
1 
 

 

 

 

 

 

MANAGEMENT REPORT 

OF PJSC ROSSETI 

2017 

  



2 
 

 

 

 

 

Table of Contents 

1. Position of the Company in the Energy Industry ...................................................................................... 3 

2. Operating Overview .............................................................................................................................. 4 

3. Innovation ............................................................................................................................................ 6 

4. Economic Performance ......................................................................................................................... 8 

5. ROSSETI Shareholding Structure and Share Market ............................................................................. 18 

6. Corporate Governance ....................................................................................................................... 22 

7. Risk Management .............................................................................................................................. 32 

8. ROSSETI Group Structure .................................................................................................................. 42 

9. Responsibility Statement ..................................................................................................................... 44 

10.    Glossary ............................................................................................................................................ 45 

11.     Contacts ........................................................................................................................................... 46 

12.     Application ........................................................................................................................................ 47 

 

  



3 
 

1. Position of the Company in the Energy Industry 

The mainstay of the grid segment of the Russian electric power industry is ROSSETI, having shareholdings 

in 36 subsidiaries and dependent companies, including 15 distributions and one transmission grid company. 

The ROSSETI Group accounts for about 70% of all transmission and distribution of Russia’s electricity.  

ROSSETI works to consolidate electric grid assets, including in the regions of its operations.  

Trends in the Industry in 2017 

Economic recovery and increased consumption. An upward trend in the economy and GDP growth in 2017 

led to a rise in electricity consumption. Consumption and generation in Russia’s United Power System 

increased by 1.31 on 2016 (1,040 billion kWh) and 0.5% on 2016 (1,054 billion kWh2) respectively. Excluding 

an additional day in the leap year 2016, electricity consumption rose by 1.6%. 

ROSSETI Group’s Contribution to the Development of the Industry and Economy 

Area ROSSETI Group’s Contribution 

Helping Russia become a leader in the World Bank’s Doing 

Business 2018 rankings 

“Despite the spectre of international sanctions … Russia [is 

marked] as the 35th easiest place in the world to do 

business, just one place below Japan and ahead of almost a 

dozen EU member states including Italy and Belgium.” 

Financial Times 

A key event in 2017 was that Russia reached a position 

among the top 10 economies in the “Getting Electricity” 

ranking of the World Bank’s Doing Business 2018 rankings 

(from 30th in 2016).3 

Building a modern infrastructure for ensuring stable 

economic development 
Russia’s first 110 kV digital substation was put into operation. 

Providing electricity for the 2018 FIFA World Cup 

Three substations (Presnya, Moscow; Stadion, Samara; and 

Beregovaya, Kaliningrad) included in the 2018 World Cup’s 

electric grid infrastructure were put into operation. 

 

 

  

                                                           
1 Source: Russia’s United Power System: Interim Results (SO UPS Fact Sheet, December 2017) 
2 Source: Russia’s United Power System: Interim Results (SO UPS Fact Sheet, December 2017) 
3 The ranking traditionally uses current data for calculations for the following year. 
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2. Operating Overview 

Operating results of ROSSETI 

 

The activities of the ROSSETI Group, as the largest company and the industry’s mainstay, are aimed at 

achieving the targets set by the Strategy for Development of the Electric Grid Sector. 

In accordance with the Strategy for Development of the Electric Grid Sector of the Russian Federation, one 

of the principal goals facing the electric grid sector is to reduce the fragmentation of territorial grid 

organizations and increase control over them. 

Number of territorial grid organizations, thousand entities 

 

The consolidation of electric grid assets encompasses measures to enable the ROSSETI Group to take 

control of a grid asset that is not part of and/or not under the control of the ROSSETI Group. 

Principal goals of the consolidation of electric grid assets 

Creation of a single center of 

responsibility for securing a reliable, 

high-quality, and affordable 

electricity supply; reduced number 

of territorial grid organizations 

Increase in ROSSETI subsidiaries’ 

share in pool-based revenues from 

distribution services provided for 

regional electricity consumers 

Construction of an optimal electric 

grid infrastructure; introduction of 

elements of a digital grid 

 

3,0 2,9 2,8

1,9 1,9 1,7

2,6 2,5 2,4 1,6 1,6 1,4

2013 2014 2015 2016 2017 2018

Nationwide Regions of the operations of ROSSETI’s distribution grid companies

Indicator 
As of December 31, 

2016 
As of December 31, 2017 Change, % 

Length of power lines,  

thousand kilometers 
2,31 2,34 1.3 

Number of substations, 

thousand units 
496 503 1.4 

Transformer capacity, GVA 773 782 1.2 
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Reliable operation is characterized by the duration of power outages. 

In 2017, the ROSSETI Group’s entities did not exceed the maximum permissible values of the average 

outage duration indicator. Some companies4 considerably improved the required values. 

The ROSSETI Group operates the following system of recording process failures (accidents): 

 

 

 

 

 

                                                           
4 Kubanenergo; LENENERGO; MOESK; TDC; Tyumenenergo; Yantarenergo; FGC UES, Nizhnovenergo and Marienergo, 
branches of IDGC of Center and Volga Region; Astrakhanenergo, Volgogradenrgo, Kalmenergo, and Rostovenergo, branches of 
IDGC of South; Altaienergo, Buryatenergo, Gorno-Altaisk Electric Networks, Krasnoyarskenergo, Kuzbassenergo-RES, 
Omskenergo, Khakasenrgo, and Tyvaenergo, branches of IDGC of Siberia; Stavropolenergo, Kabbalkenergo, Karachaevo-
Cherkesskenergo, Sevkavkazenergo, Ingushenergo, and Chechenenergo, branches of IDGC of Northern Caucasus; and 
Arkhenergo, Vologdaenergo, and Karelenergo, branches of IDGC of North-West. 

Rules for Investigating into the Causes of 
Accidents in the Electricity Industry

(Resolution of the Government of the 
Russian Federation No. 846 of October 28, 

2009)

Guidelines for Calculating the Level of 
Reliability and Quality of Supplied Goods 

and Rendered Services for the 
Organization Managing the Unified 

National (All-Russian) Electric Grid and 
Territorial Grid Organizations (Order of the

Ministry of Energy of the Russian 
Federation No. 1256 of November 29, 

2016)

Internal documents of the Company

Target-Oriented Multiyear Programs to Reduce the Accident Rate of Electric Grid Facilities

• eliminate injury-risk equipment

• cause OL clearings to comply with regulatory standards

• improve the reliability of distribution networks rated 0.4–20 kV

• increase lightning-surge proofness

• replace obsolete circuit breakers, isolator switches, and short-circuiters

• replace oil-filled feeders with solid-insulated feeders

• replace porcelain and polymer composite insulators for OL rated 35 kV and above

• replace stick-pedestal insulators

• modernize relay protection devices and systems
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3. Innovation 

Innovative development is a key instrument for improving the reliability, efficiency, and quality of power 

supply. 

The goal of the ROSSETI Group’s Innovative Development Program5 is to switch over to a technologically 

new electricity supply with qualitatively new characteristics of reliability, efficiency, accessibility, 

manageability, and customer orientation in the Russian electric grid sector as a whole. 

 

73 subject areas at 15 entities of the ROSSETI Group 

 

10 research, development, and engineering projects to improve systems and devices for lightning protection 

and increase lightning-surge proofness and reliability for external insulation of overhead lines and substations 

rated 6–750 kV 

A pilot project was launched on January 26, 2017, to supply electricity to isolated areas by replacing inefficient 

equipment of diesel generation with self-contained hybrid electrical installations based on solar modules 

Project operator: IDGC of Siberia 

Project site: Menza and Ukyr, Trans-Baikal Territory; 170 kilometers from Russia’s United Power System 

Planned payback period: 8 years 

Objectives: 

 develop a new services segment based on return on investment and profitability 

 supply electricity to isolated areas and create the conditions for bringing down subsidies 

 provide solutions for regional energy efficiency programs 

 build a self-contained hybrid electrical installation consisting of solar modules designed to produce 

a total of 120 kW, two 200 kW diesel generators, and a 300 kWh accumulator 

 

Practical importance: 

                                                           
5 Innovative Development Program for 2016–2020 with Long-Term Plans Until 2025. Approved by the Board of Directors. 

• Switch over to digital substations rated 35–110 (220) kV

• Switch over to actively adaptive digital grids with a distributed intellectual automation and control 
system

• Switch over to the integrated efficiency of business processes and to the automation of control 
systems

• Use new technologies and materials in the electricity industry

Main areas of 
innovative 

development

Results of 2017

• 26 titles of protection for R&D deliverables

• 16 license agreements

• 12.34 million rubles of license fees

• 16 R&D deliverables in test operation

• 18 R&D deliverables in operation at the ROSSETI Group’s facilities
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 curb tariff growth 

 decrease diesel fuel consumption from 250,000 to 86,000 liters per year 

 reduce carbon dioxide emissions by 500 tonnes per year 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Two National Projects Implemented by the ROSSETI Group

Design of digital substations and power plants and 
their introduction into new and rehabilitated power 

facilities

New construction technologies for overhead 
power lines using composite power towers

• share best practices and cooperate in creating new-generation digital grids

• set up R&D clusters jointly with the world's leading electric utilities and 
innovative equipment manufacturers to introduce advanced innovative 
solutions into ROSSETI's grids

• ensure the synchronous operation of Russia's United Power System and 
foreign energy systems and manage interstate power lines in order to 
support electricity export-import and transit (interstate electricity 
transmission) and efficiently use the transmission capacity of interstate 
cross-sections

• provide the technological basis for entry into markets in third countries and 
promote Russian-made electrical equipment in foreign markets

• participate in creating a technological infrastructure and regulatory 
framework for the common electricity market of the Eurasian Economic 
Union, the Commonwealth of Independent States, and other international
sectoral associations

Key strategic areas 
of the Company's 

international 
activities
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4. Economic Performance 

This review is based on the ROSSETI Group’s audited consolidated financial results for the year ended 

December 31, 2017, in accordance with IFRS6. 

Consolidated Key Operating Indicators 

 
 

 
 

  

                                                           
6 Some of the 2016 indicators are reclassified as comparable figures for the current reporting year. All reclassifications are not 
significant. 
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KEY RESULTS OF THE YEAR:  

 Upward changes in all indicators 

 Growth of revenue in 5%  

 Operating expenses decrease   

 Increase of net profit almost in 40%  

 

REVENUE 

Structure of Revenue, mn RUB 

  

Key factors: 

1. Revenue from electricity transmission and distribution grew due to higher net electricity delivery, tariff 

indexation. 

2. Revenue from network connection services decreased due to compliance with the services schedule 

depending on FGC UES costumers. 

3. Electricity and capacity sales were down due to mixed dynamics of electricity sales by different 

subsidiary companies in the accounting period (including taking up the provider of last resort role).   
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OPERATING EXPENSES  

OPEX structure, mn RUB 

 
 

 

Key factors: 

1. Expenses associated with electricity distribution services grew due to tariff indexation for other 

territorial grid organizations. 

2. Expenses associated with electricity purchased for compensation for electricity network losses 

increased due to higher unregulated prices of purchased electricity.  

3. Expenses associated with electricity purchased for resale decreased due to lower electricity sales in 

the reporting period/ 

4. Tax payments increased due to gradually abolished property tax benefits in relation to power lines. 

5. Impairment of fixed assets decreased in 2017 due to no significant adverse changes in expected 

future cash flows from the use of grid assets. 
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6. Provisions decreased due to the resolution of disagreements with outside territorial grid 

organizations in relation to electricity distribution and with electricity retailers in relation to electricity 

purchased for compensation for electricity network losses 

7. Employee benefits increased due to wage indexation for production personnel in accordance with 

the Sectoral Wage Rate Agreement, adjusted for changes in the consumer price index and an 

increase in personnel due to taking on the supplier of last resort functions 

BALANCE SHEET INDICATORS 

Structure of Non-Current Assets 

Indicators, bn RUB 2016 2017 % vs. 2016 

Property, plant and equipment 1,798,568 1,940,227 7.9 

Intangible assets 16,804 16,758 (0.3) 

Investments in associates and joint ventures 936 883 (5.7) 

Trade and other receivables 51,262 74,883 45.3 

Assets related to employee benefits plans 6,708 6,709 - 

Financial investments 78,643 69,914 (11.1) 

Deferred tax assets 7,069 7,178 1.5 

TOTAL NONCURRENT ASSETS 1,959,990 2,116,152 8.0 

 

Key factors: 

 increased fixed assets due to the commissioning of new facilities under the capex program 

 increased long-term receivables largely due to a rise in receivables under network connection 

contracts with payment in installments and due to agreements for interest restructuring of short-term 

trade receivables 

Structure of Current Assets  

Indicators, bn RUB 2016 2017 % vs. 2016 

Inventories 33,143 35,050 5.8 

Financial investments 12,620 149 (98.8) 

Income tax prepayments 6,339 4,528 28.6 

Trade and other receivables 167,616 151,466 (9.6) 

Cash and cash equivalents 86,970 102,054 (17.3) 

TOTAL CURRENT ASSETS 306,688 293,247 (4.4) 
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Key factors: 

 decreased receivables due to received payments, impairment provisioning, and agreements for 

restructuring with changed repayment dates 

Structure of Capital  

Indicators, bn RUB 2016 2017 % vs. 2016 

Share capital 198,071 200,903 1.4 

Share premium 212,978 213,098 0.1 

Treasury shares (2,702) (2,702) - 

Reserve for issue of shares 1,678 - - 

Other reserves 33,165 25,430 (23.3) 

Retained earnings 521,300 621,077 19.1 

Total equity attributable to owners of the Company 964,490 1,057,806 9.7 

Non-controlling interest 340,149 365,755 7.5 

TOTAL EQUITY 1,304,639 1,423,561 9.1 

 

Key factors: 

 net profit for the reporting period 

 dividend payouts 

 decreased Inter RAO share price 

Structure of Liabilities 

Indicators, bn RUB 2016 2017 % vs. 2016 

Loans and borrowings 472,057 506,990 7.4 

Trade and other payables 23,698 39,840 68.1 

Employee benefits 28,425 32,717 15.1 

Deferred tax liabilities 66,835 76,202 14.0 

Total non-current liabilities 591,015 655,749 11.0 

Loans and borrowings 86,829 51,244 (41.0) 

Trade and other payables 261,754 261,926 0.1 

Provisions 14,305 10,561 (26.2) 

Current income tax liabilities 8,136 6,358 (21.9) 

Total current liabilities 371,024 330,089 (11.0) 

TOTAL LIABILITIES 962,039 985,838 2.5 
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Key factors: 

 increased long-term liabilities due to FGC UES purchase contracts for fixed assets 

Key Financial Ratios 

Indicators 2016 2017 

EBITDA margin 29.4% 33.1% 

Net income margin 10.9% 14.5% 

Net Debt/ EBITDA 1.5 1.8 

Current ratio 0.83 0.89 

Financial leverage 0.74 0.69 

Long-term loans/gross debt 84% 91% 

 

Debt Capital 

Information on Issued and Redeemed Bonds 

The ROSSETI Group’s entities placed bonds in 2017 with a total value of 41 billion rubles. 

Issue Number Series 
Value of Outstanding 

Bonds, mn RUB 
Placement Date 

Interest Rate at 

Placement, % 

ROSSETI 

4B02-01-55385-E-001Р BO-001P-01 5,000 July 13, 2017 8.15% 

IDGC of South 

4B02-02-34956-E BO-02 5,000 July 19, 2017 9.24% 

MOESK 

4B02-09-65116-D BO-09 10,000 February 27, 2017 9.15% 

4B02-10-65116-D BO-10 10,000 May 18, 2017 8.55% 

FGC UES 

4B02-03-65018-D BO-03 9,000 October 25, 2017 7.75% 

4B02-04-65018-D BO-04 7,000 December 11, 2017 7.60% 

 

The following entities of the ROSSETI Group obtained registration for their programs of exchange-traded 

bonds in 2017: 

Subsidiary Identification Number 

Number 

Assignment 

Date 

Value 
Maximum Term to 

Maturity 

MOESK 4-65116-D-001P-02E 
February 8, 

2017 
up to 80 billion rubles 30 years 
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IDGC of Urals 4-32501-D-001P-02E 
February 8, 

2017 
up to 25 billion rubles 30 years 

Tyumenenergo 4-00159-F-001P-02E March 1, 2017 up to 25 billion rubles 30 years 

IDGC of Volga 4-04247-E-001P-02E March 17, 2017 up to 25 billion rubles 30 years 

LENENERGO 4-00073-A-001P-02E April 5, 2017 up to 35 billion rubles 30 years 

 

 

In June 2017, ROSSETI redeemed its Series BO-01 exchange-traded bonds, totaling 5.0 billion rubles, which 

had been placed on June 22, 2015 (coupon rate: 11.9%). 

Events after the reporting period: 

On March 29, 2018, the Moscow Exchange assigned an identification number to FGC UES’s program of 

Series 001P exchange-traded bonds, totaling 200 billion rubles, with each issue under the program having 

the maximum term to maturity of up to 35 years. 

Information on Obtained Loans and Borrowings 

Debt Portfolio 

The Group’s debt portfolio consists mostly of bonds and loans issued by Russian banks. 

100% of loans and borrowings are denominated in Russian rubles. 

The Group’s consolidated debt changed insignificantly in 2017. 

TYPE OF BORROWING 

December 31, 2016 December 31, 2017 

total 
principal 

debt 

accrued 

interest 
total 

principal 

debt 
accrued interest 

Bond loans 326 321 5 333 328 5 

Bank loans and other lenders* 233 231 2 225 225 0,2 

TOTAL 559 552 7 558 553 5 

Major Investors in the ROSSETI Group

Management Companies Pension Funds Large Banks

bn RUB 
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* Other lenders include liabilities associated with finance leases, promissory notes, and other loans. 

The average maturity of the Group’s debt portfolio as at December 31, 2017, was 9.6 years. 

Principal debt repayment schedule as at December 31, 2017: 

Bn RUB 

 

INTEREST EXPENSE 

Measures to optimize its debt portfolio and positive market trends in 2017 allowed the Group as a whole to 

reduce its interest expense by more than 20%. The weighted average interest rate for loans and borrowings 

for the period from December 31, 2016, to December 31, 2017, decreased from 8.9% to 7.3% p.a., remaining 

below the market average. 

bn RUB 

TYPE OF INTEREST EXPENSE For 2016 For 2017 Change 

INTEREST ACCRUED 56.2 44.5 -11.7 

including interest on financial 

liabilities included in expenses 
31.5 26.7 -4.8 

including capitalized interest 24.7 17.9 -6.9 

INTEREST PAID 58.4 45.2 -13.2 
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History (Schedule) of Credit Ratings. Parameters and Factors Determining the Company’s and SDCs’ Current Position 
The credit ratings received from international rating agencies enhance appeal among investors and make it possible to pursue an effective policy of borrowing in capital 
markets. 
ROSSETI’s credit ratings according to the methodologies of Moody’s and Standard & Poor’s are limited to Russia’s sovereign rating and depend on it in many respects. 
As of December 31, 2017 

                                                   
Due to Russia’s economic recovery in 2017, international rating agencies upgraded the credit ratings of the ROSSETI Group’s entities: 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

National scale credit ratings 

Credit ratings of the ROSSETI Group’s entities as of December 31, 2017 

Moody’s – Ba1 Standard & Poor’s – BB+

2018 Events after the reporting period 

FGC UES (Ba1, 

outlook: stable) 

February, 
Moody’s 

ROSSETI (BB+); 
FGC UES (BB+), MOESK and IDGC of 
Centre (BB-, outlook: stable) 

FGC UES (BBB-, 

outlook: positive) 

- ROSSETI, MOESK, LENENERGO, IDGC of Volga, IDGC of Center and 
Volga Region, and IDGC of Urals (Ba1) received upgraded long-term credit 

ratings 

March, 

Standard & Poor’s 

September, 
Fitch Ratings 

December, 
Moody’s 

January, 
Moody’s 

ROSSETI and 

FGC UES (outlook: positive) 

February, 
Standard and Poor’s 

- MOESK and IDGC of Centre (BB, outlook: stable) 
- ROSSETI and FGC UES (investment grade, BBB-, outlook: stable) 

February–March, 
Expert RA 

IDGC of Centre and 
IDGC of Center and 
Volga Region (ruAA, 
outlook: stable) 

ROSSETI (AAA(RU), 

outlook: stable) 

March, 
ACRA 

November, 
ACRA 

FGC UES 
(AAA(RU), outlook: 

stable) 



17 
 

 

 

 

 

 

 

 

 

 

 

 

 

COMPANY 
CREDIT RATING 

INITIAL ASSIGNMENT DATE 
MOODY’S S&P FITCH ACRA 

ROSSETI Ba1 BB+ -  July 2010/March 2014 

FGC UES Ba1 
BB+ 

 
BBB- AAA(RU) 

February 

2006 
June 2004 October 2013 

November 

2017 

MOESK Ba1 BB BB+  
October 

2007 

January 

2012 
August 2013  

IDGC of Centre - BB -  November 2009 

IDGC of Volga Ba1 - -  October 2012 

IDGC of Center and Volga 

Region 
Ba1 - -  October 2012 

IDGC of Urals Ba1 - -  October 2012 

LENENERGO Ba1 - -  November 2009 
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5. ROSSETI Shareholding Structure and Share Market 

As of December 31, 2017, the registered share capital of ROSSETI was 200,903,014,525 rubles and 

consisted of 200,903,014,525 shares, each with a par value of 1 ruble. 

The Company did not issue and place additional shares in 2017. 

                                                                                                                                                                        

Minority shareholders hold 11.11% and 11.96% of the ordinary shares and share capital respectively. 

Share Capital Structure7 

 

 

 

  

                                                           
7 Other than disclosed by the Company, the Company does not have information that any shareholder owns a share of more 
than 5%. 

The Russian Federation represented by the Federal Agency for State 
Property Management holds:

- 176,729,514,113 ordinary shares
- 145,523,224 preference shares

88.04%

1.92%
0.79%

0.69%
0.60%

0.56%
0.52%

0.44%

6.44%
Russian Federation

Gazprom Group

Rosneft Group

FGC UES

Raiffeisen International

VTB Group

APG, Netherlands

Vanguard (USA)

Others

Share capital:
198,827,865,141 
ordinary shares
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Russian residents hold more than 96% of the share capital, the remaining less than 4% is held by corporate 

entities and individuals from 49 foreign countries. 

Shareholders with a Shareholding of More than 0.05% by Country as of December 31, 2017 

Country Shareholding, % 

Russian Federation                                                                           96.23 

Cyprus                                                                                      0.91% 

United States                                                                                      0.91% 

United Kingdom                                                             0.59% 

Netherlands                                                                   0.50% 

Switzerland                                                                        0.33% 

Belize                                                                              0.16% 

Canada                                                                          0.12% 

Austria                                                                            0.08% 

Ireland                                                                            0.05% 

Other 0.12% 

 

Securities Market Overview 

Shares 

The share capital of ROSSETI is two hundred billion, nine hundred three million, fourteen thousand, five 

hundred twenty-five (200,903,014,525) rubles and consists of two hundred billion, nine hundred three million, 

fourteen thousand, five hundred twenty-five (200,903,014,525) shares, each with a par value of 1 ruble, 

including one hundred ninety-eight billion, eight hundred twenty-seven million, eight hundred sixty-five 
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thousand, one hundred forty-one (198,827,865,141) ordinary shares and two billion, seventy-five million, one 

hundred forty-nine, three hundred eighty-four (2,075,149,384) preference shares. 

ROSSETI Shares on the Moscow Exchange 

Details of ROSSETI Shares 

  Ordinary Shares Preference Shares 

Ticker symbol RSTI RSTIP 

Issued shares 198,827,865,141 2,075,149,384 

Par value 1.00 1.00 

Par value currency RUB RUB 

Start date of trading January 6, 2014 January 6, 2014 

ISIN RU000A0JPVJ0 RU000A0JPVK8 

State registration number 1-01-55385-E 2-01-55385-E 

Date of the securities trading institutor’s 

decision to include the securities on the List 
December 3, 2008 December 3, 2008 

Listing level 1 1 

Max. price for the last 52 weeks, RUB 1.2825 2.464 

Min. price for the last 52 weeks, RUB 0.699 1.465 

WA price for the last 52 weeks, RUB 0.9737 2.003 

Market price (December 29, 2017) 0.8228 1.61 

 

Stock Market Indices Including the Company’s Shares as of December 31, 2017 

Index Weight, % Index Currency 

MOEX Index 0.19 OS RUB 

Power Index 

7.25 OS RUB 

1.27 PS RUB 

7.25 OS USD 

1.27 PS USD 

SMID Index 2.44 OS RUB 

Second-Tier Index 1.01 PS RUB 

RTS Index 0.19 OS USD 

State-Owned Companies Index 0.99 OS RUB 

Broad Market Index 

0.18 OS RUB 

0.03 PS RUB 

0.18 OS USD 
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0.03 PS USD 

RTS SMID Index 2.,37 OS USD 

 

Depositary Receipts 

ROSSETI’s global depositary receipts began trading on the London Stock Exchange’s Main Market on 

December 8, 2011, and were admitted to trading as interbank repos on the MICEX Stock Exchange on May 

28, 2014. 

Since the depositary receipts that represent ownership of ROSSETI’s shares are traded in the Standard 

Listing segment of the London Stock Exchange’s Main Market, the Company should comply with the 

requirements for depositary receipts under the Listing Rules and the Disclosure and Transparency Rules 
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6. Corporate Governance 

ROSSETI’s Corporate Governance  

 

The corporate governance system of ROSSETI complies with Russian legal requirements, the Listing Rules 

of the Moscow Exchange and the London Stock Exchange, and the recommendations of the Corporate 

Governance Code.8 We also pay close attention to current trends in corporate governance in Russia and 

abroad. 

ROSSETI is a strategic asset of the government.9 The Company understands this high status and operates 

in accordance with the requirements set by federal executive authorities. 

  

                                                           
8 Here and below, the Corporate Governance Code recommended by the Bank of Russia’s letter No. 06-52/2463 of April 10, 2014, 
for use by joint-stock companies whose securities are admitted to regulated trading. 
9 Pursuant to Decree of the President of the Russian Federation No. 1009 of 04 August,2004, ROSSETI is included on the list of 
joint-stock companies whose shares are federally owned and the Russian Federation’s participation in whose management 
provides the state’s strategic interests, defense capability, and security and protects the morality, health, rights, and legitimate 
interests of Russian citizens. 

enhancing the reputation

improving the Company's 
operating efficiency

building up the Company's 
appeal among investors

providing guaranteed 
protection for the rights of 

shareholders and investors

ensuring fair treatment with 
respect to all shareholders 

in the exercise of their 
rights to participate in 

managing the Company
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Principles of Corporate Governance 

 

The Company continued in 2017 to improve corporate governance in line with changes to legislation and 

Russian and foreign trends and in accordance with recommendations of independent consultants. 

 

Implementation of the Recommendations of the Corporate Governance Code Recommended by the 

Bank of Russia

 

fair and equitable treatment of shareholders

efficiency and responsibility of the Board of Directors

control and accountability of the Board of Directors 
and executive bodies

effective, transparent, and fair remuneration system

timely and complete disclosure of corporate 
information

social responsibility and stakeholder relations

effective internal control and risk management

• we comply with legal requirements

• we carry out a considerable number of recommendations of the
Corporate Governance Code

• the owners face a low risk of loss associated with corporate 
governance quality

7++ 
“Developed practice of 
corporate governance”

reaffirmed

• Implemented by ROSSETI
Recommended by 

the Code:

• shareholders can participate in the meeting by completing electronic ballots

create the best possible 
conditions for participation 

in the general meeting of 
shareholders

• shareholders are provided with an expanded list of additional information as part of 
preparations for the meeting

• information for the meeting is published at least 30 days prior to the meeting

create the conditions for developing a 
substantiated position on the agenda 

items of the general meeting of 
shareholders and coordinating their 

activities

• shareholders can use an online form to ask questions

• shareholders receive answers to their questions about the agenda during the 
meeting

• shareholders can find advice about the agenda on the forum (during preparations 
for the meeting)

enable shareholders to
express their opinions on 

the issues under 
consideration
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General Meeting of Shareholders 

The General Meeting of Shareholders is the highest management body of ROSSETI. The procedure for 

preparing and holding the General Meeting of Shareholders is governed by the Articles of Association10 and 

the Regulations for the General Meeting of Shareholders of ROSSETI. The Annual General Meeting of 

Shareholders discussing the Company’s performance in 2016 was held on June 30, 2017. 

Board of Directors 

 Acts in accordance with the laws of the Russian Federation, the Articles of Association, the Corporate 

Governance Code, and the Regulations for the Board of Directors of ROSSETI11 

 Consists of 15 members 

 The quantitative and qualitative composition is optimal for achieving the Company’s current goals 

and objectives and consistent with the industry’s practices 

Two compositions of the Board of Directors acted during 2017.   

Members of the Board of Directors of ROSSETI after June 30, 2017 

Name Year of Birth Position 12 

Alexander Valentinovich Novak 1971 Minister of Energy of the Russian Federation 

Stanislav Olegovich Ashirov 

independent director  
1973 Director General, Mezhregionenergosbyt 

Boris Ilyich Ayuyev 1957 Chairman of the Management Board, SO UPS 

Oleg Gennadyevich Barkin 1975 Deputy Chairman of the Board, NP Market Council 

Vasily Mikhailovich Belov 

independent director 
1981 

Senior Vice-President for Innovations, Non-Profit 

Organization the Fund for Development of the Center for 

Elaboration and Commercialization of New Technologies 

Anatoly Vladimirovich Tikhonov 1969 
Director General, Russian Energy Agency of the Ministry 

of Energy of the Russian Federation 

Oleg Markovich Dubnov 

independent director 
1971 

Advisor to the Director General, Institute of Professional 

Directors 

                                                           
10 Approved by the Annual General Meeting of Shareholders on June 30, 2017; available on the Company’s website at 
http://www.rosseti.ru/about/documents/. 
11 Approved by the Annual General Meeting of Shareholders on June 30, 2016; available on the Company’s website at 
http://www.rosseti.ru/investors/info/charter_and_internal_documents/. 
12 The positions specified are as of the time of election. 

http://www.rosseti.ru/about/documents/
http://www.rosseti.ru/investors/info/charter_and_internal_documents/
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Alexander Sergeyevich Kalinin 

independent director 
1966 President, OPORA RUSSIA 

Vyacheslav Mikhailovich 

Kravchenko 
1967 Deputy Minister of Energy of the Russian Federation 

Andrey Yevgenyevich Murov 1970 Chairman of the Management Board, FGC UES 

Nikolay Radyevich Podguzov 1974 
Deputy Minister of Economic Development of the 

Russian Federation 

Mikhail Igorevich Poluboyarinov 1966 
First Deputy Chairman and member of the Board, 

Vnesheconombank 

Nikolay Dmitryevich Rogalev 1962 Rector, Moscow Power Engineering Institute 

Sergey Ivanovich Shmatko 1966 

Special Representative of the President of the Russian 

Federation on International Cooperation in the Electric 

Power Industry 

Nikolay Grigoryevich Shulginov 1951 
Chairman of the Management Board and General 

Director, RusHydro 

 

Members of the Board of Directors of ROSSETI until June 30, 2017 

Name Year of Birth Position 13 

Alexander Valentinovich Novak 1971 Minister of Energy of the Russian Federation 

Stanislav Olegovich Ashirov 1973 Director General, Mezhregionenergosbyt 

Boris Ilyich Ayuyev 1957 Chairman of the Management Board, SO UPS 

Oleg Gennadyevich Barkin 1975 Deputy Chairman of the Board, NP Market Council   

Vasily Mikhailovich Belov 1981 

Senior Vice-President for Innovations, Non-Profit 

Organization the Fund for Development of the Center for 

Elaboration and Commercialization of New Technologies 

                                                           
13 The positions specified are as of the time of election. 
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Oleg Mikhailovich Budargin 1960 Director General, ROSSETI 

Oleg Markovich Dubnov 1971 
Advisor to the Director General, Institute of Professional 

Directors 

Alexander Sergeyevich Kalinin 

 
1966 President, OPORA RUSSIA 

Vyacheslav Mikhailovich 

Kravchenko 
1967 Deputy Minister of Energy of the Russian Federation 

Andrey Yevgenyevich Murov 1970 Chairman of the Management Board, FGC UES 

Nikolay Radyevich Podguzov 1974 
Deputy Minister of Economic Development of the 

Russian Federation 

Mikhail Igorevich Poluboyarinov 1966 
First Deputy Chairman and member of the Board, 

Vnesheconombank 

Nikolay Dmitryevich Rogalev 1962 Rector, Moscow Power Engineering Institute 

Sergey Ivanovich Shmatko 1966 

Special Representative of the President of the Russian 

Federation on International Cooperation in the Electric 

Power Industry 

Nikolay Grigoryevich Shulginov 1951 
Chairman of the Management Board and General 

Director, RusHydro 

Key Issues Considered by the Board of Directors in 2017 

Management of subsidiaries 

in the key areas of their 

activities 

Defining of the position of ROSSETI (representatives of ROSSETI) on 

the items on the agendas of the meetings of the boards of directors 

and the general meetings of shareholders of subsidiaries and 

dependent companies of ROSSETI 

Strategic planning and 

development 

 Approval of the Regulations for the Uniform Technical Policy in the 

Electric Grids of ROSSETI 

 Approval of the Environmental Policy of the Electric Grid Sector 

 Review of the report on the implementation of the IT strategy 

approved by the Board of Directors of ROSSETI, and the approval 

of the Information Technology, Automation, and 

Telecommunications Policy of ROSSETI (ITT Policy) 

 Review of the report on the implementation of the Long-Term 

Development Program of ROSSETI 
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 Development of the production asset management system of 

ROSSETI and its subsidiaries and dependent companies 

Finance, investment, R&D  Review of the consolidated investment program of ROSSETI for 

2017 and for 2017–2020, including investment efficiency 

evaluation 

 Review of the Concept of Setting up the Foundation for Research, 

Development, and Innovation Support of ROSSETI 

 Services agreements in relation to organizing the operation of and 

to developing electric grid facilities between ROSSETI and 

ROSSETI subsidiaries and dependent companies engaged in 

electricity distribution 

Budget and financial and 

economic monitoring of the 

ROSSETI Group 

 Review of the RAS- and IFRS-based consolidated business plan 

of the ROSSETI Group for 2017 and the forecast for 2018–2021 

 Approval of the ROSSETI Budget for 2018 

 Approval of the Regulations for Dividend Policy of ROSSETI and 

the Model Regulations for Dividend Policy of Subsidiaries and 

Dependent Companies of ROSSETI 

 Review of the scenario conditions for formulating the ROSSETI 

Group business plan for 2018 and the forecast indicators for 2019–

2022 

Procurement  Approval of the Procurement Plan of ROSSETI for 2017 

 Approval of a restated version of the Uniform Procurement 

Standard (Procurement Regulations) of ROSSETI 

KPIs  Approval of the Technique for Calculating and Evaluating the Key 

Performance Indicators (KPI) of the Director General of ROSSETI 

and the Sole Executive Bodies of Subsidiaries and Dependent 

Companies of ROSSETI as applicable from 2017 

Approval of internal 

documents 

 Approval of the Corporate Code of Ethics and Business Conduct of 

ROSSETI 

 Approval of a restated version of the Program for Disposing of 

Noncore Assets of ROSSETI and Subsidiaries and Dependent 

Companies of ROSSETI 

 Approval of the Procedure for Selling Noncore Assets of ROSSETI 

and Subsidiaries and Dependent Companies of ROSSETI 

Audit, controlling, risks  Review of the report on the organization, functioning, and 

effectiveness of the risk management system of the ROSSETI 

Group for 2016 

 Review of the internal auditor’s report on the effectiveness 

evaluation of the internal control and risk management systems 
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and corporate governance of ROSSETI and subsidiaries and 

dependent companies of ROSSETI for 2016 

 

Remuneration for Members of the Board of Directors 

The system of remuneration for members of the management bodies and senior managers aims to 

encourage and motivate people having high qualifications and able to ensure efficient management and 

attain the Company’s strategic goals. 

The Company’s policy on remuneration for members of the Board of Directors is contained in the Regulations 

for Remuneration and Compensation for Members of the Board of Directors.14 

The Nomination and Remuneration Committee oversees the introduction and implementation of the 

Company’s policy on remuneration for members of the Board of Directors. Any draft of the Regulations for 

Remuneration and Compensation for Members of the Board of Directors is subject to prior review by the 

Nomination and Remuneration Committee and is subject to consideration by the General Meeting of 

Shareholders only at the suggestion of the Board of Directors. 

Key principles of the remuneration policy: 

 

 

The members of the Company’s Board of Directors did not receive loans and did not enter into civil law 

contracts, including property benefit contracts, in 2017. 

Any member of the Board of Directors may decline to receive the remuneration, in full or in part, by notice 

thereof to the Director General. 

                                                           
14 Approved by the Annual General Meeting of Shareholders on June 30, 2015; the meeting minutes are available on the Company’s website 

remuneration is not paid if the Company has no net profit

remuneration is paid as a one-off payment for a corporate year (from election to 
dismissal)

remuneration is not paid to executive directors, persons who are subject to a 
statutory restriction or ban on payments from for-profit organizations, or members of 
the Board of Directors if they participate in less than 50% of meetings

remuneration is paid as resolved by the General Meeting of Shareholders

remuneration is paid in the amount depending on the Company’s financial 
performance

there is no remuneration such as short- or long-term financial incentives, payments 
for early termination of employment, nonmonetary perquisites, shareholder 
payments, or remuneration for services provided for the Group’s entities
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Any member of the Board of Directors shall be compensated for expenses in connection with participation in 

a meeting in accordance with the rates applied by the Company to reimbursement for travel expenses. 

The total amount of remuneration paid to the members of the Board of Directors was 6,971 thousand rubles. 

 

Remuneration for Members of the Management Board and the Sole Executive Body 

The motivation system for ROSSETI’s senior managers is aimed at incentivizing them to achieve the strategic 

goals and increase the economic effectiveness of management. The procedures for determining and paying 

remuneration is are governed by the Regulations for Financial Incentives for Senior Managers and include 

the fixed and variable parts of pay. 

The variable part of remuneration depends on attained key performance indicators (KPIs). The composition, 

calculation techniques, and target values of KPIs are approved by the Board of Directors of ROSSETI 

according to the goals of the Strategy for Development of the Electric Grid Sector of the Russian Federation 

and the Long-Term Development Program of the Company. 

 

 

 

Total Amount of Remuneration for Members of the Management Board (Types of Remuneration, 

Thousand Rubles) 

  

* including severance pay, compensation, and other payments in the event of the early termination of powers 

Liability Insurance 

ROSSETI takes out liability insurance for directors and officers (including members of the Board of Directors, 

members of the Management Board, and independent directors) to indemnify the Company’s shareholders, 

creditors, and other persons for their damage (losses) caused by the mistakes and unintentional acts 

(omission to act) on the part of such directors and officers while they perform their managerial activities. 

0

0

4 494

36 801

125 955

150 617

Commission fees

Benefits

Remuneration for participation in the work of the
management body/financial and economic

control body

Other remuneration*

Salary

Bonuses

thsd RUB
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The term of the insurance contract is from December 25, 2016, to July 24, 2018. The insurance premium 

under the insurance contract is 22.4 million rubles, while the total insured amount (aggregate limit of liability) 

is 10 billion rubles. The liability insurance contract provides directors and officers with coverage consistent 

with international insurance standards as to insured risks and indemnity limits. 

Internal Control System 

The internal control system (ICS) assures not only safe business development but also the stable functioning 

of social systems, which is of particular importance to the electric power industry. 

 

Roles of Participants in the Internal Control System 

Internal Audit Commission: exercising control of financial and economic activities; preparing 

proposals/recommendations to improve the internal control system 

Board of Directors: approving internal documents; controlling the activities of executive bodies in the principal 

(high-priority) areas; reviewing the results of the evaluation of internal control system effectiveness 

Audit Committee of the Board of Directors: carrying out a preliminary review of the results of the evaluation 

of internal control system effectiveness; preparing proposals to improve the internal control system 

Executive bodies: ensuring that the effective internal control system is created and kept in working order 

Divisions: implementing the principles of the internal control system 

Internal control division: building up and improving the internal control system 

Internal audit division: conducting internal audit; making the internal evaluation of internal control system 

effectiveness; preparing recommendations to improve the internal control system 

The Company takes a unified approach to organizing its internal control system. 

Internal Control System

Goals of the Internal 
Control System

- efficiency and productivity of 
activities

- compliance with legal 
requirements and the 
Company’s local regulatory 
documents

- reliability, completeness, and 
timeliness of the Company’s 
accounts and records

Basic Documents

- COSO Internal Control – Integrated 
Framework

- Corporate Governance Code

- Internal Control Policy of ROSSETI

- Strategy for Developing and Improving the 
Internal Control System of ROSSETI and 
Subsidiaries and Dependent Companies of 
ROSSETI

Internal Control Activities of 
the ROSSETI Group

- control environment

- risk assessment

- analysis of the Company’s 
activities

- verification of results of business 
transactions

- analysis and updating of internal 
documents

- self-assessments of executives

- internal audit



31 
 

 

 

 

 

 

  



32 
 

7.   Risk Management 

PJSC ROSSETI’s performance is affected by risks determined by a number of external factors. Risks are 

mostly due to macroeconomic factors impacting the Russian economy and certain areas of the Company’s 

activities. 

The list of such risks provided below is incomplete since there are other risk which are currently not 

significant, but may have an adverse impact on the Company’s activities if the probability of their occurrence 

and the level of their significance become higher. 

Industry-Specific Risks 

Since PJSC ROSSETI does not perform any direct operating activities and only carries out corporate 

management of its subsidiaries and dependent companies (SDCs), the industry-specific risks described below 

are primarily associated with the Company’s SDCs.  

Tariff risks 

The core activities of the Company’s SDCs, the provision of electricity distribution and transmission services 

and network connection services, are subject to regulation by the government. Taking account of these 

special features of PJSC ROSSETI’s operations, the Company’s industry-specific risks affecting the strategic 

priorities of PJSC ROSSETI’s development include risks associated with tariff regulation. The government’s 

tariff regulation policy provides for a change in grid organizations’ regulated tariffs in 2016–2018 for the index 

lower than actual inflation, which leads to the risk that regulatory authorities may impose a pool of tariffs that 

would not make it possible to take into account economically feasible revenues. 

The risk that regulatory authorities may set tariffs lower than an economically feasible level arises out of the 

following factors: 

- economically feasible expenses incurred by grid companies are not taken into account in full in the course 

of approving tariffs; 

- dividend payment expenses in accordance with directives of the Government of the Russian Federation, 

actual loan debt service expenses, etc. are not recognized as economically feasible; 

- a mechanism for redistributing minimum regulated revenue is applied to smooth out tariffs; 

- the ceiling value of cross-subsidies established by the Government of the Russian Federation is limited 

without due consideration to the objective factors of its growth; 

- compared with the indexation of grid tariffs, grid organizations pay more for electricity network losses as a 

result of an outstripping growth in prices in the wholesale electricity market; 

- network connection services are subject to existing and new preferential terms while connection costs are 

on the rise. 

Another tariff risk is that the actual indicators of electricity and capacity consumption are different from the 

indicators taken into account in the course of making tariff and balancing decisions, including as a result of 

changes in consumption patterns. 

These tariff risks result in a shortfall in tariff revenues received by SDCs from the regulated activities. 
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Risk management related to tariff regulation is carried out in the following areas: 

- interaction with executive authorities of constituent entities of the Russian Federation in government 

regulation of tariffs in course of designing economically feasible tariffs; 

- interaction with federal executive authorities (the Federal Antimonopoly Service, the Ministry of Energy, the 

Ministry of Economic Development, etc.) in order to systematically improve the principles of tariff regulation; 

- appeals filed against regional regulators’ decisions by applying the pre-trial resolution of disagreements and 

by having resort to court proceedings. 

The Company also cooperates with federal executive authorities in introducing changes to legislation in 

relation to the fair distribution of cross-subsidies among all customers, the elimination of grid companies’ lost 

income resulting from the termination of last mile agreements, and the practical application of agreements 

for regulated activities with regional tariff regulators to hold territorial grid organizations’ lost income resulting 

from interrupted electricity consumption at a fixed level and define a mechanism for settling such lost income. 

In addition, to minimize these factors, the Company and SDCs pursue a balanced policy on improving the 

efficiency of investing and operating activities, aimed at reducing costs and optimally planning the structure 

of the financing sources. 

Risk associated with the decreased volume of electricity distribution services 

The risk associated with the decreased volume of electricity distribution services and affecting the strategic 

priorities of the Company’s development is due to the following factors: 

1) Overall decline in electricity demand  

The principal reason is Russia’s contracting investment activity and adverse changes in market conditions, 

chiefly in the hydrocarbons and metals markets, amid international sanctions. Statistics show the continuing 

decline in industrial production in the Russian Federation. 

2) External electricity supply optimized by customers decreasing electricity consumption from Russia’s United 

Power System (Unified National (All-Russian) Electric Grid) and making increasingly wide use of inhouse 

generation facilities. 

The negative factors affecting Russia’s socioeconomic activities were a fall in real household income, a 

higher level of inflation, a rise in production costs, etc. In order to minimize this risk, the Company and SDCs 

carry out measures to enhance the reliability of the predicted volume of electricity distribution services for 

pricing and business planning purposes. 

Risks associated with the provision of network connection services for requesting entities affect three 

aspects: a possible shortage of financing sources for measures to perform contracts, the nonperformance of 

a network connection contract by a requesting entity, and a requesting entity’s failure to utilize the capacity 

provided. 

The principal risk associated with the provision of network connection services is the risk that financing 

sources may be insufficient for measures to perform network connection contracts. 
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Factors contributing to this risk are associated with preferential terms provided for customers and with 

amendments to Russian laws in relation to network connection fees for power-receiving equipment rated 

below 150 kW. 

To minimize the risk, the Company takes the following measures: 

- formulating and submitting documents to tariff regulation authorities to justify lost income from network 

connection services and the economic feasibility of network connection fee rates; 

- optimizing technical solutions as part of the preparation of technical specifications for network connection. 

The Group also improves approaches to organizing the business process related to the performance of 

electricity network connection services and works on amendments to legal regulations to set economically 

feasible network connection fee rates. 

The second most important risk is the risk that a requesting entity may fail to perform obligations under 

network connection contract, including the refusal of connection. This leads to the no utilization of 

commissioned equipment and to lost profits from electricity distribution services. 

In order to mitigate this risk, SDCs cooperate with requesting entities, including explaining the necessity of 

performing obligations under network connection contracts, together with the implications of their 

nonperformance (penalties, extended deadlines), and file claims against requesting entities for grid 

organizations’ damages in relation to abandoned network connections, including damages payable to 

superior grid organizations. 

The risk that a requesting entity may fail to utilize the capacity provided is associated with newly connected 

customers’ failure to comply with such planned parameters of provided and accepted loads as specified in 

network connection requests. 

To mitigate the risk, the Company monitors the maximum capacity specified in network connection requests, 

cooperates with regulatory authorities in preparing the schemes and development programs for the electric 

power industry of constituent entities of the Russian Federation, and informs requesting entities of main 

substations’ available capacity in the relevant region, including explaining the procedure that should be 

followed if any requesting entity is interested in being connected to underutilized substations. 

Risk associated with the failure of customers to pay for provided electricity distribution services (contested 

and uncontested overdue receivables). 

This risk arises from imperfect operation mechanisms of the retail electricity market and from the insufficiency 

of existing mechanisms for encouraging customers to make timely payments for electricity distribution 

services and also results from macroeconomic factors. 

This entails disagreements between electric grid companies and retail companies over the volume of 

consumed electricity and capacity. This leads to overdue receivables related to electricity distribution services 

provided by SDCs, impairing the liquidity and financial stability of the Company’s SDCs. 

The Company and SDCs take measures to eliminate the causes of disagreements, reduce contested 

overdue receivables for their services provided, cooperate with federal governmental authorities in preparing 

amendments to the rules for the operation of the retail market, form judicial practice, and set positive 

precedents. In addition, the Company’s SDCs implement the Long-Term Development Programs for 



35 
 

Electricity Metering Systems in the Retail Electricity Market in Distribution Grids of PJSC ROSSETI’s SDCs 

approved by their boards of directors. 

A significant factor influencing the level of payment for provided electricity distribution services is an 

imbalance in the existing incentives for the fulfillment of obligations in the wholesale and retail electricity 

markets. The risk of losing the Wholesale Electricity (Capacity) Market entity status due to failure to comply 

with extremely tight payment schedules motivates customers (mainly, suppliers of last resort) to give priority 

to the obligations to pay for electricity purchased in the Wholesale Electricity (Capacity) Market while paying 

for electricity distribution services on a secondary basis. 

With the aim of minimizing the risk of nonpayments, the Company implements the Program for Improving the 

Efficiency of Measures to Reduce Receivables for Electricity Distribution Services. 

Since the Company does not perform any direct operating activities and its core business is corporate 

management of SDCs, there are no risks associated with possible changes in any prices of raw materials 

and services used by the Company or associated with possible changes in any prices of the Company’s 

products and/or services, which risks may affect the Company’s activities and the performance of its 

securities-related obligations.  

Country and Regional Risks  

Since PJSC ROSSETI does not perform any operating activities and is only in charge of corporate 

management, country and regional risks are primarily incurred by the Company's SDCs. 

Risks associated with the political and economic situation in the country and regions. 

Country and regional risks incurred by the Company and SDCs are determined primarily by macroeconomic 

factors existing globally, nationwide, and at regional level. These factors may cause the risks that will 

eventually lead to a reduction in the Company's and  SDCs'  revenues  and  affect their  shareholder value. 

The volatile external conditions, international sanctions, lower credit ratings, higher inflationary pressures 

contribute to the ROSSETI Group's economic decline in the regions and an increase in borrowing costs and 

lead to the risk of a potential growth in SDCs' receivables. 

With the aim of mitigating the macroeconomic risk, the Company and SDCs take  comprehensive measures 

to optimize the share of borrowings in their total capital, take out fixed  interest  rate  loans,  and enhance the 

efficiency of operating and investment expenses. 

The impact of macroeconomic risks on the volume of electricity distribution services provided by the 

Company's SDCs and measures to minimize the consequences of materialized risks are described in more 

detail in Section 2.4.1 "Industry-Specific Risks." 

Risks associated with possible militazy conflicts and their implications, imposition of the state of emergency, 

and strikes in the regions. 

A significant contributor to the uninterrupted operation of the Russian electric grid sector will be efforts to 

ensure the safety and security of its facilities. Damage to SDCs' activities can be caused by illegal 

interference in SDCs' operations, including acts of terrorism, as well as international terrorism, and by 

nationalists from certain countries. These acts, along with potential governmental counterterrorism  measures 

and the imposition of the state of emergency in certain regions where the Company's SDCs operate, can 
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have an adverse effect not only on fulfilling SDCs' functions specified in the Strategy for Development  of  the 

Electric Grid Sector of the Russian Federation in general but also on the amount of investment and on the 

value of the Company's  securities. However, the Company estimates that these risks are unlikely to occur. 

Risks associated with the geographical characteristics of the countrv(ies) and regions, including the potential 

effects of natural disasters, interruptions to transportation due to remoteness and/or inaccessibility, etc. 

The Company's SDCs operate in a considerable area of Russia with diverse climatic, natural, and 

temperature conditions. Therefore, there are risks associated with natural and climatic emergencies 

(hurricanes, heavy rains, high water and floods, snow drifts, icing, power outages due to fires, domestic gas 

explosions, etc.). This can result in interruptions to the region's electricity supply and transportation. 

Risks associated with high likelihood of natural disasters and with possible interruptions to transportation due 

to remoteness and/or inaccessibility are assessed by the Company as negligible. 

Financial Risks  

Risks associated with exchange rate changes  

Currently, all revenues and an overwhelming majority of operating and investing expenses of the Company 

and its SDCs are denominated in rubles. PJSC ROSSETI and its SDCs do not have any foreign currency-

denominated loan debts or any investments in foreign companies whose value is exposed to risks associated 

with exchange rate changes. 

Exchange rate changes have a certain adverse impact on the Company’s financial and economic 

performance. Information about the impact of currency fluctuations on the implementation of capital 

investment programs is contained below.  

Risks associated with interest rate changes 

The Company and SDCs borrow to refinance debts and finance SDCs’ capital investment programs. The 

loan portfolio of the Company and SDCs consists mostly of fixed interest rate instruments. To reduce the risk 

of higher interest costs, the Company and SDCs take measures to minimize the loan portfolio, including by 

means of optimizing their operating expenses and capital investment programs and by means of using their 

own funds to partially repay debts.  

Risks associated with the effects of inflation 

Changes in the consumer price index have certain effects on SDCs’ interest costs, profitability, and, 

consequently, the financial condition of the Company and SDCs and their ability to perform obligations. The 

government’s monetary policy and the electric grid sector’s tariff regulation policy give consideration to the 

consumer price level, changes in the actual purchasing power of the ruble, and the situation in the electricity 

markets, which impacts companies’ profitability.  

Risks associated with possible failure to receive money from bank accounts  

The Company and its SDCs are provided with payment and cash services by Russian major banks, which 

minimizes the risk that they may fail to receive money from bank accounts. The risk associated with the 

possible nonrepayment of fixed-term deposits is minimized by setting ceiling limits on deposits with 
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counterparty banks (as a percentage of banks’ asset value as of the latest balance sheet date) and monitoring 

compliance with such limits.  

Risks associated with impaired financial stability and financial solvency  

These risks are determined by the simultaneous and unidirectional effects of several factors, and it is 

reasonable to single out the following factors: 

- set tariffs; 

- lower financial solvency of electricity consumers; 

- lower volume of electricity distribution services provided; 

- inflation factors (higher loan interest rates, inflation, changes in US dollar and euro exchange rates, etc.); 

- volatility in the financial markets; 

- increased number of network connection requests. 

The Company and SDCs manage the risk of impaired financial stability and financial solvency by optimizing 

their capital structure, monitoring compliance with debt limits under the Regulations for Credit Policy 

approved by the Boards of Directors of the Company and SDCs, pursuing a policy on receivables and 

payables management, and implementing other measures that help minimize the potential adverse impact 

of this risk on the Company and SDCs.  

Legal Risks  

The Company builds its activities on compliance with the applicable legal regulations of the Russian 

Federation, including currency, tax, and customs laws, and monitors amendments thereto on an ongoing 

basis. 

The Company does not expect any short-term  major risk in its financial and economic activities associated 

with radical changes in tax law and currency control or changes in the rules of customs control and duties. 

In general, to minimize various legal risks the Company, on a mandatory basis, conducts preliminary legal 

review of planned corporate procedures, conducted transactions and other aspects of financial and economic 

activities provided for by the applicable laws and/or Articles of Association of the Company. Additionally, the 

Company updates local regulatory documents with respect to claim-related work. 

Reputational Risk  

Activities of the Company and SDCs are aimed at fulfilling all of their obligations to customers and 

counterparties. The Company and SDCs are constantly working to secure a reliable and uninterrupted power 

supply, improve the quality of their services, and increase their customer focus, i.e. achieve the goals defined 

by the Strategy for Development of the Electric Grid Sector of the Russian Federation. The successful 

accomplishment of these goals and objectives determines the Company's reputation to a great extent. 

In order to mitigate this risk, the Company and SDCs pursue the uniform Policy on Society, Customer, and 

Government Relations and interact on a constant basis with all stakeholders via several communication 

channels, including the Internet. 
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Since SDCs of PJSC ROSSETI are natural monopolies, it is unlikely that they will be affected by a 

considerable outflow of customers and suppliers or by a decrease in the volume of services due to the 

possible impact of adverse reputational factors. 

Strategic Risk  

The long-term development areas of the entire electric power industry as a key industry and the Company 

and SDCs are determined by the government. Ordinance of the Government of the Russian Federation No. 

511-r of April 3, 2013, approved the Strategy for Development of the Electric Grid Sector of the Russian 

Federation. 

The Company's Long-Term Development Program approved by the Board of Directors of PJSC ROSSETI is 

intended to ensure the achievement of the targets set by the Strategy with due consideration to PJSC 

ROSSETI's authority and the current economic situation. 

The Company's Long-Term Development Program is an internal policy document covering the period from 

2015 to 2019 and containing the lists of mechanisms and measures to ensure the achievement of PJSC 

ROSSETI's strategic goals. 

In order to minimize possible risks associated with the achievement of the Company's strategic goals and 

objectives due to potential changes in the internal and external environments of the Company's and SDCs' 

operations, the Company organizes the periodic monitoring of how the Long-Term Development Program is 

carried out and regular external audits of its implementation. 

Risks Associated with the Issuer’s Activities  

Risks associated with pending legal proceedings in which the issuer participates. 

In the reporting period, legal proceedings were initiated by IDGC of Centre, PJSC’s minority shareholders 

against the Company. PJSC ROSSETI acts as the respondent in the legal proceedings. The risks related to 

the consideration of this dispute are mainly reputational.  

Risks associated with the impossibility of extending the issuer’s license to perform a certain type of activity 

or use constrained assets (including natural resources). 

The above-mentioned risks do not exist, since the Company neither performs nor plans to perform any 

licensable activities specified in the laws of the Russian Federation or use constrained assets (including 

natural resources).  

Risks associated with the possible liability of the issuer for third-party debts, including the issuer’s 

subsidiaries.  

Currently, the Company is not liable for any third-party debts since the Company did not collateralize such 

obligations. However, the Company provided suretyship to secure the performance by PJSC ROSSETI’s 

subsidiaries of their obligations as part of the implementation of the Smart Grid Construction Investment 

Project pursuant to Ordinance of the Government of the Russian Federation No. 1059-r of June 16, 2014. 

Risks associated with the possible liability of the issuer for third-party debts and obligations are assessed by 

the Company as negligible. 
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The Company can assume liability for the debts owed by its SDCs if the Company’s instructions binding upon 

SDCs cause losses or bankruptcy to such SDCs. However, the Company uses its best efforts to prevent 

such situation and maintain SDCs’ financial stability. The above-mentioned risks are unlikely to occur.  

Risks associated with the possible loss of customers accounting for at least 10 percent of total revenue from 

the sale of the Company’s products (work, services). 

Since the Company’s core business is the corporate management of SDCs, the Company does not incur the 

risk of customer loss. 

The Company does not conduct direct operating activities, and its core business is the corporate 

management of SDCs. The principal risks associated with SDCs’ activities are as follows: 

− operational and technological risk; 

− investment (project) risk.  

Operational and technological risk.  

One of the main type of operating activities conducted by the Company’s SDCs is to provide electricity 

transmission and distribution services. Operational and technological risks affecting this activity type include 

the risk of impaired electricity supply reliability.  

The following factors contribute to operational and technological risks:  

- natural and anthropogenic emergencies impairing the operating capability of electric grid equipment; 

− a high proportion of equipment with an expired standard operating life, delays in deciding on measures in 

relation to equipment; 

− nonfulfillment of regulatory and technical requirements as related to failure to conform to the permissible 

values of the process parameters of electric grid equipment’s operation; mistakes made by operating 

personnel and resulting in emergency situations.  

If these risks materialize, this may have a material economic and reputational effect on the Company. 

In order to minimize the impact of the above-mentioned factors, the Company and SDCs take the following 

organizational and technical measures: 

1. Raise the level of traceability and manageability in the electric grid sector and reduce the time of remedying 

emergency situations: 

− optimizing operational process and situation control systems; 

− developing and improving automated operational process and situation control systems; 

− improving systems for analyzing process failures and forecasting their consequences; 

− expanding the stock of reserve power supply equipment and the stock of vehicles and special equipment 

for accident recovery work; 

− improving the emergency reserve management system; 
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− enhancing the performance of mobile accident recovery crews and improving the quality of their personnel; 

− cooperating with electricity industry entities, the Ministry of Energy of the Russian Federation, the 

Ministry of Civil Defense, Emergencies and Disaster Relief of the Russian Federation, the 

Hydrometeorological 

Centre of the Russian Federation (including in such areas as wildfire suppression, control of critical changes 

in water body levels, glaze ice control, control of excess wind loads, and control of abnormal weather 

conditions), executive authorities of constituent entities of the Russian Federation, and Electricity Distribution 

Security Headquarters. 

PJSC ROSSETI created a common database relating to the available resources of PJSC ROSSETI’s 

SDCs and preparedness for remedying emergency situations in the electric grid sector: the availability of the 

emergency reserve, backup power sources, mobile accident recovery crews, and mobile substations and 

factory assembled modular switchgear units; agreements with the Ministry of Civil Defense, Emergencies 

and Disaster 

Relief of the Russian Federation, the Federal Service for Hydrometeorology and Environmental Monitoring 

of the Russian Federation, contractors, PJSC ROSSETI’s SDCs and their branches, and territorial grid 

organizations; participation in the federal commissions (headquarters) ensuring power supply security for 

constituent entities of the Russian Federation; information on significant accidents, remedied large-scale 

power outages, joint exercises, members of the Headquarters, and contact persons; schematic maps of 

operated electric grid facilities, emergency preparedness certificates; interaction workflows for organizing 

accident recovery work at substations (overhead lines). 

2. Reduce the proportion of equipment with an expired standard operating life and switch over to repairs “as 

necessary”: 

− implementing and developing the production asset administration system; 

− rehabilitating and modernizing electric grid facilities;  

- putting newly built facilities into operation; 

− carrying out the target-oriented programs to replace equipment; 

− implementing the energy conservation and energy efficiency enhancement program. 

3. Provide training and advanced training for production personnel and control their activities. Develop the 

technical diagnostics system for electrical equipment.  

Investment (project) risk.  

Since PJSC ROSSETI does not perform any operating activities and is only in charge of corporate 

management, the investment (project) risk is incurred by the Company’s SDCs. 

The implementation of SDCs’ capital investment programs makes it necessary to mobilize both internal and 

borrowed considerable financial resources conforming to the regulation parameters. 
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In this connection, one of the investment risks is the risk of decreased financing sources for the capital 

investment programs of PJSC ROSSETI’s SDCs if the Company’s financial and economic condition becomes 

worse. 

As part of efforts to mitigate the investment risk, the capital investment programs of PJSC ROSSETI’s 

SDCs take account of the following key efficiency criteria: 

− raising the reliability and affordability of the grid infrastructure; 

− reducing the physical deterioration of electric grid facilities and modernizing them; 

− achieving a high utilization rate of commissioned facilities; 

− optimizing technical solutions based on the necessity of excluding the use of imported equipment and 

materials whose value is highly dependent on foreign exchange rates. 

The Company conducts the annual monitoring of unit construction costs of investment projects as part of the 

benchmarking and comparative analysis of unit construction cost indicators of subsidiaries and dependent 

companies of subsidiaries/subsidiary subsidiaries and dependent companies of PJSC ROSSETI and their 

branches. 

The inadequate financing of capital investment programs and the need to optimize such programs involves 

the risk that tariff revenues may go down in the event of failure to carry them out. There are also risks of the 

delayed commissioning of facilities covered by SDCs’ investment programs, possibly due to the 

nonperformance or delayed performance by contractors and suppliers of their obligations. With a view to 

mitigating such risks and improving the quality of investment project implementation, the Company fulfills the 

requirements of methodological and administrative documents and uses independent construction 

inspections at facilities of PJSC ROSSETI’s SDCs.   
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8. ROSSETI Group Structure 

Subsidiaries and dependent companies as of December 31, 2017 

Name Location of head office  

TRANSMISSION GRID COMPANY 

FGC UES Moscow 

INTERREGIONAL GRID COMPANIES 

IDGC of Centre Moscow 

MOESK Moscow 

IDGC of Center and Volga Region Nizhniy Novgorod 

LENENERGO Saint Petersburg 

IDGC of North-West Saint Petersburg 

Tyumenenergo Surgut 

IDGC of Volga Saratov 

IDGC of Northern Caucasus Pyatigorsk 

IDGC of Siberia Krasnoyarsk 

IDGC of South Rostov-on-Don 

IDGC of Urals Yekaterinburg 

DISTRIBUTION GRID COMPANIES 

Yantarenergo Kaliningrad 

TDC Tomsk 

Chechenenergo, JSC Grozny 

Kubanenergo Krasnodar 

REGIONAL RETAIL COMPANIES 

Karachaevo-Cherkesskenergo Cherkessk 
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Kalmenergosbyt Elista 

Tyvaenergosbyt Kyzyl 

Kabbalkenergo Nalchik 

Dagestan Energy Supply Company Makhachkala 

Sevkavkazenergo Vladikavkaz 

OTHER (R&D AND DESIGN, CONSTRUCTION, PROCUREMENT, AND SERVICE ORGANIZATIONS) 

Ingushenergo Nazran 

NURENERG Grozny 

SKB VTI Moscow 

ENIN Moscow 

SevZap NTC Moscow 

REC IDGC Moscow 

Urals Power Engineering Company Yekaterinburg 

JSC VNIPIENERGOPROM Moscow 

VPEC Samara 

ZES Moscow 

Power Grid Optical Networks Engineering Moscow 

NWEMC Saint Petersburg 

IT Energy Service Moscow 

Engineering Center UES Real Estate Moscow 
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9. Responsibility Statement 

The Management Board confirms that to the best of their knowledge: 

1. The financial statements, prepared in accordance with International Financial Reporting Standards, give 

a true and fair view of the assets, liabilities, financial position and profit or loss of the Company and the 

undertakings included in the consolidation taken as a whole; and 

2. The management report includes a fair review of the development and performance of the business and 

the position of the Company and the undertakings included in the consolidation taken as a whole, together 

with a description of the principal risks and uncertainties that it faces. 

 

By order of the Board of Directors, 

D. V. Nagovitsyn 

Chief Accountant 
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10. Glossary 

PJSC «ROSSETI» 

(ROSSETI) 
Public Joint Stock Company «ROSSETI»  

GDP Gross domestic product 

GVA Gigawatt-ampere  

FGC 
Federal Grid Company of Unified Energy system, 

Joint Stock Company  

IDGC Interregional Distribution Grid Companies 

ICS Internal control system 

IFRS International Financial Reporting Standards  

KPI Key performance indicators  

kWh kilowatt hour 

kV Kilovolt 

MICEX Power Index 

MICEX Power Index. The Sector Indices are market capitalization 

weighted indices calculated based on prices of the most liquid shares of 

Russian issuers operating in the relevant economic sectors, admitted to 

trading on MICEX Stock Exchange, and included in the Broad Market 

Index calculation base.  

NC Network connection 

OL Overhead line  

SDCs Subsidiaries and dependent companies  

UPS UPS United Power System of Russia 
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11. Contacts 

Registered address: 4, Belovezhskaya st., Moscow, 121353, Russian Federation 

Correspondence address: 4, Belovezhskaya st., Moscow, 121353, Russian Federation 

Location: 4, Belovezhskaya st., Moscow, 121353, Russian Federation 

Phone: +7 495 995-5333 (from 09.00 till 18.00 Moscow time) 

Phone/Fax: +7 495 664-8133 

E-mail: info@rosseti.ru 
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12. Application 
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