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1. ABOUT THE COMPANY
Public Joint Stock Company Federal Grid Company of Unified Energy System (hereinafter, "PJSC FGC
UES", "FGC", the "Company") was established in 2002 in the course of reforming the Russian power
sector. The Company’s key activities are:



electricity transmission through a transmission network;
technological connection services.

We are included in the list of strategically important companies for Russia’s industrial development.
As a result of our 16-year effective work, we have become one of Russia’s largest power sector
companies by market capitalisation, and also one of the leading blue chips issuer on the Russian stock
market.
More than 22.1 thousand employees ensure sustainable and efficient operation of 145.9 thousand
1
1
kilometres of electricity transmission lines and 958 substations in 79 regions of Russia.
As of 31 December 2018, Federal Grid Company has 45 regional branches, including:




8 MPS branches (Transmission Network);
36 EMPS branches (Transmission Network Companies);
1 Bely Rast Special Production Plant branch.

You can find more information on the Company’s structure and history at our corporate website www.fskees.ru/eng/, in the About Us/About Company section.

2. CORPORATE GOVERNANCE
With a focus on long-term goals, we ensure advanced transparency of our activities, social responsibility,
environmental protection, workplace safety and social protection of our employees.
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
Russian Corporate Governance Code (CGC). As a company with global depositary receipts traded at
London Stock Exchange, Federal Grid Company complies with the applicable requirements of the
Corporate Governance Code.

the
the
the
UK

The Company’s supreme governing body is the General Meeting of Shareholders. The Board of
Directors, elected by the General Meeting of Shareholders, manages the strategy and supervises
operations of the Company's executive bodies, who are also accountable to the General Meeting of
Shareholders. Current activities of the Company are managed by the 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 further development of the Unified
National Electric Grid (UNEG) 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 making recommendations to the Board of Directors on the matters of its
competence include: Audit Committee, HR and Remuneration Committee, Strategy Committee and
Investment Committee.
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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 transmission lines and SS of 10 kV and lower, accepted by PJSC FGC UES for free use and operating in the territory of the
Krasnodar Territory.
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Corporate management system of PJSC FGC UES is developed in accordance with the principles and
recommendations of the national Corporate Governance Code, 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, the candidates to the
Company's governance bodies shall meet the basic requirements to their knowledge, experience, skills
and business qualities. CGC does not provide any recommendations on gender, age or other diversity of
members of the governing bodies. Therefore, these approaches are not formalised in the form of policies
or other local regulations in the Company.
To protect the interests of our shareholders, we have effective external and internal control systems in
place. The external control is performed by the independent auditor.
In 2018, the Company continued to improve its corporate governance system. In particular, we secured
the possibility for shareholders to participate in voting at the General Meeting of Shareholders of the
Company by electronic means. Amendments to the Regulation on the Company's Dividend Policy were
introduced. In it, the dividend amount was fixed to no less than 50% of the adjusted net profit determined
according to the financial statements under RAS or IFRS.
Federal Grid Company is continuously monitoring the relevance of internal and administrative documents,
and their improvement in accordance with the applicable requirements of the current corporate
governance practices.
Particular attention was paid to internal control and risk management. The Risk Identification Procedure in
PJSC FGC UES was developed and approved, recommendations on the assessment of the effectiveness
of the risk management activities were issued, the Regulation on the Internal Control Process of PJSC
FGC UES was approved. In order to further develop activities to prevent corruption, the Methodological
Recommendations on Corruption Risks Assessment in PJSC FGC UES were approved, the List of
Corruption Risks of PJSC FGC UES was updated.
The Company continues to further improve its corporate governance, taking into account changes in the
external environment and development of Russian and international corporate governance practices.
More information on the Company’s corporate governance is available at our website www.fskees.ru/eng/ in the Investors/Corporate Governance section.

3. SHARE CAPITAL
As of 31 December 2018, the authorised capital of PJSC FGC UES amounted to RUB 637,332,661,531
and 50 kopecks divided into 1,274,665,323,063 ordinary shares with a nominal value of 50 kopecks each.
In accordance with the PJSC FGC UES 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 RUB 36,070,250,384. Authorised ordinary shares have the same rights as outstanding
ordinary shares.
In 2018, FGC didn't issue or place additional shares. Preferred shares were not placed.
In the reported period there were no significant changes in the structure of our share capital. Currently,
FGC 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 (Rosimushchestvo), owns 0.59% of the Company’s authorised capital.
Since June 2013, a shareholders agreement between PJSC Rosseti and Rosimushchestvo regarding
managing and voting PJSC FGC UES shares was concluded. The agreement covers all voting shares of
PJSC FGC UES held or to be purchased in the future by the parties.
By the end of 2018, the Company's free-float shares amounted to 18.2%. Institutional investors are the
key minority shareholders; the share of retail investors amounts to about 3.5 %.
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PJSC FGC UES' share capital structure as of 31 December 2018
13.76%
PJSC Rosseti
6.12%
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 PJSC FGC UES management is not aware of investors owning more than 5% of the Company’s share capital other than those
indicated above.

As of the end of 2018, foreign institutional investors, including major global funds with total assets under
management exceeding USD 1 billion, amounted to over 50% of our free-float shares. By the end of
2018, the funds and investment mandates, managed by Prosperity Capital Management Ltd, are the
2
largest foreign shareholders of FGC (3.4 % of the authorised capital) .
Over 75% of FGC shares, held by non-residents, is accumulated in funds and managing companies,
followed far behind by sovereign funds (13%), banks and trusts (5%), brokers (3%), funds of pension and
insurance companies (2%) 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. Foreign investors also include the
companies focused on various index solutions.
More information on the Company’s share capital structure and dynamics is available at our website
www.fsk-ees.ru/eng/ in the Investors/Share Information section.
Market quotations for FGC shares in 2018
FGC shares are included in the quotation list of Level 1 of the Moscow Exchange and are also included in
the calculation base of key domestic indices (MICEX Index: code IMOEX , Broad Market Index: sector
index MOEXBMI Power Index: code MOEXEU) and a number of international indices (The RTX Energy
(Vienna Stock Exchange)).
Shares of FGC in 2018 showed a lagging dynamic in comparison with the index of the Moscow Stock
Exchange, but completed the year better than the MOEXEU industry index. Over the year, the value of
the Company's shares decreased by 8.6% (from 16.2 kopecks as of the end of 2017 to 14.8 kopecks as
of the end of 2018), while the Moscow Stock Exchange index increased by 12.3% and the MOEXEU
index decreased by 11.4%. The Company’s market capitalisation as of 31 December 2018 comprised
RUB 188.9 billion.

2

Data provided by Prosperity Capital Management Ltd.
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In 2018, shares of FGC, as well as the MOEXEU industry index as a whole, came under the pressure of a
dramatic rouble depreciation (-20% against the US dollar), which reduced the investment attractiveness
of companies focused on domestic demand. However, FGC's share losses were largely limited by the
Company's good dividend prospects.
More information on the market quotations for the Company’s shares are available at our website
www.fsk-ees.ru/eng/ in the Investors/Share Information/Interactive Stock Chart section.
Depositary receipts programme
On 30 June 2008, Federal Grid Company launched a Global Depository Receipts (GDR) Programme, not
subject to listing procedures (Regulation S and Rule 144A). In 2011, the Company performed a technical
listing of GDRs on the Main Market of the London Stock Exchange, where 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 2018, the scope of the GDR Programme made 0.048 % of the Company’s authorised
capital.
Key features of the GDR Programme
Regulation S
Ratio

Rule 144A

1 GDR: 500 shares

1 GDR: 500 shares

ISIN: US3133542015

ISIN: US3133541025

CUSIP: 313354201

CUSIP: 313354102

Cost of 1 GDR as of 31 December
2018

USD 1.03

–

Amount of GDRs issued as of 31
December 2018

1,171,801 pcs

46,034 pcs

International code

More information on the Company’s depositary receipts trading is available at our website http://www.fskees.com.
You can also find relevant information on the GDR Programme at the official website of the London Stock
Exchange at www.londonstockexchange.com, under Federal Grid Company’s ticker symbol — FEES.
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Dividend Policy
Our dividend policy is based on the strict approach of balancing the interests of our shareholders and the
Company’s development needs taking into account the necessity to increase the Company’s capitalraising potential and capitalisation.
A resolution on dividends payment is adopted by the General Meeting of Shareholders, subject to a
recommendation made by the Board of Directors. The recommended dividend amount is determined
based on the Company’s financial results in accordance with the Federal Law On Joint Stock Companies
No. 208-FZ of 26 December 1995, the executive order No. 1094-r of 29 May 2017 of the Russian
Government, as well as recommendations of the Corporate Governance Code, and other internal
documents of the Company.
In accordance with the Russian legislation, the Articles of Association of Federal Grid Company, and the
Regulations on 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.
In May 2018, a new version of the Regulation on Dividend Policy was approved, fixing the dividend
amount to no less than 50% of the adjusted net profit determined according to the financial statements
under RAS or IFRS.
Upon the results of 2018, the Company's net profit of RUB amounted to RUB 56.2 billion under RAS
(RUB 92.8 billion under IFRS). Taking into account the Regulations on the Dividend Policy, the
Company’s management will recommend to the Board of Directors that the General Meeting of
Shareholders should approve the payment of dividends for 2018. A resolution to pay the dividends will be
adopted by the Annual General Meeting of Shareholders of PJSC FGC UES in June 2019.

4. MARKET REVIEW
Electricity consumption volume within UES for 2018 amounted to 1,056 billion kWh, which is 1.6 % more
than the 2017 indicator. The moderate growth trend will be maintained in the near future. The expected
average annual increase in demand for electricity within UES of Russia during the period 2018–2024 is
3
about 1.22% . The average annual increase in the load is expected somewhat higher (1.48%).
Due to the presence of floating rate bonds in the borrowed funds of a coupon tied to the inflation rate
(RUB 150 billion or more than 50% of the total debt, attracted at the rate of inflation + 1... 2.5% annually),
the Company is also subject to the risk of changing interest costs on existing borrowings due to
fluctuations in inflation in the country.
Despite the rising inflation from the minimum values of 2.5% in 2017 to 4.2% in 2018, the management of
PJSC FGC UES estimates highly the probability of stable inflation in medium term near the target value of
4% annually, indicated by the Bank of Russia. Taking into account this circumstance and the availability
of the Company's right to early bond redemption at its discretion if the coupon rate exceeds 10%
annually, the risk of changing the interest costs is considered acceptable.
PJSC FGC UES transmits electricity via the UNEG transmission network and provides services for
technological connection to the network. In addition to PJSC FGC UES, a number of services for
transmission, distribution and technological connection in UNEG are provided by regional network
organisations of JSC Network Company (Kazan), LLC Bashkir Network Company, JSC RES
(Novosibirsk), JSC Irkutsk Power Network Company. These organisations do not compete directly with
PJSC FGC UES, as they operate within their service areas.
The volume and physical characteristics of the services rendered by FGC are highly dependent on overall
economic environment due to infrastructural nature of power industry in general and power networks in
particular. 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 optimising consumption modes and the development of distributed generation.
3

According to the draft Scheme and the Development Programme of the UES of Russia for 2018–2024.
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Electricity transmission via networks is an infrastructural as well as a natural monopoly type of operation.
The market of goods and services related to a natural monopoly, according to the legislation, falls under
state regulation.
Tariffs for the services of electric power transmission via UNEG at the network maintenance rate are
set by the Federal Antimonopoly Service of Russia on the basis of the return on invested capital method
(RAB regulation). To set the tariffs for each year of the regulated period, the required gross revenue
(RGR) is determined by summing up the values of return, invested capital income and expenses required
for provision of electric power transmission services via UNEG. To prevent sharp increase of the tariff, the
RAB regulation methodology provides a smoothing mechanism that redistributes the required gross
revenue over the entire long-term period of regulation.
Tariffs for network services of FGC for 2018–2019 are approved by FAS of Russia. The tariff growth
amounted to 5.5% from 1 July 2018; the tariff growth will remain at the same level from 1 July 2019.
Tariffs for the services of electric power transmission via UNEG at the payment of normative
electricity losses rate are calculated for the accounting period by the wholesale market's commercial
operator for the constituent entity of the Russian Federation within the price or non-price area of the
wholesale electricity and capacity market. The tariff's rate on payment of normative electricity losses is
calculated based on actual volumes and costs paid by PJSC FGC UES on the wholesale market.
Tariffs for technological connection. FAS of Russia defines two payment methods for technological
connection to the UNEG facilities: Approval of individual payment for a specific applicant (in case if
construction of the electrical network facilities is required) and approval of the payment per formula using
the standard tariff rate.

5. DEVELOPMENT STRATEGY
FGC mission is to ensure stable functioning and development of UNEG in correlation with the economic
dynamics, achieving higher economic efficiency with lowest possible expenses.
In its activities, FGC focuses on the following strategic goals and objectives:
Strategic goals
Reliability and quality of
energy
supply
to
consumers
UNEG
infrastructure
development

Customer satisfaction

Economic efficiency

Financial sustainability

Strategic objectives


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

 Implement a long-term investment programme in the context of tariff
restrictions with minimal reduction in physical indicators.
 Execute new investment projects of national importance in due time.
 Ensure timely development of the UNEG infrastructure in areas of
actual demand growth.
 Optimise the existing capacities load.
 Gradual consolidation of network facilities included in UNEG.
 Reduce the cost of technological connection for new consumers.
 Develop mechanisms for financing investments in the development
of UNEG to create the connection possibility with non-tariff sources.
 Reduce specific operating costs. 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.
 Use the programme-target principle in the formation of investment
programmes, in which the activities of investment programmes
aimed at meeting the targets will be grouped and combined by
quantitative indicators reflecting the effect of the implementation of
these activities.
 Maintain the credit rating of PJSC FGC UES at the level not lower
than the sovereign credit rating.
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Long-term Development Programme
Main areas of FGC strategic development are presented in the Long-Term Development Programme
4
approved in 2014.
The Programme is consistent with the targets and provisions of the Development Strategy for the Russian
5
Electric Grid Complex and Methodological Guidelines on the Drafting of Long-Term Development
Programmes of Russian Ministry of Economic Development approved by respective federal executive
authorities and by the Russian Government.
In 2018, FGC revised its Long-Term Development Programme and clarified the goals and objectives for
the period up to 2023, as well as the measures for their implementation. Amendments to the programme
were made in order to ensure the Company's long-term goals and objectives are realistic, could be
achieved and would meet all needs of the grid's consumers and expectations of shareholders.
In 2019, the Company continued to develop the Long-Term Development Programme taking into
6
consideration resolutions of the President of Russia and the Russian Government , involving the plans for
accelerating the growth of investments in the fixed capital and raising their share in the GDP to 25%.
The key results of the Long-Term Development Programme in 2018 were as follows:





Maintained high levels of reliability of electricity transmission and network safety;
Reduction of specific operating expenses by 10.6 % compared to 2017;
Increase in labour productivity by 10.7 % against 2017;
Reduction of the specific accident rate by 17% in relation to 2017.

Risk management system
Risk management system, being an element of internal control and risk management system, is a set of
mechanisms and tools ensuring availability of corresponding organisational structure and measures to
develop, adopt, monitor, revise and constantly improve risk management processes within FGC.
PJSC FGC UES’s risk management system has been established based on the generally accepted
conceptual frameworks for risk management developed by the Committee of Sponsoring Organisations of
the Treadway Commission — COSO ERM Enterprise Risk Management — Integrated Framework.
7

PJSC FGC UES Regulations on Risk Management System in effect has been developed with due
account to the best Russian and international standards.
8

FGC UES approved a register of key operational risks (KOR), which assesses impact of the key
operational risks on the achievement of the Company's performance targets, annually updates the
materiality level and takes measures for risk management.
Risk assessment is carried out by a scenario and expert method or an expert method. The materiality
level of risk is determined based on the results of the assessment in accordance with the Methodology for
9
Assessing Operational Risks of materiality levels (moderate, significant, critical).
The following table provides brief characteristics of the Company's key operational risks and specifies risk
relevance with its changes in 2018. In comparison with the risk assessment results of the previous year,
there were no key operational risks with growing relevance in the reporting year.

4

Approved by the resolution of the Board of Directors, Minutes No. 243 of 22 December 2014.
Approved by Resolution of the Russian Government No. 511-r on 3 April 2013.
6
Order of President of the Russian Federation No. 204 of 7 May 2018. Decree of the Russian Government No. 2101-r of 30
September 2018.
7
Approved by the resolution of the Board of Directors of 16 November 2015 (Minutes No. 291 of 19 November 2015), changes
introduced by the resolution of the Board of Directors of 12 December 2016 (Minutes No. 347 of 13 December 2016).
5

8

Approved by the decision of the Board of Directors of 27 January 2015 (abstract from Minutes of the Board of Directors No.
248/1 of 29 January 2015).
9
Approved by Order No. 86 of 21 March 2016.
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Risk
index
KOR001
KOR002
KOR003
KOR004
KOR005
KOR006
KOR007
KOR008

Risk of fluctuation in the net profit from the value
set in the business plan

KOR010

Risk of failure to implement the main parameters
of the investment programme
Risk of fluctuation in the % of reducing specific
investment costs indicator from the indicator set
for the planned period

Materiality
10
Level

Risk Dynamics

critical

No changes

moderate

No changes

significant

No changes

significant

No changes

moderate

No changes

moderate

No changes

critical

No changes

moderate

No changes

moderate

The materiality level has dropped
from critical to moderate.
The change was caused by an
increase in the net profit due to a
decrease in the level of uncontrolled
and controlled expenses, positive
surplus in fines, receipt of dividend
payments, tax savings on property
due to a change in the structure of
taxable property and lower costs for
the purchase of losses due to lower
losses and lower weighted average
tariff for the purchase of losses.

moderate

No changes

moderate

No changes

KOR012

Risk of failure to achieve the capacity utilisation
rate set for the planned period

moderate

The materiality level has dropped
from significant to moderate. The
change in the level of materiality of
the risk was caused by the transition
to a new method of risk
11
assessment .

KOR013

Risk of failure to achieve the level of reliability of
electricity transmission services set for the tariff
regulation

significant

No changes

moderate

The materiality level has dropped
from significant to moderate.
The change was due to the absence
of penalties imposed by external
authorities monitoring
activities
related to technological connection
in the reporting period.

KOR014

11

The risk of the electricity transmission services
volume deviation in comparison with the value
specified in the business plan
Risk of average tariff deviation for electricity
transmission services from the value used in
business planning
Risk of process volume deviation compared to
the value specified in the business plan
Risk of deviating from the loss buying cost value
from the value specified in the business plan
The risk of uncontrolled costs deviation from the
value specified in the business plan, with the
exception of the cost of purchasing electricity to
compensate for losses
Risk of increasing the operating costs value in
comparison with the value specified for the
planning period
Risk of deviation of the outstanding accounts
receivable from the value specified in the
business plan
Risk of fluctuation in the Debt/EBITDA indicator
compared to the value set in the business plan

KOR009

KOR011

10

Name

Risk of failure to achieve the level of quality of TC
services set for the tariff regulation

Integrated index, which takes into account the probability and possible consequences of risk actualisation.
Developed by PJSC Rosseti.
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KOR015
KOR016

Risk of an accident occurred by the fault of the
Company
Risk of fluctuation in the labour productivity
improvement indicator from the value set in the
business plan

critical

No changes

moderate

No changes

6. OPERATING ACTIVITIES
Electricity transmission services
FGC's core activity and source of revenue is the transmission of electricity via the Unified National
Electric Grid (the “UNEG”).
According to Russian legislation, electricity transmission services via the UNEG are monopolistic
activities regulated by the Russian Government.
Cost of the electricity transmission services is determined by tariffs that are calculated by the commercial
operator of the wholesale electricity market (JSC ATS) and set by the Federal Antimonopoly Service (the
FAS Russia). Main consumers of the FGC electric power transmission services are regional distribution
companies, retail suppliers and large industrial enterprises.
In 2018, revenue from electricity transmission services provided by the Company amounted to RUB 213.1
billion according to the IFRS consolidated financial statements. In the end of 2018, electricity supply to
customers via the UNEG had an increase of 1.9% against 2017 to reach 557.7 bln kWh. Electricity losses
in the UNEG amounted to 24.5 billion kWh by the end of 2018. Decrease in the relative value of losses
was 0.04% with the increase in electricity supply from the grid, while the electricity losses rose by 0.95%
in absolute terms. The changes in electricity losses were caused by shifts in the UNEG’s operation in
2018 due to the changed loading of power plants and redistribution of the consumer load in FGC UES'
grids.
In 2018, the Company continued to implement the PJSC FGC UES Programme for Energy Saving and
Energy Efficiency Improvement for 2015–2019 (approved by the resolution of the Management Board,
extract No. 1326/2 of 4 August 2015). As for 2018, operational benefits of measures implemented by
PJSC FGC UES aimed to reduce electricity losses in general amounted to 46.8 million kWh.
We also note a growth in the number of consumers; the total amount of valid agreements on electricity
transmission via the UNEG has increased by 2.6% to 602 by the end of 2018. The number of contracts
grew due to the activities carried out to ensure new technological connection to the UNEG, as well as the
conclusion of contracts with consumers of the Company's services technologically connected to facilities
of other entities.
PJSC FGC UES purchase electricity in the volume corresponding to the actual volume of losses in the
UNEG. It occurs on the territory of the Russian Federation constituents which are grouped into pricing
and non-pricing zones.
The scope of services provided in the transmission network depends on the general state of the economy
and is determined as power capacity supplied to the consumers of electricity transmission services and
capacity of power receivers connected to the network.

11

Power capacity paid by the consumers of electricity transmission services provided by PJSC FGC UES,
GW
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In 2018, the value of paid capacity under the UNEG amounted to an average of 86.8 GW; by the end of
2018, the reduction in paid capacity was 0.8 GW (about 1%) compared to 2017, which was primarily due
to the continued implementation of the schedule of phased transition to settlements with subsidiaries and
affiliates of PJSC Rosseti, approved by the Board of Directors of PJSC Rosseti at the reported actual
capacity level.
For more details on the electricity transmission services provided by the Company visit our website
http://www.fsk-ees.ru/eng.

Technological connection services
Technological connection is the Company's complex service that connects electricity receiving devices of
consumers, power generation facilities and electric grid facilities to the electric grid system of PJSC FGC
UES. We provide these services to both new and existing consumers who want to change operation
parameters of an energy facility.
The amount of payment for technological connection is calculated on the basis of maximum capacity of
connected electricity receiving devices and the standard tariff rate set by the FAS Russia for the current
regulatory period. Payment for technological connection under an individual project is approved
individually by the FAS Russia for each applicant.
In the reporting year, the Company implemented technological connection under 248 contracts, including
17 connections of generation facilities, 111 connections of electricity consumers, 77 connections of DEG
facilities owned by SDCs of PJSC Rosseti, and 43 connections of TGC facilities.
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FGC's dynamics of the capacity for connection of consumers and power
generation facilities, MW
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In order to connect electricity generation facilities, PJSC FGC UES implemented 17 contracts with a
declared capacity of 4,053 MW and carried out the following major projects: ensuring power generation
from power generation unit No. 1 of Leningradskaya NPP-2 and power generation unit No. 4 of the
Rostovskaya NPP.
For more details on the electricity transmission services provided by the Company visit our website
http://www.fsk-ees.ru/eng.

Improving the quality of our services
A higher level of responsibility of FGC in terms of providing sustainable and reliable power supply is
connected with peculiarities of Russian climate. We understand our great responsibility and do our utmost
for electricity to be delivered to our consumers continuously, with no failures and in compliance with all
technical specifications.
In 2018, the specific accident rate at FGC’s facilities declined by 17% and the number of accidents
decreased by 14% due to the introduction of new equipment, personnel development and other activities.
The number of staff errors decreased by half compared to 2017 and was 0.6% less of the total number of
accidents.

Analysis of the process disturbances at transmission lines showed that the majority of accidents was due
to storms and birds. It accounted for 56% of all disturbances. 15% were due to the influence of
unauthorised persons and organisations, another 9% of disturbances were caused by natural and climate
influences.
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The indicator of electricity undersupply tends to stabilise within the medium-term value. In 2018, it fell by
7% to 1,531 MWh compared to 2017. Compared to 2015 and 2016, the increase in the indicator was due
to higher requirements for technological violations taken into account when calculating reliability of
indicators in accordance with Order of the Ministry of Energy No. 1256 of 29 November 2016 and
corresponding Order of PJSC FGC UES No. 443 of 30 November 2018.
The actual reliability value of provided services, calculated as the ratio of actual total duration of all
interruptions of electricity transmission for the belling period (hour) to the maximum number of the service
connection points for the billing period, was 0.009 (the actual value of this indicator in 2017 was at the
same level).

Other activities
In addition to electricity transmission technological connection services, the Company and its subsidiaries
(hereinafter, the "Group") carry out other activities:

The Group's JSC Mobile GTES sales electricity.

Construction services: The Group started to render services for the construction of
transmission facilities on the territory of Russia in the second half of 2015.

Other activities carried out by the Group (lease of property, maintenance and repair of
electric grids, communication services, design and survey) do not have a significant impact on its
revenue (less than 1.5%).
These activities of the Group are classified as non-core ones.

Key production indicators
Growth

Indicator

2018
12,13

2017

2018/2017, %

958

944

1.5

Total length of power transmission lines including rented ones,
11
thousand km

145.9

142.4

2.5

Electricity transmitted from the UNEG, bn kWh

557.7

547.4

1.9

24.5

24.3

0.95

351.9

345.1

2.0

86.8

87.6

-0.9

Number of substations

Actual electricity losses, bn kWh
Transformer capacity including rented substations, GVA
Power capacity paid by the consumers of electricity
transmission services provided by PJSC FGC UES via the
UNEG

7. DEVELOPMENT OUTLOOK
INVESTMENTS
The Company performs construction of new and reconstruction of the existing electrical grid facilities. We
pay special attention to modernisation and increase of operation reliability of the unified power system for
uninterrupted power supply to the consumers.
When carrying out investment activities, the Company is guided by the principles of efficiency and
effectiveness of investments, matching investment objectives to its strategic goals.
The FGC UES investment programme for 2016–2020 was approved in 2016

14

and adjusted in 2017.

15

12

Including rented sites as well as switch gears and units of substations owned by other entities.
Information on the number of PJSC FGC UES' substations and length of power transmission lines according to the data of state
registered ownership of PJSC FGC UES and other owners, including facilities of 0.4–110 kV, but excluding power transmission lines
and substations of 10 kV and lower, accepted by PJSC FGC UES for free use and operation in the Krasnodar Krai.
13
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Key Parameters of the Approved Adjusted Investment Programme of PJSC FGC UES for 2016–
2020

Financing, RUB bn

100

92.3 97.6

104.3

Capital investments
development (excl. VAT),
RUB bn

94.4 90.4

200

100

66.9

104.5

103.2
53.4

100

58.7

50

0

2016 2017 2018 2019 2020

132.0

150

108.2

98.8

50
0

169.1

142.4

150
50

Comissioning of grid
capacity in the fixed
assets, RUB bn

2016 2017 2018 2019 2020

0
2016 2017 2018 2019 2020

As part of the Company's investment programme, it is planned to commission fixed assets with the MVA
capacity of 40.0 thousand and the 10.9 thousand km of transmission lines in 2016–2020.
The total amount of planned investments for 2016–2020 amounts to RUB 479.07 billion. The investment
programme is supposed to be financed with the use of PJSC FGC UES’s own funds, bonds, loans and
federal budget resources. The programme provides even distribution of investment costs over the 5-year
period that enables the Company to maintain a balanced structure of its sources of funding.

2018 investment programme accomplishment

Capacity commissioning (under voltage)

Scope of investment financing,
RUB bn
120
100

90.9

85.9

90.7

95.6

103.3

5.69

6
4

60

4.07

3.12

2.32

2

40

0.66

0.42

0.8

3.16
1.88

0

20

2014

0
2014

15

9.52

8

80

14

10

2015

2016

2017

2018

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

2018

Order of the Ministry of Energy of Russia No. 1432 of 28 December 2016.
Order of the Ministry of Energy of Russia No. 31@ of 27 December 2017.
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Capital investments in 2018 (in terms of financing), RUB mln
473
0.46%

160
0.15%

Technological connection

5,992
5.80%
Retrofitting and upgrading

29,160
28.22%

46,222
44.73%

21,337
20.65%

Investment projects, the implementation of which
is determined by schemes and programmes for
the future development of the electric power
industry
Other construction of new electric grid facilities

Purchase of land aimed at implementing the
investment projects
Other investment projects

The Company's priority projects for the UNEG infrastructure development for the period of up to 2023
include the implementation of measures in the area of PJSC FGC UES' responsibility, stipulated by the
Comprehensive Plan for the modernisation and expansion of the transmission infrastructure for the period
16
of up to 2024 , including:





Ensuring synchronised work of individual energy districts of the Republic of Sakha (Yakutia) with
the UES of Russia;
ensuring power generation capacity of nuclear, thermal, and hydroelectric power plants and
distributed generation;
power supply of port areas;
development of the electric grid infrastructure in the area of BAM and TransSib.

For more information on FGC's investment activities visit our official site http://www.fsk-ees.ru/eng.

INNOVATION
The Company's innovative priorities are set out in the Innovative Development Programme of PJSC FGC
17
UES for 2016–2020 with an outlook for 2025.

16

Developed in line with the Decree of the Russian President No. 2014 "On the national goals and strategic development objectives
of the Russian Federation for the period of up to 2024" of 7 May 2018 and approved by Order of the Russian Government No. 2101r of 30 September 2018.
17
Approved by the resolution of the Board of Directors of PJSC FGC UES, Minutes No. 328 of 28 June 2016. The adjusted
Innovative Development Programme was approved by the resolution of the Board of Directors of PJSC FGC UES (Minutes No. 370
of 7 June 2017).
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The implementation of the Innovative Development Programme shall result in creation of an electric
power system with intelligent grid, which differs from the existing grid by presence of the innovative
components: automatic systems of electric power transmission control, active grid elements with variable
parameters, the system of monitoring of the current grid state, automated real time systems of
maintaining the power system operation within the set parameters as part of the unified analysis and
decision making system.
Priority areas of the PJSC FGC UES Innovative Development Programme.
Direction
Digital Substation

Brief Description
A substation with a high level of automation of technological processes control,
equipped with developed IT and control systems and tools, in which
informational exchange between the substation's elements, external systems
and dispatch controls is carried out in a digital form.

Digital Design

An engineering ecosystem based on modern information design technologies,
support of teamwork and parallel engineering, introduction of digital
assessment techniques, and virtual testing of engineering solutions.

Energy efficiency
and loss reduction





The implementation of measures to reduce electric power
consumption for the substations' needs;
research and testing of functional wire coatings to reduce energy
losses, including corona losses;
new developments and testing in the field of creating distributed
(intelligent) systems for voltage and reactive power control.

Remote control and
safety

PJSC FGC UES is introducing an automated process control system (APCS),
a set of tools to automate production and engineering tasks, operation and
process control of the UNEG grid facilities, enabling remote control and
monitoring of the facility operation to ensure high operational readiness of the
UNEG and system reliability of the UES as a whole.

Quality of electric
power

Work in this area involves development and placement of voltage-control
devices, a system of balancing and compensation of voltage harmonics in
complex circuit-mode nodes of a grid.

Reliability and
asset management

Development of a methodology for the integrated management of production
funds and assets, based on the planning of technical impacts on equipment,
taking into account the analysis of its current technical condition, costs and
potential risks.

Composite
materials and
superconductivity

Development of new technical solutions with wider use of new construction
materials, establishing a production base and corresponding standard
solutions, industry standards and standards of the organisation.

The 500 kV Tobol substation in the Tyumen Region was commissioned in 2018. It is the first power
facility in Russia with a voltage of 500 kV and a set of digital technologies based on IEC 61850-9.2.
One of the tools used for the implementation of PJSC FGC UES' Innovative Development Programme for
2016–2020 with an outlook for 2025 is the R&D Programme of PJSC FGC UES.
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 reliability,
quality and energy efficiency of electricity supply to customers via upgrading Russian UES grids.
In 2018, the Company allocated RUB 0.6 billion for the R&D in accordance with the Investment
Programme (in 2017, it amounted to RUB 0.52 billion).
For more information on FGC's innovation activities visit our official site http://www.fsk-ees.ru/eng.
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8. MOTIVATION POLICY FOR TOP MANAGEMENT
The Company's system of remuneration payable to executive bodies is stipulated by the Regulations on
Terms of Employment Contracts and Payment of Remuneration and Compensation to PJSC FGC UES'
18
Top Management.
The remuneration is comprised of fixed (salary) and variable (bonuses) parts. Amount of bonus
predominantly depends on achieving of KPIs by top management. The variable part is comprised of
quarterly and yearly bonuses (according to the results of achieved quarterly and yearly KPIs,
correspondingly). If any KPI is not achieved, bonuses of all members of the Management Board, including
the Chairman, will be reduced by a certain percent depending on the KPI’s weight.
The Board of Directors approves the Company's KPI targets (adjusted values) and reports on their
fulfilment, on the basis of which bonuses are paid to the Chairman and members of the Management
Board.
Total (aggregated) remuneration paid to the Chairman and members of the Management Board,
RUB thousand
Type (element) of remuneration

2018
Fixed

Salary (wage)
Total fixed part of remuneration

112,484
112,484

Variable
19
Bonuses accrued in accordance with the employment contract
Other types of remuneration
Severance allowances, compensations and other payments accrued in connection with early
termination of powers
Total variable part of remuneration

197,181
41,590
259
226,532

Total remuneration

351,514

Dynamics of actual KPIs
2017
Strategic
goal

Reliability of
power supply
to customers

KPI

Absence of growth in the number of
major accidents
Absence of growth in the number of
people injured in accidents

UNEG
infrastructur
e
development

Meeting commissioning deadlines

Customer
satisfaction

Meeting deadlines for technological
connection
Achieving required reliability level

Actual KPI values

No increase in Q1, Q2,
Q3, Q4
Q1 – achieved
Q2 – achieved
Q3 – not achieved
Q4 – achieved

2018
Evaluation of the KPIs
achievement
Target KPI values
(achieved/
not achieved)
No increase

No increase

No increase in Q1, Q2, Q3,
Q4
Q1 – not achieved
Q2 – achieved
Q3 – achieved
Q4 – not achieved

104%

≥ 90%

No evaluation20

1.0

≤ 1.1

1.0

0.22

≤ 1.00

0.22

18

Approved by the Board of Directors, minutes No. 105 of 17 June 2010.
Including early termination of powers in previous periods.
20
The actual KPI value and status of the "Meeting commissioning deadlines" goal achievement can be determined after approval of the report
on the achievement of KPIs for 2018 by top management of PJSC FGC UES at a meeting of PJSC FGC UES' Board of Directors.
19

18

Economic
efficiency

Financial
sustainability

EBITDA

Q1, Q2, Q3 — achieved;
year — achieved.

Consolidated net cash flow

RUB 20.6 billion

Reduction of operating expenses
(costs)
Increase in capacity utilisation of
electric grid equipment
Level of electricity losses
Reduction in specific investment
costs
Improvement of labour
productivity
Efficiency of Innovation activities

Q1, H1 and 9 months of
the reporting period ≥
0;
annual value ≥ 3.0%
- ≥ the planned value of
the IFRS Consolidated
Business Plan of the
Group (RUB billion)

Q1, Q2, Q3 — achieved;
year — achieved.

RUB 21.6 billion

3.3 %

≥ 2.0 %

Achieved

Achieved

Achieved
0.98

Achieved
≤ 1.00

14.77%

≥ 2.00%

101%

≥ 90%
Q1, Q2, Q3, Q4 ≤ 3.0

No evaluation21

≥ 100.0%

Achieved

Consolidated net debt/EBITDA

Achieved

Implementation of the Action Plan
on Receivables Reduction

Achieved

10.6 %
Achieved
Achieved
0.98
10.7%

Achieved

21

The evaluation of KPIs achievement can be carried out only after approval of the 2018 Innovation Development Programme implementation
report by Russian authorised federal executive authorities (in line with the order approved by Order of the Russian Government No. DМ-P367563 of 7 November 2015, or any document regulating the procedure for monitoring and evaluating the quality of development, updating and
implementation of innovative development programmes of joint-stock companies with state participation).
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9. FINANCIAL PERFORMANCE

This report contains selected financial information, which has been derived from the Consolidated
Financial Statements of PJSC “FGC UES” and its subsidiaries as at and for the year ended 31 December
2018, prepared in accordance with International Financial Reporting Standards (“IFRS”). The selected
financial and operating data below should be read in conjunction with the Group’s consolidated financial
statements prepared in accordance with IFRS.
Summary of results
For the year ended 31 December 2018 and 2017, the Group’s revenue amounted to RUR 253,979 million
and RUR 242,186 million, respectively. For the year ended 31 December 2018 the Group’s profit
amounted to RUR 92,845 million compared to RUR 87,817 million for the year ended 31 December 2017.
Consolidated Statement of Profit or Loss (IFRS)

(in millions of roubles)
Revenues
Other operating income
Operating expenses
Loss on derecognition of subsidiary
Reversal of impairment/(impairment) of property, plant and
equipment, net
Operating profit
Finance income
Finance costs
Share of profit of associates and joint ventures
Profit before income tax
Income tax expense
Profit for the year

Year ended
31 December
2018

Year ended
31 December
2017 (restated*)

253,979
6,474
(155,844)
-

242,186
6,405
(135,505)
(52)

2,248
106,857
12,981
(4,862)
125
115,101
(22,256)
92,845

(11,121)
101,913
12,587
(4,501)
28
110,027
(22,210)
87,817

* The amounts shown here do not correspond to the 2017 consolidated financial statements and reflect
change in accounting policy for measuring property, plant and equipment.
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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
Financial investments
Deferred income tax assets
Long-term accounts receivable
Other non-current assets
Total non-current assets
Current assets
Cash and cash equivalents
Bank deposits
Accounts receivable and prepayments
Income tax prepayments
Inventories
Other current assets
Assets held for sale
Total current assets
TOTAL ASSETS
EQUITY AND LIABILITIES
Equity
Share capital: Ordinary shares
Treasury shares
Share premium
Reserves
Retained earnings
Equity attributable to shareholders of FGC UES
Non-controlling interest
Total equity
Non-current liabilities
Deferred income tax liabilities
Non-current debt
Long-term accounts payable
Government grants
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

31 December
2018

31 December
2017
(restated*)

937,277
6,638
1,442
37,956
207
72,699
1,306
1,057,525

879,293
6,303
1,136
67,403
55
69,350
960
1,024,500

37,618
3,811
71,417
56
17,037
111

42,535
45,437
211
15,907
111
104,201
104,201
1,128,701

130,050
21,467
151,517
1,209,042
637,333
(4,719)
10,501
25,167
170,699
838,981
181
839,162

637,333
(4,719)
10,501
40,482
74,152
757,749
(603)
757,146

29,586
224,585
15,001
867
5,950
275,989

25,528
233,862
14,864
966
7,617
282,837

213
22,224
67,608
3,846
93,891
369,880
1,209,042

146
23,988
60,925
3,659
88,718
371,555
1,128,701

* The amounts shown here do not correspond to the 2017 consolidated financial statements and reflect
change in accounting policy for measuring property, plant and equipment.
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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
(Gain)/loss on disposal of property, plant and equipment
Amortisation of intangible assets
(Reversal of impairment)/Impairment of property, plant and
equipment, net
Loss on derecognition of subsidiary
Share of result of associates
Accrual/(reversal) of allowance for expected credit losses
Reversal 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 in inventories
Decrease in other current assets
Increase in accounts payable and accrued charges
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
Placement of bank deposits
Redemption of bank deposits
Dividends received
Loans given
Repayment of loans given
Proceeds from sale of financial investments
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
Acquisition of non-controlling interests
Government grants
Net cash used in financing activities
Net decrease in cash and cash equivalents
Cash and cash equivalents at the beginning of the period
Cash and cash equivalents at the end of the period

Year ended
31 December
2018

Year ended
31 December
2017
(restated*)

115,101

110,027

32,346
(310)
1,154

28,428
1,093
1,220

(2,248)
(125)
4,634
(778)
(12,981)
4,862
(2)

11,121
52
(28)
(3,813)
(1,320)
(12,587)
4,501
(241)

141,653

138,453

(7,458)
(1,130)
265
2,093
(11,286)
124,137

(3,959)
(1,007)
719
3,796
(17,235)
120,767

(88,941)
1,029
(2,049)
10
(24,134)
20,323
2,251
(53)
23
3,708
3,194
(84,639)

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

10,054
(20,436)
(115)
(18,702)
(14,712)
(504)
(44,415)
(4,917)
42,535
37,618

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

* The amounts shown here do not correspond to the 2017 consolidated financial statements and reflect
change in accounting policy for measuring property, plant and equipment.
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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 2018
140,482
55.3%
133,571
52.6%
104,609
41.2%
91,047
7.8%
11.4%

Year ended 31
December 2017
(restated**)
131,589
54.3%
129,492
53.5%
113,086
46.7%
96,766
8.8%
13.3%

** The indicators have been restated due to amended 2017 comparative data of the consolidated financial
statements as per IFRS
(1) EBITDA represents profit for the year before deduction of 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 reversal / (accrual) of net loss from
impairment of property, plant and equipment, revenue from connection services, expenses related to
accrual/(reversal) of allowance for expected credit losses and doubtful debtors, loss on derecognition of
subsidiary (for 2017 only), and movement in provision for legal claims and including financial income;
(4)Adjusted operating profit is calculated as operating profit adjusted for reversal / (accrual) of net loss
from impairment of property, plant and equipment and loss on derecognition of subsidiary (for 2017 only);
(5)Adjusted profit for the year is calculated as profit for the year adjusted for reversal / (accrual) of net
loss from impairment of property, plant and equipment, loss on derecognition of subsidiary (for 2017
only), 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 reversal / (accrual) of net loss from impairment of property, plant and
equipment, loss on derecognition of subsidiary (for 2017 only), including respective deferred income tax.
The following table sets forth a reconciliation of adjusted profit for the year to profit for the periods
indicated.

23

(in millions of roubles)

Profit for the year
Adjustments to profit for the year:
(Reversal) / accrual of net loss from impairment of property,
plant and equipment
Loss on derecognition of subsidiary
Deferred income tax on adjustments
Adjusted profit for the year

Year ended
31 December 2018
92,845

Year ended
31 December 2017
(restated**)
87,817

(2,248)
450
91,047

11,121
52
(2,224)
96,766

** restated due to amended 2017 comparative data of the consolidated financial statements as per IFRS
EBITDA and Adjusted EBITDA
EBITDA represents profit for the year before deduction of income tax, finance income and costs,
depreciation and amortisation. Adjusted EBITDA represents EBITDA adjusted to exclude reversal /
(accrual) of net loss from impairment of property, plant and equipment, revenue from connection services,
expenses related to accrual/(reversal) of allowance for expected credit losses and doubtful debtors, loss
on derecognition of subsidiary (for 2017 only), and movement in provision for legal claims and including
financial income.
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
(Reversal)/impairment of property, plant and equipment
Impairment/(reversal) of expected credit losses and allowance
for doubtful debtors
Loss on derecognition of subsidiary
Movement in provision for legal claims
Add back:
Finance income
Adjusted EBITDA

Year ended
31 December 2018
115,101

Year ended
31 December 2017
(restated**)
110,027

(12,981)
4,862
33,500
140,482

(12,587)
4,501
29,648
131,589

(21,500)
(2,248)

(19,400)
11,121

4,634
(778)

(5,137)
52
(1,320)

12,981
133,571

12,587
129,492

** restated due to amended 2017 comparative data of the consolidated financial statements as per IFRS
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Liquidity ratios and other measures
(in millions of roubles, except ratios)

Year ended
31 December 2018

(1)

Current liquidity ratio
(2)
Cash liquidity ratio
Total equity/Total assets ratio
(3)
Net debt

1.62
0.44
0.69
205,370

Year ended
31 December 2017
(restated**)
1.18
0.48
0.67
215,305

** restated due to amended 2017 comparative data of the consolidated financial statements as per IFRS
(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 technological connection of electricity producers to power grids and services rendered under
transmission facilities construction contracts.
The Group's revenue increased by RUR 11,793 million, or 4.9%, from RUR 242,186 million for the year
ended 31 December 2017 to RUR 253,979 million for the year ended 31 December 2018.
The table below sets out the Group's revenue for the periods indicated.
(in millions of roubles
except for percentages)

Transmission fee
Connection services
Electricity sales
Construction services
Other revenues
Total revenues

Year ended
31 December
2018

Percenta
ge of
total
revenue

Year ended
31 December
2017

Percenta
ge of
total
revenue

213,131
21,500
9,409
6,062
3,877
253,979

83.9%
8.5%
3.7%
2.4%
1.5%
100%

192,243
19,400
8,197
19,051
3,295
242,186

79.4%
8.0%
3.4%
7.9%
1.3%
100%

Percentage
change
between the
Year ended
31 December
2018 and 2017
10.9%
10.8%
14.8%
(68.2)%
17.7%
4.9%

Transmission fee
The Group's revenue from electricity transmission services increased by RUR 20,888 million, or 10.9%,
from RUR 192,243 million for the year ended 31 December 2017 to RUR 213,131 million for the year
ended 31 December 2018. The increase was primarily caused by the following factors:
- increased revenue from compensation of losses due to the change in the mechanism of compensation
for losses in accordance with the Decree of the Russian Government No. 810 of 7 July 2017;
- higher revenue from electricity transmission following tariff increases by 5.5% in both periods since 1
July 2017 and since 1 July 2018.
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Connection services
The Group's revenue from connection services decreased by RUR 2,100 million, or 10.8%, from RUR
19,400 million for the year ended 31 December 2017 to RUR 21,500 million for the year ended 31
December 2018. The decrease was in accordance with services schedule based on consumers’
requests.
Electricity sales
The Group's revenue from electricity sales increased by RUR 1,212 million, or 14.8%, from RUR 8,197
million for the year ended 31 December 2017 to RUR 9,409 million for the year ended 31 December 2018
as a result of increase in volume of electricity sold by JSC “MGTES”.
Construction services
The Group's revenue from construction services decreased by RUR 12,989 million, or 68.2%, from RUR
19,051 million for the year ended 31 December 2017 to RUR 6,062 million for the year ended 31
December 2018. The decrease is due to the change in the work completion percentage at various stages
of construction projects.
Other revenues
The Group's other revenues increased by RUR 582 million, or 17.7%, from RUR 3,295 million for the year
ended 31 December 2017 to RUR 3,877 million for the year ended 31 December 2018. 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 69 million, or 1.1%, from RUR 6,405 million for the
year ended 31 December 2017 to RUR 6,474 million for the year ended 31 December 2018 mainly due to
increase of income from penalties and fines related to the contracts with customers that was mitigated by
decrease of 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)

Purchased electricity for
production needs
Depreciation of property, plant
and equipment and intangible
assets
Employee benefit expenses
and payroll taxes
Property tax
Fuel for mobile gas-turbine
electricity plants
Materials, repairs and
maintenance expenditure
Accrual/(reversal) of expected
credit losses
Subcontract works for

Year ended
31
December
2018

Percentag
e of total
operating
expenses

Year ended
31
December
2017
(restated**)

Percentag
e of total
operating
expenses

Percentage
change
between the
year ended
31 December
2018 and 2017

38,102

24.4%

24,289

17.9%

56.9%

33,500

21.5%

29,648

21.9%

13.0%

29,121
14,594

18.7%
9.4%

28,372
10,798

20.9%
8.0%

2.6%
35.2%

6,568

4.2%

6,364

4.7%

3.2%

5,915

3.8%

4,784

3.5%

23.6%

4,634
3,910

3.0%
2.5%

(3,813)
12,626

(2.8)%
9.3%

(221.5)%
(69.0)%
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(in millions of roubles except
for percentages)

construction contracts
Materials for construction
contracts
Other expenses
Total operating expenses

Year ended
31
December
2018

Percentag
e of total
operating
expenses

Year ended
31
December
2017
(restated**)

Percentag
e of total
operating
expenses

Percentage
change
between the
year ended
31 December
2018 and 2017

1,994
17,506
155,844

1.3%
11.2%
100%

5,454
16,983
135,505

4.0%
12.6%
100%

(63.4)%
3.1%
15.0%

** restated due to amended 2017 comparative data of the consolidated financial statements as per IFRS

Purchased electricity
The Group’s expenses for purchase of electricity for production needs increased by RUR 13,813 million
or 56.9% from RUR 24,289 million for the year ended 31 December 2017 to RUR 38,102 million for the
year ended 31 December 2018. The increase of the expenses for purchase of electricity for production
needs was primarily caused by:
- change in the mechanism of compensation for losses in accordance with the Decree of the Russian
Government No. 810 of 7 July 2017;
Depreciation of property, plant and equipment and intangible assets
The Group’s depreciation for property, plant and equipment and intangible assets increased by RUR
3,852 million or 13.0% from RUR 29,648 million for the year ended 31 December 2017 to RUR 33,500
million for the year ended 31 December 2018 related to commissioning of new capacities.
Employee benefit expenses and payroll taxes
The Group’s employee benefit expenses and payroll taxes increased by RUR 749 million or 2.6% from
RUR 28,372 million for the year ended 31 December 2017 to RUR 29,121 million for the year ended 31
December 2018 as a result of indexation of employees’ salaries since 1 July 2018.
Property tax
The Group's property tax increased by RUR 3,796 million, or 35.2%, from RUR 10,798 million for the year
ended 31 December 2017 to RUR 14,594 million for the year ended 31 December 2018 mainly due to the
gradual abolition of tax benefit for power transmission facilities and cancellation of benefits for movable
property.
Fuel for mobile gas-turbine electricity plants
The Group’s expenses for the purchase of fuel for mobile gas-turbine electricity plants increased by RUR
204 million, or 3.2%, from RUR 6,364 million for the year ended 31 December 2017 to RUR 6,568 million
for the year ended 31 December 2018 as a result of increase in volumes of electricity generated and sold
by JSC “MGTES”.Materials, repairs and maintenance expenditure
The Group’s expenses for materials, repairs and maintenance increased by RUR 1,131 million, or 23.6%,
from RUR 4,784 million for the year ended 31 December 2017 to RUR 5,915 million for the year ended 31
December 2018 as a result of higher volumes of work being undertaken to ensure the reliable operations
of UNEG facilities.
Allowance for expected credit losses
The Group recognised a net accrual of the allowance for expected credit losses in the amount of RUR
4,634 million for the year ended 31 December 2018. 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
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as a result of concluding restructuring agreements for overdue accounts receivables in 2016-2017 and
analysis of recoverability of debt.
Works related to the construction contracts
The Group’s expenses for subcontract works and materials for construction contracts decreased by RUR
12,176 million, or 67.3%, from RUR 18,080 million for the year ended 31 December 2017 to RUR 5,904
million for the year ended 31 December 2018 as a result of change in the work completion percentage at
various stages of construction projects (in line with decrease of revenue from construction services).
Reversal of impairment/(impairment) of property, plant and equipment, net
The Group recognised a net reversal of the impairment of property, plant and equipment in the amount of
RUR 2,248 million for the year ended 31 December 2018 as a result of reversal of the impairment for
individual assets. The Group recognised a net impairment of property, plant and equipment in the amount
of RUR 11,121 million for the year ended 31 December 2017 as a result of the impairment test of
property, plant and equipment performed by the Group.
Finance income
Finance income primarily includes interest income from investments in bank deposits, dividend income
and unwind of discount of accounts receivable. Finance income increased by RUR 394 million, or 3.1%,
from RUR 12,587 million for the year ended 31 December 2017 to RUR 12,981 million for the year ended
31 December 2018. The increase was due to increase of income from unwinding of discount of accounts
receivable that was partially compensated by decrease of interest income from investments in bank
deposits.
Finance costs
Finance costs increased by RUR 361 million, or 8.0%, from RUR 4,501 million for the year ended 31
December 2017 to RUR 4,862 million for year ended 31 December 2018. The increase was primarily
attributable to the effect from discounting of long-term payables to suppliers.
Income tax expenses
The Group recognised an income tax expense in the amount of RUR 22,256 million for the year ended 31
December 2018 and RUR 22,210 million for the year ended 31 December 2017. The effective tax rate
decreased from 20.2% to 19.3% due to changes in items which are not deductible for taxation purposes.

Profit for the year
As a result of the above-mentioned factors, the Group recognised profit in the amount of RUR 92,845
million for the year ended 31 December 2018 compared to RUR 87,817 million for the year ended 31
December 2017.

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 construction in progress, as
well repair and maintenance expenditures for the periods indicated.
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(in millions of roubles)

Total addition to property, plant and equipment and
construction in progress
Repairs and maintenance of equipment
Materials for repair

Year ended
31 December 2018
104,884

Year ended
31 December 2017
(restated**)
111,831

3,288
2,627

2,587
2,197

** restated due to amended 2017 comparative data of the consolidated financial statements as per IFRS

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.
(in millions of roubles)
Net cash generated by operating activities
Net cash used in investing activities
Net cash used in financing activities
Net decrease 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 2018
124,137
(84,639)
(44,415)
(4,917)
42,535
37,618

Year ended
31 December 2017
120,767
(76,536)
(46,100)
(1,869)
44,404
42,535

Net cash generated by operating activities
Net cash generated by the Group’s operating activities increased by RUR 3,370 million, or 2.8%, from
RUR 120,767 million for the year ended 31 December 2017 to RUR 124,137 million for the year ended 31
December 2018.

Net cash used in investing activities
Net cash used in the Group’s investing activities increased by RUR 8,103 million, or 10.6%, from RUR
76,536 million for the year ended 31 December 2017 to RUR 84,639 million for the year ended 31
December 2018. This was mainly caused by the increase in the net effect of investment in bank deposits,
the increase in purchase of property, plant and equipment and was partially mitigated by cash proceeds
from sale of shares of PJSC “INTER RAO UES” according to payment schedule.
Net cash used in financing activities
Net cash outflow from financing activities of the Group decreased by RUR 1,685 million, or 3.7%, from
RUR 46,100 million for the year ended 31 December 2017 to RUR 44,415 million for the year ended 31
December 2018. This was mainly caused by the decrease in the amount of interest paid for the year
ended 31 December 2018.

Debt
As at 31 December 2018, the Group’s total debt amounted to RUR 246,809 million as compared to RUR
257,850 million as at 31 December 2017.
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The following table sets out the Group’s current debt and non-current debt for the periods indicated.
(in millions of roubles)
Total current debt and current portion of non-current debt
Total non-current debt
Total debt
Net debt

31 December 2018
22,224
224,585
246,809
205,370

31 December 2017
23,988
233,862
257,850
215,305

The key reasons for the decrease of the Group’s debt relates to a redemption of bond series 15 and 19 in
the total amount RUR 20,312 million for the year ended 31 December 2018 that was partly compensated
by the new issues of bonds series 001P-01R in the total amount RUR 10,000 million for the year ended
31 December 2018.

Credit ratings
In 2018, Standard & Poor's international rating agency raised the PJSC FGC UES rating to BBB- along
with the rating of the Russian Federation. The Company's credit ratings based on their global scales and
affirmed by the international rating agencies Moody’s and Fitch Ratings have not been changed and are
now at the sovereign level. Meanwhile, the outlook for PJSC FGC UES' credit rating was updated by Fitch
from Positive to Stable due to new criteria of credit rating affirmation used for companies with state
participation.
PJSC FGC UES' credit ratings as of 31 December 2018
Rating agency
Standard &
Poor’s
Moody’s
Fitch Ratings Ltd
ACRA

International scale rating

National scale rating

Affirmation
date

Rating

Outlook

Rating

Outlook

ВВВ-

Stable

Withdrawn

-

12 July 2018

Ва1***
ВВВ-

Positive
Stable
-

Withdrawn
Withdrawn
ААА (RU)

Stable

29 Jan 2018
03 Aug 2018
27 Nov 2018

*** In February 2019, Moody’s upgraded FGC's credit rating to the Baa3 investment level, outlook Stable.
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