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Independent auditor’'s report

To the shareholders of Open public joint stock company
Interregional Distribution Grid Company of North-West

We have audited the accompanying consolidated financial statements of Open public joint stock
company Interregional Distribution Grid Company of North-West and its subsidiaries, which
comprise the consolidated statement of financial position as at 31 December 2014, and the
consolidated statement of profit or loss and other comprehensive income, consolidated
statement of changes in equity and consolidated statement of cash flows for the year 2014, and
a summary of significant accounting policies and other explanatory information.

Audited entity’s responsibility for the consolidated financial statements

Management of Open public joint stock company Interregional Distribution Grid Company of
North-West is responsible for the preparation and fair presentation of these consolidated
financial statements in accordance with International Financial Reporting Standards, and for such
internal control as management determines is necessary to enable the preparation of
consolidated financial statements that are free from material misstatement, whether due to
fraud or error.

Auditor's responsibility

Our responsibility is to express an opinion on the fairness of these consolidated financial
statements based on our audit.

We conducted our audit in accordance with the federal standards on auditing effective in the
Russian Federation and International Standards on Auditing. Those standards require that we
comply with ethical requirements and plan and perform the audit to obtain reasonable assurance
about whether the consolidated financial statements are free from material misstatement.

An audit involves performing audit procedures to obtain audit evidence about the amounts and
disclosures in the consolidated financial statements. The audit procedures selected depend on
the auditor’s judgment, including the assessment of the risks of material misstatement of the
consolidated financial statements, whether due to fraud or error. In making those risk
assessments, the auditor considers internal control relevant to the preparation and fair
presentation of the consolidated financial statements in order to design audit procedures that
are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the entity's internal control. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of accounting estimates
made by management, as well as evaluating the overall presentation of the consolidated financial
statements.
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We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for our audit opinion.

Opinion

In our opinion, the consolidated financial statements present fairly, in all material respects, the
financial position of Open public joint stock company Interregional Distribution Grid Company of
North-West and its subsidiaries as at 31 December 2014, and their financial performance and
cash flows for the year 2014 in accordance with International Financial Reporting Standards.

Other matters

The consolidated financial statements of Open public joint stock company Interregional
Distribution Grid Company for the year ended 31 December 2013 were audited by another
auditor which issued audit reports with unqualified audit opinions dated 3 March 2014.
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A.Y. Grebeniuk
Partner
Ernst & Young LLC

1 April 2015

Details of the audited entity

Name: Open public joint stock company Interregional Distribution Grid Company of North-West
Record made in the State Register of Legal Entities on 23 December 2003, State Registration
Number (1047855175785).

Address: Russia 188359, Leningrad region, Gatchina, Sobornay st., 31.

Details of the auditor

Name: Ernst & Young LLC

Record made in the State Register of Legal Entities on 5 December 2002, State Registration Number 1027739707203.
Address: Russia 115035, Moscow, Sadovnicheskaya naberezhnaya, 77, building 1.

Ernst & Young LLC is a member of self-regulatory organization of auditors Non Profit partnership “Russian Audit
Chamber"” (“SRO NP APR"). Ernst & Young LLC is included in the control copy of the register of auditors and audit
organizations, main registration number 10201017420.
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Consolidated Statement of Profit or Loss

and Other Comprehensive Income
for the year ended 31 December 2014

(in thousand of Russian roubles)

For the year ended 31 December

Notes 2014 2013

Revenue 6 46.935.058 44.615.078
Government grants 141.313 68.289
Operating expenses 7 (47.593.270) (43.337.208)
(Loss)/profit from operating activities (516,899) 1,346,159
Other non-operating expenses, net 912,497 399.504
Finance costs, net 9 (2.896.719) (1,062.178)
(Loss)/profit before income tax (2,501,121) 683,485
Income tax benefit/(expense) 10 284.339 (296.913)
(Loss)/profit for the year (2,216,782) 386,572
Other comprehensive income
Items that are or may be reclassified subsequently to profit or

loss:
Net change in fair value of available-for-sale financial assets (2.093) (322)
Income tax on items that may be reclassified subsequently to

profit or loss 2,907 64
Total items that are or may be reclassified subsequently to profit

or loss 814 (258)
Items that will never be reclassified to profit or loss:
Remeasurement of the defined benefit liability 41.458 (273,427)
Income tax on items that will never be reclassified to profit or

loss (8.292) 54.685
Total items that will never be reclassified to profit or loss 33.166 (218.742)
Other comprehensive income/(loss) for the year, net of income

tax 33,980 (219,000)
Total comprehensive (loss)/income for the year (2,182,802) 167,572

The accompanying notes on pages 12 to 64 are an integral part of these consolidated financial statements.
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Consolidated Statement of Profit or Loss

and Other Comprehensive Income (continued)
for the year ended 31 December 2014

(in thousand of Russian roubles)

For the year ended 31 December

Notes 2014 2013
(Loss)/ profit attributable to:
Equity holders of the Group (2.216.818) 386.561
Non-controlling interests 36 11
(Loss)/profit for the year (2,216,782) 386,572
Total comprehensive (loss)/income attributable to:
Equity holders of the Group (2.182,838) 167.561
Non-controlling interests 36 11
Total comprehensive (loss)/income for the year (2,182,802) 167,572
Earnings per share
Basic and diluted (loss)/ earnings per share (in Russian roubles) (0.0228) 0.0017
Weighted average number of shares in issue 95.785.923.138 95.785.923.138

General Director Letyagin A.V.

Deputy General Director for economy and finances 3 ' o Nikiforov D.S.

Chief Accountant // / Maksimova T.V.

I April 2015 p (/L‘j(,uco“ !

The accompanying notes on pages 12 to 64 are an integral part of these consolidated financial statements.
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Consolidated Statement of Financial Position

as at 31 December 2014

(in thousand of Russian roubles)

Assets

Non-current assets

Property. plant and cquipment
Intangible assets

Deferred tax assets

Investments and other financial assets
Other non-current assets

Total non-current assets

Current assets

Accounts receivable and prepayments
Income tax receivable

Inventories

Current financial assets

Other current assets

Cash and cash equivalents

Total current assets

Total assets

Equity and liabilities

Capital and reserves

Share capital

(Accumulated deficit)/Retained earnings
Common control combination reserve
Other reserves

Equity attributable to the equity holders of the company

Non — controlling interests

Total equity

Notes 31 December 2014 31 December 2013
11 35.276.341 35.915.430
12 222.583 142,209
10 21,073 20.888
13 575.050 56,797
14 590.621 701.602

36,685,668 36,836,926
15 14.654.917 12,338,947
11.969 112,013
16 790,435 821,951
17 1.147.559 =
569.009 517,245
18 1.038.530 839.959
18,212,419 14,630,115
54,898,087 51,467,041
9.578.592 9.578.592
(501.356) 1.792,091
10.457.284 10,457.284
324.199 290.219
19,858,719 22,118,186
324 288
19,859,043 22,118,474

The accompanying notes on pages 12 to 64 are an integral part of these consolidated financial statements.
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Consolidated Statement of Financial Position (continued)
as at 31 December 2014

(in thousand of Russian roubles)

Notes 31 December 2014 31 December 2013

Non-current liabilities

Long-term loans and borrowings 20 14.913.056 13.953.056
Post-employment benefit obligations 21 1.620.525 1.673.495
Deferred tax liabilities 10 1.811.376 2.135.546
Other non-current liabilities 22 546,594 1.086.187
Total non-current liabilities 18,891,551 18,848,284

Current liabilities

Accounts payable and advances received 23 11,078.740 6.012.981
Income tax payable 90.884 1,486
Current taxes payable 886.795 832.035
Current loans and borrowings 20 3.539.310 2.776.630
Current provisions 551.764 877.151
Total current liabilities 16,147,493 10,500,283
Total liabilities 35,039,044 29,348,567
Total equity and liabilities 54,898,087 51,467,041

General Director Letyagin A.V.

Deputy General Director for economy and finances Nikiforov D.S.

Chief Accountant Maksimova T.V.

1 April 2015

The accompanying notes on pages 12 to 64 are an integral part of these consolidated financial statements.
8
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Consolidated Statement of Cash Flows
for the year ended 31 December 2014

(in thousand of Russian roubles)

Year ended 31 December

2014 2013

Cash flows from operating activities
(Loss)/ profit for the year (2,216,782) 386,572
Adjustments for:
Income tax (benefit) / expense (284.339) 296,913
Finance costs, net 2.896.719 1.062.179
Depreciation and amortisation 4.092.156 3.576.078
Impairment of property, plant and equipment 1,911.855 -
(Profit)/loss from disposal of PPE 13.875 (16.939)
Impairment of account receivables 984,780 779,288
Provision/(reversal of provision) for inventory obsolescence 2.058 (9.714)
Other non-cash items 60,680 (91.040)

7,461,002 5,983,337
Working capital changes
Accounts receivable and prepayments (3.412.060) (7.322,373)
Inventories 29.458 (27.458)
Other current assets (51.764) (143.989)
Post-employments benefit obligations and related assets - 64.198
Accounts payable, advances received and provisions 3,097,132 2.268.276
Cash from operations before income taxes and interest paid 7,123,768 821,991
Interest paid (1.337.260) (1.030.307)
Income tax paid 144.041 65.315
Contributions to defined benefit plan (109.509) -
Net cash from / (used in) operating activities 5,821,040 (143,001)

The accompanying notes on pages 12 to 64 are an integral part of these consolidated financial statements.
10
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Consolidated Statement of Cash Flows (continued)
for the year ended 31 December 2014

(in thousand of Russian roubles)

Year ended 31 December

2014 2013

Cash flows from investing activities
Proceeds from disposal of property, plant and equipment and intangible assets 48.705 193,926
Purchase of property. plant and equipment, intangible assets and other non-

current assets (4.378.020) (5.997.699)
Interest received 62,214 11,013
Dividend income received 185 138
Deposits placed (3.000.000) -
Net cash used in investing activities (7,266,916) (5,792,622)
Cash flows from financing activities
Proceeds from loans and borrowings 8.532.700 19.785.210
Repayments of loans and borrowings (6.812,700) (13.721.406)
Dividends paid (75.553) (15.219)
Net cash from financing activities 1,644,447 6,048,585
Net increase in cash and cash equivalents 198,571 112,962
Cash and cash equivalents as at 1 January 839.959 726,997
Cash and cash equivalents as at 31 December 1,038,530 839,959

The accompanying notes on pages 12 to 64 are an integral part of these consolidated financial statements.
11




AN

ﬁ ‘ Z Interregional
‘ ’ @\ oistivution
." \ W/ Grid Company
"7 of the North-West

Notes to the Consolidated Financial Statements
for the year ended 31 December 2014




P

AN e s
%,) ROSSETI o

N
'//

Grid Company
of the North-West

€

Background

Open Joint Stock Company Interregional Distribution Grid Company of North-West (herein
“IDGC North-West” or the “Company”) was established in December 2004 in accordance with the
laws of the Russian Federation. The Company was formed during the process of re-organization of
0JSC RAO “UES of Russia” (“RAO UES”) as the owner and operator of the electric power
transmission and distribution grid in the North-West Region of Russia.

The registered office of the Company is Sobornaya str. 31, Gatchina, Leningrad region, 188300,
Russian Federation. The Company’s main offices are at Constitution Square, building 3 “A”, Saint
Petersburg, 196247, Russian Federation.

Formation of the Group

On 27 April 2007 the Board of Directors of RAO UES approved the structure of the Interregional
Distribution Grid Companies. Under the approved structure, the IDGC North-West was incorporated
with seven branches, located in the Arkhangelsk, Vologda, Syktyvkar, Novgorod, Pskov,
Petrozavodsk, and subsidiaries (the “Group™). The principal subsidiaries are listed in Note 4.

The branches were formed on the basis of seven Regional Distribution Grid Companies:
OJSC “Arkhenergo”, OJSC “Vologdaenergo”, OJSC “AEK Komienergo”, OJSC “Novgorodenergo™
0JSC “Pskovenergo”, OJSC “Karelenergo”, OJSC “Kolenergo”, all of which were subsidiaries of
RAO UES prior to the formation of the Group. The merger was a business combination among entities
under common control, and has been accounted for using the predecessor accounting method (see
Note 2).

On 1 July 2008 RAO UES ceased to exist as a separate legal entity and transferred its 55.38% of the
Company’s shares to OJSC “Holding IDGC”, a state-controlled entity. On 4 April 2013 in accordance
with decision of General stockholders meeting dated 23 March 2013 OJSC “Holding IDGC™ has been
renamed to OJSC “Russian Grids™ to comply with decree of President of the Russian Federation dated
22 November 2012 No. 1567 “About open joint stock company “Russian Grids™.

Relations with the state and current regulations

The Group’s business is a natural monopoly influenced by the Russian government. The government
of the Russian Federation directly affects the Group’s operations through state tariffs.

In accordance with legislation of Russian Federation, the Group’s tariffs are controlled by the Federal
Service on Tariffs and the Regional Energy Commissions.

The Russian electric utilities industry in general and the Group in particular are presently undergoing a
reform process designed to introduce competition into the electricity sector and to create an
environment in which the Group could raise capital required to maintain and expand current capacity.

As at 22 February 2013 the Ministry of Energy of the Russian Federation assigned the Company with
the status of guaranteeing electric power supplier in-charge of the service area of OJSC “Kolskaya
Energy Retail Company™ effective from 1 March 2013. As at 22 March 2013 the Ministry of Energy
of the Russian Federation assigned the Company with the same status in respect of the service area of
0JSC “Novgorodoblenergosbyt™ effective from 1 April 2013. As at 25 September 2013 the Ministry
of Energy of the Russian Federation assigned the Company with the same status in respect of the
service area of OJSC “Novgorodoblelectro” effective from 1 October 2013.

13
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The status of guaranteeing electric power supplier in-charge in all cases was assigned till assigning of
guaranteeing supplier status to the winner of the tender in respect of specified service areas, but not
more than for the period of 12 months. The Group established separate units within its Kolenergo and
Novgorodenergo branches for the purpose of electricity sales activities. The assigning of guaranteeing
electric power supplier in-charge status did not entail change in assets, liabilities and equity of the
Group at the date of status assignment.

From 1 January 2014 guaranteeing electric power supplier in-charge function in Novgorod Region of
the service area of OJSC “Novgorodoblenergosbyt” was assigned to another company according to
Order of the Ministry of Energy of the Russian Federation as at 23 December 2013 No. 912.

As at | October 2014 guaranteeing electric power supplier in-charge in Novgorod region of the service
area of OJSC “Novgorodoblelectro” was assigned to another company by Ministry of Order Ne 638
issued on as at 24 September 2014.

Russian business environment

The Group’s operations are located in the Russian Federation. Consequently, the Group is exposed to
the economic and financial markets of the Russian Federation which display some characteristics of an
emerging market. The legal, tax and regulatory frameworks continue development, but are subject to
varying interpretations and frequent changes which together with other legal and fiscal impediments
contribute to the challenges faced by entities operating in the Russian Federation. The consolidated
financial statements reflect management’s assessment of the impact of the Russian business
environment on the operations and the financial position of the Group. The future business
environment impact may differ from management’s assessment.

Statement of compliance

These consolidated financial statements have been prepared in accordance with International Financial
Reporting Standards (“IFRS”).

Basis of preparation

These financial statements are prepared based on the statutory financial statements in accordance with
the Regulations on Accounting and Reporting of the Russian Federation, with adjustments and
reclassifications recorded for the purpose of fair presentation of ending balances, results of operations
and cash flows in accordance with International Financial Reporting Standards (IFRS).

The consolidated IFRS financial statements are prepared on the historical cost basis except for
investments available-for-sale that are stated at fair value; property, plant and equipment was revalued
as at 1 January 2007 by an independent appraiser to determine deemed cost as part of the first-time
adoption of IFRSs.

Functional and presentation currency

The national currency of the Russian Federation is the Russian Rouble (“RUB”), which is the
Company’s functional currency and the currency in which these consolidated financial statements are
presented. All financial information presented in Roubles has been rounded to the nearest thousand,
except when otherwise indicated.

14
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Predecessor accounting

In 2008 the Group accounted for the merger with entities controlled by RAO UES as business
combination among entities under common control using the predecessor accounting method.
Accordingly, assets and liabilities of the contributed entities were combined from the earliest period
presented and accounted for at their carrying values, as determined by RAO UES in its IFRS
consolidated financial statements.

The difference between the consideration paid and the predecessor carrying values of the net assets
relating to the merger of the entities under common control is recorded in equity as a common control
combination reserve.

Use of estimates

The preparation of consolidated financial statements in conformity with IFRSs requires management
to make judgements, estimates and assumptions that affect the application of accounting policies and
the reported amounts of assets, liabilities, income and expenses. Actual results may differ from these
estimates.

Estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting
estimates are recognized in the period in which estimates are revised and in all future periods affected.

In particular, information about critical judgments in applying accounting policies that have the most
significant effect on the amounts recognised in the consolidated financial statements is included in the
following Notes:

Note 10, 26 — income tax;

Note 11 — useful lives of property, plant and equipment, impairment of non-financial assets;
Note 15 — impairment of trade and other receivables;

Note 17 — impairment of investments:

Note 21 — post-employment obligations;

Note 24 — provisions for vacation and bonuses and for litigation and claims.

In management’s view there are no assumptions or estimation uncertainties that may have a significant
risk of resulting in a material adjustment within the next reporting year.

The accounting policies set out below have been applied consistently to all periods presented in these
consolidated financial statements, and have been applied consistently by the Group entities.

Basis of consolidation

The consolidated financial statements consist of the financial statements of the Company and entities
controlled by the Group (its subsidiaries).
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Control is achieved when the Group is exposed, or has rights, to variable returns from its involvement
with the investee and has the ability to affect those returns through its power over the investee.
Specifically, the Group controls an investee if, and only if, the Group has:

> Power over the investee (i.e., existing rights that give it the current ability to direct the relevant
activities of the investee);

> Exposure, or rights, to variable returns from its involvement with the investee;

> The ability to use its power over the investee to affect its returns.

Consolidation of a subsidiary begins when the Group obtains control over the subsidiary and ceases
when the Group loses control of the subsidiary. Assets, liabilities, income and expenses of a subsidiary
acquired or disposed of during the year are included in the consolidated financial statements from the
date the Group gains control until the date the Group ceases to control the subsidiary. When necessary,
adjustments are made to the financial statements of subsidiaries to bring their accounting policies in
line with the Group’s accounting policies. All intra-group assets and liabilities, income, expenses,
unrealized profits and losses relating to transactions between members of the Group are eliminated in
full on consolidation.

Foreign currencies

In preparing financial statements of the individual entities, transactions in currencies other than the
entity’s functional currency (foreign currencies) are recorded at the rates of exchange prevailing at the
dates of the transactions. At each end of reporting period, monetary items denominated in foreign
currencies are retranslated at the rates prevailing at the end of reporting period. Non-monetary items
carried at fair value that are denominated in foreign currencies are retranslated at the rates prevailing at
the date when the fair value was determined. Non-monetary items that are measured in terms of
historical cost are translated using the exchange rate at the date of the transaction.

Foreign currency differences are recognised in profit or loss, except for differences related to
available-for-sale financial assets which are recognised in other comprehensive income.

Current versus non-current classification

The Group presents assets and liabilities in statement of financial position based on current/non-
current classification. An asset as current when it is:

> expected to be realised or intended to be sold or consumed in normal operating cycle;

> held primarily for the purpose of trading;

> expected to be realised within twelve months after the reporting period; or

> cash or cash equivalent unless restricted from being exchanged or used to settle a liability for at

least twelve months after the reporting period.
All other assets are classified as non-current.

A liability is current when:

> it is expected to be settled in normal operating cycle;
> it is held primarily for the purpose of trading;
> it is due to be settled within twelve months after the reporting period; or

v there is no unconditional right to defer the settlement of the liability for at least twelve months
after the reporting period.

16
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The Group classifies all other liabilities as non-current.
Deferred tax assets and liabilities are classified as non-current assets and liabilities.
Fair value measurement

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly
transaction between market participants at the measurement date. The fair value measurement is based
on the presumption that the transaction to sell the asset or transfer the liability takes place either:

> in the principal market for the asset or liability, or
> in the absence of a principal market, in the most advantageous market for the asset or liability.

The principal or the most advantageous market must be accessible by the Group.

The fair value of an asset or a liability is measured using the assumptions that market participants
would use when pricing the asset or liability. assuming that market participants act in their economic
best interest.

All assets and liabilities for which fair value is measured or disclosed in the financial statements are
categorised within the fair value hierarchy. described as follows, based on the lowest level input that is
significant to the fair value measurement as a whole:

> Level 1 — Quoted (unadjusted) market prices in active markets for identical assets or liabilities:

> Level 2 — Valuation techniques for which the lowest level input that is significant to the fair
value measurement is directly or indirectly observable;

> Level 3 — Valuation techniques for which the lowest level input that is significant to the fair
value measurement is unobservable.

For assets and liabilities that are recognised in the financial statements on a recurring basis, the Group
determines whether transfers have occurred between levels in the hierarchy by re-assessing
categorisation (based on the lowest level input that is significant to the fair value measurement as a
whole) at the end of each reporting period.

For the purpose of fair value disclosures, the Group has determined classes of assets and liabilities on
the basis of the nature, characteristics and risks of the asset or liability and the level of the fair value
hierarchy as explained above.

The Group measures available-for-sale financial assets at fair value at each balance sheet date. Fair
value related disclosures for financial instruments measured at amortized cost are summarised in
Note 28.

Property, plant and equipment
Owned assets

Items of property, plant and equipment, except for land, are measured at historical cost (or deemed
cost) less accumulated depreciation and impairment loss. Land is measured at cost less accumulated
impairment loss.

Cost includes expenditures that are directly attributable to the acquisition of the asset. The cost of self-
constructed assets includes the cost of materials and direct labour, any other costs directly attributable
to bringing the asset to a working condition for its intended use, and the costs of dismantling and
removing the items and restoring the site on which they are located, and capitalised borrowing costs.
Purchased software that is integral to the functionality of the related equipment is capitalised as part of
the cost of that equipment.

17
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Items of property, plant and equipment transferred from customers are measured at fair value on initial
recognition.

When parts of an item of property, plant and equipment have different useful lives, they are accounted
for as separate items (major components) of property, plant and equipment.

An item of property, plant and equipment and any significant part initially recognised is derecognised
upon disposal or when no future economic benefits are expected from its use or disposal. Gains and
losses on disposal of an item of property, plant and equipment are determined by comparing the
proceeds from disposal with the carrying amount of property, plant and equipment, and are recognised
on a net basis in other non-operating income and expense in the consolidated statement of profit or
loss and other comprehensive income.

Subsequent expenditure

Expenditure incurred to replace a component of an item of property, plant and equipment that is
accounted for separately is capitalised, with the carrying amount of the component replaced being
written off. Other subsequent expenditure is capitalised if a future economic benefit will arise from the
expenditure. All other expenditure, including repairs and maintenance expenditure, is recognised in
the consolidated statement of profit or loss and other comprehensive income as an expense as incurred.

Leased assets

Leases in terms of which the Group assumes substantially all the risks and rewards of ownership are
classified as finance leases. Plant and equipment acquired under finance lease is initially recognised at
an amount equal to the lower of its fair value and the present value of the minimum lease payment at
inception of the lease.

Subsequent to initial recognition, the asset is accounted for in accordance with the accounting policy
for similar assets.

The corresponding liability to the lessor is included in the consolidated statement of financial position
as a finance lease obligation.

Lease payments are apportioned between finance charges and a reduction of the lease obligation so as
to achieve a constant rate of interest on the remaining balance of the liability. Finance charges are
charged directly to profit or loss, unless they are directly attributable to qualifying assets, in which
case they are capitalized.

Depreciation

Depreciation is calculated over the depreciable amount, which is the cost of an asset, or other amount
substituted for cost, less its residual value.

Depreciation is charged to profit or loss on a straight-line basis over the estimated useful lives of each
item of property, plant and equipment, since this most closely reflects the expected pattern of
consumption of the future economic benefits embodied in the asset. Depreciation commences on the
date when an asset is ready for its intended use. Land is not depreciated.
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The estimated useful lives for the current and comparative periods are as follows:

Buildings and structures 7-50 years;
Power transmission equipment 7-33 years;
Power conversion equipment 5-29 years.

The depreciation policy for depreciable leased assets is consistent with that for depreciable assets that
are owned. If there is no reasonable certainty that the lessee will obtain ownership by the end of the
lease term, the asset is fully depreciated over the shorter of the lease term and its useful life.

Intangible assets

All of the Group’s intangible assets have finite useful lives and are capitalised on the basis of the costs
incurred to acquire and prepare them for their intended use.

Following initial recognition, intangible assets are carried at cost less any accumulated amortization
and accumulated impairment losses. Internally generated intangible assets, excluding capitalized
development costs, are not capitalized, and expenditure is reflected in the statement of profit and loss
in the year in which it was incurred.

Intangible assets are amortised using the straight-line method from the date they are ready for use over
their useful lives, for the current and comparative periods, as follows:

Software 3-15 years;
Licenses and certificates 3-5 years.

Non-current assets held for sale

Non-current assets and disposal groups are classified as held for sale if their carrying amount will be
recovered principally through a sale transaction rather than through continuing use. This condition is
regarded as met only when the sale is highly probable and the asset (or disposal group) is available for
immediate sale in its present condition. Management must be committed to the sale, which should be
expected to qualify for recognition as a completed sale within one year from the date of classification.

Immediately before classification as held for sale, the assets (or components of a disposal group) are
remeasured in accordance with the Group’s accounting policies. Thereafter generally the assets (or
disposal group) are measured at the lower of their carrying amount and fair value less cost to sell. Any
impairment loss on a disposal group is allocated to assets and liabilities on pro rata basis, except that
no loss is allocated to inventories, financial assets, deferred tax assets and investment property, which
continue to be measured in accordance with the Group’s accounting policies. Impairment losses on
initial classification as held for sale and subsequent gains and losses on remeasurement are recognised
in the consolidated statement of profit or loss and other comprehensive income. Gains are not
recognised in excess of any cumulative impairment loss.

Financial instruments

The Group classifies non-derivative financial assets into the following categories: financial assets at
fair value through profit or loss, loans and accounts receivable, held-to-maturity and available-for-sale.
Management determines the classification of its financial assets at initial recognition.

The Group classifies non-derivative financial liabilities into the following categories: financial
liabilities at fair value through profit or loss, loans and borrowings, accounts payable.

As at and for the years ended 31 December 2014 and 2013, the Group had no derivatives designated as
hedging instruments in an effective hedge, or financial assets and liabilities classified by the Group at
fair value through profit or loss.
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(i)  Non-derivative financial assets and financial liabilities — recognition and derecognition

Initial recognition

The Group initially recognises loans and receivables, deposits, debt securities issued and subordinated
liabilities on the date that they are originated/issued. All other financial assets are recognised initially
on the date at which the Group becomes a party to the contractual provisions of the instrument. All
financial assets other than financial assets at fair value through profit or loss are recognized initially at
fair value plus transaction costs that are directly attributable to the acquisition of the financial asset.
All financial liabilities are recognized initially at fair value and, in the case of loans and borrowings
and payables, net of directly attributable transaction costs.

Derecognition

The Group derecognises a financial asset when the contractual rights to the cash flows from the asset
expire, or it transfers the rights to receive the contractual cash flows on the financial asset in a
transaction in which substantially all the risks and rewards of ownership of the financial asset are
transferred. When the Group has neither transferred nor retained substantially all of the risks and
rewards of the asset, nor transferred control of the asset, the Group continues to recognize the
transferred asset to the extent of the Group’s continuing involvement. In that case, the Group also
recognizes an associated liability. The transferred asset and the associated liability are measured on a
basis that reflects the rights and obligations that the Group has retained.

The Group derecognises a financial liability when its contractual obligations are discharged or
cancelled or expire. When an existing financial liability is replaced by another from the same lender
on substantially different terms, or the terms of an existing liability are substantially modified, such an
exchange or modification is treated as the derecognition of the original liability and the recognition of
a new liability. The difference in the respective carrying amounts is recognised in the statement of
profit or loss and other comprehensive income.

Offsetting of financial instruments

Financial assets and liabilities are offset and the net amount is reported in the statement of financial
position when, and only when, the Group has a legally vested right to offset the recognized amounts
and there is an intention to settle on a net basis, or to realize the assets and settle the liabilities
simultaneously.

(ii)  Non-derivative financial assets — measurement
Loans and receivables

Loans and receivables are a category of non-derivative financial assets with fixed or determinable
payments that are not quoted in an active market. Such assets are recognised initially at fair value plus
any directly attributable transaction costs. Subsequent to initial recognition, trade and other receivables
are measured at amortised cost using the effective interest rate method, less any impairment. Interest
income is recognised by applying the effective interest rate, except for short-term receivables when the
recognition of interest would be immaterial.

Loans and receivables category comprise the following classes of financial assets: trade and other
receivables as presented in Note 15 and cash and cash equivalents as presented in Note 18.
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Cash and cash equivalents

Cash and cash equivalents comprise cash balances and cash deposits and highly liquid investments
with original maturities of three months or less, those are readily convertible to known amount of cash
and are subject to an insignificant risk of change in value. Bank overdrafts that are repayable on
demand and form an integral part of the Group’s cash management are included as a component of
cash and cash equivalents for the purpose of the statement of cash flows.

Available for sale financial assets

Available for sale financial assets are non-derivative financial assets that are either designated in this
category or not classified in any of the other categories. They are included in non-current assets unless
management intends to dispose of the investment within 12 months of the end of reporting period.
Such assets are recognised initially at fair value plus any directly attributable transaction costs.
Subsequent to initial recognition, they are measured at fair value and changes therein, other than
impairment losses and foreign currency differences on available-for-sale debt instruments, are
recognised in other comprehensive income and presented within equity in the fair value reserve. When
an investment is derecognised, the cumulative gain or loss previously recognised in equity is included in
profit and loss. Dividends on available-for-sale equity instruments are recognized in the consolidated
statement of profit or loss and other comprehensive income when the Group’s right to receive the
dividends is established. Unquoted equity instruments whose fair value cannot reliably be measured are
carried at cost. Available-for-sale financial assets comprise equity securities as presented in Note 13.

(iii)  Non-derivative financial liabilities — measurement

Financial liabilities are classified initially as loans and borrowings, trade and other accounts payable.
Subsequent to initial recognition, these financial liabilities are measured at amortised cost using the
effective interest method.

Share capital
Ordinary shares

Ordinary shares are classified as equity. Incremental costs directly attributable to the issue of ordinary
shares and share options are recognised as a deduction from equity, net of any tax effects.

Impairment of non-derivative financial assets

A financial asset not carried at fair value through profit or loss, including investment in an equity
accounted investee, is assessed at each reporting date to determine whether there is any objective
evidence that it is impaired. A financial asset is impaired if objective evidence indicates that a loss
event has occurred after the initial recognition of the asset, and that the loss event had a negative effect
on the estimated future cash flows of that asset that can be estimated reliably.

Objective evidence that financial assets (including equity securities) are impaired can include:

> default or delinquency by a debtor,

> restructuring of an amount due to the Group on terms that the Group would not consider
otherwise,

> indications that a debtor or issuer will enter bankruptcy,

> adverse changes in the payment status of borrowers or issuers in the Group;

> economic conditions that correlate with defaults;

> the disappearance of an active market for a security; or

> observable data indicating that there is measurable decrease in expected cash flows from a

group of financial assets.
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In addition, for an investment in an equity security, a significant or prolonged decline in its fair value
below its cost is objective evidence of impairment.

Financial assets measured at amortised cost

The Group considers evidence of impairment for these assets at both a specific asset and collective
level. All individually significant assets are individually assessed for impairment. Those found not to
be impaired are then collectively assessed for any impairment that has been incurred but not yet
identified. Assets that are not individually significant are collectively assessed for impairment by
grouping together assets with similar risk characteristics.

In assessing collective impairment the Group uses historical trends of the probability of default, timing
of recoveries and the amount of loss incurred, adjusted for management’s judgement as to whether
current economic and credit conditions are such that the actual losses are likely to be greater or less
than suggested by historical trends.

An impairment loss in respect of a financial asset measured at amortised cost is calculated as the
difference between its carrying amount, and the present value of the estimated future cash flows
discounted at the asset’s original effective interest rate. Losses are recognised in profit or loss and
reflected in an allowance account. When the Group considers that there are no realistic prospects of
recovery of the asset, the relevant amounts are written off. Interest on the impaired asset continues to
be recognised through the unwinding of the discount. When a subsequent event causes the amount of
impairment loss to decrease and the decrease can be related objectively to an event occurring after the
impairment was recognised, the decrease in impairment loss is reversed through profit or loss.

Available-for-sale financial assets

Impairment losses on available-for-sale investment securities are recognised by reclassifying the
cumulative loss that has been recognised in other comprehensive income, and presented in the fair
value reserve in equity, to profit or loss. The cumulative loss that is reclassified from other
comprehensive income and recognised in profit or loss is the difference between the acquisition cost,
net of any principal repayment and amortisation, and the current fair value, less any impairment loss
previously recognised in profit or loss. Changes in impairment provisions attributable to application of
the effective interest method are reflected as a component of interest income.

If, in a subsequent period, the fair value of an impaired available-for-sale debt security increases and
the increase can be related objectively to an event occurring after the impairment loss was recognised
in the statement of profit or loss, then the impairment loss is reversed, with the amount of the reversal
recognised in profit or loss. However, any subsequent recovery in the fair value of an impaired
available-for-sale equity security is recognised in other comprehensive income.

Impairment of non-financial assets

The carrying amounts of the Group’s non-financial assets, other than inventories and deferred tax
assets are reviewed at each reporting date to determine whether there is any indication of impairment.
If any such indication exists, then the asset’s recoverable amount is estimated. For intangible assets
that have indefinite lives or that are not yet available for use and goodwill, recoverable amount is
estimated each year at the same time.

For the purpose of impairment testing, assets that cannot be tested individually are grouped together

into the smallest group of assets that generates cash inflows from continuing use that are largely
independent of the cash inflows of other assets or groups of assets (the “cash-generating unit”).
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The Group’s corporate assets do not generate separate cash inflows. If there is an indication that a
corporate asset may be impaired, then the recoverable amount is determined for the cash generating
unit to which the corporate asset belongs.

The recoverable amount of an asset or cash-generating unit is the greater of its value in use and its fair
value less costs to sell. In assessing value in use, the estimated future cash flows are discounted to
their present value using a pre-tax discount rate that reflects current market assessments of the time
value of money and the risks specific to the asset.

An impairment loss is recognised if the carrying amount of an asset or its cash-generating unit exceeds
its recoverable amount. Impairment losses are recognised in profit or loss. Impairment losses
recognised in respect of cash-generating units are allocated to reduce the carrying amount of the assets
in the unit (group of units) on a pro rata basis.

In respect of other assets, impairment losses recognised in prior periods are assessed at each reporting
date for any indications that the loss has decreased or no longer exists. An impairment loss is reversed
if there has been a change in the estimates used to determine the recoverable amount. An impairment
loss is reversed only to the extent that the asset’s carrying amount does not exceed the carrying
amount that would have been determined, net of depreciation or amortisation, if no impairment loss
had been recognised.

The entire amount of the investment in an equity accounted investee is tested for impairment as a
single asset when there is objective evidence that the investment in an equity accounted investee may
be impaired.

Inventories

Inventories are stated at the lower of cost and net realisable value. Net realisable value is the estimated
selling price in the ordinary course of business, less the estimated costs of completion and selling
expenses. The cost of inventories is calculated on the weighted average basis or using the specific
identification method and includes expenditure incurred in acquiring the inventories, production or
conversion costs and other costs incurred in bringing them to their existing location and condition.

Spare parts

Spare parts and servicing equipment are carried as inventory and recognized in profit or loss as
consumed. However, major spare parts and stand-by equipment qualify as property, plant and
equipment when an entity expects to use them during more than one period. Similarly, if the spare
parts and servicing equipment can be used only in connection with an item of property, plant and
equipment, they are accounted for as property, plant and equipment.

Dividends

Dividends are recognised as a liability and deducted from equity at the reporting date only if they are
declared (approved by the shareholders) before or on the reporting date. Dividends are disclosed when
they are declared after the financial statements date, but before the consolidated financial statements
are authorized for issue.

Post-employment benefit obligations

Long-term employee benefits provided by the Group include defined contribution plans, defined
benefit plans and other long-term employee benefits.
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Defined contribution plans

A defined contribution plan is a post-employment benefit plan under which an entity pays fixed
contributions into a separate entity and will have no legal or constructive obligation to pay further
amounts. Obligations for contributions to defined contribution plans, including Russia’s State pension
fund, are recognised in as an employee benefit expense in profit and loss in the periods during which
services are rendered by the employees under labour contracts. Prepaid contributions are recognised as
an asset to the extent that a cash refund or a reduction in future payments is available.

Defined benefit post-employment plans

A defined benefit plan is a post-employment benefit plan other than a defined contribution plan. The
Group’s net obligation in respect of defined benefit pension plans is calculated separately for each
plan by estimating the amount of future benefit that employees have earned in return for their service
in the current and prior periods; that benefit is discounted to determine its present value, and any
unrecognised past service are deducted. The discount rate is the yield at the reporting date on
government bonds that have maturity dates approximating the terms of the Group’s obligations and
that are denominated in the same currency in which the benefits are expected to be paid. The
calculation is performed annually by a qualified actuary using the projected unit credit method.

Remeasurement of the net defined benefit liability, which comprise actuarial gains and losses, and the
effect of the asset ceiling (excluding interest included in net interest expenses), are recognised
immediately in other comprehensive income. The Group determines the net interest expense on the net
defined benefit liability for the period by applying the discount rate used to measure the defined
benefit obligation at the beginning of the annual period to the defined benefit liability as at that date,
taking into account any changes in the net defined benefit liability during the period as a result of
contributions and benefit payments. Net interest expense and other expenses related to defined benefit
plans are recognised in profit or loss.

When the benefits of a plan are changed or when a plan is curtailed, the resulting change in benefit
that relates to past service or the gain or loss on curtailment is recognised immediately in profit or loss.
The Group recognises gains and losses on the settlement of a defined benefit plan when the settlement
occurs.

Other long-term employee benefits

Other long-term defined benefit plans provided by the Group are regulated by Collective Agreements
and include: benefits in connection with the jubilee dates of employees’ birthdays, one-time benefits
paid in case of death and financial support to workers. The Group’s net obligation in respect of long-
term employee benefits other than pension plans is the amount of future benefits that employees have
earned in return for their service in the current and prior periods; that benefits are discounted to
determine its present value, and the fair value of any related assets is deducted.

Provisions

Provisions are recognized when the Group has a present obligation (legal or constructive) as a result of
a past event, it is probable that the Group will be required to settle the obligation, and a reliable
estimate can be made of the amount of the obligation. The amount recognized as a provision is the
best estimate of the consideration required to settle the present obligation at the end of reporting
period, taking into account the risks and uncertainties surrounding the obligation. Where a provision is
measured using the cash flows estimated to settle the present obligation, its carrying amount is the
present value of those cash flows. When some or all of the economic benefits required to settle a
provision are expected to be recovered from a third party, the receivable is recognized as an asset if it
is virtually certain that reimbursement will be received and the amount of the receivable can be

measured reliably.
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Revenue recognition

Revenue is measured at the fair value of the consideration received or receivable. Revenue is stated
net of value added tax (VAT).

Rendering of services

Revenue from transmitting electricity is recognised over the period the service was rendered based on
the actual amount provided, determined based on measurements of a supply meters, and tariffs as set
be regional regulatory bodies.

Revenue for the technological connection to the power network is recognised at the moment of actual
connection of the customer to the network.

Revenue from sale of electricity is recognised over the period the service was rendered based on the
actual amount provided, determined based on measurements of a supply meters.

Dividends and interest income

Dividend revenue from investments is recognised when the shareholder’s right to receive payment has
been established.

Interest income is accrued on a time basis, by reference to the principal outstanding and at the
effective interest rate applicable, which is the rate that exactly discounts estimated future cash receipts
through the expected life of the financial asset to that asset’s net carrying amount.

Government grants

Government grants are recognised where there is reasonable assurance that the grant will be received
and all attached conditions will be complied with. When the grant relates to an expense item, it is
recognised as income on a systematic basis over the periods that the related costs, for which it is
intended to compensate, are expensed. When the grant relates to an asset, it is recognised as income in
equal amounts over the expected useful life of the related asset. When the Group receives grants of
non-monetary assets, the asset and the grant are recorded at nominal amounts and released to profit or
loss over the expected useful life in a pattern of consumption of the benefit of the underlying asset by
equal annual instalments.

Borrowing costs

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

Income Tax
Income tax expense comprises current and deferred tax. Current and deferred taxes are recognised in

profit or loss except to the extent that it relates to a business combination, or items recognised directly
in equity or in other comprehensive income.
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Current tax

The tax currently payable is based on taxable profit for the year. Taxable profit differs from profit as
reported in the consolidated statement of profit or loss and other comprehensive income because it
excludes items of income or expense that are taxable or deductible in other years and it further
excludes items that are never taxable or deductible. The Group’s current tax expense is calculated
using tax rates that have been enacted or substantively enacted by the end of reporting period, and any
adjustment to tax payable in respect of previous years.

Deferred tax

Deferred tax is recognised on differences between the carrying amounts of assets and liabilities in the
financial statements and the corresponding tax bases used in the computation of taxable profit, and is
accounted for using the balance sheet method. Deferred tax liabilities are generally recognised for all
taxable temporary differences, and deferred tax assets are generally recognised for all deductible
temporary differences to the extent that it is probable that taxable profits will be available against
which those deductible temporary differences can be utilised. Such assets and liabilities are not
recognised if the temporary difference arises on the initial recognition (other than in a business
combination) of assets and liabilities in a transaction that affects neither the taxable profit nor the
accounting profit.

Deferred tax liabilities are recognised for taxable temporary differences associated with investments in
subsidiaries and associates, and interests in joint ventures, except where the Group is able to control
the reversal of the temporary difference and it is probable that the temporary difference will not
reverse in the foreseeable future. Deferred tax assets arising from deductible temporary differences
associated with such investments and interests are only recognised to the extent that it is probable that
there will be sufficient taxable profits against which to utilise the benefits of the temporary differences
and they are expected to reverse in the foreseeable future.

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

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

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

Earnings per share

The Group presents basic and diluted earnings per share data for its ordinary shares. Basic earnings
per share is calculated by dividing the profit or loss attributable to ordinary shareholders of the
Company by the weighted average number of ordinary shares outstanding during the period, adjusted
for own shares held by the Group. Diluted earnings per share is determined by adjusting the profit or
loss attributable to ordinary shareholders and the weighted average number of ordinary shares
outstanding, adjusted for own shares held, for the effects of all dilutive potential ordinary shares,
which comprise convertible notes and share options granted to employees.
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Segment reporting

An operating segment is a component of the Group that engages in business activities from which it
may earn revenues and incur expenses, including revenues and expenses that relate to transactions
with any of the Group’s other components. All operating segments’ operating results are reviewed
regularly by the chief operating decision body — the Management Board of the Company to make
decisions about resources to be allocated to the segment and assess its performance.

Segment results that are reported to the Management Board of the Company include items directly
attributable to a segment as well as those that can be allocated on a reasonable basis.

Segment capital expenditure is the total cost incurred during the year to acquire property, plant and
equipment, and intangible assets other than goodwill.

New and amended standards and interpretations
Investment Entities (Amendments to IFRS 10, IFRS 12 and IAS 27)

These amendments provide an exception to the consolidation requirement for entities that meet the
definition of an investment entity under IFRS 10 Consolidated Financial Statements and must be
applied retrospectively, subject to certain transition relief. The exception to consolidation requires
investment entities to account for subsidiaries at fair value through profit or loss. These amendments
have no impact on the Group, since none of the entities in the Group qualifies to be an investment
entity under IFRS 10.

Offsetting Financial Assets and Financial Liabilities — Amendments to IAS 32

These amendments issued in 2011 introduce the criteria that the entity should have legally enforceable
right to set-off and have an intention to offset or realise assets and settle liabilities simultaneously.
These amendments have no impact on the Group.

Novation of Derivatives and Continuation of Hedge Accounting — Amendments to IAS 39

These amendments issued in June 2013 provide relief from discontinuing hedge accounting when
novation of a derivative designated as a hedging instrument meets certain criteria. These amendments
have no impact on the Group as the Group has not novated its derivatives during the current or prior
periods. This amendment would be considered in any future novation.

Amendments to IAS 36 Recoverable Amount Disclosures for Non-financial Assets

The amendments remove the unintended consequences of IFRS 13 Fair Value Measurement on the
disclosures required under IAS 36 Impairment of Assets. In addition, the amendments require
recoverable amount disclosures for assets or cash-generating units, for which an impairment loss was
recognized or reversed during the reporting period. The Group assessed the effect of the amendments
to IAS 36 in the current period and concluded that they had no impact on the Group since the
assessment of the recoverable amounts related to cash-generating units CGU of the Group was based
on value in use according to IAS 36.
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IFRIC 21 Levies

IFRIC 21 is effective for annual periods beginning on or after | January 2014 and is applied
retrospectively. It is applicable to all levies imposed by governments under legislation, other than
outflows that are within the scope of other standards (e.g., IAS 12 Income Taxes) and fines or other
penalties for breaches of legislation. IFRIC 21 clarifies that an entity recognises a liability for a levy
when the activity that triggers payment, as identified by the relevant legislation, occurs. For a levy that
is triggered upon reaching a minimum threshold, the interpretation clarifies that no liability should be
anticipated before the specified minimum threshold is reached. This interpretation has no impact on
the Group.

Annual Improvements 2010-2012 Cycle

In the 2010-2012 annual improvements cycle, the IASB issued seven amendments to six standards,
which included an amendment to IFRS 13 Fair Value Measurement. The amendment to IFRS 13 is
effective immediately and, thus, for periods beginning at 1 January 2014, and it clarifies in the Basis
for Conclusions that short-term receivables and payables with no stated interest rates can be measured
at invoice amounts when the effect of discounting is immaterial. This amendment to IFRS 13 has no
impact on the Group.

Annual Improvements 2011-2013 Cycle

In the 2011-2013 annual improvements cycle, the IASB issued four amendments to four standards,
which included an amendment to IFRS 1 First-time Adoption of International Financial Reporting
Standards. The amendment to IFRS 1 is effective immediately and, thus, for periods beginning at
1 January 2014, and clarifies in the Basis for Conclusions that an entity may choose to apply either a
current standard or a new standard that is not yet mandatory, but permits early application, provided
cither standard is applied consistently throughout the periods presented in the entity’s first IFRS
financial statements. This amendment to IFRS 1 has no impact on the Group, since the Group is an
existing IFRS preparer.

New Standards and interpretations not yet adopted

The standards and interpretations that are issued, but not yet effective, up to the date of issuance of the
Group’s financial statements are disclosed below. The Group intends to adopt these standards, if
applicable, when they become effective.

IFRS 9 Financial Instrument

In July 2014, the IASB issued the final version of IFRS 9 Financial Instruments which reflects all
phases of the financial instruments project and replaces 1AS 39 Financial Instruments: Recognition
and Measurement and all previous versions of IFRS 9. The standard introduces new requirements for
classification and measurement, impairment, and hedge accounting. IFRS 9 is effective for annual
periods beginning on or after 1 January 2018, with early application permitted. Retrospective
application is required, but comparative information is not compulsory. Early application of previous
versions of IFRS 9 (2009, 2010 and 2013) is permitted if the date of initial application is before
1 February 2015. The Group is currently assessing the impact of IFRS 9 and plans to adopt the new
standard on the required effective date.
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Annual improvements 2010-2012 Cycle

These improvements are effective from | July 2014 and are not expected to have a material impact on
the Group. They include:

IFRS 8 Operating Segments

The amendments are applied retrospectively and clarifies that an entity must disclose the judgments
made by management in applying the aggregation criteria in paragraph 12 of IFRS 8. including a brief
description of operating segments that have been aggregated and the economic characteristics (e.g..
sales and gross margins) used to assess whether the segments are “similar’; and the reconciliation of
segment assets to total assets is only required to be disclosed if the reconciliation is reported to the
chief operating decision maker, similar to the required disclosure for segment liabilities.

IFRS 15 Revenue from Contracts with Customers

IFRS 15 was issued in May 2014 and establishes a new five-step model that will apply to revenue
arising from contracts with customers. Under IFRS 15 revenue is recognised at an amount that reflects
the consideration to which an entity expects to be entitled in exchange for transferring goods or
services to a customer. The principles in IFRS 15 provide a more structured approach to measuring
and recognising revenue. The new revenue standard is applicable to all entities and will supersede all
current revenue recognition requirements under IFRS. Either a full or modified retrospective
application is required for annual periods beginning on or after 1 January 2017 with early adoption
permitted. The Group is currently assessing the impact of IFRS 15 and plans to adopt the new standard
on the required effective date.

173 Al

The Group’s consolidated financial statements include the following subsidiaries that are incorporated
in Russian Federation:

Ownership as at Ownership as at
Subsidiary Principal activity 31 December 2014, % 31 December 2013, %
Pskovenergosbyt Sale of electricity 100 100
Pskovenergoagent Collection services 100 100
Energoservice North-West Electricity metering services 100 100
Lesnaya skazka Recreation 98 98

The Management Board of the Company has been determined as the Group chief operating decision
maker (“CODM?”).

The Group’s primary activity is the provision of electricity transmission services and connection
services within regions of the Russian Federation. From 2013 the Group started to perform
guaranteeing electric power supplier functions (see Note 1).

The internal management reporting system is based on segments relating to electric energy
transmission in separate regions of the Russian Federation (branches of IDGC North-West) and
segments relating to other activities (represented by separate legal entities).
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The Management Board regularly evaluates and analyses financial information of the segments
reported in the statutory financial statements of respective segment entities on at least a quarterly
basis.

In accordance with the requirements of IFRS 8 based on the information on segment revenue, profit
before income tax and total assets reported to Management Board, the following reportable segments
were identified:

e Transmission Segments — Arkhenergo, Vologdaenergo, Karelenergo, Kolenergo, Komienergo,
Novgorodenergo and Pskovenergo;

. Energy Retail Segments — Kolenergo, Novgorodenergo: Pskovenergosbyt;

° Other Segments — other Group companies.

Segment items are based on financial information reported in statutory accounts and can differ
significantly from those used in the consolidated financial statements prepared under IFRSs.

The major differences relate to:

e difference in the measurement of property, plant and equipment;
. recognition of employee benefits obligations; and
. difference in accounting for deferred tax.

Reconciliation of items measured as reported to the Management Board with similar items in these
consolidated financial statements include those reclassifications and adjustments that are necessary for
financial statements to be presented in accordance with IFRS.

Information regarding the results of each reportable segment is included below. Performance is
primarily measured based on segment revenues and profit before income tax, a