusted
Innovative Development Programme was approved by the resolution of the Board of Directors of Federal Grid Company, Minutes
No. 370 of 07 June 2017.
12
Approved by the Board of Directors, minutes No. 105 of 17 June 2010.
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The Board of Directors approves the Company's KPI targets (adjusted values) and reports on their
fulfilment, on the basis of which the bonuses are awarded to the Chairman and members of the
Management Board.
Total (aggregated) remuneration of members of the Management Board, Chairman of the
Management Board, RUB thousand
Type (element) of remuneration

2017
Fixed part of remuneration

Wages (official salary)
Fixed part of remuneration in total

112,220
112,220

Variable part of remuneration
Accrued bonuses in accordance with the employment contract
Other types of remuneration
Accrued severance allowances, compensations and other payments in connection with early
termination of powers
Variable part of remuneration in total
In total
Total remuneration

195,979
21,352
64
217,395
329,615

The dynamics of actual KPIs
Strategic goal

Reliability of energy supply to
customers

Infrastructure development

Customer satisfaction

KPI

2016
Actual KPI
value

Absence of
increase in
major
accidents

Q1, Q2, Q3, Q4 –
no increase

Absence of
increase in the
number of the
injured in
accidents
Meeting
commissioning
deadlines
Compliance
with the terms
of connection
Achieving the
level of
reliability of
services
provided
Consolidated
net debt /
EBITDA

Financial sustainability

Implementation
of the plan of
activities to
reduce
accounts
receivable

2017

2018

Target KPI

KPI
performance

Target KPI

No increase

Q1, Q2, Q3, Q4 –
no increase

No increase

Q1 – not
achieved
Q2 – not
achieved
Q3, Q4 – done

No increase

Q1 – done
Q2 – done
Q3 – not
achieved
Q4 – done

No increase

114%

≥ 90%

122%

≥ 90%

1.0

≤ 1.1

1.0

≤ 1.1

0.28

≤ 1.00

0.22

≤ 1.00

-----

Q1, Q2, Q3, Q4 ≤
3.0

-----

≥ 100.0 %

Q1 – 2,3;
Q2 – 2,1;
Q3 – 2,3;
Q4 – 2,3
Q1 – 198,6%;
Q2 – 151,4%;
Q3 – 122,4%;
Q4 – 100,5%.

Q1, Q2, Q3, Q4 ≤
3.0

≥ 100.0 %
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Economic efficiency

Q1 – 15,8%;
H1 – 14,1%;
9 months of the
reporting period –
9,6%;
annual value –
9,1%.

Actual value for
Q1, H1 and 9
months of the
reporting period ≥
0, annual value ≥
3.0%.

EBITDA

-----

Actual value for
Q1, H1 and 9
months of the
reporting period ≥
0, annual value ≥
5.3%.

Consolidated net cash flow

-----

≥ -6,394 RUB mln

20,581 RUB mln

≥ the planned
value of the IFRS

23%

≥3%

3.3%

≥ 2%

-----

done

done

done

Reducyion the unit
operating costs
Increase in capacity
utilization of electric grid
equipment

Power loss level

Reduction of specific
investment costs
Increase in labor
productivity
Efficiency of innovation
activities

done

done

done

In accordance
with the
approved
scenarios of the
BP

0.97

≤ 1.00

0.99

≤ 1.00

4,264 rubles /
person-hour

≥ 5.90%

14.77%

≥ 2.00%

107%

≥ 90%

-13

≥ 90%

13

The evaluation of the performance of the indicator can be carried out after approval of the assessment of the quality of the
implementation of the design and survey work of PJSC FGC UES at the next meeting of the Interdepartmental Working Group for
the Implementation of Innovation Development Priorities of the Presidium of the Council under the President of the Russian
Federation for Economic Modernisation and Innovative Development of Russia (until September 15, Order approved by the order of
the Government of the Russian Federation No. DМ-P36-7563, of 07 November 2015).
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9. FINANCIAL RESULTS
This report contains selected financial information, which has been derived from the Consolidated
Financial Statements of PJSC “FGC UES” (the “Company”) and its subsidiaries (the “Group”) as at and
for the year ended 31 December 2017, prepared in accordance with International Financial Reporting
Standards and its interpretations as adopted by the European Union (“IFRS as adopted by EU”). The
selected financial and operating data below should be read in conjunction with the Group’s consolidated
financial statements prepared in accordance with IFRS as adopted by EU.
Summary of results
For the year ended 31 December 2017 and 2016, the Group’s revenue amounted to RUR 242,186 million
and RUR 255,603 million, respectively. For the year ended 31 December 2017 the Group’s profit
amounted to RUR 72,650 million compared to RUR 68,382 million for the year ended 31 December 2016.
Consolidated Statement of Profit or Loss (IFRS)
Year ended

Year ended

31 December 2017

31 December 2016

242,186

255,603

6,405

6,039

(151,656)

(155,508)

(52)

11,868

(13,862)

(38,155)

Operating profit

83,021

79,847

Finance income

12,587

6,974

Finance costs

(4,501)

(8,010)

28

(327)

91,135

78,484

(18,485)

(10,102)

72,650

68,382

(in millions of roubles)
Revenues
Other operating income
Operating expenses
(Loss) / Gain on derecognition of subsidiary
Impairment and revaluation loss on property, plant and
equipment, net

Share of result of associates and joint venture
Profit before income tax
Income tax expense
Profit for the year
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Consolidated Statement of Financial Position (IFRS)
(in millions of roubles)
ASSETS
Non-current assets
Property, plant and equipment
Intangible assets
Investments in associates and joint ventures
Available-for-sale investments
Deferred income tax assets
Long-term accounts receivable
Other non-current assets
Total non-current assets

31 December 2017

31 December 2016

934,417
6,303
1,136
67,403
55
69,350
960
1,079,624

846,695
7,320
1,160
76,537
14
45,145
1,853
978,724

42,535
45,437
211

Current assets
Cash and cash equivalents
Bank deposits
Accounts receivable and prepayments
Income tax prepayments
Inventories
Other current assets
Total current assets
TOTAL ASSETS

15,907
111
104,201
1,183,825

44,404
450
58,187
305
14,900
140
118,386
1,097,110

EQUITY AND LIABILITIES
Equity
Share capital: Ordinary shares
Treasury shares
Share premium
Reserves
Accumulated deficit
Equity attributable to shareholders of FGC UES
Non-controlling interest
Total equity

637,333
(4,719)
10,501
302,099
(144,118)
801,096
672
801,768

637,333
(4,719)
10,501
281,759
(198,273)
726,601
1,816
728,417

36,030
233,862
14,864
966
7,617
293,339

25,433

Non-current liabilities
Deferred income tax liabilities
Non-current debt
Long-term accounts payable
Deferred income
Retirement benefit obligations
Total non-current liabilities
Current liabilities
Accounts payable to shareholders of FGC UES
Current debt and current portion of non-current debt
Accounts payable and accrued charges
Income tax payable
Total current liabilities
Total liabilities
TOTAL EQUITY AND LIABILITIES

146
23,988
60,925
3,659
88,718
382,057
1,183,825

236,954
919
5,959
269,265
73
29,660
62,059
7,636
99,428
368,693
1,097,110
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Consolidated Statement of Cash Flows (IFRS)
(in millions of roubles)
CASH FLOWS FROM OPERATING ACTIVITIES:
Profit before income tax
Adjustments to reconcile profit before income tax to net cash
provided by operations
Depreciation of property, plant and equipment
Loss / (gain) on disposal of property, plant and equipment
Amortisation of intangible assets
Impairment and revaluation loss on property, plant and
equipment, net
Loss / (gain) on derecognition of subsidiary
Share of result of associates
(Reversal) / accrual of allowance for doubtful debtors
(Reversal) / accrual of other provision for liabilities and charges
Finance income
Finance costs
Other non-cash operating income
Operating cash flows before working capital changes and
income tax paid
Working capital changes:
Increase in accounts receivable and prepayments
(Increase) / decrease in inventories
Decrease / (increase) in other non-current and current assets
Increase in accounts payable and accrued charges
Decrease in retirement benefit obligations
Income tax paid
Net cash generated by operating activities
CASH FLOWS FROM INVESTING ACTIVITIES:
Purchase of property, plant and equipment
Proceeds from disposal of property, plant and equipment
Purchase of intangible assets
Redemption of promissory notes
Investment in bank deposits
Redemption of bank deposits
Dividends received
Loans given
Repayment of loans given
Purchase of subsidiary
Sale of subsidiary
Interest received
Net cash used in investing activities
CASH FLOWS FROM FINANCING ACTIVITIES:
Proceeds from current and non-current borrowings
Repayment of current and non-current borrowings
Repayment of lease
Dividends paid
Interest paid
Increase in ownership in subsidiary
Government grants
Net cash used in financing activities
Net (decrease) / increase in cash and cash equivalents
Cash and cash equivalents at the beginning of the year
Cash and cash equivalents at the end of the year

Year ended
31 December 2017

Year ended
31 December
2016

91,135

78,484

44,752
920
1,220

39,397
(72)
1,330

13,862

38,155

52
(28)
(3,813)
(1,320)
(12,587)
4,501
(241)

(11,868)
327
2,666
2,502
(6,974)
8,010
(39)

138,453

151,918

(3,959)
(1,007)
719
3,844
(48)
(17,235)
120,767

(43,273)
1,144
(69)
7,375
(511)
(5,108)
111,476

(86,970)
1,446
(1,011)
10
(9,566)
10,016
2,579
(1)
1,002
5,959
(76,536)

(78,872)
4,864
(898)
206
(5,257)
35,085
353
(18)
(4)
14
6,569
(37,958)

16,074
(23,795)
(149)
(19,354)
(18,164)
(817)
105
(46,100)
(1,869)
44,404
42,535

10,516
(23,172)
(150)
(16,751)
(27,733)
(57,290)
16,228
28,176
44,404
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Non-IFRS Financial Information

(in millions of roubles, except for margins and
ratios in %)
(1)
EBITDA
(2)
EBITDA margin
(3)
Adjusted EBITDA
(2)
Adjusted EBITDA margin
(4)
Adjusted operating profit
(2)
Adjusted operating profit margin
(5)
Adjusted profit for the year
(6)
Return on assets
(7)
Return on equity

Year ended
31 December 2017
129,021
53.3%
126,196
52.1%
96,935
40.0%
83,792
7.3%
11.0%

Year ended
31 December 2016
120,247
47.0%
116,660
45.6%
106,134
41.5%
86,645
8.3%
12.9%

(1) EBITDA represents profit for the year before income tax, finance income and costs, depreciation and
amortisation;
(2) Margins are calculated as EBITDA, adjusted EBITDA and adjusted operating profit divided by the total
revenue for the year;
(3) Adjusted EBITDA is calculated as EBITDA adjusted to exclude impairment and revaluation loss on
property, plant and equipment, loss / (gain) on derecognition of subsidiary, revenue from connection
services, (reversal) / accrual of allowance for doubtful debtors (without the effect of impairment measured
as difference between the carrying value of accounts receivable and the present value of estimated future
cash flows), and to include finance income except for income from discounting of long-term accounts
payable and income from unwind of discount of accounts receivable;
(4) Adjusted operating profit is calculated as operating profit adjusted for impairment and revaluation loss
on property, plant and equipment and loss / (gain) on derecognition of subsidiary;
(5) Adjusted profit for the year is calculated as profit for the year adjusted for impairment and revaluation
loss on property, plant and equipment, loss / (gain) on derecognition of subsidiary, including respective
deferred income tax;
(6) Return on assets is calculated as adjusted profit for the year divided by the average total assets for
the year;
(7) Return on equity is calculated as adjusted profit for the year divided by the average total equity for the
respective year.
The indicators presented above are not financial performance measures that are required by, or
presented in accordance with IFRS. Accordingly, they should not be considered as alternatives to profit
for the year as a measure of operating performance or to cash flows from operating activities as a liquidity
measure. The Group’s calculation of these ratios may be different from calculations used by other
companies and therefore comparability may be limited. The Group believes that EBITDA and Adjusted
EBITDA provide useful information to investors, because they are indicators of the strength and
performance of its ongoing business operations and indicators of its ability to fund discretionary spending,
such as: capital expenditures, the acquisition of subsidiaries and other investments and its ability to incur
and service debt. While depreciation and amortisation are considered operating costs under IFRS, these
expenses primarily represent non-cash current year allocations of costs associated with long-lived assets
that have been acquired or constructed in prior periods.

Adjusted profit for the year
Adjusted profit for the year is used to calculate the return on assets and the return on equity indicators.
Profit for the year was adjusted for impairment and revaluation loss on property, plant and equipment,
loss / (gain) on derecognition of subsidiary, including respective deferred income tax.
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The following table sets forth a reconciliation of adjusted profit for the year to profit for the periods
indicated.
Year ended
31 December 2017
(in millions of roubles)
Profit for the year
Adjustments to profit for the year:
Revaluation loss and impairment of PPE
Loss / (gain) on derecognition of subsidiary
Deferred income tax on adjustments
Adjusted profit for the year

72,650

Year ended
31 December
2016
68,382

13,862
52
(2 772)
83,792

38,155
(11,868)
(8,024)
86,645

EBITDA and Adjusted EBITDA
EBITDA represents profit for the year before income tax, finance income and costs, depreciation and
amortisation. Adjusted EBITDA represents EBITDA adjusted to exclude impairment and revaluation loss
on property, plant and equipment, loss / (gain) on derecognition of subsidiary, revenue from connection
services, (reversal) / accrual of allowance for doubtful debtors (without the effect of impairment measured
as difference between the carrying value of accounts receivable and the present value of estimated future
cash flows), and to include finance income except for income from discounting of long-term accounts
payable and income from unwind of discount of accounts receivable.
The following table sets forth a reconciliation of profit for the year to EBITDA and adjusted EBITDA for the
periods indicated.

(in millions of roubles)
Profit before income tax
Add back:
Finance income
Finance costs
Depreciation and amortisation
EBITDA
Adjustments to EBITDA:
Revenue from connection services
Revaluation loss and impairment of property, plant and
equipment
Allowance for doubtful debtors
Loss / (gain) on derecognition of subsidiary
Add back:
Finance income, except for
Income from discounting of long-term accounts payable
Unwind of discount of accounts receivable
Adjusted EBITDA

Year ended
31 December
2017
91,135

Year ended
31 December
2016
78,484

(12,587)
4,501
45,972
129,021

(6,974)
8,010
40,727
120,247

(19,400)

(39,088)

13,862
(5,137)
52

38,155
2,240
(11,868)

12,587

6,974

(346)
(4,443)
126,196

116,660
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Liquidity ratios and other measures
Year ended
31 December 2017
1.18
0.48
0.68
215,305

(in millions of roubles, except ratios)
(1)
Current liquidity ratio
(2)
Cash liquidity ratio
Total equity/Total assets ratio
(3)
Net debt

Year ended
31 December 2016
1.19
0.45
0.66
221,750

(1) Current liquidity ratio is calculated as total current assets divided by total current liabilities net of
accounts payable to shareholders of FGC UES;
(2) The cash liquidity ratio is calculated as a sum of cash and cash equivalents, short-term bank deposits
and short-term promissory notes divided by total current liabilities net of accounts payable to
shareholders of FGC UES;
(3) Net debt represents non-current and current debt reduced by cash and cash equivalents, short-term
bank deposits and short-term promissory notes.
Revenue
The Group's revenue is derived primarily from the provision of electricity transmission services. Changes
in this type of revenue are primarily dependent on changes in tariffs set by the Federal Antimonopoly
Service on tariffs (FAS) and volumes of electricity transmitted during the year. The Group also earns
revenue from the sale of electricity to the third parties at the wholesale of electricity and capacity market,
services of connection of electricity producers to power grids and services rendered under transmission
facilities construction contracts.
The Group's revenue decreased by RUR 13,417 million, or 5.2%, from RUR 255,603 million for the year
ended 31 December 2016 to RUR 242,186 million for the year ended 31 December 2017.
The table below sets out the Group's revenue for the periods indicated.

(in millions of roubles
except for
percentages)
Transmission fee
Connection services
Construction services
Electricity sales
Other revenues
Total revenues

Year
ended
31
December
2017
192,243
19,400
19,051
8,197
3,295
242,186

Percentag
e of total
revenue

79.4%
8.0%
7.9%
3.4%
1.3%
100.0%

Year
ended
31
December
2016
170,189
39,088
21,320
22,093
2,913
255,603

Percentag
e of total
revenue

66.6%
15.3%
8.3%
8.6%
1.2%
100%

Percentage change
between the Year
ended
31 December 2017
and 2016
13.0%
-50.4%
-10.6%
-62.9%
13.1%
-5.2%

Transmission fee
The Group's revenue from electricity transmission services increased by RUR 22,054 million, or 13.0%,
from RUR 170,189 million for the year ended 31 December 2016 to RUR 192,243 million for the year
ended 31 December 2017. The increase was caused by the growth of tariffs by 7.5% since 1 July 2016
and by 5.5% since 1 July 2017. Additionally, revenue increased due to the change in the tariff related to
compensation for losses since 1 August 2017 which led to the growth of revenue from losses by almost
twice in the year ended 31 December 2017 compared to the year ended 31 December 2016.
Connection services
The Group's revenue from connection services decreased by RUR 19,668 million, or 50.4%, from
RUR 39,088 million for the year ended 31 December 2016 to RUR 19,400 million for the year ended
31 December 2017. The decrease was in accordance with services schedule based on consumers’
requests.
Construction services
The Group's revenue from construction services decreased by RUR 2,269 million, or 10.6%, from
RUR 21,320 million for the year ended 31 December 2016 to RUR 19,051 million for the year ended 31
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December 2017. The decrease is due to the fact that the major volume of services was completed by the
end of 2016, this was offset by the new construction contracts concluded.
Electricity sales
The Group's revenue from electricity sales decreased by RUR 13,896 million, or 62.9%, from RUR 22,093
million for the year ended 31 December 2016 to RUR 8,197 million for the year ended 31 December 2017
as a result of termination of electricity sales by the Group company JSC “APBE” and decrease in volume
of electricity sold by JSC “MGTES”.
Other revenues
The Group's other revenues increased by RUR 382 million, or 13.1%, from RUR 2,913 million for the year
ended 31 December 2016 to RUR 3,295 million for the year ended 31 December 2017. Other revenues
include rental income, grids repair and maintenance services, communication services, design works and
research and development services.
Other operating income
Other operating income primarily includes income from non-core activities and other one-off items. The
Group's other operating income increased by RUR 366 million, or 6.1%, from RUR 6,039 million for
the year ended 31 December 2016 to RUR 6,405 million for the year ended 31 December 2017 mainly
due to increase of income from insurance compensation.
Operating expenses
The table below sets out the Group's operating expenses for the periods indicated.

(in millions of roubles except
for percentages)
Depreciation of property, plant
and equipment
Employee benefit expenses
and payroll taxes
Purchased electricity for
production needs
Subcontract works for
construction contracts
Property tax
Fuel for mobile gas-turbine
electricity plants
Materials for construction
contracts
Electricity transit
Loss / (gain) on disposal of
property, plant and equipment
Movement in provision for legal
claims
(Reversal)/accrual of
allowance for doubtful debtors
Other expenses
Total operating expenses

Year ended
31
December
2017

Percentag
e of total
operating
expenses

Year ended
31
December
2016

Percentag
e of total
operating
expenses

Percentage
change
between the
year ended
31 December
2017 and
2016

44,752

29.5%

39,397

25.3%

13.6%

28,372

18.7%

26,782

17.2%

5.9%

24,289

16.0%

25,967

16.7%

-6.5%

12,626

8.3%

11,779

7.6%

7.2%

10,798

7.1%

9,056

5.8%

19.2%

6,364

4.2%

7,817

5.0%

-18.6%

5,454

3.6%

8,090

5.2%

-32.6%

1,109

0.7%

2,295

1.5%

-51.7%

920

0.6%

(72)

0.0%

-1 377.8%

(1,320)

-0.9%

2,502

1.6%

-152.8%

(3,813)

-2.5%

2,666

1.7%

-243.0%

22,105
151,656

14.7%
100.0%

19,229
155,508

12.4%
100.0%

15.0%
-2.5%

Depreciation of property, plant and equipment
The Group’s depreciation for property, plant and equipment increased by RUR 5,355 million or 13.6%
from RUR 39,397 million for the year ended 31 December 2016 to RUR 44,752 million for the year ended
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31 December 2017. This was caused by the revaluation increase recognised in respect of Buildings and
Substations as a result of revaluation of property, plant and equipment held as at 31 December 2016.
Employee benefit expenses and payroll taxes
The Group’s employee benefit expenses and payroll taxes slightly increased by RUR 1,590 million or
5.9% from RUR 26,782 million for the year ended 31 December 2016 to RUR 28,372 million for the year
ended 31 December 2017 as a result of indexation of employees’ salaries since 1 July 2017.
Purchased electricity
The Group’s expenses for purchase of electricity for production needs decreased by RUR 1,678 million or
6.5% from RUR 25,967 million for the year ended 31 December 2016 to RUR 24,289 million for the year
ended 31 December 2017, as a result of decrease of volumes of electricity purchased and sold (in line
with electricity sales revenue decrease). This decrease was offset by the increase in the amount of
purchased electricity due to the change in technological losses compensation process (in line with the
transmission revenue increase).
Subcontract works and materials for construction contracts
The Group's expenses for subcontract works and materials for construction contracts decreased by RUR
1,789 million, or 9.0%, from RUR 19,869 million for the year ended 31 December 2016 to RUR 18,080
million for the year ended 31 December 2017 due to the fact that the major volume of services was
completed by the end of 2016.
Property tax
The Group's property tax increased by RUR 1,742 million, or 19.2%, from RUR 9,056 million for the year
ended 31 December 2016 to RUR 10,798 million for the year ended 31 December 2017 mainly due to the
gradual abolition of tax benefit for power transmission grids.
Fuel for mobile gas-turbine electricity plants
The Group’s expenses for the purchase of fuel for mobile gas-turbine electricity plants decreased by RUR
1,453 million, or 18.6%, from RUR 7,817 million for the year ended 31 December 2016 to
RUR 6,364 million for the year ended 31 December 2017 as a result of decrease in volumes of electricity
generated and sold by JSC “MGTES”.
Electricity transit
The Group's electricity transit expenses decreased by RUR 1,186 million, or 51.7%, from
RUR 2,295 million for the year ended 31 December 2016 to RUR 1,109 million for the year ended 31
December 2017, which was caused by the depreciation of Kazakh tenge and decrease in volumes of
electricity transmitted through the territory of foreign states.
Loss / (gain) on disposal of property, plant and equipment
During the year ended 31 December 2017, the Group recognised loss on disposal of PPE in the amount
of RUR 920 million in relation to the sale of PPE and write-off of PPE as a result of stock take. During the
year ended 31 December 2016, the Group sold assets related to non-core activities that resulted in gain
on disposal of assets of RUR 72 million.
Movement in provision for legal claims
As at 31 December 2017 Group reversed previously recognised provisions for legal claims due to new
legal practice formed during 2017 that affected assessment of probability of final decision being issued by
Court in favour of counterparties being lower that initially concerned. As at 31 December 2016 the Group
accrued provision for claims made by suppliers of property, plant and equipment and other counterparties
based on expectation of future economic benefits outflows.
(Reversal)/accrual of allowance for doubtful debtors
As a result of concluding restructuring agreements for overdue accounts receivables in 2016-2017 and
analysis of recoverability of debt, the Group recognised a net reversal of the allowance for doubtful
debtors in the amount of RUR 3,813 million for the year ended 31 December 2017. The Group
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recognised a net accrual of the allowance for doubtful debtors in the amount of RUR 2,666 million for the
year ended 31 December 2016.
Other expenses
The Group's other expenses increased by RUR 2,876 million, or 15.0%, from RUR 19,229 million for the
year ended 31 December 2016 to RUR 22,105 million for the year ended 31 December 2017. Other
expenses are mainly represented by rent expense, expenses for materials for repair and other materials,
expenses for business trips and transportation, repairs and maintenance of equipment, consulting, legal,
auditing, security and other services.
Finance income
Finance income includes interest income from investments in bank deposits, dividend income and unwind
of discount of accounts receivable. Finance income increased by RUR 5,613 million, or 80.5%, from RUR
6,974 million for the year ended 31 December 2016 to RUR 12,587 million for the year ended 31
December 2017. The increase was due to dividend income recognised in the amount of
RUR 2,579 million and unwind of discount of accounts receivable recognised in the amount of
RUR 4,443 million.
Finance costs
Finance costs decreased by RUR 3,509 million, or 43.8%, from RUR 8,010 million for the year ended 31
December 2016 to RUR 4,501 million for year ended 31 December 2017. The decrease was primarily
attributable to decrease of weighted average interest rate paid on the bonds with floating rates linked to
Consumer Price Index. The average interest rate decreased by 4.70 percentage points from 10.22% in
2016 to 5.52% in 2017.
(Loss) / gain on derecognition of subsidiary
On 29 June 2016 the Commercial Court of the Republic of Chechnya declared OJSC “Nurenergo”, the
subsidiary of FGC UES, bankrupt and appointed an external bankruptcy manager. In accordance with
Russian legislation on insolvency (bankruptcy), since the date a debtor is declared bankrupt, the power of
all executive bodies of a debtor is terminated and transferred to a bankruptcy manager. Due to this fact
FGC UES lost the right to direct relevant activities of the subsidiary and, therefore, lost control over the
entity. As a result the Group derecognized the assets and liabilities of the OJSC “Nurenergo” as at 31
December 2016 and recognized gain amounted to RR 11,868 million for the year ended 31 December
2016.
On 27 January 2017, the North-Caucasian District State Commercial Court (the Court of Cassation)
overturned the Court Ruling and sent the case to the Court of First Instance for re-trial. The Group
analysed all the facts and conditions and concluded that the control over the subsidiary was regained
from 27 January 2017.The Group recognized the assets and liabilities of the OJSC “Nurenergo” in its
condensed consolidated interim financial statements.
On 27 October 2017 the Commercial Court of the Republic of Chechnya declared OJSC “Nurenergo”
bankrupt and appointed an external bankruptcy manager. As at 31 December 2017 the Group analysed
all the facts and conditions and concluded that the control over the subsidiary was lost on that date and
derecognized the assets and liabilities of the OJSC “Nurenergo”
The net effect of those transactions amounted to the loss of RR 52 million was recognized in the
consolidated statement of profit or loss and other comprehensive income for the year ended
31 December 2017.
Impairment and revaluation loss on property, plant and equipment, net
Impairment and net revaluation loss on property, plant and equipment decreased by RUR 24,293 million
from RUR 38,155 million for the year ended 31 December 2016 to RUR 13,862 million for the year ended
31 December 2017.
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Income tax expenses
The Group recognised an income tax expense in the amount of RUR 18,485 million for the year ended
31 December 2017 and RUR 10,102 million for the year ended 31 December 2016. The effective tax
rate increased from 12.9% to 20.3%. The increase in effective tax rate was mainly due to non-taxable
income relating to derecognition of subsidiary accrued for the year ended 31 December 2016.
Profit for the year
As a result of the above-mentioned factors, the Group recognised profit in the amount of RUR 72,650
million for the year ended 31 December 2017 compared to RUR 68,382 million for the year ended
31 December 2016.

Capital resources
The electricity transmission business is capital-intensive and many of the Group’s facilities are subject to
long term usage and require regular maintenance and upgrades. Expenditures to maintain, expand and
increase the efficiency and size of the transmission grid are, accordingly, an important priority and have a
significant effect on the Group’s cash flows and future operating results.
The table below sets out total additions to property, plant and equipment and repair and maintenance
expenditures for the periods indicated.

(in millions of roubles)
Total addition to property, plant and equipment
Repairs and maintenance expenditure

Year ended
31 December 2017
111,733
2,587

Year ended
31 December 2016
93,645
2,039

Liquidity
The Group’s primary sources of liquidity are cash generated via operating activities, debt and equity
financing. Future requirements for the Group’s business needs, including those to fund additional capital
expenditures in accordance with its business strategy, are expected to be financed by a combination of
cash flows generated by the Group’s operating activities, as well as external financing sources and funds
from the Russian Government.
The table below summarizes the Group’s cash flows for the periods indicated.
Year ended
(in millions of roubles)
31 December 2017
120,767
Net cash generated by operating activities
(76,536)
Net cash used in investing activities
(46,100)
Net cash used in financing activities
(1,869)
Net (decrease) / increase in cash and cash equivalents
Cash and cash equivalents at the beginning of the
44,404
year
42,535
Cash and cash equivalents at the end of the year

Year ended
31 December 2016
111,476
(37,958)
(57,290)
16,228
28,176
44,404

Net cash generated by operating activities
Net cash generated by the Group’s operating activities increased by RUR 9,291 million, or 8.3%, from
RUR 111,476 million for the year ended 31 December 2016 to RUR 120,767 million for the year ended 31
December 2017 which was due to the work performed in relation to collection of accounts receivable that
was partially offset by income tax payments.
Net cash used in investing activities
Net cash used in the Group’s investing activities increased by RUR 38,578 million, or 101.6%, from
RUR 37,958 million for the year ended 31 December 2016 to RUR 76,536 million for the year ended 31
December 2017. This was mainly caused by the decrease in the net effect of investment in and
redemption of bank deposits by RUR 29,378 million from RUR 29,828 million for the year ended 31
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December 2016 to RUR 450 million for the year ended 31 December 2017 and the increase in purchase
of property, plant and equipment.
Net cash used in financing activities
Net cash outflow from financing activities of the Group decreased by RUR 11,190 million, or 19.5%, from
RUR 57,290 million for the year ended 31 December 2016 to RUR 46,100 million for the year ended 31
December 2017. This was mainly caused by the decrease in the amount of interest paid in the 2017.
Debt
As at 31 December 2017, the Group’s total debt amounted to RUR 257,850 million as compared to
RUR 266,614 million as at 31 December 2016.
The following table sets out the Group’s current debt and non-current debt for the periods indicated.
31 December 2017
31 December 2016
(in millions of roubles)
23,988
29,660
Total current debt and current portion of non-current debt
233,862
236,954
Total non-current debt
257,850
266,614
Total debt
215,305
221,750
Net debt
The key reasons for the decrease of the Group’s debt relates to a redemption of bond series 9, 11 and 21
in the total amount RUR 23,392 million for the year ended 31 December 2017 that was partly
compensated by the new issues of bonds series BO-03 and BO-04 in the total amount RUR 16,000
million for the year ended 31 December 2017.

Credit Ratings
In 2017, three international agencies improved the outlook for the Company's global scale ratings: from
"Stable" to "Positive" (Standard & Poor's and Fitch Ratings) and from "Negative" to "Stable" (Moody's). It
was caused by a similar revision of forecasts for sovereign ratings of the Russian Federation.
Rating agencies highly appreciate the financial stability of the Company. The ratings of stand-alone
(excluding external support factors) credit profile, assigned by Moody's and Standard & Poor's as of 31
December 2017, are at Ba1 / BB + levels, which correspond to the level of the sovereign rating.

Credit Ratings of PJSC FGC UES as of 31 December 2017
Rating agency
Standard & Poor’s
Moody’s
Fitch Ratings Ltd
ACRA

14
15

International scale
Rating
Forecast
14
BB+
Positive
15
Stable
Ba1
BBBPositive
-

National scale
Rating
Forecast
Withdrawn
Withdrawn
Withdrawn
ААА(RU)
Stable

Rating date
17.05.2017
07.12.2017
28.09.2017
28.11.2017

as of 27 February 2018, rating changed to ВВВ-, forecast changed to Stable
as of 29 January2018, forecast changed to Stable.
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