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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 and/or FGC) 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;
● Technological connection services.
We are included in the list of strategically important companies for Russia’s industrial development.
As a result of our 14-year effective work, we have become one of Russia’s largest power sector
companies in terms of market capitalisation, and also one of the leading “blue chips” on the Russian stock
market.
More than 22.2 thousand employees ensure the sustainable and efficient operation of 140.3 thousand
1
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kilometres of electricity transmission lines and 939 substations in the territory of 77 regions of Russia,
covering a total area of over 15.1 million square kilometres.
As of 31 December 2016, Federal Grid Company has 51 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;
2
● 1 branch – Centre for Technical Supervision .
Details on the Company’s structure and history are available on our corporate website www.fsk-ees.ru 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.
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.
2
Liquidated as of 3 February 2017.

3

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,
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. External control is performed by an independent auditor.
In 2016, the Company continued to improve its corporate governance system. In order to develop the
performed action plan (or “road map”) for implementing the provisions of the Corporate Governance Code
approved by the Bank of Russia, the Board of Directors approved the action plan for improving the FGC’s
corporate governance in 2016. The implementation of the plan is the cornerstone for the further
improvement of corporate governance, including the application of the Company's principles in its
subsidiaries.
In April 2016, the Board of Directors approved the Procedure for corporate governance self-assessment.
The Procedure was developed in accordance with a self-assessment procedure for corporate governance
quality at companies with state participation, approved by the Order No. 306 of Rosimushchestvo
(Russian Agency for State Property Management) as of 22 August 2014. According to the results of selfassessment conducted in 2016, we assume that the quality of our corporate governance is high.
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 2016, the Regulation on the assessment of the activities of PJSC FGC UES's Board of Directors was
developed to document the assessment process by means of determining the key requirements for the
assessment performed by an independent company.
Particular attention was paid to internal control and risk management. The Board of Directors approved
amendments to the Provision on Risk Management System of PJSC FGC UES and reviewed the issues
of assessing the efficiency of the internal control system and the other key aspects.
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 in the
“Investors / Corporate Governance” section.

3. SHARE CAPITAL
As of 31 December 2016, 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 2016, 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.
In 2016, free-float constituted 18.2% of FGC’s total share capital. Institutional investors are the key
minority shareholders; the share of retail investors makes up about 3%.
FGC’s Share Capital Structure as of 31 December 2016

5.34%

PJSC ROSSETI

14.53%

Ownership ratio from 0.5% to
2% of the Company's authorised
capital: 7 shareholders
80.13%

Ownership ratioless than 0.5%
of the Company's authorized
capital: 449,211 shareholders

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 2016, approximately 67% 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 2016, the funds and investment mandates managed by Prosperity Capital Management Ltd
are the largest foreign shareholders of FGC (over 2% of the authorised capital).
52% of FGC shares held by non-residents are accumulated in funds and managing companies, followed
far behind by banks and trusts (19%), sovereign funds (10%) and funds of pension and insurance
companies (7%).
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 in the
“Investors / Share Information” section.
Market Quotations for FGC Shares in 2016
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).
In 2016, the dynamics of MICEX PWR significantly outpaced the dynamics of MICEX.
In 2016, shares of the Company performed significantly better than both MICEX and MICEX PWR.
Throughout the year, quotations for the Company’s shares increased by 242% (from 5.9 kopeks at the
end of 2015 to 20.3 kopeks at the end of 2016) with MICEX and MICEX PWR growing by 27% and 110%
accordingly as of the end of 2016; the Company’s market capitalisation comprised RUB 257.6 billion
(according to the PJSC Moscow Exchange).
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The growth of FGC shares’ market quotations was primarily due to the following:
●

The government of the Russian Federation required that state-owned companies should direct
50% of their net profit received in 2015 for dividends and takes into account the relevance of
applying this approach in 2017–2019;

●

The company demonstrated strong financial results, efficient optimisation of its investment
programme and operating expenses;

●

The attitude of global investors to Russian assets in general, and strong dividend histories in
particular, has improved;

●

The state of the Russian economy has been improving, the rouble exchange rate has been
stabilised, and the interest rates of the Bank of Russia and inflation have been reduced.

Details on the market quotations for the Company’s shares are available on our website www.fsk-ees.ru
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 2016, the scope of the depository receipts programme comprises 0.164% of the
Company’s authorised capital.
Key Features of the GDR Programme
Regulation S
Proportion
International code

Rule 144A

1 GDR: 500 shares

1 GDR: 500 shares

ISIN: US3133542015

ISIN: US3133541025

Common Code: 036273577 Common Code: 0362733372
Price per 1 GDR as of 31.12.2016

USD 1.64

-

Amount of GDRs issued as of
31.12.2016

4,135,009 pc.

46,034 pc.

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.
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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 capitalraising 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, On Joint Stock Companies of December 1995, the executive order of the Government of the
Russian Federation No. 774-р of 29 May 2006, and other laws and regulations of the Russian Federation.
When resolving on the amount of dividend payments following the results of 2015, the executive order of
the Government of the Russian Federation No. 705-p of 18 April 2016 was also taken into account.
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 2016, the Company’s net profit for the reporting year under RAS amounted to RUB
106,071 million. 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 2016.
A resolution to pay the dividends will be adopted by the Annual General Meeting of Shareholders of
Federal Grid Company in June 2017.

4. MARKET REVIEW
The organisation and control over backbone electric grids constitute a separate sector of the electric
power industry. Being a key element of the Russian electricity market infrastructure, our company is a
natural monopolist in the sector, and therefore is doing business under government regulation.
The volume and physical characteristics of the services rendered by FGC are highly dependent on the
overall economic environment, due to the infrastructural nature of the power industry in general and the
power grid in particular.
Russia’s key macroeconomic indicators in 2016 have not changed significantly. The GDP decreased by
0.2%, the industrial production index grew by 1.13%, and investments decreased by 2.3%.
In 2016, the volume of energy consumption within the UES increased by 1.7% YOY and amounted to
1,026 billion kWh. A tendency towards persistent demand has been observed in recent years and is likely
to continue in the near future. The expected average annual increase in the demand for electricity within
the UES of Russia for 2016–2022 does not exceed 0.81%. The optimisation of consumption modes by
the consumers and the possibility to use distributed sources of generation are expected to restrain the
growing volume of Federal Grid Company’s network services.
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Power Capacity Paid by the Consumers of
FGC’s Electricity Transmission Services,
GW
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The volume of services provided via backbone electric grids is assessed as the power capacity provided
to the consumers of electricity transmission services and the capacity of power receivers that are
connected to the grids. In 2016, the average power capacity paid amounted to 88.3 GW. The growth of
the power capacity paid by the end of 2016 amounted to 0.5 GW compared to 2015.
The dynamics of the physical volume of services for technological connection (consumers and generating
facilities) in recent years has not shown any marked tendency. This has been significantly determined by
the demand for power capacity for investment projects of the consumers and electricity producers.
Reduced investment activity in the economy at large continues to affect the volume of technological
connection to the grids. The significant growth in physical volumes in 2015 was a result of the completion
of a number of large-scale technological connection projects. In 2016, the physical volume of
technological connection services stabilised and does not show any tendencies toward growth.
In 2016, the average annual inflation rate amounted to 7.1%, showing a significant decline compared to
15.5% in 2015. The decline in inflation had a positive impact on the Company's financing activities, as it
led to a decrease in the cost of FGC’s debt, a large part of which is represented by bonds allocated at a
floating rate linked to a rate of inflation (RUR 150 bn. or more than ½ of principal debt).

5. CORPORATE STRATEGY, CHALLENGES AND SOLUTIONS
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 priorities and challenges:
Strategic Priorities

Strategic Challenges

Reliability of energy supply ●
to customers

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

Development
and ●
functioning of the UNEG,
adequate to the needs of
the national economy and
●
its citizens

Implement the investment programme under tariff restrictions with a
decrease of specific investment costs (by up to 30% by 2017 as
compared to 2012)

●

Ensure adherence to principles of technical and economic feasibility
when taking decisions in relation to the development programme for

Ensure the implementation of investment projects that are of national
importance in due time.

3

The maximum capacity under technological connection agreements is shown. For 2013, the maximum capacity is specified
according to the executed TC agreements in line with the accounting statements.
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the trunk grid.
●

Develop a programme of phased consolidation of electric grid
facilities that are part of the UNEG and meet its eligibility criteria,
including the signing of agreements with other owners of UNEG
facilities on the procedures of using, acquiring and/or the lease of
such facilities.

●

Optimise the utilisation of existing capacities.

Economic efficiency and ●
secured
financial
sustainability

Integrate an economic model of technical connection based on a
balance of interests and equitable risk sharing between the applicant
and the trunk grid company.

●

Reduce the unit operating expenses by 30% (compared to 2012’s
baseline) by 2017 while maintaining reliability and avoiding an
increase of costs in the upcoming periods.

●

Maintain the Company’s credit rating at the level of the sovereign
credit rating.

Long-Term Development Programme
The main areas of FGC’s strategic development are presented in the Long-Term Development
4
Programme, which was approved in 2014.
The Long-Term Programme is consistent with the targets and provisions of the Development Strategy for
5
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 2016 were as follows:
●
●
●
●

Maintenance of high reliability of electricity transmission and network security;
Reduction of unit operating and investment costs;
Achievement of the previously planned target values under the import substitution programme;
Undersupply of electricity to the consumers decreased by 20% YOY.

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.
6

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
4
5
6

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
Approved by the resolution of the Board of Directors, minutes No. 291 of 19 November 2015.
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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 2015 and 2016. 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
2015

Risk Assessment and
Changes in Risk Relevance
2016

Level: significant

Level: significant

Dynamics: growing relevance

Dynamics: without changes of
relevance

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

Industry risks
Risks related to state tariff regulation

Risks of technological connection

7

Risks of the growth of late and noncollectable receivables

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

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

Level: significant

Level: significant

Dynamics: growing relevance

Dynamics: without changes of
relevance

Level: significant

Level: significant

Dynamics: without changes of
relevance

Dynamics: without changes of
relevance

8

7

Risks related to the untimely meeting of contractual obligations under contracts for technological connection, including deviation of
the actual quality level of the technological 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 technological connection; execution of contract for technological
connection, compliance with the antimonopoly legislation and the quality of customer services.
8

A reduction of relevance in financial risks results is due to the fact that the level of inflation showed a downward momentum in
2016 and reached 5.4% at the end of the year (the average annual value is 7.1%). The policy of the Government of the Russian
Federation and the Bank of Russia aimed at reducing of inflationary risks makes it possible to assess this risk as stabilising.
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Risk of interest rate changes.

Level: significant

Level: moderate

Exchange rate risk

Dynamics: without changes of
relevance

Dynamics: reduction of
relevance

Risks related to changes in legislation
and regulation of areas of Company's
9
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

Inflation risk
Legal risks

Reputation risk
Risk of loss of business reputation

Strategic risk
Strategic risk

Risks related to the Company's activities
Environmental risks

Risks arising from the failure to comply with the requirements of
the environmental legislation of the Russian Federation.
Level: moderate

Level: moderate

Dynamics: without changes of
relevance

Dynamics: without changes of
relevance

Risks arising from the failure to achieve target indicators of
Programme for the Implementation of Environmental Policy

The risk of implementing the Import
10
Substitution Programme

Level: moderate

Level: moderate

Dynamics: without changes of
relevance

Dynamics: without changes of
relevance

Level: significant

Level: moderate

Dynamics: growing relevance

Dynamics: reduction of
relevance

9

The reduction of risk relevance related to changes in legislation was caused by the approval of new regulatory documents by the
Government of the Russian Federation.
10

The reduction of risk relevance for the implementation of Import Substitution Programme is a result of the fact that as of the end
of 2016, the manufacturers of electrical equipment have worked out alternative logistics routes and established contacts with the
suppliers of the required components from APEC. This generally mitigated the risks of tightening sanctions by the USA and EU
countries.
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Operational and technological risk

Level: significant

Level: significant

Dynamics: without changes of
relevance

Dynamics: without changes of
relevance

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, including:
●

The price for electricity transmission services provided to maintain the operation of the electric
grid facilities constituting the UNEG;
● Normative technological losses of electricity during UNEG transmission for the respective subject
of the Russian Federation.
In 2016, the revenue from electricity transmission services provided by the Company amounted to RUB
170.2 billion, according to IFRS consolidated financial statements. By the end of 2016, the electricity
supply to customers via the UNEG amounted to 540.5 bn kWh and increased by 2.8% as compared to
2015. We also note that the growth of customers, the total amount of the valid agreements on electricity
transmission via the UNEG, had increased up to 481 by the end of 2016.
Details on the electricity transmission services provided by the Company are available on our website
www.fsk-ees.ru in the Home / Customers / Electricity Transmission section.
Technological Connection Services
Technological 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 technological 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 technological 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 technological connection under an individual project is
approved separately by the FAS of Russia for each applicant.
11

In 2016, the Federal Grid Company signed 308 agreements for technological connection with
customers, distribution grid companies and generation companies (in 2015 the Company signed 210
agreements). The total maximum capacity for technological connections implemented in 2016 for the
following categories was:
● Customers and distribution grid companies – 2.7 GW;
● Power generating facilities – 3.0 GW;
Details on the electricity transmission services provided by the Company are available on our website
www.fsk-ees.ru in the Home / Customers / Technological Connection section.
Increase of Service Quality
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.
One of the key goals of the Long-Term Development Programme is maintaining the high reliability of the
infrastructure and a further reduction in the undersupply of energy.
11

The number of contracts with direct private customers, distribution grid companies and power generation facilities.
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Investment projects on reconstruction, modernisation and technical re-equipment are included in the
12
amendments to the Investment Programme of PJSC FGC UES for 2016–2020.
The amount of financing for reconstruction, modernisation and technical re-equipment for 2016–2020
makes RUB 117.2 billion. Projects on reconstruction, modernisation and technical re-equipment for 2016–
2020 include:
●

Commissioning of facilities with a total capacity of 11,964 MVA;

●

Reconstruction of 401.96 kilometres of transmission lines.

For 2017, under the projects on reconstruction, modernisation and technical re-equipment,
commissioning the capacity to the amount of 2,627 MVA has been planned; the financing of these
projects will amount to RUB 21.9 billion.
The Company performs maintenance and repairs of its energy facilities in order to ensure that the
substations’ equipment and high-voltage lines are in good working condition. Implementation of these
measures within the FGC Repairs Programme is a guarantee of the high reliability of the UNEG’s
operation. The following planned repair and maintenance measures were fully accomplished in 2016:
●

81 autotransformer phases and 14 reactors, some 12 thousand circuit breakers, and more than 2
thousand breakers were repaired;

●

42 thousand overhead electricity transmission line routes were cleaned of tree and shrubbery
vegetation;

●

Some 11 thousand OHL support foundations were repaired and reinforced;

●

108,403 thousand OHL insulators were replaced;

Thus, the reliability and efficiency of FGC’s grids is upgraded with every year; as new equipment is
commissioned, timely diagnostics and repairs are carried out and staff development is conducted:
●
●
●
●

Undersupply of electricity to customers continues to remain at a low level and is showing a
downward trend. In 2016, the undersupply decreased up to 1,397 MWh, or by 20% YOY;
13
In 2016, the specific accident rate at FGC’s facilities dropped by 1.3%, while the amount of
electrical equipment undergoing maintenance increased by 0.8%;
For 2016, the total effect of energy saving activities amounted to 58,308.8 thousand kWh for the
entirety of FGC, which is equal to 7,172.0 tons of reference fuel. The economic effect is RUB
68,274 thousand;
The effect of targeted measures aimed at the reduction in the consumption of resources for
Federal Grid Company’s own needs amounted to 388.1 tons of reference fuel (769.03 thousand
kWh Gcal, 52.9 thousand litres of fuel and lubricants) for the amount of RUB 7,011.2 thousand.

Other Types of Activities
In addition to electricity transmission and technological 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 2016, these operations were continued.
Sales of electricity is carried out by the Group companies, JSC MHPP and JSC APBE. In 2016,
the Group company JSC APBE started operations on purchasing and selling electricity and
capacity at the wholesale electricity market.
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 2%).

These activities of the Company are classified as non-core ones.

12

Amendments to the Investment Programme of PJSC FGC UES for 206-2020 were approved by Ministry of Energy of Russia No.
1432 as of 28 December 2016.
13
Specific accident rate means the ratio of the number of accidents to the scope of maintenance. The scope of maintenance means
the labor costs for equipment maintenance (person/ hour).
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Key Production Indicators
Indicator

2016
14 15

Number of substations ,

units

Total transmission grid length including rented lines, thousand
13
km
Electricity transmitted from the UNEG, mln kW•h
Actual electricity losses, mln kW•h
Transformer capacity including rented substations, GVA
Declared capacity, MW

Growth

2015

2016/2015

939

931

140.3

139.1

540,540

525,769

25,033

23,478

336.4

334.5

88,354

87,920

1%
1%
3%
7%
1%
0.5%

7. DEVELOPMENT OUTLOOK
INVESTMENTS
The Company’s investments are primarily aimed at modernisation and reliability upgrades to the Unified
National Electric Grid in order to ensure an uninterrupted supply of electricity to its customers. Under the
investment activities, the Company carries out projects with the purpose of building new electric grid
infrastructure units and reconstruction of the existing ones.
The Investment Programme of the Company for 2016–2020 was approved in 2015
17
2016 . The priority goals for the Company’s Investment Programme include:
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and amended in

●

Maintaining the reliability of UNEG’s operation to ensure an uninterrupted supply of electricity to
customers;
● Providing electricity supply to objects of high importance to the State;
● Providing high quality and the availability of electricity transmission and technological connection
services;
● Improvement of the efficiency of trunk electric grids by reducing of costs and implementing
power efficiency programmes;
● Synchronisation of the Company’s development programme with those of power generating
facilities and distribution grid companies;
● Development of an efficient management system for the UNEG and increased monitoring of
electric grid facilities;
● Providing a reliable power supply with separate functioning of Unified Energy Systems of Russia
and Ukraine;
● The external supply of electricity to facilities under the Power of Siberia project of PJSC
Gazprom.
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).
14

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

15

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.
16

The Ministry of Energy’s order No. 980 of 18 December 2015.

17

The Ministry of Energy’s order No. 1432 of 28 December 2016.
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Major Approved Adjustments of the 2016–2020 Investment Programme of PJSC FGC UES
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Within the Company’s Investment Programme, it is planned to commission fixed assets in amount of 44.7
thousand of MVA capacity and 11.4 thousand km of transmission lines. The total amount of planned
investments comprises RUB 482.28 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.
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).
Taking compensatory measures to separate the operation of the Unified Energy System of
Russia and the Integrated Power System of Ukraine;
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● 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, in the
Home / Operations / Investments section.

INNOVATION
The Company's innovative priorities are set out in the Innovative Development Programme of PJSC FGC
18
UES for 2016–2020 with an outlook for 2025.
The key targets of the Company's Innovative Development Programme include:
●

Achieving the worldwide average indicators of the reliability, safety, quality, efficiency and
availability of energy supply to consumers through the launch of new equipment, technology and
practices;
● Improving the Company's focus on its customers by improving existing and creating new
services, including high-tech ones;
● Developing and introducing (and replicating) innovative equipment and practices;
● Turning to the "adaptor" model of innovative solutions and technologies offered by the market,
including through the development of "open innovation" tools;
● Improving interaction with subjects innovative ecosystem of the branch;
● Improving the innovation activities management system;
● Forming the talent pool with advanced competencies for innovative development;
● Creating good conditions for the development of promising scientific research, process
operations and advanced production in the territory of the Russian Federation.
Taking into account the analysis of the technological and innovative level of Federal Grid Company, as
well as the assessment of the forecast development of the relevant markets and technologies, the
Innovative Development Programme identifies the priority (basic) directions of the Company's innovative
development as the following:
● Digital substations;
● Energy efficiency and loss reduction;
● Digital design;
● Quality of electricity;
● Reliability and Asset Management;
● Composite materials and superconductivity;
● Remote control and safety.
The Innovative Development Programme provides for the carrying out of the R&D Programme of PJSC
19
FGC UES for 2015–2017.
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 2016, in accordance with the Investment Programme, Federal Grid Company allocated RUB 414.4
million for R&D financing, which is about 0.2% of the Company's revenue.
The key results of R&D Programme implementation in 2016 include:

18
19

●

Pilot operation was completed for an automatic water-mist fire extinguishing system for 220-kV,
125-250 MVA transformers at 220 kV Tula SS of the MES Centre branch;

●

Design documentation was prepared for switch linear complexes for nominal voltage of 220 and
330 kV with remote control for arranging short-circuit stations for ice-melting that are installed at
220, 330, 500 kV OHL standard supports;

●

Design documentation was prepared for a trial model of series compensation devices for 220 kV
OHL. Technical terms and manual for operation of this trial model of series compensation devices
for 220 kV OHL were developed. Methodical Guidelines were given for choosing settings for
Relay Protection and Automation (RPA) units, installed next to the grid’s series compensation

Approved by the resolution of the Board of Directors of Federal Grid Company, Minutes No. 328 of 28 June 2016.
Adopted by the order of PJSC FGC UES No. 133 of 19 March 2015.
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devices and for protection of series compensation devices, if necessary. The pilot operation of
the trial models of series compensation devices was performed at the experimental site.
●

Methodical Guidelines were prepared for the development of a circuit design for RPA
microprocessor units, the adjustment and configuration of RPA microprocessor units, and the
development of information application for RPA microprocessor units.

Detailed information on FGC’s activities in the field of innovation is available on our official site www.fskees.ru 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
20
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.
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.
The major quarterly KPIs, when the amount of remuneration to the top management is taken into
consideration, include:
KPI

Weight

Quarterly KPIs
Absence of increase in major accidents

40%

Absence of increase in the number of the injured in accidents

40%

Yearly KPIs
Reduction of operating expenses (costs)

100% (essential condition
for bonus payment)

Innovation activity efficiency

20%

Return on invested capital (ROIC)

15%

Total shareholder return (TSR)

15%
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In 2016, the remuneration paid to the Management Board, including the Chairman, was as follows :
●
●
●

Salary – RUB 105,636 thousand;
Bonuses — RUB 188,970 thousand;
Other types of remuneration — RUB 53,345 thousand.

20

Approved by the Board of Directors, minutes No. 105 of 17 June 2010.
The amount of the short-term compensation to members of the Management Board represents remuneration accrued during the
respective period
21
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The dynamics of actual KPIs is provided below.
KPI
Strategic goal

Reliability of energy
supply to customers

Company
governance
efficiency

Target KPI
Absence of increase in
major accidents

No increase

Absence of increase in
the number of the
injured in accidents

No increase

Achieving required
reliability level
Reduction of operating
expenses (costs)
Reduction of specific
investment costs

≥ 10% (YOY)

Electricity loss level

≤ 4.13%

Increase in labour
productivity

RUB/man hour

Meeting commissioning
deadlines
Innovation activity
efficiency

Infrastructure
development and
execution of macro
projects

Percentage of
procurements from
small and medium-sized
enterprises

Return on invested
capital (ROIC)

Maintaining financial
sustainability

2016

Financial leverage ratio

Total shareholder return
(TSR)

Financial stability and
liquidity indicator

≤1

≤1

≥ 3,869

2017

KPI performance

Done
Q1 – not achieved;
Q2 – not achieved;
Q3 – Done;
Q4 – Done
Done
Done
Done
Done
Done

Target KPI
No increase

No increase

≤1
≥ 3% (YOY)
≤1
4.12%
≥ 5.90% (against
2016)

≥ 95%

≥ 90%

≥ 90%

≥ 90

≥ 10% for the
percentage of
procurements in
which only small
and mediumsized
enterprises
participate, and
≥18% for the
percentage of
procurements
from small and
medium-sized
enterprises
(including
contacts to
execution of
which
subcontractors/j
oint contractors
being small and
medium-sized
enterprises are
attracted)
≥ target value
calculated in
accordance with
estimated
figures of PJSC
FGC UES set
forth in
accordance with
Business Plan
formed under
IFRS principles.
> MOEX RCI
(Regulated
Companies
Index) change
for the reporting
period (44.29%)
+ 0,01
percentage
points
Equity/Debt ratio
≥ 0.67 or the

Done

Done

-

Done

Q1 – Done;

-

-

-

-

-
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KPI
Strategic goal

Consolidated net cash
flow

2016

2017

Target KPI

KPI performance

value set in the
Business Plan
and Modified
current liquidity
ratio (MCLR) ≥ 1
or the value set
in the Business
Plan

Q2 – Done;
Q3 – Done;
Q4 – Done

-

-

Target KPI

≥ - RUB 8,252 mln
Actual value for Q1,
H1 and 9 months of

EBITDA

-

-

the reporting period
≥ 0, annual value ≥
5.3%.

Consolidated net
debt/EBITDA

Efficient customer
relations

Fulfilment of an action
plan on receivables
reduction
Meeting technological
connection deadlines

-

≤ 1.1

Q1, Q2, Q3, Q4 ≤
-

Done

3.0
≥100%
≤ 1.1
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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 2016, prepared in accordance with International Financial Reporting
Standards (IFRS) and its interpretations as adopted by the European Union. 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 2016 and 2015, the Group’s revenue amounted to RUR 255,603 million
and RUR 187,041 million, respectively. For the year ended 31 December 2016 the Group’s profit for the
period amounted to RUR 68,382 million compared to profit in the amount of RUR 44,098 million for the
year ended 31 December 2015.
Consolidated Income Statement (IFRS)
Year ended

Year ended

31 December 2016

31 December 2015

255,603

187,041

6,039

4,001

(155,508)

(130,963)

11,868

-

(38,155)

(2,850)

Operating profit

79,847

57,229

Finance income

6,974

8,701

(8,010)

(9,635)

(327)

(8)

78,484

56,287

(10,102)

(12,189)

68,382

44,098

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

Finance costs
Share of loss of associates and joint ventures
Profit before income tax
Income tax expense
Profit for the period
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Consolidated Statement of Financial Position (IFRS)
31 December 2016

31 December 2015

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

821,114
7
752
7,752
1,691
22,271
260
260
15,180
1,799
870,067
979
870 069

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

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

28,176
30,269
50,043
432
16,063
278
125,261
995,328

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
281,759
(198,273)
726,601
1,816
728,417

637,333
(4,719)
10,501
229,578
(252,980)
619,713
(75)
619,638

25,433

14,589

236,954
919
5,959
269,265

250,076
1,105
7,357
273,127

73
29,660
62,059
7,636
99,428
368,693
1,097,110

6
31,466
71,036
55
102,563
375,690
995,328

(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

Non-current liabilities
Deferred income tax liabilities
Non-current debt
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
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(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
Impairment and revaluation loss on property, plant and
equipment, net
Gain on derecognition of subsidiary
Share of result of associates
Accrual of allowance for doubtful debtors
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
Decrease / (increase) in inventories
(Increase) / decrease in other non-current assets
Increase in accounts payable and accrued charges
Decrease in retirement benefit obligations
Income tax (paid) / received
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
Loans given
Investment in bank deposits
Redemption of bank deposits
Dividends received
Purchase of subsidiary
Sale of subsidiary
Interest received
Net cash used in investing activities
CASH FLOWS FROM FINANCING ACTIVITIES:
Proceeds from non-current borrowings
Proceeds from current borrowings
Repayment of current and non-current borrowings
Repayment of lease
Dividends paid
Interest paid
Net cash used in financing activities
Net increase / (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 2016

Year ended
31 December 2015

78,484

56,287

39,397
(72)
1,330

39,447
3,699
1,481

38,155

2,850

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

8
7,063
434
(8,701)
9,635
(74)

151,918

112,129

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

(12,824)
(5,607)
387
5,865
(2,833)
906
98,023

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

(75,604)
1,980
(948)
667
(1,000)
(30,422)
337
21
(293)
568
7,452
(97,242)

10,165
350
(23,172)
(150)
(16,751)
(27,732)
(57,290)

40,099

16,228
28,176
44,404

(23,210)
(150)
(840)
(30,572)
(14,673)
(13,892)
42,068
28,176
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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 period
(6)
Return on assets
(7)
Return on equity

Year ended
31 December 2016

Year ended
31 December 2015

120,247
47.0%
116,660
45.6%
106,134
41.5%
86,645
8.3%
12.9%

98,149
52.5%
104,338
55.8%
60,079
32.1%
46,378
4.8%
7.8%

(1) EBITDA represents profit for the period 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 period;
(3) Adjusted EBITDA is calculated as EBITDA adjusted to exclude impairment and revaluation loss of property, plant
and equipment, gain on derecognition of subsidiary, revenue from connection services, accrual of allowance for
doubtful debtors (excluding 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.;
(4) Adjusted operating profit is calculated as operating profit adjusted for impairment and revaluation loss of property,
plant and equipment and gain on derecognition of subsidiary;
(5) Adjusted profit for the period is calculated as profit for the period adjusted for impairment and revaluation loss of
property, plant and equipment, gain on derecognition of subsidiary, including respective deferred income tax;
(6) Return on assets is calculated as adjusted profit for the period divided by the average total assets for the period;
(7) Return on equity is calculated as adjusted profit for the period divided by the average total equity for the
respective period.

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 period 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 period allocations of costs associated with long-lived
assets that have been acquired or constructed in prior periods.
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Adjusted profit for the period
Adjusted profit for the period is used to calculate the return on assets and the return on equity indicators.
Profit for the period was adjusted for impairment of property, plant and equipment, revaluation loss on
property, plant and equipment, disposal of subsidiary, including respective deferred income tax.
The following table sets forth a reconciliation of adjusted profit for the period to profit for the periods
indicated.

(in millions of roubles)
Profit for the period
Adjustments to profit for the period:
Impairment loss on PPE
Revaluation loss on PPE
Disposal of subsidiary
Deferred income tax on adjustments
Adjusted profit for the period

Year ended
31 December 2016

Year ended
31 December 2015

68,382

44,098

3,856
34,299
(11,868)
(8,024)
86,645

2,850
(570)
46,378

EBITDA and Adjusted EBITDA
The following table represents adjusted profit and EBITDA for the periods indicated.

(in millions of roubles)
Profit for the period
Add back:
Income tax expense
Finance income
Finance costs
Depreciation and amortisation
EBITDA
Adjustments to EBITDA:
Revenue from connection services
Impairment loss on PPE
Revaluation loss on PPE
22
Allowance for doubtful debtors
Disposal of subsidiary
Add back:
Finance income
Adjusted EBITDA

Year ended
31 December 2016
68,382

Year ended
31 December 2015
44,098

10,102
(6,974)
8,010
40,727
120,247

12,189
(8,701)
9,635
40,928
98,149

(39,088)
3,856
34,299
2,240
(11,868)

(12,425)
2,850
7,063
-

6,974
116,660

8,701
104,338
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Excluding effect of impairment measured as difference between the carrying value of accounts receivable
and the present value of estimated future cash flows
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Liquidity ratios and other measures
(in millions of roubles, except ratios)
(1)
Current liquidity ratio
(2)
Cash liquidity ratio
Total equity/Total assets ratio
(3)
Net debt

31 December 2016
1.19
0.45
0.66
221,750

31 December 2015
1.22
0.57
0.62
222,903

(1) Current liquidity ratio is calculated as total current assets divided by total current liabilities;
(2) The cash liquidity ratio is calculated as a sum of cash and cash equivalents, short-term bank deposits and shortterm promissory notes divided by total current liabilities;
(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 period. The Group also earns
revenue from the sale of electricity to third parties by the Group’s subsidiaries, 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 68,562 million, or 36.7%, from RUR 187,041 million for the year
ended 31 December 2015 to RUR 255,603 million for the year ended 31 December 2016.
The table below sets out the Group's revenue for the periods indicated.
Year
Percentag
Year
Percentag
ended 31
e of total
ended 31
e of total
(in millions of roubles
December
revenue
December
revenue
except for
2016
2015
percentages)
170,189
66.6%
157,821
84.4%
Transmission fee
39,088
15.3%
12,425
6.6%
Connection services
21,320
8.3%
7,014
3.7%
Construction services
22,093
8.6%
6,442
3.4%
Electricity sales
2,913
1.2%
3,339
1.9%
Other revenues
255,603
100%
187,041
100%
Total revenues

Percentage change
between the year
ended 31
December 2016
and 2015
7.8%
214.6%
204.0%
243.0%
-12.8%
36.7%

Transmission fee
The Group's revenue from electricity transmission services increased by RUR 12,368 million, or 7.8%,
from RUR 157,821 million for the year ended 31 December 2015 to RUR 170,189 million for the year
ended 31 December 2016. The increase was caused by the growth of tariffs by 7.5% since 1 July 2015
and by 7.5% since 1 July 2016.
Connection services
The Group's revenue from connection services increased by RUR 26,663 million, or 214.6%, from
RUR 12,425 million for the year ended 31 December 2015 to RUR 39,088 million for the year ended
31 December 2016. The increase related to completion of connection services and recognition of revenue
from these services. The most significant customer for connection services was JSC «Concern
Rosenergoatom» (the amount of revenue was RUR 33,454 million).
Construction services
The Group's revenue from construction services increased by RUR 14,306 million, or 204.0%. In 2015 the
Group started to render services for the construction of transmission facilities on the territory of Russian
Federation in the second half of 2015. As a result the revenue in the amount of RUR 7,014 million was
recognised in 2015. In 2016 the Group continued these activities and recognised revenue in the amount
of RUR 21,320 million.
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Electricity sales
The Group's revenue from electricity sales increased by RUR 15,651 million, or 243.0%, from RUR 6,442
million for the year ended 31 December 2015 to RUR 22,093 million for the year ended
31 December 2016 as a result of increase in volumes of electricity sold by JSC «MGES». Also the Group
entity JSC “APBE” started its operations of purchase and sale of electricity and capacity at the wholesale
electricity and capacity market, which resulted in recognised revenue in the amount of RUR 12,528
million.
Other revenues
The Group's other revenues decreased by RUR 426 million, or 12.8%, from RUR 3,339 million for the
year ended 31 December 2015 to RUR 2,913 million for the year ended 31 December 2016. 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. The Group's other operating
income increased by RUR 2,038 million, or 50.9%, from RUR 4,001 million for the year ended 31
December 2015 to RUR 6,039 million for the year ended 31 December 2016. Increase was mainly
caused by accrual of fines and penalties from customers and insurance compensation in 2016 year.
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
Materials for construction
contracts
Fuel for mobile gas-turbine
electricity plants
Accrual of allowance for doubtful
debtors
Movement in provision for legal
claims
Electricity transit
(Gain) / loss on disposal of
property, plant and equipment
Other expenses
Total operating expenses

Year
ended 31
December
2016

Percentag
e of total
operating
expenses

Year
ended 31
December
2015

Percentag
e of total
operating
expenses

Percentage
change
between the
year ended
31 December
2016 and
2015

39,397

25.3%

39,447

30.1%

-0.1%

26,782

17.2%

25,218

19.3%

6.2%

25,967

16.7%

15,192

11.6%

70.9%

11,779

7.6%

5,267

4.0%

123.6%

9,056

5.8%

7,408

5.7%

22.2%

8,090

5.2%

653

0.5%

1138.9%

7,817

5.0%

1,878

1.4%

316.2%

2,666

1.7%

7,063

5.4%

-62.3%

2,502

1.6%

434

0.3%

476.5%

2,295

1.5%

4,019

3.1%

-42.9%

(72)

0.0%

3,699

2.8%

-101.9%

19,229
155,508

12.4%
100.0%

20,685
130,963

15.8%
100.0%

-7.0%
18.7%

Depreciation of property, plant and equipment
The Group's depreciation expenses remains on the same level and amounted to RUR 39,397 million and
RUR 39,447 million for the years ended 31 December 2016 and 31 December 2015 respectively.
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Employee benefit expenses and payroll taxes
The Group's employee benefits expenses and payroll taxes increased by RUR 1,564 million, or 6.2%,
from RUR 25,218 million for the year ended 31 December 2015 to RUR 26,782 million for the year ended
31 December 2016. This was mainly caused by the accrual of actuary profit attributable to past service
cost in 2015.
Purchased electricity for production needs
The Group's expenses for purchased electricity increased by RUR 10,775 million, or 70.9%, from
RUR 15,192 million for the year ended 31 December 2015 to RUR 25,967 million for the year ended
31 December 2016. The increase was mainly due to fact that in 2016 year JSC “APBE” started its
operations of purchase and sale of electricity at the wholesale electricity and capacity market.
Subcontract works and materials for construction contracts
The Group's expenses for subcontract works and materials for construction contracts increased by RUR
13,949 million, or 235.6%, from RUR 5,920 million for the year ended 31 December 2015 to RUR 19,869
million for the year ended 31 December 2016 due to the fact that the Group continued rendering the
services of transmission facilities construction in 2016 year.
Property tax
The Group's property tax increased by RUR 1,648 million, or 22.2%, from RUR 7,408 million for the year
ended 31 December 2015 to RUR 9,056 million for the year ended 31 December 2016 mainly due to the
increase in property tax expenses caused by the gradual abolition of tax benefit for power transmission
grids.
Fuel for mobile gas-turbine electricity plants
The Group's expenses for fuel for mobile gas-turbine electricity plants increased by RUR 5,939 million, or
316.2%, from RUR 1,878 million for the year ended 31 December 2015 to RUR 7,817 million for the year
ended 31 December 2016 due to mode changes in operations of the electrical grid of JSC “MGTES” and
as a result of increase in volumes of generated and sold electricity.
Electricity transit
The Group's electricity transit expenses decreased by RUR 1,724 million, or 42.9%, from
RUR 4,019 million for the year ended 31 December 2015 to RUR 2,295 million for the year ended
31 December 2016 which is explained by the cease of sales activity at Nurenergo, a lower exchange rate
for the Kazakh tenge and a reduction of electricity transmission through other countries .
Accrual of allowance for doubtful debtors
After a detailed analysis of accounts receivable as at 31 December 2016 and as a result of the concluded
debt restructuring agreements the Group recognised accrual of allowance for doubtful debts for overdue
accounts receivable. The Group recognised a net accrual of the allowance for doubtful debtors in the
amount of RUR 2,666 million for the 12 months ended 31 December 2016. For the 12 months ended
31 December 2015, the Group recognised a net accrual of the allowance in the amount of
RUR 7,063 million.
Movement of provision for legal claims
As at 31 December 2016 the Group accrued provision for claims made by suppliers of property, plant and
equipment and other counterparties based on it’s expectation of future economic benefits outflows.
(Gain) / loss on disposal of property, plant and equipment
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. During the year ended 31 December 2015, the
Group recognised loss on disposal of PPE in the amount of RUR 3,699 million in relation to the sale of
PPE and write-off of PPE as a result of stock take.
Other expenses
The Group's other expenses decreased by RUR 1,456 million, or 7.0%, from RUR 20,685 million for the
year ended 31 December 2015 to RUR 19,229 million for the year ended 31 December 2016. Other
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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 primarily includes interest income from investments in bank deposits and promissory
notes. Finance income decreased by RUR 1,727 million, or 19.8%, from RUR 8,701 million for the year
ended 31 December 2015 to RUR 6,974 million for the year ended 31 December 2016. The decrease
was in line with the reduction of weighted average interest rates applicable to bank deposits in 2016.
Finance costs
Finance costs decreased by RUR 1,625 million, or 16.9%, from RUR 9,635 million the year ended
31 December 2015 to RUR 8,010 million the year ended 31 December 2016. The decrease was primarily
attributable to decrease of weighted average interest rate, applied to bonds with variable rates tied to
Consumer Price Index. The average interest rate applied decreased by 2.46 percentage points from
11.95% in 2015 year to 9.49% in 2016 year.
Disposal 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. As a result FGC UES
lost the right to direct relevant activities of the subsidiary and, therefore, lost control over the entity. The
Group derecognized the assets and liabilities of the OJSC “Nurenergo” as at 31 December 2016 and
recognised gain amounted to RR 11,868 million in statement of profit and loss and other comprehensive
income.
Impairment and revaluation loss on property, plant and equipment, net
Impairment and revaluation loss on property, plant and equipment, net increased by RUR 35,305 million
from RUR 2,850 million for the year ended 31 December 2015 to RUR 38,155 million for the year ended
31 December 2016. As a result of revaluation of property, plant and equipment made as at 31 December
2016, the Group recognised net revaluation loss in amount of RR 34,299 million.
Profit before income tax
The Group recognised profit before income tax in the amount of RUR 78,484 million and
RUR 56,287 million for the years ended 31 December 2016 and 31 December 2015 respectively.
Income tax expense
The Group recognised income tax expense in the amount of RUR 10,102 million and RUR 12,189 million
for the years ended 31 December 2016 and 31 December 2015 respectively. The effective tax rate
decreased from 21.7% to 16.4%. The decrease in effective tax rate was mainly caused by non-taxable
income relating to derecognition of subsidiary.
Profit for the period
As a result of the above-mentioned factors, the Group recognised profit in the amount of
RUR 68,382 million and RUR 44,098 million for the years ended 31 December 2016 and
31 December 2015 respectively.
Capital resources
The electricity transmission business is capital-intensive and many of the Group's facilities are aged 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.
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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 2016
93,645
2,039

Year ended
31 December 2015
75,072
2,171

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 increase / (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 2016
111,476
(37,958)
(57,290)
16,228

Year ended
31 December 2015
98,023
(97,242)
(14,673)
(13,892)

28,176

42,068

44,404

28,176

Net cash generated by operating activities
Net cash generated by the Group's operating activities increased by RUR 13,453 million, or 13.7%, from
RUR 98,023 million for the year ended 31 December 2015 to RUR 111,476 million for the year ended 31
December 2016. This was due to the revenue increase as described above.
Net cash used in investing activities
Net cash used in the Group's investing activities decreased by RUR 59,284 million, or 61.0%, from RUR
97,242 million for the year ended 31 December 2015 to RUR 37,958 million for the year ended 31
December 2016. This decrease was mainly caused by redemption of bank deposits in 2016 year, whilst in
2015 the net placement of deposits occurred.
Net cash used in financing activities
Net cash used in the Group’s financing activities increased by RUR 42,617 million, or 290.4% from RUR
14,673 for the year ended 31 December 2015 to RUR 57,290 million for the year ended
31 December 2016. The increase of cash used in financing activities in 2016 mainly relates to the
decrease of cash proceeds from new borrowings (bond for the amount of RUR 10,000 million was issued
in 2016 compared to the total amount of bond issues for RUR 40,000 million in 2015). Moreover, in 2016
the Group paid dividends to shareholders in the amount of RUR 16,751 million.
Debt
As at 31 December 2016, the Group's total debt amounted to RUR 266,614 million as compared to
RUR 281,542 million as at 31 December 2015.
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 2016
29,660
236,954
266,614
221,750

31 December 2015
31,466
250,076
281,542
222,903
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The key reasons for the decrease of the Group’s debt relates to bond’s redemption in the amount of
RUR 23,172 million. The effect was partially compensated by issue of bond series BO-02 in the amount
of RUR 10,000 million.

Credit Ratings
As of the end of 2016, international credit ratings of PJSC FGC UES (assigned by the leading rating
agencies Moody's, Standard & Poor's, and Fitch Ratings) remain at the sovereign level, same as in the
previous year: on the rating scale of Fitch Ratings in the investment category, and on the rating scale of
Standard & Poor’s and Moody’s in the upper (the least-risky) tier of non-investment grade, which is the
evidence of the Company's status of a highly reliable borrower, as well as the high level of the
Company's solvency.
Credit Ratings of PJSC FGC UES as of 31 December 2016

Standard & Poor’s

International scale

National scale

ВВ+ / "Stable"

ruAA+
23

Moody’s

Ва1/ "Negative”

Withdrawn

Fitch Ratings

ВВВ-/ "Stable"

AAA(rus)

23

This rating action is related to the termination of the agency's rating activity in the Russian Federation at the national scale due to
new regulatory requirements introduced for credit rating agencies in Russia. The decision to withdraw the rating at the national scale
will not affect the rating according to the international scale.
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