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LETTER FROM THE PRESIDENT 
Dear Shareholders, 

For Rostelecom, 2013 was a year marked by important 

events. These events are laying the foundation for a new 

stage in our Company’s history, which spans more than 130 

years, from the moment when the first telephone stations 

were launched in Russia. 

 

In October 2013, the Company completed the process of 

consolidating its businesses through its merger with OJSC 

Svyazinvest. Rostelecom started consolidating its businesses 

back in 2002, when it began to merge local 

telecommunications companies with interregional 

companies. The formation of a united national 

telecommunications operator as Rostelecom has now 

become, lays the groundwork for the Company to fully 

realise the economic benefits of the business’ scale. 

 

Rostelecom has defined its strategic vision for the coming years, which is to transform the 

combined Rostelecom into a modern, dynamic and world-class company. The main 

components of the strategy will reinforce the technical leadership of our network 

infrastructure, they will ensure our customer service meets international best practice and we 

will develop a differentiated product range based on unique bundles and content offerings. The 

strategy is also focused on delivering organisational improvements and achieving maximum 

operating efficiency. 

 

We are also very pleased to have reached a joint venture agreement with Tele2 Russia at the 

end of 2013. Together, the integrated assets compliment each other in terms of geographical 

reach, and they combine Tele2 Russia’s successful operational model and Rostelecom’s 

extensive portfolio of frequencies. By possessing a stake in a large and fast-growing mobile 

operator, the deal will allow Rostelecom to significantly strengthen its presence in the rapidly 

developing mobile data market. 

 

We are proud of our role as a technical partner of the 2014 Olympic Games in Sochi, which 

enabled us to demonstrate why Rostelecom is home to the best engineering practices in the 

Russian telecommunications industry. We started to prepare for this international event in 

2009 and the main work was completed in 2013. The TV signal for the Games was transmitted 



 

3 
 
Annual Report 2013 

via optical fibre for the first time in the history of the Olympic Games. We built all the 

telecommunications infrastructure required for the games, including the media centres, and we 

set up channels to transmit signal across the world with a total capacity of 140Gb/second. 

We continue to actively upgrade and extend our network infrastructure across the country. The 

network capacity of IP / MPLS data transfer was expanded by 7.2 Tb/s in 2013. We also 

established a programme to upgrade our last mile copper networks to fibre optic. In 

accordance with this plan, 33 million Russian households will be able to access the internet at 

speeds of 1 Gb/s by 2016. A plan to bridge the digital gap was also developed, which involved 

laying fibre optic lines in small settlements using resources from the universal services fund. 

 

Our team’s efforts to strengthen Rostelecom’s market position in key segments have enabled 

us to achieve stable operating and financial results in 2013. The number of broadband 

customers rose by 8% and reached 10.6 million by the end of 2013. Growth in the number of 

subscribers connected by the fibre optic network was more pronounced, increasing by 30% to 4 

million subscribers and making up 38% of the total subscriber base. The number of pay-TV 

subscribers grew by 9% to 7.5 million. Subscribers of IPTV – one of the most popular and fast-

growing segments – rose by 38% and reached 2.2 million. 

 

In 2013, the Company devoted a lot of time to improving its packages and offering to the 

market. The functionality of services was improved and the range of services on offer was 

broadened by introducing new, unique services. We launched “Fast”, a separate line of fibre 

optic tariffs, which reflects current market trends and guarantees high-speed broadband 

internet access. As part of our pay-TV packages, our customers now have the option to 

subscribe to the “Amedia Premium HD” add-on package. We have also launched our own 

promotional channel, “All TV”, and we have made improvements to the list of digital and HD 

channels available to our customers. We have also significantly improved the functionality of 

our IPTV service. We now offer 3D support, a system to monitor bandwidth connection, 

karaoke, subscriber content, the opportunity to purchase TV series and many other services. In 

addition to that, the launch of the Zabava app on Android and SmartTV LG enabled us to 

broaden our OTT product range and increase the number of channels for OTT products from 89 

to 131. In 2013, an integrated members’ area became available for our customers across 

Russia, and a loyalty scheme was introduced in December 2013 for mass segment customers, to 

enable subscribers to collect points on the services they use and to then redeem them on 

additional Rostelecom services. 

 

The Company realised more than RUB 16 billion of savings between April and December last 

year, by improving the efficiency of procurement procedures and optimising relationships with 

vendors and suppliers. By participating in an AT-Kearny’s global study, which benchmarked 
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operating costs, we obtained a detailed picture of the main areas where improvements to 

operating efficiency could be made. There is substantial potential to make additional 

improvements, which we will realise by gradually moving through each of these areas. 

Rostelecom continues to evolve, moving away from the traditional operator model to become a 

modern service provider and Russia’s leading telecommunications company. In making this 

transition, our main objectives are to increase revenue by offering high-quality and modern 

services, ensure maximum operating efficiency and ultimately to create additional value for all 

our shareholders.   

 

Sergey Kalugin,  

President and CEO of Rostelecom  
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ABOUT THE COMPANY 

Rostelecom (“the Group” or “the Company”) is a major Russian and Europe 
telecommunications provider, with a presence in every industry`s segment across Russia 
regions. On the basis of its advanced telecommunications network consisting of approximately 
500,000 km of backbone infrastructure plus last mile connection and a fibre to the building or 
fibre to the home (“FTTx”) network Rostelecom is providing access to 34 million households. 
The Company organizes the business by two primary customer groups – residential customers 
(i.e., individuals) and corporate customers (i.e., legal entities, Russian Government agencies and 
entities under direct and indirect control of the Russian Government, telecommunications 
carriers and resellers that purchase our interconnection services), which represented 51% and 
49% of total revenue, respectively, for the year ended December 31, 2013. 
 
The business is centered on providing integrated telecom solutions including local and intra-
zone telephone services, international long-distance (“ILD”) and domestic long-distance (“DLD”) 
services, data services, broadband Internet access services and Pay-TV services to broad base of 
customers in all regions of Russia. Rostelecom had 26.5 million local fixed-line voice subscribers, 
10.6 million fixed-line broadband subscribers and 7.5 million Pay-TV subscribers at the end of 
2013. 
 
At the end of 2013 the Company also delivered mobile services to 14.8 mln of clients. That said, 
in December 2013 the Board of Directors approved contribution of all Rostelecom`s mobile 
assets into a joint venture with Tele2 Russia Holding AB which will lead to termination of 
delivering mobile services from the Company in due course. 
 
The Group generated RUB 325.7 billion of consolidated revenues, RUB 113.3 billion of OIBDA 
(34.8% of revenues) and RUB 24.3 billion of net income for the twelve months ended December 
31, 2013. Company’s ordinary shares were included in the Large Cap Segment of the MSCI 
Global Standard Indices and MSCI Russia Index, effective from September 1, 2011. The 
Company’s weight in MSCI Russia amounted to 0.98% as of April 16, 2014. 
 
Rostelecom was assigned a ‘BBB-’ and ‘BB+’ international credit ratings by Fitch Ratings and 
Standard& Poor’s respectively, both with a ‘Stable’ outlook. 
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Key financial & operational highlights 

Revenue, RUB billion 

 

 

 

OIBDA, RUB billion 
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Free cash flow, RUB billion 

 

 

 

 

CAPEX, RUB billion 
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Total Debt, RUB billion 

 

 

 

Revenue breakdown by services, 2013 
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Pay-TV subscribers, million  

 

 

 

Broadband subscribers, million 
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Local voice subscribers, million 
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Key events of 2013 & early 2013 
 
Business news: 

  Rostelecom signed a RUB 600 million state contract with the Federal Education and 
Science Supervision Agency for organising video surveillance across the Russian 
Federation during the Unified State Exam in 2014 

 Rostelecom’s Board of Directors approved the Company’s long-term incentive plan for 
its management 

 The EGM held on April 2, 2014 approved the appointment of new members to the 
Board of Directors and made amendments to the Company’s charter 

 Rostelecom completed the first stage of the deal to establish a joint venture with Tele2 
Russia and contributed the shares of its mobile subsidiaries to the JV, including CJSC Sky 
Link, as well as the assets of its start-up regions which include Moscow and St 
Petersburg among other regions 

 Rostelecom and Tele2 Russia signed a joint venture framework agreement that will lead 
to the integration of their mobile assets 

 Rostelecom`s Board of Directors approved contribution of its mobile assets into a joint 
venture with Tele2 Russia Holding AB, equally owned by VTB Capital, the private equity 
arm of VTB, one of Russia’s largest banks, and a consortium of investors 

 Rostelecom`s Board of Directors approved the key components of the Company’s 
updated strategy to 2018 

 Rostelecom completed the launch of 3G mobile networks in 22 Russian regions 
including in St-Petersburg and the Leningrad region 

 IPTV subscriber base reached 2 million 

 Cloud services were launched for corporate clients 

 An agreement on transit traffic between Europe and Asia was signed with China 
Telecom 

 Rostelecom launched the first part of its LTE network in Sochi 

 Rostelecom’s Board of Directors approved the appointment of Sergey Kalugin as 
President of Rostelecom to succeed Alexander Provotorov 

 Rostelecom launched corporate bonds worth a total sum of RUB 30 billion. 

Reorganization: 
Merger with Svyazinvest 

 The Rostelecom Board of Directors approved the price at which one ordinary and one 
preferred share will be bought from shareholders who vote against or do not take part 
in the voting over the company's reorganization. The buyback price of one ordinary 
share has been set at RUB 136.05, with the price of one preferred share at RUB 95.24 as 
set by the independent appraiser Ernst and Young 

 Svyazinvest bought 12,644,374 (or 0.43%) of Rostelecom’s ordinary shares from 
Rostelecom’s subsidiary, Mobitel for RUB 1,720,267 thousand. This amount was 
previously received by Svyazinvest as a result of Rostelecom acquiring part of 
Svyazinvest’s additional share issue in 2012 
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 On 26 June 2013, the EGM approved the Company’s reorganisation by merging 
Svyazinvest and its subsidiaries 

 The Company completed share buyback from shareholders who voted against the 
reorganisation, or abstained from voting. As a result, Rostelecom acquired 6.5% of its 
own ordinary shares and 17.5% of preferred shares. The buyback amounted to RUB 
30.253 billion 

 The Board of Directors approved the decision to increase the Company’s share capital 
through the issue of an additional 1,582,234,000 ordinary shares as part of the second 
stage of the reorganisation. As a result of the reorganization 1,071,502,300 of the newly 
issued shares were placed in favour of Rosimuschestvo, a major Svyazinvest 
shareholder. The remaining shares were only technically issued and cancelled in-line 
with legal requirements 

 On 1 October 2013, the Company’s reorganization was essentially finalised by merging 
Svyazinvest and a range of other companies (either directly or indirectly controlled by 
Rostelecom and/or Svyazinvest) to OJSC Rostelecom 

Mobile assets spin-off into RT-Mobile 

 Rostelecom’s Board of Directors set the date of Extraordinary General Meeting to 
approve the Company’s reorganisation by spinning off Rostelecom’s integrated mobile 
assets to CJSC RT-Mobile. Besides Board of Directors approved the price at which one 
ordinary and one preferred share will be bought from shareholders who vote against or 
do not take part in the voting over the company's reorganization. The buyback price of 
one ordinary share has been set at RUB 123.93, with the price of one preferred share at 
RUB 87.80 

 The Company‘s shareholders voted to approve its reorganisation in the form of spinning 
off its mobile assets (including telecommunications equipment and intellectual property 
rights) into its subsidiary company, CJSC RT-Mobile 

 The Company completed share buyback from shareholders who voted against the 
reorganisation, or abstained from voting. As a result, the Company acquired 6.1% of its 
own ordinary shares and 13.7% of preferred shares. The buyback amounted to RUB 
23.161 billion 

 CJSC RT-Mobile, Company’s wholly-owned subsidiary, was registered at the Official 
Single Register of Legal Entities on April 1, 2014 

M&A: 
 The Russian Direct Investment Fund (RDIF) and Deutsche Bank, one of the leading 

international banks, collectively acquired 72,187,366 Rostelecom ordinary shares. The 
investment amounted to RUB 7.674 billion 

 Rostelecom’s subsidiary Mobitel acquired 7.45% of Rostelecom’s ordinary shares from 
Gazprombank in a transaction worth RUB 25.2 billion 

Others: 
 Fitch affirmed Rostelecom`s investment grade rating of ‘BBB-’ with a Stable Outlook 

 Standard & Poor’s confirmed Rostelecom’s corporate credit rating of ‘BB+’ with a Stable 
Outlook 
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Merger with Svyazinvest  

On April 05, 2012, Rostelecom announced a corporate reorganisation (the “Merger”), which 
envisages the merger of Svyazinvest. 
 
Svyazinvest was a holding company controlled by the Russian government. Its principal assets 
comprised 45.72% of Rostelecom ordinary shares, as well as certain other Russian 
telecommunication companies, such as OAO Central Telegraph (80% of the ordinary shares) 
and OAO Giprosvyaz (75% of the ordinary shares). Before the merger the Russian government 
also held interests in the Company through Rosimuschestvo, which accounted for 7.43% of the 
ordinary shares and Vnesheconombank (VEB), which held 2.45% of Rostelecom ordinary shares. 
Overall, the Russian government held beneficially over 55% of Rostelecom ordinary shares. 
 
Svyazinvest was originally established primarily to hold interests in a number of regional 
telecommunications companies in Russia. Over the past few years, these regional operators 
have been merged into the Company, resulting in Svyazinvest’s principal remaining assets being 
its interests in the Company and Sky Link, as well as interests in certain smaller Russian 
telecommunications companies. The Russian government has therefore proposed a 
reorganisation of Svyazinvest, which were carried out by merging it into the Company. 
 
As part of reorganization process the following key steps have been made: 

 Signing the Presidential decree: Decree No. 340 for merging Svyazinvest into 
Rostelecom merger, was signed by the Russian President on March 24, 2012 

 Necessary governmental approvals have been obtained: SkyLink purchase, Svyazinvest’s 
additional share issue and transfer of additional telecom assets from Svyazinvest to 
Rostelecom, have been approved 

 Acquisition of SkyLink from Svyazinvest: a non-cash transaction for a 1.91% of treasury 
shares that are on the balance sheet of Mobitel LLC (Rostelecom’s 99% subsidiary) 

 Svyazinvest’s additional issue: Svyazinvest carries out an additional issue. Rostelecom 
buys 140,315,416 shares in Svyazinvest to maintain its stake at 25% + 1 share until the 
merger 

 Corporate appraisal: the two companies are appraised by an independent appraiser and 
Rostelecom Board of Directors approved the price at which one ordinary and one 
preferred share will be bought from shareholders who vote against or do not take part 
in the voting over the company's reorganization. The buyback price of one ordinary 
share has been set at RUB 136.05, with the price of one privileged share at RUB 95.24 as 
set by the independent appraiser Ernst and Young 

 Shareholders’ meetings: both companies held shareholders’ meetings and obtained 
approval of the merger 

 Mandatory redemption of shares from minority shareholders: the Company completed 
share buyback from shareholders who voted against the reorganisation, or abstained 
from voting, and acquired 6.5% of its own ordinary shares and 17.5% of preferred 
shares. The buyback amounted to RUB 30.253 billion 
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 Rostelecom’s additional issue: the Board of Directors approved the decision to increase 
the Company’s share capital through the issue of an additional 1,582,234,000 ordinary 
shares. 1,071,502,300 of the newly issued shares were placed in favour of 
Rosimuschestvo, a major Svyazinvest shareholder while the remaining shares were only 
technically issued and cancelled in-line with legal requirements 

 Conversion of shares: Svyazinvest shares owned by Rosimuschestvo were converted into 
Rostelecom shares; Rostelecom shares held by Svyazinvest on the date of merger were 
cancelled 

 

On 1 October 2013, the Company’s reorganization was essentially finalized. It enabled the 
Company to enhance Rostelecom’s investment case by simplifying its shareholder structure and 
eliminating the cross ownership structure. 

Following the completion of the merger, the Russian government, represented by 
Rosimuschestvo together with Vnesheconombank, became a beneficial holder of more than 
51% of the ordinary shares. Therefore, following the merger, the Russian government remained 
the controlling shareholder of the Company. 
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Updated Strategy 

By the end of 2013, Rostelecom`s Board of Directors had approved the Company’s renewed 
strategy to 2018. The strategy was proposed following the appointment of Mr Kalugin as CEO in 
March 2013, and the further enhancement of Rostelecom’s management team with highly 
successful professionals of vast experience in telecommunications, marketing and finance. 
 
A key component of the updated strategy was to split Company’s business into two parts - fixed 
operations and mobile segment, and develop each separately. 
 
In terms of the development of Rostelecom’s operations, the Company`s priority is currently its 
fixed operations. Management is sharpening its focus on its core fixed segment so as to 
reinforce Rostelecom’s leadership position in the fixed market, and capitalize on the largest 
backbone and last mile infrastructure in the marketplace and best in class expertise in Russia. 
 
It was determined that the Company’s mobile business should pursue a different strategy, 
namely enter into a joint venture (JV) partnership with a leading mobile player in the Russian 
market. The JV path that Rostelecom has selected for its cellular assets will maximize 
Rostelecom’s ability to realize value from its existing cellular assets. Tele2 Russia, who became 
the Company's partner in JV, is strategically the best fit for the Company as the two companies 
can benefit from coverage that is complementary. When Rostelecom`s attractive spectrum 
portfolio and Tele2`s proven track record in establishing strong competitive position in the 
market place are combined, thanks to Tele 2’s focus on cost management, the new JV will be a 
major force in the mobile segment. 

 

Fixed segment strategy 

The Company’s fixed segment strategy centers on : 

 Accelerating its expansion into a last mile fibre network to unlock value in the largest 
fixed-line network in Russia; 

 Strengthening competitive advantage in bandwidth to households and large consumers 
of data; 

 Bundling services to reduce churn rates – Triple play and other; 

 Building a leadership position in the Pay-TV market and invest in content; and 

 Focus on digital platforms and services – OTT, Saas and other. 

 
The strategic pillars for the Company`s sustainable growth and the factors which aim to develop 
a leading position on the marketplace centre around: network excellence, promoting a 
differentiated offering, providing best-in-class customer care all of which will be supported by 
an increase an increasing focus on operational efficiency. 
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Key strategic pillars of Rostelecom fixed-line business 

 

Rostelecom’s strategy leaves it well positioned to create incremental shareholder value for its 
investors. The Company aims to significantly increase FCF and deliver ROIC improvement due to 
a 3-4% increase in revenue growth, 2-3 p.p. of CAPEX/Sales ratio optimization and 1-2 p.p. hike 
in OIBDA margin over the next 5 years. 
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Focus on shareholder value 

 

Creation of a JV with Tele2 Russia 

The Company’s mobile strategy encompass the following elements: 

 The creation of a joint venture with Tele2 Russia (JV) - a national mobile operator to 
ensure 

o Sufficient scale to compete with existing mobile operators; 
o Effective and faster utilization of 3G/4G licenses coupled with substantial CAPEX 

savings and deleveraging; 

 Accelerated roll-out of 3G/4G networks nationwide; 

 Capitalizing on the mobile broadband opportunity; 

 Maintaining a high level of operational efficiency; 

 Deliver convergent offerings: mobile as part of 4-Play bundles; and 

 Continued usage of Rostelecom`s backbone and backhaul. 

 
In December 2013 Rostelecom`s Board of Directors approved the creation of a JV and the 
contribution of Rostelecom’s mobile assets into a joint venture with Tele2 Russia. Rostelecom 
subsequently signed a framework agreement with Tele2 Russia that will see the integration of 
the two parties’ mobile assets, which will see Rostelecom transfer assets equal to an enterprise 
value of approximately US$3.5 billion to the JV. 
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The combination will bring substantial benefits to both parties, as well as to consumers and the 
entire Russian telecom sector. The JV plans to undertake significant investments in the 
development of 3G/LTE network as well as in innovative and high-quality mobile services. 
 
The combined mobile assets will allow the JV to capture the imminent data growth opportunity 
in the Russian telecoms market by capitalising on Tele2 Russia’s know-how of the market and 
its impressive track record in developing mobile operations, as well as on the breadth of 
Rostelecom’s next-generation spectrum holdings. 
 
The JV will command superior cash flow generation potential, to the extent that the 
combination is expected to generate significant synergies over the medium term, particularly 
with respect to network roll-out and operation, distribution and customer service. 
 
Rostelecom’s contribution to the JV will be implemented in two stages. As a result of 
completing the first stage of the deal, Rostelecom contributed the shares of its mobile 
subsidiaries to the JV, including CJSC Sky Link, as well as the assets of its start-up regions which 
include Moscow and St Petersburg among other regions. Rostelecom is also simultaneously 
transferring its debt obligations, which amount to RUB 37 billion, to the JV. At the time of 
closing the first stage of the deal to form the JV, Rostelecom received a 45% voting interest and 
a 26% economic interest in the JV. 
 
During the second stage, Rostelecom will spin off its integrated mobile businesses into its new 
wholly owned subsidiary CJSC RT-Mobile, to which Rostelecom’s mobile licenses (including the 
LTE licenses) will be re-issued to. Upon the completion of the spin-off, Rostelecom will 
contribute its whole stake in CJSC RT-Mobile into the JV and increase its economic interest to 
45%. 
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Transaction structure 

 

Reorganization to spin-off integrated mobile assets 

The second stage of the JV process sees Rostelecom contribute its integrated mobile businesses 
and integrated licenses (including LTE) to the JV, subject to an internal reorganisation which is 
required to effect the transfer. 

As part of the reorganization process the following key steps have been made: 

 Extraordinary Shareholders Meeting (EGM): the EGM that took place on 30 December, 
the Company‘s shareholders voted to approve the Company’s reorganisation in the 
form of spinning off its mobile assets (including telecommunications equipment and 
intellectual property rights), into its subsidiary company, CJSC RT-Mobile. 

 Obligatory buyback: during share buyout which took place as part of the Company’s 
reorganisation, Rostelecom acquired 6.1% of its own ordinary shares and 13.7% of its 
preferred shares. 

 The registration of CJSC RT-Mobile with the Russian Tax authority: CJSC RT-Mobile, the 
Company’s wholly-owned subsidiary, was registered at the Official Single Register of 
Legal Entities on April 1, 2014. 

 
The Company still has a number of significant steps to accomplish before licenses are reissued 
and RT-Mobile is transferred into the JV. After the spin-off has been completed, it is assumed 
that Rostelecom will integrate 100% of RT-Mobile’s shares into the share capital of the JV. 
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OPERATING & FINANCIAL REVIEW 

Full year 2013 highlights 

When analysing the full-year 2013 results, it is important to consider the following: 
o the consolidation of the results of OJSC Svyazinvest and its subsidiaries 

OJSC Svyazinvests subsidiaries Include Telecomcentre, OJSC Central Telegraph, CJSC Open 
Telecom, OJSC Giprosvyaz, OJSC Ingushelectrosvyaz, OJSC Chukotkasvyazinform, OJSC 
Bashinformsvyaz,,LLC Bashtelecomservice, LLC Bashtelecomleasing, LLC Bashtelecominvest, LLC 
Sterlitamak Building Service, OJSC Bashkortostan Mobile Network, OJSC Ufa Plant “Promsvyaz”, 
OJSC Moscow Inter-city Telephone Station No. 9 (MMTS-9) 

 
o the restatement of historic data from previous 

The reorganisation in the form of merging OJSC Svyazinvest and 20 other companies (either 
directly or indirectly controlled by Rostelecom and/or Svyazinvest) is a transaction under common 
control. In accordance with the Company’s accounting policy under IFRS, such transactions are 
accounted for as if the acquisition was completed at the beginning of the earliest period that is 
presented in the financial statements, but not earlier than the date at which common control of 
the acquired company was established. For this reason, the comparative information, which is 
presented in the current financial statements, has therefore been revised to include data of the 
merged companies from the earliest comparative period presented in the financial statements, 
i.e. from 2011. 

 

o the separation of results from continuing operations and discontinued 
operations based on the decision to create a JV with Tele2 Russia 
In relation to Rostelecom Board of Director’s decision to create a joint venture with Tele2 Russia 
by contributing its mobile assets to the JV and following the EGM’s approval on 30 December to 
spin off its integrated mobile assets into CJSC RT-Mobile, the Company presents results from 
continuing and discontinued operations separately in accordance with IFRS 5.  
 
The Group’s continuing operations results are presented as if the mobile business was 
deconsolidated on the reporting date. Intergroup transactions between continuing and 
discontinued operations are not excluded from the continuing operations, but are presented as 
turnover from third parties. The results from the discontinued operations present the sum of the 
results of the mobile business operations and the losses from eliminating intergroup operations. A 
full transcript of the components can be found in Note 35 of the Group’s consolidated IFRS 
financial statements. 

 
o the presence of significant one-off revenues in the results for 2012 

In march 2012 Rostelecom successfully completed the vast video surveillance project, which was 
carried out to monitor the Russian Presidential election voting process. This project added 
approximately RUB 11 billion of revenue to our top line. 
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 Consolidated revenues up 1% year-on-year to RUB 325.7 billion (excluding one-off 
revenues in the first quarter of 2012). Revenues decreased by 2% year-on-year after 
factoring in one-off revenues; 

 OIBDA1 amounted to RUB 113.3 billion; 
o OIBDA margin of 34.8% compared to 36.2% in 2012, reflecting: 
o the absence of one-off revenues in 2013; 
o the effect of merging Svyazinvest and its subsidiaries as part of the second stage 

of the Company’s reorganisation; 
o the increasing share of revenues by fast-growing segments, which operate at a 

lower margin than traditional segments. 

 Net income of RUB 24.1 billion. Net income according to Russian Accounting Standards 
(RAS), which is used to calculate dividends for preferred shares, amounted to RUB 35.3 
billion; 

 Capital expenditure2 of RUB 68.5 billion (21.0% of revenue); 

 Net debt3 of RUB 217.3 billion as at 31 December, 2013 with a net debt/OIBDA ratio of 
1.9x; 

 Net cash from operating activities of RUB 85.7 billion with Free Cash Flow (FCF)4 of RUB 
17.2 billion. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
                                                           
1
 OIBDA is calculated as the sum of Operating profit and Depreciation, amortization and repairmen losses 

2
 Capital expenditure (“CAPEX”) comprises cash spent on fixed assets and intangible assets 

3
 Net debt is calculated as total debt less cash, cash equivalents and short-term investments. 

4
 Free Cash Flow = net cash provided by operating activities less CAPEX. 
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Financial summary 

RUB million 2013 2012  

From 
continuing 
operations 
(fixed-line 
business) 

From 
discontinued 

operations 
(mobile 

business)      Total 

From 
continuing 
operations 
(fixed-line 
business) 

From 
discontinued 

operations 
(mobile 

business) Total 

% 
change, 

y-o-y 
Revenue 290,736 34,968 325 704 295,341 37,094 332 435 (2%) 
OIBDA 104,148 9,134 113 282 109,615 10,728 120 343 (6%) 
   OIBDA margin, % 35.8% 26.1% 34.8% 37.1% 28.9% 36.20%  
Operating income 45,234 -366 44,868 52,481 1,350 53,831 (17%) 
   Operating margin, % 15.6% -1.0% 13.8% 17.8% 3.6% 16.20%  
Net income  26,686 -2,555 24,131 35,577 -375 33,202 (27%) 
   % of revenue 9.2% -7.3% 7.4% 11.9% -1.0% 10.0%  

Capital expenditure   68,487   94,140 (27%) 
% of revenue   21.0%   28.3%  

Net debt    217,310    200 769 8% 
Net debt/annualised 
OIBDA 

    1.9     1.7   

 

Revenue analysis 

Revenue structure by services 

RUB million 2013 2012 % change, y-o-y 

Local telephony services 87,436  89,504    (2%) 
Intra-zone telephony services  17,171  19,634    (13%) 
DLD/ILD telephony services 17,101  20,562    (17%) 
Interconnection and traffic transit services 24,864  21,991    13% 
Broadband Internet 55,938 51,619 8% 
Pay-TV 11,906 9,208 29% 
Mobile communication services  38,902     41,161    (5%) 
Data services (VPN, data centres, 
wholesale Internet sales) 

23,025 20,872 10% 

Rent of channels 9,486 11,433 (17%) 
Other revenue  39,876     46,451    (14%) 

Total revenue 325,704 332,435 (2%) 
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Revenue structure by customer segments 

RUB million 2013 2012 % change, y-o-y 

Residential customers 165,884     167,330    (1%) 
Corporate customers  73,827     70,794    4% 
Governmental customers  45,604     54,159    (16%) 
Operators  40,389     40,152    1% 

Total revenue 325,704 332,435 (2%) 

 

The Company reported a 1.2% y-o-y increase in revenue (excluding one-off revenues in 1Q 
2012) to RUB 326 bln in 2013 (when one-off revenues are included, revenue fell by 2% year-on-
year). This was influenced by the following: 

 8%, or RUB 4.3 bln, growth from broadband services and 29%, or RUB 2.7 bln, growth 
from pay-TV services due to an increased subscriber base; 

 13%, or RUB 2.9 bln, from interconnection and traffic transit services (additional 
volumes from other operators to Rostelecom’s networks). 

 
The revenue growth was partially offset by a decline in revenues from Domestic Long Distance 
and International Long Distance and intrazonal telephony services, which primarily reflected 
on-going changes in usage patterns for traditional fixed-line services. 

 
Revenue dynamics, RUB billion 
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Key operating highlights 

 The number of broadband subscribers grew by 8% year-on-year to 10.6 million; 
o The B2C subscriber base grew by 9% to 9.8 million, while the number of 

subscribers connected by fibre optic increased by 30% year-on-year to 4.0 
million (38% of the total subscriber base). 

 The pay-TV subscriber base grew by 9% year-on-year to 7.5 million subscribers  
o The number of IPTV subscribers increased by 38% to 2.2 million 

 The number of mobile subscribers increased by 9% year-on-year to 14.8 million. 
 

Number of subscribers (million) 2013 2012 % change, y-o-y 

Local telephony services 26.5 28.2 (6%) 
Mobile communication services 14.8 13.6 9% 
Broadband Internet 10.6 9.7 8% 
     Residential  9.8 9.0 9% 
     Corporate clients 0.7 0.7 5% 
Pay-TV 7.5 6.9 9% 
     IPTV  2.2 1.6 38% 

 

 

Operating income analysis 

Operating expenses structure (excluding depreciation, amortisation and impairment losses) 

RUB million 2013 2012 % change, y-o-y 

Personnel costs 91,002 88,815 2% 
Interconnection charges 49,746 48,858 2% 
Materials, repairs and maintenance, 
utilities 

28,495 28,483 0.04% 

Other operating income (15,929) (14,749) 8% 
Other operating expenses 59,108 60,686 (3%) 

Total operating expenses 212,422    212,092    0.2% 

 

Operating expenses excluding amortization for the full year 2013 remained flat compared to 
the corresponding period of last year and amounted to RUB 212.4 billion. 
 
Operating income for the full year of 2013 amounted to RUB 44.9 billion compared to RUB 53.8 
billion in 2012. 
 
In the full year of 2013, OIBDA amounted to RUB113.3 billion compared to RUB 120.3 in 2012. 
The OIBDA margin was 34.8% in 2013. 
 
Deviation in OIBDA and operating income was influenced by the following factors: 

 one-off effect in 1Q2012 
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 a 2% y-o-y, or RUB 2.2 bln, increase in personnel costs to RUB 91 bln, due to: 
o increase in social and non-governmental pension security expenses in the 

amount of RUB 0.6 bln due to changes in IFRS 19 
o mandatory one-off payments to personnel of Svyazinvest and subsidiary 

companies merged with Rostelecom on October 1, 2013 in the amount of RUB 
0.8 bln. 

 a 2% y-o-y increase in interconnection charges to RUB 49.7 billion 
 
 
OIBDA trends, RUB billion 
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Net income analysis 

The decrease in financial expenses in 2013 was driven by higher levels of interest expenses 
being capitalised. 
 
Profit before tax amounted to RUB 32.1 billion in the full year of 2013. This represents a year-
on-year decrease of 24%. The following had an impact on gross profit in the full year of 2013: 

 the high base effect in 2012, which was linked to the recognition of revenue from 
cancelling an option between Svyazinvest and Vnesheconombank, as well as selling 
Sberbank’s shares at a profit; 

 the deconsolidation of the subsidiary, GlobalTel. 

 
In the full year of 2013, income tax contributions decreased by 14% year-on-year to RUB 8.0 
billion. The effective income tax rate was 25% for the full year, compared to the 20% rate 
specified by the Tax Code. The following factors contributed to the higher effective tax rate: 

 The reversal of intergroup income from recovery reserves to account for the recovery of 
bad debts from Skylink. The tax rate was not reduced in this case since such an 
adjustment does not have any impact on the taxable base of a separate legal entity; 

 additional tax on mobile subsidiaries, which was accrued in the fourth quarter for all the 
previous periods. This relates to the decision to dispose of mobile assets. 

 
The Group’s net profit amounted to RUB 24.1 billion in the full year of 2013. 

 
Financial review 

Net operating cash flow amounted to RUB 85.6 billion in 2013, reflecting the high base effect of 
2012 as a result of certain one-off revenues. 
 
Net cash used in investing activities fell by 33% in 2013 to RUB 61.9 billion. Investments 
amounted to RUB 21.4 billion in the fourth quarter, 25% lower than in the corresponding period 
of 2012. CAPEX decreased by 27% year-on-year to RUB 68.5 billion in 2013. The decrease in 
investments in the fourth quarter and full year of 2013 was down to management’s policy to 
improve the effectiveness of investment activities, which includes optimising tender procedures 
and relationships with suppliers. 
 
The changes in net cash received from financing activities related to the repurchase of shares 
from shareholders who voted against the Company’s reorganisation. 
 
In 2013, the Company reported FCF of RUB 17.2 bln, 5 x higher y-o-y. 
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FCF25 analysis, RUB billion 

 

At the end of 2013, the Group’s total debt grew by 5% and amounted to RUB 228.1 billion, 
which was partly due to buying back shares from shareholders who did not approve the 
Company’s reorganisation. Nearly 99% of the Group’s total debt was rouble-denominated as at 
31 December, 2013. 
 
As at 31 December, 2013, the Group’s net debt amounted to RUB 217.3 billion, with a net debt 
/ OIBDA ratio of 1.9x. 
 
In 2013, the Company made progress in optimizing its debt portfolio towards long- term 
maturity loans 
 
Total debt by maturity 

 

                                                           
5
  Free Cash Flow = net cash provided by operating activities less CAPEX 
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CORPORATE GOVERNANCE  

Rostelecom is governed by the Board of Directors and the Management Board. The Board of 
Directors is responsible for the strategic development, while the Management Board is 
responsible for implementing such strategies and overall management. There are no service 
contracts between Rostelecom and the Directors. There are no family relationships between 
any of the Directors and the members of the Management Board. 

 

Board of Directors 

Pursuant to the Joint Stock Companies Law and Rostelecom charter, members of the Board of 
Directors are elected annually by a general meeting of shareholders. A person elected as a 
member of the Board of Directors may be re-elected an unlimited number of times. The 
business address for each of our Directors is 14, 1-st Tverskaya-Yamskaya Street, Moscow 
125047, Russian Federation. As at the end of 2013, the membership of the Board of Directors is 
set out below: 
 

Name Date of Birth Position Since 

Vadim V. Semenov August 21,1965 Chairman of the Board  
of Directors6 

January 2011 

Ruben A. Aganbegyan February 14, 1972 Director June 2013 
Mikhail Y. Alexeev January 04, 1964 Director June 2013 
Mikhail M. Zadornov May 04, 1963 Director June 2013 
Anton A. Zlatopolsky September 12,1966 Director June 2011 
Sergei B. Kalugin November 2,1966 Director June 2013 
Yury A. Kudimov April 19,1953 Director June 2010 
Sergei A. Kulikov April 09,1976 Director June 2013 
Anatoly A. Milyukov April 15 ,1972 Director June 2011 
Alexander A. Pchelintsev December 09,1970 Director June 2013 
Ivan I. Rodionov November 30,1953 Director May 2009 

 
The Directors were elected or re-elected on June 17, 2013 by the Company’s annual general 
shareholders’ meeting. The term of appointment for each Director expire on the date of the 
next annual general shareholders’ meeting of the Company or on the date of the extraordinary 
general shareholders’ meeting with an item on the agenda to elect the Board of Directors. 
 
In accordance with the request of the Company’s shareholder Russian Federation represented 
by the Federal Agency for State Property Management, on December 20, 2013 the Board of 
Directors decided to convene and conduct the Extraordinary General Shareholders’ Meeting 
(EGM) with the agenda which contained a re-election of the Board of Directors among other 
items.  

                                                           
6
 till April 2, 2014 
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The EGM held on April 2, 2014, approved the appointment of the following members to the 
Board of Directors: 

Name Date of Birth Position Since 

Ruben A. Aganbegyan February 14, 1972 Director June 2013 
David Benello March 6, 1954 Director April 2014 
Kirill A. Dmitriev April 12, 1975 Director April 2014 
Anton A. Zlatopolsky September 12, 1966 Director June 2011 
Sergei B. Kalugin November 2, 1966 Director June 2013 
Igor I. Kozlov January 9, 1965 Director April 2014 
Mikhail Y. Lesin July 11, 1958 Director April 2014 
Anatoly A. Milyukov April 15 ,1972 Director June 2011 
Mikhail I. Poluboyarinov April 2, 1966 Director April 2014 
Vadim V. Semenov August 21,1965 Director January 2011 
Vitaly Y. Sergeichouk April 2, 1984 Director April 2014 

 
The qualifications and certain other information for each Director are set forth below: 
 
Vadim V. Semenov has been a member of our Board of Directors since January 2011. Till 
October 2013 Mr. Semenov served as the general director and the chairman of the 
management board of Svyazinvest. He also serves as the chairman of the boards of directors of 
OJSC Moscow Inter-city Telephone Exchange No.9, OJSC Gyprosvyaz and the chairman of 
supervisory board of State Company Avtodor. Besides he is a member of the board in OJSC 
Bashinformsvyaz, CJSC Echo Moskvy. Mr. Semenov was also a member of the boards of 
directors of Svyazinvest, CJSC NSS, Telecom-Soyuz Pension Fund and many others across 
Svyazinvest group. From 2009 to 2010, he served as an advisor to our general director, our Vice 
President for corporate development and a member of the Management Board. From 2003 to 
2009, Mr. Semenov held various management positions at MegaFon, including the head of legal 
department, the director for legal affairs and the deputy director for legal affairs. Mr. Semenov 
graduated from the Saint Petersburg State University in 1997 with a degree in law. 
 
Ruben A. Aganbegyan has been a member of our Board of Directors since June 2013. He 
worked for PricewaterhouseCoopers, Clifford Chance (Moscow). Before 2002 he was a co-head 
of Credit Suisse First Boston in Russia, and in 2002 he became Managing Director for Project 
Financing with Troyka-Dialog Investment Company, Head of the Investment Banking 
Management. In 2007 he was appointed General Director of Renaissance Capital Investment 
Company for Russia. In 2010 he was President of CJSC MICEX. Before joining MICEX he was in 
charge of the Russian business of Renaissance Capital Investment Company, responsible for 
enhancement and strengthening of key account relationships, supervising public and 
government relations. In 2012 he was General Director of Otkritie Financial Company and since 
2013 he was Chairman of Supervisory Board of NOMOS Bank. Currently he is also member of 
the Board of Director of Non-Profit Organization National Association of Securities Market 
Participants, Non-banking Credit Organization National Settlement Depository, All-Russian 
Public Organization Russian Union of Industrialists and Entrepreneurs, National Securities 
Market Association (Self-Regulating Non-Profit Organization), Settlement Depository Company 



 

30 
 
Annual Report 2013 

CJSC, OJSC Moscow Stock Exchange MICEX-RTS, Russian Exchange Union, OJSC TMK (Pipe 
Metallurgical Company). In 1995 R. Aganbegyan graduated from Moscow State Law Academy 
specializing in jurisprudence. 
 
Mikhail Y. Alexeev was a member of our Board of Directors from June 2013 till April 2014. Mr 
Alexeev was Chief Expert, Head of Division, Deputy Director of Department in the Russian 
Ministry of Finance. As of 1992 he was Board Member, Head of Department of Inter-industrial 
Commercial Bank. Since 1995 he was Deputy Chairman of the Management Board of 
Oneximbank and Senior Vice President and Deputy Chairman of the Management Board of 
Rosbank at that time controlled by Interros. In 2006 he became President and Chairman of the 
Management Board of the Russian Industrial Bank. Furthermore, he was a member of senior 
management in a number of financial organizations and industry boards. Since July 2008 he has 
been Chairman of the Management Board of UniCredit Bank. Mikhail Alexeev graduated cum 
laude from Moscow Financial Institute. 
 
Mikhail M. Zadornov was a member of our Board of Directors from June 2013 till April 2014. 
Mr. Zadornov serves as the Chief Executive Officer and Member of Management Board at Bank 
VTB 24 and has been its Chairman and President since July 2005. From 1999 to 2005, Mr. 
Zadornov served as a Member of the State Duma of the Russian Federation and served on 
various Duma committees in different capacities, including Deputy Chairman of the Budget and 
Taxes Committee. From November 1997 to May 1999, he served as the Minister of Finance of 
the Russian Federation and held other positions in the Russian Government. Since May, 1999, 
he served as the First Deputy Chairman of the Government of the Russian Federation. Since 
1997 Mr. Zadornov was a member of the Board of Directors of Sberbank of the Russian 
Federation. Since May 1998, he served as Deputy Chairman of the Supervisory Board of 
Sberbank. From October, 1999, Mr. Zadornov served as Counselor of President of Sberbank. 
From 1993 to 1997, he served as a Member of the State Duma of the Russian Federation of the 
1st convocation and served as the chairman of the committee on budget, taxes, banks and 
finances. Since 1990, he served as a Member of State Commission for Economic Reforms of the 
Council of Ministers of the Russian Soviet Federal Socialist Republic. He was co-author of the 
"500 days" program. In January 1991 he took part in establishing the Centre for Economic and 
Political Research (EPIcentre). 1984, he graduated from the General Economics Faculty of G.V. 
Plekhanov Moscow National Economy Institute and received an honors diploma majoring in 
Planning of the National Economy with a specialty in Economics. In 1988, he was also awarded 
the PhD degree of in Economics. 
 
Anton A. Zlatopolsky has been a member of our Board of Directors since June 2011. He also 
serves as the Director of Russia State Television and Deputy General Director of FGUP VGTRK 
and has held these positions since 2006. Mr. Zlatopolsky graduated from the Lomonosov 
Moscow State University with a degree in law. 
 
Sergey B. Kalugin has been a member of our Board of Directors since June 2013. Mr. Kalugin 
also serves as a President of Rostelecom since March 2013. From 2012 to 2013 he held a 
position of Managing Partner at WebMediaGroup. From 2009 to 2012 and from 2007 to 2008 
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he served as CEO of National Telecommunications, from 2001 to 2007 - as CEO of National 
Cable Networks. Mr. Kalugin started his career as an economist at AB Incombank where he was 
promoted to Managing Director of Investments before becoming President of Inkom Capital, 
investment and financial services company. Mr. Kalugin graduated from Lomonosov Moscow 
State University with degree in Economics. 
 
Yury A. Kudimov was a member of our Board of Directors from June 2010 till April 2014. He 
also serves as the general director of LLC Investment Company of Vnesheconombank (VEB 
Capital). Mr. Kudimov serves as the chairman of the boards of directors of VEB-Invest LLC and 
Globeks-Capital LLC, and a member of the boards of directors of Svyazinvest, OJSC First Freight 
Company, and OJSC Terminal. From 2005 to 2009, Mr. Kudimov held various management 
positions at OJSC National Reserve Bank, including the President and the chairman of the 
management board. Mr. Kudimov graduated from the Lomonosov Moscow State University in 
1979 with a degree in journalism and from the Dowling College in 1998 with a master’s degree 
in banking and international financial systems. 
 
Sergei A. Kulikov was a member of our Board of Directors from June 2013 till April 2014. Mr. 
Kulikov is Head of Staff under Director-General and Executive Director of Rostec State 
Corporation. He is also a member of the Board of Directors of YOTA HOLDING (CYPRUS) 
LIMITED, OJSC "National Ecologic Operator", OJSC "Voentelecom". Sergei Kulikov graduated 
from Military University of the Russian Ministry of Defense and also received a diploma from 
the Russian Academy of Public Service under the President of the Russian Federation. Currently 
he continues his academic activities as Professor of the Academy of Military Sciences and 
Associate Professor in the Department of Entrepreneurship and Foreign Economic Affairs (IBM-
6) at the Bauman Moscow State Technical University. 
 
Anatoly A. Milyukov has been a member of our Board of Directors since June 2011. Mr. 
Milyukov has also served as the managing vice president of OJSC Gazprombank and a member 
of the board of directors of CJSC Gazprombank – Asset Management, GBP Asset Management 
S.A. and CJSC New Instrumental Solutions since 2008. From 2001 to 2006, he also served as the 
Chief Managing Director of Alfa-Capital Management Company. Mr. Milyukov graduated from 
the Lomonosov Moscow State University with a degree in economics. In 2001, Mr. Milyukov 
graduated from Harvard Business School (MBA). 
 
Alexander A. Pchelintsev was a member of our Board of Directors from June 2013 till April 
2014. He is General Director of CJSC Gazprombank Asset Management. Before joining 
Gazprombank Asset Management in 2006. Mr Pchelintsev was General Director of Alfa-Capital 
Management Company for 8 years, and before that he was Portfolio Manager with Pallada 
Asset Management. He graduated cum laude from Irkutsk Institute of Economy and received 
Ph.D. in economics. 
 
Ivan I. Rodionov was a member of our Board of Directors from May 2009 till April 2014 and its 
Chairman since June 2011 till June 2013. Mr. Rodionov also serves as a member of the board of 
directors and a member of the audit committee of Svyazinvest. He also serves as a member of 
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the boards of directors of OJSC FosAgro, OJSC IBS Group Holding, OJSC 
EnergoMashinostroitelny Alliance, OJSC Rusinvest, and OJSC Amofos. Mr. Rodionov has also 
served as a member of the board of directors of OJSC MGTS from 2005 to 2007. In addition, he 
is a professor at the Russian State University for the Humanities and a professor at the National 
Research University – Higher School of Economics. From 2004 to 2006, Mr. Rodionov served as 
the managing director of AIG-Interros RCF Advisor. Mr. Rodionov graduated from the 
Lomonosov Moscow State University in 1978 with a degree in economics. 
 
David Benello has been a member of our Board of Directors since April 2014. He serves as an 
independent Non-executive Director at Telekom Malaysia and a Global Ambassador at 
Monitise. David was previously a Director and Leader of UK Telecom, Media and Technology 
Practice at McKinsey & Company, a firm he joined in August 1982. He retired in June 2011 and 
is currently a Director Emeritus at the firm. He has extensive consulting experience in telco 
engagements, mainly in Europe (in addition to the US and Asia) on corporate strategy, ICT 
strategy and business turnarounds as well as operations / customer service. In the early years 
of his career, he served as a Senior at Arthur Andersen and a Second Lieutenant at Scuola 
Militare Alpina, Aosta, Italy. He graduated with a Bachelor in Mathematics and obtained a 
Masters in Mathematics from the University of Oxford in 1976 and Masters in Business 
Administration from Harvard University in 1982. 
 
Kirill A. Dmitriev has been a member of our Board of Directors since April 2014. Mr Dmitriev is 
CEO of the Russian Direct Investment Fund. Before being asked by the Russian government to 
run the fund, he was president of Icon Private Equity, a leading private equity fund with over $1 
billion under management. Prior to establishing Icon, he was co-managing partner and CEO of 
Delta Private Equity Partners, a leading private equity fund in Russia with over $500 million 
under management. Mr Dmitriev was also an investment banker at Goldman Sachs in New York 
and a consultant at McKinsey & Co. Mr Dmitriev holds a BA from Stanford University and an 
MBA from Harvard Business School. 
 
Igor I. Kozlov has been a member of our Board of Directors since April 2014. Mr Kozlov serves 
as an Advisor to the Minister for Telecommunications of the Russian Federation. Until 2013 Mr. 
Kozlov worked the Managing Vice-President of “High Technologies and Industry” Business Unit 
at Sistema JSFC. From 2006 till 2010 he acted as the Managing Director for Investments, 
Strategy and Communications at Uralsib Financial Corporation. He graduated from Riga Higher 
Military Aviation Academy. In 1999 he graduated from Air Force Engineering Academy named 
after professor N.E. Zhukovsky obtaining a degree in technical sciences. 
 
Mikhail Y. Lesin has been a member of our Board of Directors since April 2014. He serves as a 
Chairman of the Management Board and General Director of OJSC Gazprom-Media Holding. 
From 2010 to 2012 was a board member of the 'National Telecommunications`. From 2004 to 
2010 was a board member of the `First Channel`. From 2004 to 2009 he acted as an advisor to 
the President of the Russian Federation. In 1984 graduated from the Moscow Kuibyshev 
Institute of Civil Engineering. 
 



 

33 
 
Annual Report 2013 

Mikhail I. Poluboyarinov has been a member of our Board of Directors since April 2014. Mr 
Poluboyarinov is First Deputy Chairman – member of the Management Board of 
Vnesheconombank. He also serves as a member of the boards of directors of OJSC Northern 
Caucasus Resorts, OJSC RusHydro, CJSC Lider, OJSC Sovcomflot, OJSC Zarubezhneft. In 2009-
2012 he acted as Director of Department for Infrastructure at Vnesheconombank. In 2003-2009 
he served as Deputy Director General of OJSC Aeroflot – Russian Airlines. In 1998 he graduated 
from the Moscow Finance Institute, Department of Credit and Economics, and the 
postgraduate school of the Plekhanov Academy of Economics. He was also awarded the PhD 
degree of in Economics. 
 
Vitaly Y. Sergeichouk has been a member of our Board of Directors since April 2014. Mr 
Sergeichouk currently serves as the Head of Property Management and Privatization of Largest 
Companies Division at the Federal Agency for State Property Management. He has 8 years’ 
experience in investment banking and successful track record with such banks as Deutsche 
Bank, VTB Capital and United Financial Group. In 2005 he graduated from Lomonosov Moscow 
State University obtaining a degree in economics. 

 

Committees 

Audit Committee 

The Audit Committee of the Board of Directors was established in December 2004 by the Board 
of Directors and performs its functions in accordance with the regulations approved by the 
Board of Directors. 
 
The goals and objectives of the Audit Committee of the Board of Directors, as set forth in its 
regulations, are to assist the Board of Directors in carrying out its oversight responsibilities in 
the areas of: 

 the quality and integrity of our financial statements; 

 the qualifications and independence of our independent auditor; 

 the performance of functions and responsibilities of our independent auditor; 

 monitor the activities of our internal auditor; and 

 our compliance with legal and regulatory requirements. 
 
Nominations and Remuneration Committee 

The Nominations and Remuneration Committee of the Board of Directors was established in 

September 2003 by the Board of Directors and performs its functions in accordance with 

regulations approved by the Board of Directors. 

 

The goals and objectives of the Nominations and Remuneration Committee, as set forth in its 

regulations, are to assist the Board of Directors in carrying out its oversight responsibilities in 

the areas of: 
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 development of our policy in respect of appointment of members of the Management 
Board; 

 preparation of recommendations on appointment of the General Director; 

 determination of qualifications for candidates for the Board of Directors; 

 development of our policy defining principles and criteria to determine compensation of 
members of the Board of Directors, the Internal Audit Commission, the President and 
members of the Management Board, as well as criteria for the appraisal of their activity; 

 preparation of recommendations on our personnel policy, including the employee 
incentive system; and 

 appraisal of activities of our management. 
 
Strategy Committee 

The Strategy Committee of the Board of Directors was established in September 2003 by the 

Board of Directors and performs its functions in accordance with regulations approved by the 

Board of Directors. 

 

The goals and objectives of the Strategy Committee, as set forth in its regulations, are to assist 

the Board of Directors in carrying out its oversight responsibilities in the areas of: 

 preliminary consideration of and preparation of recommendations for our strategic 
development plan; 

 oversight of implementation of the strategic development plan; 

 preliminary consideration and preparation of recommendations and policy in respect to 
participation in other organizations 

 preparation of recommendations for our dividend policy; 

 preliminary consideration and preparation of recommendations in respect to alteration 
of our charter capital; 

 preliminary consideration and preparation of recommendations for approval of major 
transactions and interested-party transactions; 

 preliminary consideration and preparation of recommendations in respect to 
reorganization and liquidation 

 preparation of recommendations for the implementation of our investment planning 
and monitoring procedure; 

 preparation of recommendations for adjusting our current strategy; and 

 preparation of recommendations for improving our procedures for interaction with our 
affiliated and subsidiary companies. 

 
Corporate Governance Committee 

The Corporate Governance Committee of the Board of Directors was established in March 2008 
by the Board of Directors and performs its functions in accordance with regulations approved 
by the Board of Directors. 
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The goals and objectives of the Corporate Governance Committee, as set forth in its 
regulations, are to assist the Board of Directors in carrying out its oversight responsibilities in 
the areas of: 

 issues related to our Corporate Secretary; 

 convocation, preparation and holding of annual and extraordinary general meetings of 
shareholders with due consideration for the best corporate governance practices; 

 approval of and amendments to our internal document(s), setting forth internal rules 
for disclosure, as well as establishing procedures for using non-public information about 
our operations, our securities and transactions relating to such securities; 

 submission for voting by the general meetings of shareholders of the proposals on 
approval of or making amendments to our charter and other internal documents 
governing operations of our management bodies; 

 approval of and amendments to our Corporate Governance Code, annual evaluation of 
and recommendations to the Board of Directors concerning inclusion in the annual 
report information about our compliance with the Corporate Governance Code 
recommended by the FSFM, as well as ensuring compliance with our Corporate 
Governance Code; 

 resolution of various corporate conflict; 

 oversight of compliance with ethical norms reflecting our social responsibility; 

 review of our compliance with the requirements of applicable laws; and 

 preparation of recommendations for appointment of our registrar. 
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Management Board and President 

The Company has a collective executive body, i.e. the Management Board, and a sole executive 
body, i.e. the President. The business address for each of members of the Management Board 
is 15, Dostoevskogo Street, St.-Petersbourg, 191002, Russian Federation. The business address 
for our sole executive body is 14, 1-st Tverskaya-Yamskaya Street, Moscow 125047, Russian 
Federation. The following senior managers play a significant role in the management: 
 
Name Date of Birth Position Since 

Sergey B. Kalugin7 November 2, 1966. President – Chief Executive Officer March 2013 
Kai–Uwe Mehlhorn June 30, 1966 Senior Vice President - Chief 

Financial Officer 
May 2013 

Larisa S. Tkachuk November 21, 1976 Senior Vice President - Commercial 
Director 

May 2013 

Alexander M. Tseitlin July 14, 1958 Senior Vice-President, Network 
Maintenance 

May 2013 

Ivan I. Zima August 26, 1971 Senior Vice President of 
Telecommunications Network 
Development 

January 2012 

Galina V. Rysakova May 9, 1967 Senior Vice President of 
Organizational 
Development and Human Resources 

July 2006 

Andrey V. Cheglakov December 25,1966 Senior Vice President May 2013 
Maria V. Florentyeva June 7,1969 Vice President June 2013 
Alexander E. Abramkov October 13,1977 Vice President of Administration July 2013 
Dmitry V.Sadkov October 23,1966 Vice President - Chief Information 

Officer 
June 2013 

Alexander V. Maslov January 23,1963 Vice President June 2013 
Alexander M. Rogovoy July 18, 1979 Executive Vice President October 2010 
Vladimir K. Mironov July 29, 1956 Vice President August 2011 
Anton Y. Kolpakov April 30, 1971 Vice-President – Director for 

macroregional 
branch “Ural” 

October 2013 

Dmitry V. Proskura March 7, 1970 Vice-President – Director for 
macroregional 
branch “Volga” 

April 2011 

 

 

 

 

 

                                                           
7
 Chairman of the Management Board 
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The qualifications and certain other information for each senior manager are set out below: 

 

Sergey Kalugin has held the position of President of Rostelecom since 
March 2013. 

2009–2012 – CEO of National Telecommunications.  
2009 – Managing Partner at WebMediaGroup.  
2007–2008 – CEO of National Telecommunications. 
2001–2007 – CEO of National Cable Networks.  
2000–2001 – CEO of RTR Signal. 

Sergey started his career as an economist at AB Incombank where he 
was promoted to Managing Director of Investments before becoming 
President of Inkom Capital, investment and financial services company. 

                                            He was born on 2nd November 1966 in Moscow. 

                                            Education: Degree in Economics from Lomonosov Moscow State 
                                            University (1991). 

 

 

 

Kai–Uwe Mehlhorn has held the position of Vice President since June 
2013 and heads up the company’s financial and economic function. 

2012 – CFO of KupiVip Holding (online retailer).  
2009–2011 – Deputy CEO and CFO of Megafon.  
2007–2008 – CFO of TELE2 Russia.  
1992–2007 – worked in Siemens in the following positions: Company 
Representative in Eastern Europe for commercial and financial issues, 
Head of Commerce and Finance in Asia, Director of Department for 
Finance and Management of the Mobile Communications Sector, Vice 
President of Siemens Ltd. Information and Communication Mobile in 

                                            Russia, CFO of ICM and First Vice President of Finance at Siemens 
                                            Russia. 

                                            Kai–Uwe began his career in 1991 in Mannesmann Rexroth GmbH. 

                                            Education: Martin Luther University, Germany (1985), Degree in 
                                            International Economic Relations from MGIMO (1992), Advanced 
                                            Management Program at Harvard Business School, Boston (2011). 
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Larisa Tkachuk has held the position of Senior Vice President – 
Commercial Director of Rostelecom since May 2013. 

April 2013 – Vice President of Rostelecom and head of the company’s 
commercial function.  
2002– 2012 – Deputy CEO for Commerce at Megafon where she was 
responsible for developing and marketing of new hi–tech products.  
May 2001 – Marketing Manager at RTDC (a Russian–American 
telecommunications holding company).  
2001 – Head of Marketing Department at Ukrainian Mobile 
Communications (UMC). 1998–2001 – Head of UMC’s Business Analysis 
Team. 

                                            Larisa was born in Kiev. 

                                            Education: Degree in Industrial Marketing from National Technical 
                                            University of Ukraine (1998). 

 

 

 

 

Alexander Tseitlin has held the position of Senior Vice President at 
Rostelecom since May 2013. He is responsible for the operation and 
technical management of Rostelecom’s network infrastructure. 

December 2009 – CEO of Mostelecom.  
1996–2008 – management positions in the technical departments of 
GTS (later Golden Telecom), SINTERRA and Electro–com. 

Alexander Mikhailov was born on 14th July 1958. 

Education: Degree in Radio Communications and Broadcasting from 
Moscow Institute of Telecommunications Engineering (1980). 
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Ivan Zima has held the position of Senior Vice President at Rostelecom 
since May 2013. 

Since January 2012 – Vice President and CTO of Rostelecom.  
June 2011 – Executive Director – Director of Communication Network 
Planning and Development.  
April 2011 – Head of the Telecommunications Networks Planning and 
Development Department. 
 
Ivan began his career in Rostelecom in 1998, serving as Director of TU–
5 Central Branch from March 2003 and Director of the company’s Far 

                                            Eastern Branch from 2006. 

                                            From 1994 to 1998 he was a Sector Head in the Automation 
                                            Department of YAKUTNIIPROMALMAZ and from 1989 to 1994 worked  
                                            as a programmer and electronic engineer at Irkutsk State Technical 
                                            University.  

                                           He was born on 26th August 1971 in Sakha Republic (Yakutia). 

                                           Education: Degree in Cybernetics from Irkutsk State Technical 
                                           University (1994), degree in Economics from Siberian State University of 
                                           Telecommunications and Information (2002), MBA from Moscow 
                                           Technical University of Communications and Informatics (2004). 

 

 

Galina Rysakova has been the company’s Senior Vice President of 
Organizational Development and Human Resources since June 2013. 

2006 – Director of Department of Organizational Development and 
Human Resources.  
2003 – Acting Director and later Director of Organizational 
Development and HR. 

Galina began her career in Rostelecom in 2001 as Head of the HR 
Section in the Organizational Development and HR Directorate. 

From 1989 to 2001 she was a Senior Engineer, Group Leader and then 
                                            HR Manager at Sheremetyevo International Airport. 

                                            Galina was born in Lobna, Moscow Region. 

                                            Education: Degree in Law from Lomonosov Moscow State University 
                                            (1999). 
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Andrey Cheglakov has held the position of Senior Vice President of 
Rostelecom since May 2013. 

2003–2013 – worked in GOZNAK as Adviser to CEO (2011), Deputy CEO 
for Operations (2006) and Director of Research and Development 
(2003).  
1999–2003 – Consultant at STEM LLC.  
1991–1999 – President of Stipler LLC (a software developer and 
supplier of hardware and electronics to the Russian market). 

Andrey received the 2002 Russian Federation National Award in 
Science and Technology and is a member of the Board of Trustees of 

                                            the Mechanics and Mathematics Faculty of Lomonosov Moscow State 
                                            University.  

                                            Education: PhD in Economics from Lomonosov Moscow State 
                                            University. 

 

 

Maria Florentyeva has held the position of Vice President of 
Rostelecom since June 2013 with responsibility for strategic planning 
and investor relations. 

Maria was one of the founders of the WebMediaGroup where she was 
responsible for finance, corporate development and investor relations. 

Before that she was Director of Corporate Development at National 
Telecommunications. 
 
She has more than 10 years of experience in the investment banking 
sector.  

 
                                            Education: Degree in Economics from Lomonosov Moscow State 
                                            University (1991), MBA from London Business School (2000). 
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Alexander Abramkov has held the position of Vice President at 
Rostelecom since July 2013. He is responsible for corporate property 
management and organizational, documentary and day–to–day 
support of Rostelecom’s business operations. 

2010–2012 – Head of Internal Audit, Controlling and Risk Management 
at Inter RAO.  
2008–2009 – Deputy CEO for Economics and Finance at National 
Telecommunications.  
2007–2008 – Deputy CEO for Construction and Procurement at 
Gazprom Neft. 

                                            2006–2007 – Deputy CEO for Economics and Finance at Abros 
                                            Investment Company.  
                                            2005–2006 –Director of Finance at North–West Region, VimpelCom. 
                                            1999–2005 – Financial Manager, Financial Director at St. Petersburg 
                                            Payphones and National Payphone Network. 

                                            He was born in 1977. 

                                             Awards: Medal of the Order For Merit to the Fatherland, 2nd class. 

                                             After graduating from St. Petersburg State University with Degree in 
                                             Management in 2000 Alexander began his career in audit and 
                                             investment companies. 

 

Dmitry Sadkov has held the position of Vice President since June 
2013. He heads the company’s integrated information technologies 
function and works on improving information technologies to 
enhance Rostelecom’s operating efficiency and reduce its costs. 

2006 – Deputy CEO of IBS.  
2001–2006 – Director of Management Consulting Department at IBS.  
2000 – began working in IBS.  
1995–2000 – worked in the Moscow office of McKinsey & Company. 

Dmitry was born in 1966. 

                                              Education: Degree in Physics from Lomonosov Moscow State 
                                              University. 
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Alexander Maslov has been Vice President of Rostelecom since June 
2013. 

2008 – State Secretary – Deputy Minister of Communications and Mass 
Media of Russia.  
2006 – State Secretary – Deputy Minister of Information Technologies 
and Communications.  
2000 – State Secretary – Deputy Minister of Economic Development 
and Trade of Russia.  
In 2000 Alexander was involved in the work of the Centre for Strategic 
Developments on the Russian Economic Development Strategy for the 

                                            period up to 2010.  
                                            1999 – Director of Government and Regulatory Affairs at Unicon/MS.  
                                            1991–1999 – various positions in the State Legal Directorate of the 
                                            President of the Russian Federation (last position – Deputy Head of the 
                                            Directorate).  
                                            1989 – Junior Researcher at the Institute of State and Law of the USSR 
                                            Academy of Sciences (1989). 

                                            Alexander was born in 1963 in Moscow. 

                                            Education: Degree in Law from Lomonosov Moscow State University 
                                            (1985), PhD in Law from the Institute of State and Law of the USSR 
                                            Academy of Sciences (1989). 

 

 

Alexander Rogovoy has held the position of Executive Vice President 
since June 2013. 

2010 – Deputy Director of Legal Support Department at Rostelecom.  
2003–2009 – worked at Megafon, progressing from the position of 
lawyer to Head of the Legal Department.  
1998–2003 – began his career working in the legal sphere in various 
organizations. 

Alexander was born on 18th July 1979 in Moscow. 

Education: Moscow State Law Academy (2001). 
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Vladimir Mironov has been Vice President of Rostelecom since August 
2010. 

March 2002 – Deputy CEO at Rostelecom.  
2001–2002– Head of Security at PeterStar. 

Vladimir was born on 29th July 1956. 

 

 

 

 

Anton Kolpakov was born on April 30, 1971 in Leningrad. He 
graduated from the St.Petersburg Russian Academy of Aerospace 
Instrumentation. From 1998 to 2005 Anton worked in 
telecommunication companies CJSC PeterStar and CJSC Petersburg 
Transit Telecom, before moving in 2005 to OJSC Dalsvyaz, where he 
held the position of deputy general director of business development 
and then general director. From 2009 until OJSC Rostelecom began 
merging with Svyazinvest’s interregional companies in 2010, Anton 
worked as General Director of OJSC Rostelecom. In October 2013 he 
was appointed Vice President of OJSC Rostelecom and Director of its 
Urals Macroregional Division. 

 

Dmitry Proskura was born on March 7, 1970 in the city of Kirov, Dmitry 
graduated in 1991 from the Kirov Polytechnic Institute and in 1999 
9from the Moscow Technical University of Communications & 
Informatics and the MIRBIS Moscow Higher International Business 
School (presidential training programme). He also holds a Candidate of 
Technical Sciences degree (1977), a PhD in economics (2009) and an 
Executive MBA (2006). 

Dmitry has worked in the telecommunications sector since 1992, 
working his way up from software engineer in OJSC Kirovelektrosvyaz 
to deputy director of the marketing branch in the Kirov division of OJSC 

                                            VolgaTelecom. In April 2006 he was appointed deputy general director 
                                            of VolgaTelecom and director of its Kirov branch. From July 2007 to 
                                            March 2011 Dmitry held the position of deputy general director of 
                                            VolgaTelecom and director of its Nizhny Novgorod branch, before 
                                            becoming director of the Nizhny Novgorod branch of OJSC Rostelecom. 
                                            In April 2011 he was appointed Vice President of OJSC Rostelecom and 
                                            Director of its Volga Macroregional Division. 
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Committees 

Management Board currently has the following committees: 

Budget and Investment Committee 
The main purpose of the Budget and Investment Committee is to enhance Rostelecom 
effectiveness in making budget and investment decisions required for the implementation of 
business plans, strategies and development programs, and financial, business and tariff policies. 
The main functions of the Budget and Investment Committee include maintaining a correlation 
and consistency between the budgeting and investment processes, control over compliance 
with those processes and preparation of proposals for the Management Board on the foregoing 
matters.  
 
Compensation Committee 
The purpose of the Compensation Committee is to create an effective compensation system 
designed to manage human resources so as to enhance Rostelecom competitiveness. The main 
function of the Compensation Committee is to maintain a correlation between the overall 
strategy and policies related to the payment of salaries and bonuses to the employees.  
 
Risk Management Committee 
The main purpose of the Risk Management Committee is to coordinate the development of risk 
management system in the Company and ensure efficient risk management at all layers aimed 
at making balanced business decisions. 
 
Charity Committee 
The main purpose of the Charity Committee is to consider our participation in various charity 
initiatives and socially important projects. 
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Internal audit commission  

The Internal Audit Commission verifies the accuracy of Rostelecom financial reporting under 
Russian law, generally supervises the Company’s financial activity and performs certain internal 
control functions. Current Internal Audit Commission was elected on June 17, 2013, and is 
comprised of five members. Pursuant to the charter, the Audit Commission is elected by the 
annual general shareholders’ meeting (or, as applicable, an extraordinary general shareholders’ 
meeting) for a term expiring on the date of the next annual shareholders’ meeting. Any 
shareholder or any other person nominated by a shareholder may be a member of the Internal 
Audit Commission provided that a member of the Internal Audit Commission may not 
simultaneously be the President, a member of the Board of Directors, a member of the 
Management Board or a member of the liquidation commission (elected in case of our 
liquidation). The Internal Audit Commission elects its Chairman and Secretary. The Internal 
Audit Commission reviews Rostelecom financial and business operations and, in particular: 
audits the Company’s financial and business documents; reviews the legal impact of 
agreements executed on behalf of Rostelecom, transactions and settlements with 
counterparties; analyses the accounting statements and statistical records for compliance with 
applicable regulations; checks whether payments to suppliers of goods and services, payments 
to the budget, calculation and payments of dividends and redemption of other obligations are 
made accurately and in due course; audits balance sheets and profit and loss statements and 
performs other functions related to financial issues. In the performance of its duties, the 
Internal Audit Commission has the right to request, and officers of the governing bodies must 
provide, documents on Rostelecom financial and business operation, including confidential 
documents. 
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Remuneration of members of the Board of Directors & the Management Board  

The contractual salaries of the members of the Management Board and Vice-presidents of the 
Company consist of a fixed amount payable on a monthly basis, as well as quarterly and yearly 
performance bonuses. For the years ended December 31, 2012 and 2013, members of the 
Management Board and Vice-presidents were entitled to remuneration and compensation in 
an aggregate amount of approximately RUB 361 million and approximately RUB 617 million, 
respectively. 
 
The Directors receive compensation for service as directors in accordance with the Regulation 
on the Board of Directors approved by the general shareholders meeting on June 17, 2013. 
According to this regulation, the Directors receive quarterly and annual compensation. 
Quarterly compensation for each Director is equal to RUB 1.5 million and can be decreased by 
10% (in case of non-participation in up to 25% of meetings), 30% (in case of non-participation in 
more than 25% but fewer than 50% of meetings) and 100% (in case of non-participation in 
more than 50% of meetings). Annual compensation of all Directors is approved by the general 
shareholders meeting as a percentage of the Company’s OIBDA determined on the basis of IFRS 
accounts for the next reporting financial year, and in any case shall not exceed 0.13%. Annual 
compensation can be decreased by 50% if the Director participated in less than 50% of 
meetings. Also according to the Regulation, the Company shall reimburse the Directors’ 
expenses incurred in connection with their functions as directors. For the years ended 
December 31, 2012 and 2013, the Directors were entitled to remuneration and compensation 
in an aggregate amount of approximately RUB 161 million and approximately RUB 133 million, 
respectively. 
 
In addition to that, on March 31, 2014, the Board of Directors approved the Company’s long-
term incentive plan for its management. The programme provides for the launch of a share 
option plan for ordinary shares, which can be purchased by the programme’s participants 
through an annual bonus payments system. Annual bonuses are paid in accordance with 
performance. The programme will last for three years and approximately 200 senior and mid-
ranking managers will participate in the programme, including the heads of regional branches. 
The long-term key performance indicators (KPIs) used to determine awards within this 
programme are as follows: free cash flow (FCF), net profit and return on invested income 
(ROIC). The collective base package of all the participants of the programme will consist of 
ordinary shares amounting to 1.5% of the company’s share capital. The total size of the package 
depends on how well key performance indicators (KPIs) are met and is limited to 200% of the 
total block of shares in the event that KPIs are significantly over-fulfilled. If there is a significant 
failure to meet specified KPIs, programme participants will lose the right to exercising the 
option in the reporting period in question. 
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Dividend policy 

Pursuant to the Joint Stock Companies Law, Rostelecom charter and the dividend policy, 
dividends on shares may be paid based on the results of the first three, six or nine months of 
the fiscal year and/or based on Rostelecom annual results. Declaring and paying dividends on 
the ordinary shares is the right of the Company, but not an obligation, while declaring and 
paying dividends in respect of the preferred shares is the Company’s obligation, and the 
amount of and procedure for paying dividends on the preferred shares are set forth in 
Rostelecom charter. 
 
Annual dividends are proposed by the Board of Directors, based on the year-end statutory 
accounting reports prepared in accordance with IFRS (in case of ordinary shares) and RAS (in 
case of preferred shares), and are approved by the annual shareholders’ meeting, which is 
usually convened by the Board of Directors during the second quarter of each year. The right to 
receive dividends is attributable only to shareholders included in the list of persons entitled to 
receive dividends, which is compiled as of the record date approved by the general 
shareholders’ meeting at which the decision on the relevant dividend payment is to be made. 
The record date must be set not earlier than 10 days after the date of the general shareholders’ 
meeting at which the decision on the relevant dividend payment is made and not later than 20 
days after the date of the general shareholders’ meeting. 
 
The following table sets forth, on the per share basis, dividends which Rostelecom paid on our 
ordinary shares and preferred shares for the years ended December 31, 2012, 2011, 2010 and 
2009, and the nine months ended 30 September 2010. 
 Year ended  December, 31 9M ended  September, 30 

 2011 2010 2009 2010 

 (RUB)  

Dividend per Preferred Share  4.6959 0.4344 2.1005 1.6667 
Dividend per Ordinary Share  4.6959 — 1.4002 1.1113 

 
In addition, for the years ended December 31, 2010 and 2009, the IRCs also paid dividends in 
the aggregate amounts of RUB 4,036 million and RUB 3,484 million on their ordinary shares, 
respectively, and in the aggregate amounts of RUB 2,344 million and RUB 2,275 million on their 
preferred shares, respectively. The dividends for the nine months ended September 30, 2010 
were paid in connection with the Reorganisation with the aim of ensuring fair distribution of 
profits generated by each company participating in the Reorganisation. Accordingly, the 
Company, along with each IRC, declared and paid dividends to their respective shareholders of 
record prior to the effective date of the Reorganisation. As a matter of Russian law, dividends 
for the year ended December 31, 2010 were declared and paid to the Company’s shareholders 
of record following the Reorganisation in respect of the Company’s profits for that year, 
excluding the profits of the IRCs, since on December 31, 2010, the Company and the IRCs 
existed as separate legal entities. 
Under Russian law, dividends payable to shareholders may not exceed the amount proposed by 
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the board of directors. The decision on the payment of dividends, as well as the amount and 
form of the dividend payable is adopted by the shareholders’ meeting. 
 
Dividends payable on each preferred share are fixed by Rostelecom charter in the amount of 
10% of the Company’s net profits, based on the year-end RAS statutory accounting report, 
divided by the number of shares representing 25% of Rostelecom outstanding shares. The 
Company may not pay dividends on ordinary shares unless dividends on Preferred Shares are 
paid in full. In addition, if the dividend per ordinary share exceeds the dividend payable per 
preferred share, Rostelecom meeting must increase the dividend per preferred share to that 
per ordinary share. Failure to pay a dividend on preferred shares in full authorises holders of 
the preferred shares to vote on all matters considered by the general shareholders’ meeting 
until the date when dividends on preferred shares are paid in full. The total amount of 
dividends paid by Rostelecom on the preferred shares for the years ended December 31, 2011, 
2010 and 2009 represented approximately 3.5%, 12.6% and 10.0% of the annual net profits 
under RAS, respectively. The significant difference in the amount of dividends paid for the years 
ended December 31, 2010 and 2011 is attributable to an approximately nine-fold increase in 
our RAS net profit following the Reorganization coupled with the increase in the number of 
ordinary shares due to the Reorganization, while the number of preferred shares remained 
unchanged, which resulted in the number of existing preferred shares representing 
approximately 7.6% of Rostelecom outstanding shares in the year ended December 31, 2011, as 
compared to approximately 25.0% in the year ended December 31, 2010. 
 
Under Rostelecom dividend policy approved by the Board of Directors adopted in September 
2010, dividend payable on each ordinary share had to amount to at least 20% of the net profit 
for the past fiscal year, based on the year-end RAS statutory accounting report, divided by the 
total number of outstanding ordinary shares. The total amount of dividends paid on the 
ordinary shares for the years ended December 31, 2010 and 2009 represented approximately 
23.4% and approximately 20.0% of the annual net profits under RAS, respectively. In December 
2011, this policy was revised to require that dividends payable on ordinary shares must be 
equal to at least 20% of the net profit for the past fiscal year based on the year-end IFRS 
financial statements. The total amount of dividends on the ordinary shares for the year ended 
December 31, 2011 represented approximately 42.5% and 30.0% of the annual net profits 
under RAS and IFRS, respectively. 
 
The annual dividend, if declared, must be paid for the nominee shareholders and for the trustee 
shareholders both with the accounts in the Company`s register within ten days following the 
record date approved by the general shareholders’ meeting at which the decision on the 
relevant dividend payment is to be made. The annual dividend, if declared, for the other 
shareholders with the accounts in the Company`s register must be paid within twenty five days 
following the record date approved by the general shareholders’ meeting at which the decision 
on the relevant dividend payment is to be made. 
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Dividends for 2008/2012*, RUB billion 

 

* 2008/2009 and 9 months of 2010 – consolidated data on IRC and Rostelecom  
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Description of share capital 

The Company’s share capital is RUB 7,280,089.4250, consisting of 2,669,204,301 ordinary 
shares and 242,831,469 preferred shares, all of which are fully paid, issued and outstanding and 
have a nominal value of RUB 0.0025 each. The Company neither has convertible securities, nor 
exchangeable securities, nor securities with warrants. 
 
The Company is also authorized to issue additional 2,613,935,751 ordinary shares and 531 
preferred shares, all such shares having a nominal value of RUB 0.0025. Under Russian 
legislation, charter capital refers to the aggregate nominal value of the issued and outstanding 
shares. As of December 31, 2013, Rostelecom held 7.2% of its ordinary and 17.5% of preferred 
shares as treasures acquired by the Company as a result of the statutory share buy-out 
procedures during the second stage of its reorganisation. In addition, Mobitel, Rostelecom`s 
subsidiary, held 9.4% of the ordinary shares and 12.6% of the preferred shares initially acquired 
by Rostelecom, the IRCs and Dagsvyazinform as a result of the statutory share buy-out 
procedures during the first stage of reorganisation and then contributed to Mobitel. The 
number of shares held by Mobitel was changed several times following transactions related to 
the second stage of the reorganization, SkyLink acquisition and others. 
 
In accordance with the Joint Stock Companies Law and the Company’s charter, a decision on 
any issuance of shares or securities convertible into shares by closed subscription, or an 
issuance by open subscription of ordinary shares or securities convertible into ordinary shares 
constituting more than 25% of the number of issued ordinary shares, requires a three quarters 
majority vote of a shareholders’ meeting. 

The following table sets out certain information with respect to the ownership of ordinary 
shares by each shareholder, as of December 31, 2013: 

 

  Ordinary Shares 

Shareholder Number % 

The State through:     
Federal Agency For State Property Management8 1,254,189,564 46.99 
State Corporation ‘Bank for Development and Foreign 
Economic Affairs (Vnesheconombank)`9 

110,360,758 4.13 

Russian Direct Investment Fund 10 36,093,683 1.35 
LLC Mobitel 250,400,287 9.38 
Rostelecom 192,584,054 7.22 
Other minorities 825,575,955 30.93 

Total 2,669,204,301 100.00 

 

                                                           
8 Controlled by the Russian Government.  

9 Controlled by Vnesheconombank 

10 The Company owns 99.9% of the share capital of LLC Mobitel.
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 Preferred Shares 

Shareholder Number % 

LLC Mobitel  30,487,109 12.55 
Other minorities  212,344,360 87.45 

Total  242,831,469 100.00 

 
The Company is directly controlled by the Russian Government, which holds 51.12% of the 
Company’s ordinary shares through VEB and FASPM. There are no measures in place to ensure 
that such control is not abused. 
 
Russian law, including the Joint Stock Companies Law and corporate governance requirements 
applicable to companies listed on Russian stock exchanges, provide certain protections to 
minority shareholders. For instance, there are supermajority shareholder approval 
requirements for certain corporate actions, pursuant to which a shareholder is able to demand 
that the company purchase the shares held by that shareholder if the shareholder voted against 
or did not participate in voting on certain types of actions. In addition, companies are required 
to obtain the approval of disinterested shareholders for certain transactions with interested 
parties and the shareholders owning not less than 1% of the company’s stock may bring an 
action for damages caused by the company’s managers or directors. Furthermore, since the 
Company’s shares are listed on Moscow Exchange, Rostelecom is and expect to continue to be 
required to comply with a number of corporate governance standards which provide additional 
protection to its shareholders, including minority shareholders. However, no assurance can be 
given that the applicable Russian laws and the corporate governance standards with which 
Rostelecom has to comply will be able to fully protect the interests of its minority shareholders 
if such interests are in conflict with the interests of its other shareholders. 
 
None of the Company’s shareholders have voting rights different from any other holders of the 
shares. 
 
Each shareholder of the Company has an obligation under Russian law to notify in writing the 
Company and the Central Bank of the Russian Federation about (i) an acquisition of 5% or more 
of the Ordinary shares, and (ii) any circumstances which result in a change in the number of 
such shares above/below the 5%, 10%, 15%, 20%, 25%, 30%, 50%, 75% or 95% threshold. 
However, since the obligation to notify regarding such acquisitions or disposals lies on 
Rostelecom shareholders, the Company’s ability to know whether such information is up to 
date or accurate, depends on shareholders’ compliance with the regulation. 
 
Ordinary shares are listed on quotation list “A1” of Moscow Exchange under the ticker “RTKM”. 
Preferred Shares are listed on quotation list “A1” of Moscow Exchange under the ticker 
“RTKMP”. ADRs are also traded over-the-counter in the United States on the OTCQX under the 
ticker “ROSYY”. 

 



 

52 
 
Annual Report 2013 

Rights of shareholders 

Shares of each category (ordinary shares and preferred shares) grant equal rights to holders of 

shares of each respective category. 

Ordinary shares 

As required by the Joint Stock Companies Law and the Company’s charter, all ordinary shares 
grant identical rights to each holder. Each fully paid ordinary share, except for certain 
circumstances expressly provided for by law (e.g. when a shareholder acquires shares in excess 
of certain threshold and is required to make a mandatory offer to purchase shares of other 
shareholders), gives its holder the right to: 

 transfer such ordinary share freely without the consent of other shareholders; 

 participate in the Company’s management as provided by the Joint Stock Companies 
Law and the Company’s charter; 

 participate in the general shareholders’ meeting with the right to vote on all matters 
within the shareholders’ competence, including through a representative acting on the 
basis of a power of attorney; 

 receive dividends in accordance with the Joint Stock Companies Law and the Company’s 
charter if the general shareholders’ meeting resolves to pay such dividends (always 
subject to the Board of Directors’ recommendation); 

 upon the Company’s liquidation, receive a proportionate amount of the Company’s 
property after the Company’s liabilities are discharged; 

 demand repurchase of all or some of the shares owned by such holder if the holder 
votes against or does not participate in voting on the decision of the shareholders 
meeting approving any of the following: 

o any reorganisation; 
o entering into a major transaction, as defined by the Joint Stock Companies Law; 

and 
o amendment of the Company’s charter or approval of a new addition to the 

Company’s charter that limit shareholder’s rights; 

 exercise statutory pre-emption rights to acquire our ordinary shares in accordance with 
applicable Russian law; 

 have access to certain of the Company’s documents, receive copies for a reasonable fee 
and, if holding alone or with other shareholders 25% or more of the voting shares, have 
free access to accounting documents; 

 if holding, solely or with other holders, 1% or more of the voting shares, file a lawsuit 
against a Director or member of any of our executive bodies (including the chief 
executive officer) to reimburse damages suffered by Rostelecom due to their fault; 

 if holding, solely or jointly with other shareholders, not less than 1% of the Company’s 
voting shares, obtain a list of persons entitled to participate in the general shareholders’ 
meeting; 
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 if holding, solely or jointly with other shareholders, not less than 2% of the Company’s 
voting shares, may, not later than 60 days after the end of the relevant financial year, 
propose matters for the agenda of the annual shareholders’ meeting and nominate 
candidates to the Board of Directors, the Audit commission, the ballot committee and a 
candidate for the President; 

 if holding, solely or jointly with other shareholders, not less than 10% of the Company’s 
voting shares, demand that the Board of Directors call an extraordinary general meeting 
of shareholders or an unscheduled audit of the Company by the Audit Commission or an 
independent auditor; and 

 exercise other rights of a shareholder provided by the Company’s charter, under Russian 
law or by decisions of a general shareholder’s meeting. 

 
Preferred Shares (or type “A” preferred shares) 

 Preferred shares generally confer on their holders the following principal rights: 

 to receive a fixed dividend, except in certain cases envisaged by the Joint Stock 
Companies Law and our charter; and 

 to enjoy preference over ordinary shares in any distribution of profits and any proceeds 
from our liquidation. 

 
While there are no limits on admission of shareholders to shareholders’ meetings, in 
accordance with Rostelecom charter and the Joint Stock Companies Law, only holders of 
ordinary shares have the right to vote on any matter within the competence of the meeting. 
The preferred shares confer no voting rights unless the charter and the Joint Stock Companies 
Law provide otherwise. Holders of preferred shares are entitled to vote on: 

 the adoption of amendments to the charter that would adversely affect their rights as 
preferred shareholders, including the issuance of any other type of preferred shares 
that would enjoy a priority in right of payment of dividend, a preference in respect of 
liquidation value over the preferred shares, amendments to the formula for calculating 
dividends and/or the liquidation value attached to the preferred shares; or 

 reorganization or liquidation. They may also vote at shareholders’ meetings following 
the shareholders’ meeting at which a decision was adopted not to pay dividends on 
preferred shares or to pay them only in part. Such right to vote continues until the 
dividends to which the holders of preferred shares are entitled are paid in full. 

 
Holders of Ordinary shares and Preferred Shares may: 

 freely transfer the shares without the consent of other shareholders; 

 participate in the distribution of our net profits in the form of dividends (see “Dividend 
Policy”) and in the distribution of our assets in the event of liquidation; 

 enjoy the right of first refusal in respect of additional shares being placed by Rostelecom 
through an open subscription and, in certain circumstances, by way of a closed 
subscription; and 
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 have access to certain company documents, receive copies for a reasonable fee and, if 
holding alone or with other holders, 25% or more of the voting stock, have access to 
accounting documents and minutes of the management board meetings. Rostelecom 
shareholders may also exercise other rights provided by Russian law and the Company’s 
charter. 
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Corporate social responsibility 

Rostelecom considers its social responsibility projects to be the most important part of the 
Company’s corporate social responsibility policy” on both the national and regional level. The 
Company is engaged in social activities and has been investing in solving social issues for over 
ten years. 
 
Rostelecom’s mission is not only to provide high-quality telecommunications services to its 
clients, but also help to develop local communities in regions where the Company operates, to 
promote a stable social environment and improve the quality of life where it possible. 
 
Rostelecom’s infrastructure, telecommunications resources, large range of services and strong 
links with regional authorities enables it to solve problems facing different social groups, 
including veterans and disabled people. The Company’s resources also puts it in a strong 
position to solve more global social issues including healthcare, education, sport, protecting the 
environment and culture. 
 
Rostelecom implements important social projects on a long-term basis across the Russian 
Federation from Kaliningrad in the west to Sakhalin in the east, facilitating solutions for the 
most pressing social issues. 

 
Supporting professional education 
In 2013 Rostelecom supported the following specialised higher education institutions and 
vocational schools: Moscow Technical University of Communications and Informatics; The 
Bonch-Bruevich Saint - Petersburg State University of Telecommunications; Siberian State 
University Of Telecommunications and Information Sciences (SIBSUTIS) and the College of 
Telecommunications and Information Sciences (SIBSUTIS). Rostelecom’s own departments 
continued to work with these primary institutions throughout 2013 as part of its innovative 
development programme. 
 
The overall aim of supporting professional education establishments is to improve their 
facilities, support student initiatives and societies, offer student scholarships and organise 
internships for participating students in one of Rostelecom’s business departments. 
 
Using state-of-the-art technology for education and children’s creativity 
In February 2013, Rostelecom organised a series of music master classes for young musicians in 
four Russian towns – Sochi, Ekaterinburg, Novokuybyshevsk (Samara region) and Yaroslavl – as 
part of the 6th International Winter Arts Festival in Sochi. This was made possible through the 
use of multi-party video conferencing, which linked the Chamber Music Hall in Sochi to concert 
venues in each of the four towns, which were equipped with modern videoconferencing 
systems. This gave young musicians and their teachers the unique opportunity to take part in 
virtual lessons with the great musicians Yury Bashmet and James Galway. It also allowed 
participants to ask questions on the secrets of mastering musical instruments in real time. 
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Internet safety projects 
In order to protect children and adolescents from illegal internet content, Rostelecom offers 
customers the “Child at Home” service in all its tariff plans. The Company is also implementing a 
national project to provide web content filtering services to schools. 
 
In addition to providing technical solutions to internet safety issues, in 2013 Rostelecom ran a 
series of communications initiatives around internet safety in the Russian regions. These 
included the parents meetings “Children Online”, “Internet Safety in Schools”, “Children’s Video 
Clip Contest”, “Social Poster Competition”, as well as the all-Russia pedagogical development 
competition “Safe Internet”. These events were aimed at different audiences - children, 
teachers, parents and the general public. The range of issues covered at these included dealing 
with malware, spam, fraud, malicious content and so on. 
 
Youth Olympiads and competitions 
Alongside supporting professional education, the Company supports a range of competitions in 
the regions, the aim of which is to stimulate creative interest in in modern computer 
technology among both school-aged children and students’ and to involve them in the practical 
use of internet technology and computer graphics. 
 
Rostelecom’s active support of the International Student IT Olympiad, IT-Planet, in 2013 
demonstrates the Company’s commitment to this area. 
 
The “Grandma Online and Grandpa Online” initiative 
Programmes to improve the elderly’s computer literacy have been some of Rostelecom’s most 
far-reaching projects over the past few years. 
 
Rostelecom is implementing the “Grandma Online, Grandpa Online” project together with the 
Association of Veterans and the Disabled and Pensioners (AVDP), n multiregional social 
organisation, as well as Intel. As an Official Partner for the programme, Rostelecom uses its own 
network to provide internet access to education centres which help elderly people living in 
Russia’s regions to become computer/IT literate. 
 
The main aim of this programme is to help develop an information-oriented society in Russia 
and in particular to involve the elderly in the IT communications space. The programme’s 
courses and training sessions are aimed at removing the physiological barriers the elderly often 
have when confronting new technology and developing their computer and internet skills, 
including social networks, forums and IP services. 
 
Programme participants learn the basics of using a PC, including how to search for information 
on the internet, how to send emails and how to use internet messaging services (ICQ, Skype) 
and social networks. 
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Social initiatives as a Partner of the Sochi 2014 Organising Committee 
Rostelecom has been a General Partner of the 21st Winter Olympics in Sochi and has 
participated proudly in the Olympic project and applied the principle that the “Olympics are for 
everyone.” 
 
As part of this partnership, the Company has participated in many of the Organising 
Committee’s social initiatives, which aim to promote and publicise Olympic values in the 
Russian regions. 
 
There is already a strong tradition of national sports and educational activities for children and 
young people at Rostelecom. Since 2011, Rostelecom has been organising a programme of 
sports events and competitions for young people as part of its partnership with the Organising 
Committee, in preparation for the 21st Winter Olympics in Sochi. The events take place twice a 
year – in the winter and at the end of spring – and dozens of towns across Russia participate. 
Olympic athletes actively participate in the programme, along with medallists and winners from 
competitions in a variety of sports, and many local residents attend the events as spectators. 
 
In 2013, Rostelecom continued to help implement the distance Olympic education programme 
as part of its partnership with the Sochi Winter Olympics Organising Committee and the Russian 
Olympic Committee by introducing Sochi 2014 Olympics education schemes nationally. This 
programme was rolled out over 18 months in all Russian regions. As Telecommunications 
Partner for the Sochi 2014 Olympic education scheme, Rostelecom provided video-
conferencing equipment in Moscow and other Russian regions to conduct training workshops 
for teachers in regional schools and supervisors. 
 
At the beginning of the 2013-2014 academic year, Rostelecom, the Russian Olympic Committee 
and the Organising Committee for the 21st Winter Olympics in Sochi were the first in Russia to 
conduct a virtual, innovative lesson on the Olympics for schoolchildren entitled “London 2012 – 
Sochi 2014.” Pupils in Moscow went to the Sochi 2014 Organising Committee building for the 
lesson, and their peers in Sochi connected to it via a video-conferencing system. Anyone else 
interested in this lesson could watch a live webcast on either www.rostelecom.ru or 
www.sochi2014.com. This lesson allowed pupils to learn about the London 2012 Olympics and 
Paralympics at first hand, and learn more about the preparations for the Sochi Olympics. 
 
Cooperation with the Figure Skating Federation of Russia 
Rostelecom has been a General Partner of the Figure Skating Federation of Russia (FSFR) since 
2009. Rostelecom provides annual financial support for organising and holding Federation 
events, and help athletes fund their development on the Russian national team for the Olympic 
Games, European and World Championships as well as the ISU Grand Prix, amongst other 
events. 
 
In December 2011 Rostelecom and the FSFR launched a joint programme of master classes 
entitled “Rostelecom’s Star Road”. Figure skating stars shared their secrets with aspiring skaters 
as part of this workshop, and the young skaters had the opportunity to demonstrate their skills 
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and abilities to the famous trainers. In 2013 the programme events took place in 8 large Russian 
towns – Ekaterinburg, Nizhny Novgorod, Tver, Sochi, Yuzhno-Sakhalinsk, Tomsk, Murmansk and 
Tyumen, and a children’s competition took place in Moscow in November. 
 
Sponsoring Children’s Institutions 
Rostelecom actively helps a variety of social institutions, particularly hospitals and children’s 
homes. 
 
The Company purchases medical equipment and pays for emergency operations, and also 
allocates funds for building repairs and for basic necessities. Rostelecom also helps to organise 
special events at children’s homes and arranges for professional psychologists to meet with 
children, and also provides distance-learning opportunities for children. 
 
Help is provided to institutions on both a one-off and an on-going basis. Many similar 
institutions are sponsored by Rostelecom’s multiregional branches. 
 
New Year’s Charity Programme for Sponsored Orphanages and Foster Homes 
In the run-up to 2014, Rostelecom launched a unique, national charity programme in dozens of 
Russian regions, for those in children’s homes and boarding schools. 
 
A total of 90 Russian children’s institutions participated in this programme, which have nearly 
7,000 children in their care. Rostelecom gave money to children as a New Year’s gift so that 
they can buy clothes and shoes, furniture, learning materials and sports equipment. 
 
In addition, Rostelecom employees in 15 Russian towns took part in “Become Santa Clause,” a 
large-scale New Year’s volunteering project. New Year’s trees were put up in Rostelecom’s 
offices which were adorned with decorations which were hand-made by children living in 
orphanages. The children’s wishes were attached to these decorations. Each Rostelecom 
employee could then choose a message and then buy the desired gift to make a child’s dream 
come true. 
 
In the lead up to the New Year celebrations in 2014, Rostelecom invited children staying in 
children’s homes and foster homes, and also for large families in Moscow and the Moscow 
region, to attend a charity performance of the “Nutcracker” ballet at the Bolshoi theatre. 
 
New possibilities for disabled children 
Rostelecom traditionally helps disabled people integrate into society, particularly children. At 
both the Corporate Centre and macro-regional level, the Company has established a distance 
learning programme for disabled children where they can study both at home and at 
specialised facilities. 
 
In 2013, Rostelecom implemented its distance learning programmes in many of its regions. As 
part of this, Rostelecom provides unlimited internet access to disabled children and ensures 
that all the necessary equipment is delivered and installed. 
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Support for veterans 
Rostelecom and its subsidiary, Zebra Telecom, have traditionally met with the Russian War 
Veterans’ Committee the day before Victory Day. In 2013, the veterans were given new Zebra 
Telecom universal cards, which allow them to make free calls to other towns from both fixed-
line and mobile telephones. During the year Rostelecom also organised a number of multi-party 
video conferences for veterans of the Great Patriotic War. 
 
Preserving the environment 
Rostelecom tries to avoid having a negative impact on the environment through its operation, 
and looks to limit its environmental impact. 
 
The telecommunications infrastructure itself does not produce polluting emissions and does 
not release industrial waste into the environment. However, new construction can have a 
short-term negative impact on the environment. Therefore Rostelecom constantly carries out a 
range of environmental measures when building new infrastructure, which are designed to 
minimise emissions into the atmosphere, preserve soil and bodies of water and ensure that any 
the mandatory biological and technical land restoration takes place. 
 
Supporting national art 
Rostelecom representatives have worked on the Board of Trustees at the State Academic 
Bolshoi Theatre of Russia since 2008. 
 
The priorities of the Board of Trustees include attracting external sources of funding, helping 
the Bolshoi Theatre to create new productions, organise tours, attract stars and talented young 
performers. The Board of Trustees also helps to improve the theatre’s management and 
financial and operating activities. 
 
Now, thanks to Rostelecom, thousands of spectators in Moscow can appreciate the talents of 
experienced and novice dancers who attend this world-famous Russian ballet school, and who 
perform on the Bolshoi Theatre’s historic stage, which was re-opened in 2011 following lengthy 
reconstruction work. 
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Risk management 

An investment in our shares and DRs involves risks, including: 

 
Risks relating to our business 

 We face increasing competition in all segments of the Russian telecommunications 
market, which may adversely affect our ability to retain or increase our current 
subscriber base and could result in reduced operating margins and a loss of market 
share, as well as different pricing, service or marketing policies. 

 Our joint venture with Tele2 Russia (JV) may not be able to successfully develop and/or 
deploy fourth generation (“4G”) wireless services in Russia, which could have a material 
adverse effect on our proceeds from JV , our business, financial condition or the value of 
the Shares and DRs. 

 Changes in the regulation of Russian telecommunication markets may materially 
adversely affect our business, financial condition, results of operations or prospects or 
the value of the Shares and DRs. 

 If the demand for certain telecommunications services that we offer or are developing 
and promoting does not increase, our ability to achieve further revenue growth from 
these services will be limited. 

 Significant delays in the collection of receivables and the inability to collect payments 
for various telecommunications services provided to our customers may result in losses 
and could materially adversely affect our business, financial condition, results of 
operations or prospects or the value of the Shares and DRs. 

 Continuing rapid changes in technologies could increase competition and/or require us 
to make substantial investments which may be ineffective. 

 Our inability to obtain equipment, software and other network components and related 
services in a timely manner at market prices could have a material adverse effect on our 
business, financial condition and results of operations. 

 We depend on the reliability of our networks, and a system failure or breach of our 
security measures could result in a loss of subscribers and could materially adversely 
affect our business, financial condition, results of operations or prospects or the value of 
the Shares and DRs. 

 If the calculation of our tax liability and certain initiatives we have used to reduce our 
tax burden are successfully challenged by Russian tax authorities, we will face significant 
losses associated with the assessed amount of unpaid tax and related interest and 
penalties, which may have a material adverse effect on our business, financial condition, 
results of operations or prospects or the value of the Shares and DRs. 

 Our existing arrangements with trade unions may not be renewable on terms 
favourable to us, and our operations could be materially adversely affected by strikes 
and lockouts. 

 Insurance coverage under our insurance agreements may be insufficient to compensate 
us for losses incurred. 
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 If our transactions and/or the transactions of members of our Group and their 
predecessors-in-interest were to be challenged on the basis of non-compliance with 
applicable legal requirements, our business, financial condition, results of operations or 
prospects or the value of the Shares and DRs could be materially adversely affected. 

 If our minority shareholders or the minority shareholders of our subsidiaries were to 
successfully challenge past or future interested party transactions, or fail to approve 
interested party transactions or other matters in the future, the invalidation of such 
transactions or failure to approve such matters could have a material adverse effect on 
our business, financial condition, results of operations or prospects or the value of the 
Shares and DRs. 

 A finding by the FAS that we have acted in contravention of Russian antimonopoly 
legislation could have a material adverse effect on our business, financial condition, 
results of operations or prospects or the value of the Shares and DRs. 

 We are subject to the regulation and control of the FST and the FAS. 

 We are subject to anti-corruption laws in the jurisdictions in which we operate, 
including anti-corruption laws of Russia, and we may be subject to the UK Bribery Act of 
2010 (the "UK Bribery Act"). Our failure to comply therewith could result in penalties 
which could harm our reputation and have a material adverse effect on our business, 
financial condition, results of operations or prospects or the value of the Shares and 
DRs. 

 Failure to renew Company`s or JV`s telecommunication licenses and radio frequency 
permits, comply with the terms thereof or receive renewed telecommunication licenses 
and radio frequency permits with similar terms to our existing licenses and permits 
could have a material adverse effect on our revenues, proceeds from JV, our business, 
financial condition or the value of the Shares and DRs. 

 Our intellectual property rights are costly and difficult to protect. 

 If leaks of confidential information, including information relating to our subscribers, 
occur it may negatively impact our reputation and our brand image and lead to a loss of 
market share, which could materially adversely affect our business, financial condition, 
results of operations or prospects or the value of the Shares and DRs. 

 A part of our fixed line infrastructure is outdated, and we may be required to make 
significant investments beyond those that are currently planned to modernize it. 

 Social projects that we implement may put pressure on our margins. 

 Alleged medical risks of cellular technology may subject us to negative publicity or 
litigation, decrease our access to base station sites, diminish subscriber usage and 
hinder access to additional financing. 

 Systems failures, delays and failure to optimise our information technology systems 
could materially adversely affect our business, financial condition, results of operations 
or prospects or the value of the Shares and DRs. 

 We may be forced to repay the indebtedness of our subsidiaries owed by them and we 
may not be able to recover the debt of our subsidiaries owed to us. 

 We could be materially adversely affected if lenders accelerate our debt due to any 
failure to comply with loan agreements. 
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 Fixed telephony services account for the bulk of the Company`s revenues. Changing 
consumer patterns towards other solutions might lead to drop in revenues from fixed 
telephony services. 
 

Risks relating to the reorganisation 

 The merger of the IRCs and Dagsvyazinform into the Company, the merger of 
Svyazinvest into the Company and reorganization in the form of spinning off Company`s 
mobile assets into CJSC RT-Mobile may be challenged by our shareholders and the 
former shareholders of the IRCs and Svyazinvest as well as Russian state authorities. 

 We may have difficulty integrating the assets of the IRCs and Dagsvyazinform that have 
been acquired by us as a result of the first stage of reorganisation. 

 We may have difficulty integrating the assets of Svyazinvest that have been acquired by 
us as a result of the merger of Svyazinvest into the Company. 

 We may have difficulty integrating the mobile assets of Rostelecom into JV with Tele2 
Russia. 

 We cannot be certain that the anticipated positive synergy effects of all phases of the 
reorganization will materialise or reach expected levels. 

 The anticipated positive synergy effects of the JV creation might be less than initially 
planned. 

 The competition might be getting tougher as the existing players are not benefiting from 
JV creation. This potentially could have a material adverse effect on our proceeds from 
JV, our business, financial condition or the value of the Shares and DRs. 

 We may face significant tax liabilities as the legal successor to the IRCs and Svyazinvest. 

 A finding by the FAS that we have acted in contravention of Russian antimonopoly 
legislation in connection with the reorganisation could have a material adverse effect on 
our business, financial condition, results of operations or prospects or the value of the 
Shares and DRs. 
 

Risks Relating to our Strategy 

 The assumptions underlying our growth strategy may prove to be incorrect. 

 We may acquire, invest in or merge with other companies to expand our operations 
which may pose risks to our business. 

 We may have difficuty integrating the assets and companies that we have acquired and 
we may not realize the anticipated benefits from our acquisitions and business 
combinations. 

 The failure of our geographic expansion strategy could hamper our continued growth 
and profitability and could have a material adverse effect on our business, financial 
condition, results of operations or prospects or the value of the Shares and DRs. 

 We may not be able to secure sufficient financing to fund our acquisition strategy and 
capital expenditure plans. 
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Risks Relating to our Financial Condition 

 Servicing and refinancing our indebtedness will require a significant amount of cash, and 
our ability to generate cash or obtain financing depends on many factors beyond our 
control. 

 Fluctuations in the value of the rouble against the US dollar and the euro, as well as our 
inability to convert our revenues, could materially adversely affect our business, 
financial condition, results of operations or prospects or the value of the Shares and 
DRs. 

 Inflation could increase our costs and materially adversely affect our results of 
operations. 

 Ruble depreciation against USD and Euro could lead to increase in costs related to 
foreign exchange contracts. Ruble depreciation could also cause a failure of some of the 
Company`s contractors to meet their obligations at agreed ruble denominated prices. 

 Part of the Company`s debt is serviced at floating rates. Thus, LIBOR, EURIBOR and 
MOSPRIME fluctuation could lead to finance costs increase. 

 
Additional risks relating to our business 

 Salary increases in Russia may reduce our profit margins. 

 Our competitive position and future prospects depend on our senior management’s 
experience and expertise and our ability to recruit and retain qualified personnel. 

 Legal uncertainties relating to privatisation of our shares and assets may exist. 

 Failure to fulfil our obligations to state authorities completely and in a timely manner in 
connection with a few of our significant projects could materially adversely affect our 
business and result in significant financial and reputation damages. In addition, any 
interruption in implementing these projects could materially adversely affect our 
financial results. 

 Our beneficial controlling shareholder may have interests that conflict with the interests 
of our other shareholders. 

 Failure to comply with the requirements of Russian customs authorities or to obtain 
pertinent certification for the import of telecommunications equipment could materially 
adversely affect our business, financial condition, results of operations or prospects or 
the value of the Shares and DRs. 

 
Risks Relating to Russia 
Risks relating to our business and the telecommunications industry 

 Failure to comply with existing laws and regulations or to obtain all approvals, 
authorizations and permits required to operate our telecommunications equipment, or 
the findings of government inspections or increased governmental regulation of our 
operations, could result in a disruption in our business and substantial additional 
compliance costs and sanctions. 

 It may be difficult to ascertain the validity and enforceability of title to land in Russia and 
the extent to which it is encumbered. 
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 The accession of Russia into the World Trade Organization (WTO) may lead to legislative 
and other changes which may adversely affect our business, financial condition and 
results of operations. 

 
Political risks 

 Political and governmental instability, including conflicts among federal, regional and 
local authorities and other political conflicts, could create an uncertain operating 
environment hindering our long-term planning ability and could have an adverse effect 
on our business, financial condition and results of operations. 

 The reversal of reform policies or government policies targeted at specific individuals or 
companies could have an adverse effect on our business, as well as investments in 
Russia more generally. 

 Deterioration of Russia’s relations with other countries could result in a significant 
decrease in demand for securities of Russian companies and/or adversely affect the 
value of investments in Russia. 

 Political and social conflicts or instability could create an uncertain operating 
environment and adversely affect the value of investments in Russia. 

 
Social risks 

 Social instability, particularly if caused by worsening economic conditions and turmoil in 
the Russian financial markets, could lead to labour and social unrest, increased support 
for renewed centralised authority, nationalism or violence. 

 Crime, corruption and negative publicity could create a difficult business climate in 
Russia and harm our business. 

 
Economic risks 

 Companies operating in emerging markets such as Russia are generally subject to 
greater risks than companies operating in more developed markets, and global financial 
or economic crises or even turmoil in any large emerging market country, could have an 
adverse effect on our business. 

 Economic instability in Russia could have an adverse effect on our business. 

 The physical infrastructure in Russia is in poor condition, which may lead to 
interruptions in effective financial and economic activity. 

 Weaknesses in the Russian banking sector make it more susceptible to market 
downturns or economic slowdowns. 

 
Legislative and legal risks 

 Weaknesses relating to the Russian legal system and Russian laws create an uncertain 
environment for investment and business activity in Russia and thus could have an 
adverse effect on our business, financial condition and results of operations. 

 Unlawful, selective or arbitrary government action could materially adversely affect our 
business, financial condition and results of operations. 
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 Our failure to comply with new personal data protection laws in Russia may have a 
material adverse effect on our business, financial condition and results of operations. 

 Lack of independence and inexperience of the judiciary, the difficulty of enforcing court 
decisions and governmental discretion in enforcing claims could prevent us or holders of 
the DRs from obtaining effective redress in a court proceeding, which could have a 
material adverse effect on our business, financial condition and results of operations or 
the price of the DRs. 

 Russian companies can be forced into liquidation on the basis of formal non-compliance 
with certain requirements of Russian law. 

 The law relating to Russian corporate governance and control may be applied 
inconsistently and is difficult to enforce. 

 Lack of developed corporate and securities laws and regulations in the Russian 
Federation may limit our ability to attract future investment. 

 Shareholder rights provisions under Russian law may impose additional costs on us. 

 Shareholder liability under Russian corporate law could cause us to become liable for 
the obligations of our subsidiaries. 

 Russian currency regulation has been liberalised and may remain subject to change. 

 Russian legislation may not adequately protect against expropriation and 
nationalisation. 

 Russia’s unpredictable acknowledgement and enforcement of foreign court judgements 
or arbitral awards give rise to significant uncertainties. 

 The lack of a central and rigorously regulated share registration system in Russia may 
result in improper record ownership of the Shares, including the Shares underlying the 
relevant DRs. 

 
Risks relating to the DRs and the trading market 

 DR holders may have limited recourse against us, our Directors and our senior 
managers. 

 We may decide not to pay dividends in the future, and our ability to pay dividends will 
depend upon the level of our net profit under RAS and IFRS and other factors. 

 New Russian legislation will require the disclosure of beneficial ownership of the DRs, 
and a failure to provide such disclosure may restrict your ability to vote and/or receive 
dividends. 

 Non-Russian resident DR holders may not be able to benefit from double tax treaties in 
relation to Russian withholding taxes on dividends paid via the Depositary. 

 Resident holders of the DRs may be subject to increased effective rates of tax on 
dividends due to the lack of clarity in the Russian tax law with respect to beneficial 
ownership. 

 Capital gains from the sale of the DRs may be subject to Russian income tax. 

 Because the Depositary may be considered the beneficial holder of the Shares 
underlying the DRs, these Shares may be arrested or seized in legal proceedings in 
Russia against the Depositary. 
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 Voting rights with respect to the Shares represented by DRs are limited by the terms of 
the Deposit Agreements for the DRs and relevant requirements of Russian law. 

 Sales of Shares or DRs following the Admission may result in a decline in the price of the 
DRs. 

 We are not subject to the same takeover protection as a company incorporated in the 
United Kingdom. 

 Holders of our DRs may not be able to exercise their pre-emptive rights in relation to 
future issues of Shares. 

 The Shares may be de-listed from Moscow exchange, the Central Bank of Russia 
permission for the DR programmes may be revoked and the DR facilities may have to be 
terminated. 

 
Risks relating to taxation 

 Our business has a significant exposure to taxation in Russia. 

 We are subject to tax audits by Russian tax authorities which may result in additional 
liabilities. 

 We may be deemed to receive unjustified tax benefits. 

 We may encounter difficulties in recovery of VAT paid to vendors or at customs. 

 The Russian transfer pricing rules are vaguely drafted and are subject to varying 
interpretations by Russian tax authorities and courts. 

 

Risk management system 
In order to manage potential risks, the Company has introduced and developed a risk-based 
approach to conducting business. This ensures that the management of Rostelecom takes the 
most effective decisions when circumstances are uncertain, and also is able to form an opinion 
on business opportunities for the Company. 
 
Each year, the Board of Directors approves a Risk Management Programme. Rostelecom 
regularly updates its risk profiles and develops and monitors its action plans in order to reduce 
the occurrence of risk to an acceptable level. The Company always assesses significant risks 
associated with the development of operational business solutions and their implementation. 
 
This may be done during discussions at meetings of the Board of Directors, the BoD’s Audit 
Committee, the Management Board and during working group meetings. 
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OJSC Rostelecom 
CONSOLIDATED STATEMENTS OF FINANCIAL POSITION  
(In millions of Russian Roubles) 

 The accompanying notes are an integral part of these consolidated financial statements. 
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Notes
31 December 

2013 
31 December 

2012 
31 December 

2011 
ASSETS   
Non-current assets   
Property, plant and equipment  7 335,059 399,917 348,493
Investment property  113 274 259
Goodwill and other intangible assets 8 64,346 88,329 89,340
Investments in associates 10 918 775 773
Other investments 11 520 3,035 1,829
Deferred tax assets 21 276 2,722 1,220
Other non-current assets 12 3,990 5,469 13,841
Total non-current assets  405,222 500,521 455,755
Current assets   
Inventories 13 3,941 4,990 5,172
Trade and other accounts receivable 14 39,824 35,882 30,512
Prepayments  3,508 4,416 2,945
Prepaid income tax  4,894 2,951 3,384
Other investments 11 1,966 3,492 4,609
Cash and cash equivalents 15 7,960 13,629 9,634
Other current assets 16 609 908 1,109
Total current assets  62,702 66,268 57,365
Held for sale assets 35 93,048 401 261
Total assets  560,972 567,190 513,381
   
EQUITY AND LIABILITIES   
Equity attributable to equity holders of the Group   
Share capital 17 97 97 97
Additional paid-in capital  1,658 4,344 4,743
Treasury shares  (68,325) (34,822)  (18,388)
Retained earnings and other reserves  262,967 266,607 235,158
Total equity attributable to equity holders of the 
Group  196,397 236,226 221,610
Non-controlling interests  3,359 2,606 9,588
Total equity  199,756 238,832 231,198
Non-current liabilities    
Loans and borrowings 18 184,600 152,874 94,640
Employee benefits 20 9,774 10,861 11,046
Deferred tax liabilities 21 26,728 23,107 20,518
Accounts payable, provisions and accrued expenses 19 1,077 238 19,695
Other non-current liabilities  5,127 4,136 3,689
Total non-current liabilities  227,306 191,216 149,588
Current liabilities   
Loans and borrowings 18 33,209 65,016 82,453
Accounts payable, provisions and accrued expenses 19 73,635 61,839 41,279
Income tax payable  69 55 243
Other current liabilities  9,350 10,232 8,620
Total current liabilities  116,263 137,142 132,595
Held for sale liabilities 35 17,647 - -
Total liabilities  361,216 328,358 282,183
Total equity and liabilities  560,972 567,190 513,381
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  Year ended 31 December 2013 

 Notes
Continuing 
operations 

Effect from 
Ddiscontinued 

operations 
Note 35 Total 

   
Revenue 22 290,736 34,968 325,704
Operating expenses   
Wages, salaries, other benefits and payroll taxes 23 (85,798) (5,204) (91,002)
Depreciation, amortisation and impairment losses 7,8 (58,914) (9,500) (68,414)
Interconnection charges  (42,420) (7,326) (49,746)
Materials, utilities, repairs and maintenance 24 (26,260) (2,235) (28,495)
Gain/(loss) on disposal of property, plant and equipment 
and intangible assets  111 (455) (344)
Bad debt expense 14 (2,094) (46) (2,140)
Other operating income 25 15,228 701 15,929
Other operating expenses 26 (45,355) (11,269) (56,624)
Total operating expenses, net  (245,502) (35,334) (280,836)
Operating profit  45,234 (366) 44,868
Income from  associates  177 - 177
Finance costs 27 (14,853) (947) (15,800)
Other investing and financial gain 28 4,981 (1,533) 3,448
Foreign exchange loss, net  (483) (91) (574)
Profit before income tax  35,056 (2,937) 32,119
Income tax expense 21 (8,370) 382 (7,988)
Profit for the year  26,686 (2,555) 24,131
Other comprehensive income/(loss)   
Items that may be reclassified subsequently to profit 
and loss:   
Exchange differences on translating foreign operations  41 - 41
Items that will not be reclassified to profit and loss:   
Remeasurement of defined benefit pension plans  1,853 - 1,853
Income tax relating to items that will not be reclassified  (371) - (371)
Other comprehensive income for the year, net of tax  1,523 - 1,523
Total comprehensive income for the year  28,209 (2,555) 25,654
Profit attributable to:   
Equity holders of the Group  26,429 (2,557) 23,872
Non-controlling interests  257 2 259
Total comprehensive income attributable to:   
Equity holders of the Group  27,948 (2,557) 25,391
Non-controlling interests  261 2 263
   
Earnings per share attributable to  
equity holders of the Group – basic (in RUB) 31 10.35 (1.00) 9.35
Earnings per share attributable to  
equity holders of the Group –diluted (in RUB) 31 10.35 (1.00) 9.35
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  Year ended 31 December 2012 

 Notes
Continuing 
operations 

Effect from 
discontinued 
operations 

Note 35 Total 
   

Revenue 22 295,341 37,094 332,435

Operating expenses   

Wages, salaries, other benefits and payroll taxes 23 (83,095) (5,720) (88,815)

Depreciation, amortisation and impairment losses 7,8 (57,134) (9,377) (66,511)

Interconnection charges (40,736) (8,122) (48,858)

Materials, utilities, repairs and maintenance 24 (25,980) (2,503) (28,483)

Loss on disposal of property, plant and equipment and 
intangible assets  (253) (499) (752)

Bad debt expense 14 (1,619) 230 (1,389)

Other operating income 25 14,302 447 14,749

Other operating expenses 26 (48,345) (10,200) (58,545)

Total operating expenses, net (242,860) (35,744) (278,604)

Operating profit  52,481 1,350 53,831

Income from  associates  53 - 53

Finance costs 27 (15,082) (1,196) (16,278)

Other investing and financial gain 28 6,695 (2,287) 4,408

Foreign exchange gain, net  432 57 489

Profit before income tax  44,579 (2,076) 42,503

Income tax expense 21 (11,002) 1,701 (9,301)

Profit for the year  33,577 (375) 33,202

Other comprehensive income/(loss)   
Items that may be reclassified subsequently to profit 
and loss:   
Revaluation gain on available-for-sale investments  1 - 1

Revaluation gain on available-for-sale investments 
transferred to profit on sale (740) - (740)

Exchange differences on translating foreign operations  (88) - (88)

Income tax relating to items that may be reclassified  146 - 146

Items that will not be reclassified to profit and loss:  

Remeasurement of defined benefit pension plans  330 - 330

Income tax relating to items that will not be reclassified  (66) - (66)

Other comprehensive income for the year, net of tax  (417) - (417)

Total comprehensive income for the year  33,160 (375) 32,785

Profit attributable to:  

Equity holders of the Group  33,060 (383) 32,677

Non-controlling interests  517 8 525

Total comprehensive income attributable to:   

Equity holders of the Group  32,649 (383) 32,266

Non-controlling interests  511 8 519

   
Earnings per share attributable to  
equity holders of the Group – basic (in RUB) 31 12.43 (0.14) 12.29

Earnings per share attributable to  
equity holders of the Group –diluted (in RUB) 31 12.34 (0.14) 12.20
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 Year ended 31 December 2011 

 Notes
Continuing 
operations

Effect from 
discontinued 
operations 

Note 35 Total
   

Revenue 22 276,774 35,556 312,330

Operating expenses   

Wages, salaries, other benefits and payroll taxes 23 (74,346) (6,455) (80,801)

Depreciation, amortisation and impairment losses 7,8 (50,425) (8,897) (59,322)

Interconnection charges  (35,121) (7,002) (42,123)

Materials, utilities, repairs and maintenance 24 (26,132) (2,872) (29,004)

Loss on disposal of property, plant and equipment and 
intangible assets  (130) (699) (829)

Bad debt expense 14 (439) (193) (632)

Other operating income 25 15,309 394 15,703

Other operating expenses 26 (44,894) (10,392) (55,286)

Total operating expenses, net  (216,178) (36,116) (252,294)

Operating profit  60,596 (560) 60,036

Income from  associates 198 - 198

Finance costs 27 (14,133) (439) (14,572)

Other investing and financial gain 28 3,851 (1,657) 2,194

Foreign exchange loss, net  (254) (124) (378)

Profit before income tax  50,258 (2,780) 47,478

Income tax expense 21 (10,689) 30 (10,659)

Profit for the year  39,569 (2,750) 36,819

Other comprehensive income/(loss)   
Items that may be reclassified subsequently to profit 
and loss:   
Revaluation loss on available-for-sale investments  (257) - (257)

Share of other comprehensive gain recognized by 
associates  3 - 3

Income tax relating to items that may be reclassified (4) - (4)

Items that will not be reclassified to profit and loss:   

Remeasurement of defined benefit pension plans  832 - 832

Income tax relating to items that will not be reclassified (112) - (112)

Other comprehensive income for the year, net of tax  462 - 462

Total comprehensive income for the year  40,031 (2,750) 37,281

Profit attributable to:   

Equity holders of the Group  39,819 (2,753) 37,066

Non-controlling interests (250) 3 (247)

Total comprehensive income attributable to:   

Equity holders of the Group  40,281 (2,753) 37,528

Non-controlling interests (250) 3 (247)

   
Earnings per share attributable to  
equity holders of the Group – basic (in RUB) 31 14.46 (1.00) 13.46

Earnings per share attributable to  
equity holders of the Group –diluted (in RUB) 31 14.23 (0.98) 13.24
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   Year ended 31 December 
  Notes 2013 2012 2011 

Cash flows from operating activities   
Profit before income tax  32,119 42,503 47,478
Adjustments to reconcile profit before tax to cash generated  
from operations:  

Depreciation, amortization and  impairment losses 7,8 68,414 66,511 59,322
Loss on sale of property, plant and equipment and 
intangible assets  344 752 829
Bad debt expense 14 2,140 1,389 632
Income from associates  (177) (53) (198)
Finance costs excluding finance costs on pension 
and other long-term social liabilities 27 15,031 15,332 13,547
Other investing and financial gain 28 (3,448) (4,408) (2,194)
Foreign exchange loss/(gain), net  574 (489) 378
Share-based  payment expenses 30 - 18 588

Changes in net working capital:   
Increase in accounts receivable  (5,706) (8,193) (2,211)
(Decrease)/ increase in employee benefits  (1,087) 162 (4,692)
Decrease in inventories  986 192 158
Increase/ (decrease) in accounts payable, provisions 
and accrued expenses  378 4,431 (7,349)
(Decrease)/ increase in other assets and  liabilities  (2,318) 2,080 271

Cash generated from operations  107,250 120,227 106,559
Interest paid  (17,083) (16,292) (12,461)
Income tax paid  (4,474) (7,301) (9,316)
Net cash provided by operating activities  85,693 96,634 84,782
Cash flows from investing activities   
Purchase of property, plant and equipment and  
intangible assets  (68,487) (93,665) (87,905)
Proceeds from sale of property, plant and equipment  
and intangible assets  1,641 2,727 2,167
Acquisition of financial assets  (11,924) (9,725) (7,497)
Proceeds from disposals of financial assets  16,443 9,855 10,403
Government grant received 25 - - 1,105
Interest received  441 382 1,048
Dividends received   11 8 11
Purchase of subsidiaries, net of cash acquired  (47) (1,507) (32,281)
Proceeds from disposals of subsidiaries, net of cash 
disposed  (6) 82 -
Acquisition of equity accounting investees  - (20) -
Net cash used in investing activities (61,928) (91,863) (112,949)
Cash flows from financing activities  
Sale of treasury shares 22,306 5,830 1,782
Purchase of treasury shares (58,376) (22,126) (4,507)
Proceeds from bank and corporate loans 509,685 532,983 298,626
Repayment of bank and corporate loans (524,430) (492,891) (251,592)
Proceeds from bonds 30,000 10,000 -
Repayment of bonds (1,613) (7,285) (13,932)
Proceeds from promissory notes - 22,863 12,050
Repayment of promissory notes (282) (22,939) (15,984)
Repayment of vendor financing payable 11 (163) (368)
(Repayment of)/proceeds from other non-current financing 
liabilities (11) (13) 72
Repayment of finance lease liabilities (629) (1,824) (3,150)
Acquisition of non-controlling interest (20) (15,796) (366)
Dividends paid to shareholders of the Group (5,828) (9,169) (686)
Dividends paid to non-controlling shareholders of subsidiaries (247) (230) (370)
Net cash (used in)/provided by financing activities (29,434) (760) 21,575
Effect of exchange rate changes on cash and cash equivalents - (16) (26)
Net (decrease)/increase in cash and cash equivalents  (5,669) 3,995 (6,618)
Cash and cash equivalents at beginning of year 13,629 9,634 16,252
Cash and cash equivalents at the end of year 7,960 13,629 9,634
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 Attributable to equity holders of the Group 

Non-
controlling 

interest 
Total 

 equity  
Share 
capital 

Additional
 paid-in 
capital 

Unrealized 
gain/ (loss) on 
available-for-

sale 
investments 

Treasury 
shares 

Share 
option 
reserve 

Remeasure-
ments of 
defined 
benefit 
pension 
plans

Other  
reserve 

Retained 
earnings 

Total equity 
attributable 

to 
shareholders 
of the Group 

Balances at 1 January 2011 91 4,721 787 (15,635) 4,361 1,040 (17,681) 209,205 186,889 1,952 188,841 
Profit for the year - - - - - - - 37,066 37,066 (247) 36,819 
Other comprehensive income   
Revaluation gain on available-for-sale 
investments - - (258) - - - - - (258) - (258) 
Share of other comprehensive income 
recognized by associates - - 3 - - - - - 3 - 3 
Actuarial gains - - - - - 832 - - 832 - 832 
Income tax in respect of other comprehensive 
income items - - 51 - - (166) - - (115) - (115) 
Total other comprehensive income, net of 
tax - - (204) - - 666 - - 462 - 462 
Total comprehensive income  - - (204) - - 666 - 37,066 37,528 (247) 37,281 
Transactions with shareholders, recorded 
directly  in equity:   
Dividends to equity holders of the Group - - - - - - - (575) (575) - (575) 
Dividends to non-controlling shareholders of 
subsidiaries - - - - - - - - - (370) (370) 
Acquisition of treasury shares - - - (4,507) - - - - (4,507) - (4,507) 
Sale of treasury shares - 28 - 1,754 - - - - 1,782 - 1,782 
Acquisition and disposal of non-controlling 
interest - - - - - - - (154) (154) (212) (366) 
Non-controlling interest in acquired 
subsidiaries - - - - - - - - - 8,465 8,465 
Employee benefits within share-based 
employee motivation program - - - - (80) - - 718 638 - 638 
Issue of share capital 6 (6) - - - - - - - - - 
Other changes in equity - - - - - - - 9 9 - 9 
Total transactions with shareholders 6 22 - (2,753) (80) - - (2) (2,807) 7,883 5,076 
Balances at 31 December 2011 97 4,743 583 (18,388) 4,281 1,706 (17,681) 246,269 221,610 9,588 231,198 
  



OJSC Rostelecom 
CONSOLIDATED STATEMENTS OF CHANGES IN EQUITY (continued) 
(In millions of Russian Roubles) 
 

 The accompanying notes are an integral part of these consolidated financial statements. 
11 

 Attributable to equity holders of the Group 

Non-
controlling 

interest 
Total 

 equity  
Share 
capital 

Additional 
paid-in 
capital 

Unrealized 
gain/ (loss) 

on 
available-
for-sale 

investments

Transla-
tion of 
foreign 

operations 
Treasury 

shares 

Share 
option 
reserve 

Remeasure-
ments of 
defined 
benefit 

pension plans
Other 

reserve 
Retained 
earnings 

Total equity 
attributable 

to 
shareholders 
of the Group 

             
Balances at 1 January 2012 97 4,743 583 - (18,388) 4,281 1,706 (17,681) 246,269 221,610 9,588 231,198

Profit for the year - - - - - - - - 32,677 32,677 525 33,202 

Other comprehensive income   
Revaluation gain on available-for-sale 
investments - - 1 - - - - - 1 - 1 
Revaluation gain on available-for-sale 
investments transferred to profit on sale - - (740) - - - - - - (740) - (740) 
Exchange differences on translating 
foreign operations - - - (83) - - - - - (83) (6) (89) 
Share of other comprehensive income 
recognized by associates - - - 1 - - - - - 1 - 1 
Actuarial gains - - - - - - 330 - - 330 - 330 
Income tax in respect of other 
comprehensive income items - - 146 - - - (66) - - 80 - 80 
Total other comprehensive income, net 
of tax - - (593) (82) - - 264 - - (411) (6) (417) 
Total comprehensive income/ (loss)  - - (593) (82) - - 264 - 32,677 32,266 519 32,785 
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 Attributable to equity holders of the Group 

Non-
controlling 

interest 
Total 

 equity  
Share 
capital 

Additional 
paid-in 
capital 

Unrealized 
gain/ (loss) 

on 
available-
for-sale 

investments

Transla-
tion of 
foreign 

operations 
Treasury 

shares 

Share 
option 
reserve 

Remeasure-
ments of 
defined 
benefit 

pension plans
Other 

reserve 
Retained 
earnings 

Total equity 
attributable 

to 
shareholders 
of the Group 

             
Transactions with shareholders, 
recorded directly in equity:   
Dividends to equity holders of the Group - - - - - - - - (10,210) (10,210) - (10,210) 
Dividends to non-controlling shareholders 
of subsidiaries - - - - - - - - - - (230) (230) 

Acquisition of treasury shares - - - - (22,126) - - - - (22,126) - (22,126) 

Sale of treasury shares - 138 - - 5,692 - - - - 5,830 - 5,830 

Acquisition of non-controlling interest - - - - - - - - (8,303) (8,303) (7,325) (15,628) 
Non-controlling interest in acquired 
subsidiaries - - - - - - - - - - 54 54 
Employee benefits within share-based 
employee motivation program - - - - - (1,084) - - 1,102 18 - 18 
The share of changes recognized in 
retained earnings by associates - - - - - - - - (2) (2) - (2) 

Other changes in equity - (538) - - - - - 17,681 - 17,143 - 17,143 

Total transactions with shareholders - (400) - - (16,434) (1,084) - 17,681 (17,413) (17,650) (7,501) (25,151) 
Balances at 31 December 2012 97 4,343 (10) (82) (34,822) 3,197 1,970 - 261,533 236,226 2,606 238,832 
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 Attributable to equity holders of the Group 

Non-
controllin
g interest

Total 
 equity  

Share 
capital

Additional 
paid-in 
capital 

Unrealized 
gain/ (loss) on 
available-for-

sale 
investments 

Translatio
n of 

foreign 
operations

Treasury 
shares 

Share 
option 
reserve 

Remeasure
ments of 
defined 
benefit 
pension 
plans 

Stock 
redemption 

reserve 
Retained 
earnings 

Total equity 
attributable 

to 
shareholders 
of the Group

Balances at 1 January 2013 97 4,343 (10) (82) (34,822) 3,197 1,970 - 261,533 236,226 2,606 238,832

Profit for the year - - - - - - - - 23,872 23,872 259 24,131 

Other comprehensive income    
Exchange differences on translating 
foreign operations - - - 37 - - - - - 37 4 41 

Actuarial gains - - - - - - 1,853 - - 1,853 - 1,853 
Income tax in respect of other 
comprehensive loss items - - - - - - (371) - - (371) - (371) 

Total other comprehensive loss, net of 
tax - - - 37 - - 1,482 - - 1,519 4 1,523 

Total comprehensive income/ (loss)  - - - 37 - - 1,482 - 23,872 25,391 263 25,654 

Transactions with shareholders, 
recorded directly  in equity:    
Dividends to equity holders of the 
Group - - - - - - - - (5,828) (5,828) - (5,828) 
Dividends to non-controlling 
shareholders of subsidiaries - - - - - - - - - - (247) (247) 

Acquisition of treasury shares - - - - (58,376) - - - - (58,376) - (58,376) 

Sale of treasury shares - (2,633) - - 24,873 - - - - 22,240 - 22,240 
Disposal of non-controlling interest in 
disposed subsidiaries - - - - - - - - 30 30 737 767 
Employee benefits within share-based 
employee motivation program - - - - - (3,197) - - 3,197 - - - 

Other changes in equity - (52) - - - - - (23,239) 5 (23,286) - (23,286) 

Total transactions with shareholders - (2,685) - - (33,503) (3,197) - (23,239) (2,596) (65,220) 490 (64,730) 
Balances at 31 December 2013 97 1,658 (10) (45) (68,325) - 3,452 (23,239) 282,809 196,397 3,359 199,756 
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1. REPORTING ENTITY 

The accompanying consolidated financial statements are of OJSC Rostelecom (“Rostelecom” or the 
“Company”), and its subsidiaries (together the “Group”), which are incorporated in the Russian Federation 
(“Russia”). 

Rostelecom was established as an open joint stock company on 23 September 1993 in accordance with the 
Directive of the State Committee on the Management of State Property of Russia No. 1507-r, dated 
27 August 1993. As at 31 December  2013, the Russian Federation, represented by the Federal Property 
Management Agency together with Vnesheconombank, controls the Company by holding of 51.03% of the 
Company’s ordinary shares. 

The Group provides communication services (including local, intra-zone, long-distance domestic and 
international fixed-line telephone services, mobile services), data transmission, Internet, Pay TV, VPN and 
data centers services, rent of communication channels and radio communication services in the territory of 
Russian Federation. The Group operates the main intercity network and the international 
telecommunications gateways of the Russian Federation, carrying voice and data traffic that originates in its 
own network and other national and international operators’ networks to other national and international 
operators for termination. 

The Company operates socially important Government programs, including “E-Government”, “Unified 
communication service” and other. 

On 1 April 2011, the Company completed the merger with OJSC North-West Telecom, OJSC 
Centrtelecom, OJSC South Telecommunications Company, OJSC VolgaTelecom, OJSC Uralsvyazinform, 
OJSC Sibirtelecom, OJSC Far East Telecom (collectively referred to as the Interregional Companies 
(“IRCs”) and OJSC Dagsvyazinform (“Dagsvyazinform”) with the IRCs and Dagsvyazinform ceasing to 
exist as separate legal entities and all of their assets (including licenses), rights and liabilities being 
transferred to the Company as the legal successor of the IRCs and Dagsvyazinform under Russian law. The 
purpose of the reorganization was to establish an integrated telecommunications operator, a market leader in 
each segment of the Russian telecommunications market, eliminate internal conflicts of interest, expand 
into new market segments and optimize costs and capital expenditures.  

On 1 October 2013, the Company completed the second stage of the reorganization where OJSC 
Svyazinvest (“Svyazinvest”), as well as 20 other joint-stock companies, which are either directly or 
indirectly controlled by Rostelecom and/or Svyazinvest, have been merged with Company. As the result, 
the Company has assumed all rights and responsibilities of the merged companies. The purpose of the 
second stage of reorganization was to eliminate any cross-ownership and to simplify the shareholder 
structure of the Group. 

On 12 December  2013 the Board of Directors of the Company approved contribution of the Group’s 
mobile assets and liabilities into the share capital of T2 RUS Holding, newly created entity established by 
mobile operator Tele2 Russia Holding AB (Tele2 Russia). The Company will contribute substantially all of 
its mobile assets and licenses to T2 RUS Holding. 

The contribution from Rostelecom will be effected in two stages. At the first stage the Company will  
contribute  its standalone mobile subsidiaries  and the Company’s mobile fixed assets  into T2 RUS 
Holding. 

Subsidiaries to be transferred at the first stage are as follows: 

 Akos CJSC 
 Apeks OJSC 
 Astarta CJSC 
 Baikalwestcom CJSC 
 BIT CJSC 
 Delta telecom CJSC 
 Kaliningradskie Mobilnie Seti OJSC 
 Moscovskaya sotovaya svyaz OJSC 
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 MS-Direct CJSC 
 NSS CJSC 
 LLC Pilar 
 Saratovskaya sistema sotovoy svyazy CJSC 
 Skay-1800 CJSC 
 Sky Link CJSC 
 Uralvestcom CJSC 
 Volgograd-GSM CJSC 
 Yenisey telecom CJSC 

At the end of the first stage, the Group will receive a 45% voting interest and a 26% of ordinary and 
preference shares in T2 RUS Holding.  

During the second stage, the Company  will spin off its integrated mobile businesses (which is a part of the 
Company), including licenses, into its new wholly owned subsidiary CJSC RT-Mobile. Upon completion of 
the spin-off, the Company will contribute its stake in CJSC RT-Mobile into T2 RUS Holding and thus 
increase its economic interest in T2 RUS Holding to 45%.  

The Company’s headquarters are located in the Russian Federation, Moscow at 1st Tverskaya-Yamskaya 
Street, 14, 125047. 

2. BASIS OF PREPARATION 

(a) Statement of compliance 

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

(b) Basis of measurement 

The consolidated financial statements are prepared on the historical cost basis except for measurement of 
available-for-sale investments at fair value and certain other items when IFRS requires accounting treatment 
other than historical cost accounting (refer to Note 4). 

(c) Functional and presentation currency 

The national currency of the Russian Federation is the Russian Rouble (“RUB”), which is the functional 
currency of Group entities and the currency in which these consolidated financial statements are presented. 
The only Group entity with other functional currency is GNC-Alfa, incorporated in Armenia. The 
functional currency of this entity is Armenian Dram (“AMD”). All financial information presented in RUB 
has been rounded to the nearest million, unless otherwise stated. 

(d) Use of estimates and judgements 

The preparation of financial statements in conformity with IFRSs requires management to make 
judgements, estimates and assumptions that affect the reported amounts of assets and liabilities and 
disclosure of contingent assets and liabilities at the date of the financial statements and the reported 
amounts of revenues and expenses during the reporting period.  

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

The key assumptions concerning the future and other key sources of estimation uncertainty at the reporting 
date that have a significant risk of causing a material adjustment to the carrying amounts of assets and 
liabilities within the next financial year are discussed below: 

Changes in Estimate of Useful Lives 

The Group assesses the remaining useful lives of items of property, plant and equipment at least at each 
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financial year-end and, if expectations differ from previous estimates, the changes are accounted for as a 
change in an accounting estimate in accordance with IAS 8 Accounting Policies, Changes in Accounting 
Estimates and Errors.  

Fair Values of Assets and Liabilities Acquired in Business Combinations 

The Group is required to recognize separately, at the acquisition date, the identifiable assets, liabilities and 
contingent liabilities acquired or assumed in a business combination at their fair values, which involves 
estimates. Such estimates are based on valuation techniques, which require considerable judgment in 
forecasting future cash flows and developing other assumptions. 

Share-based employee benefits 

The Group measures cost of share-based employee benefit by reference to the fair value of equity 
instruments granted. This requires judgment in estimating future volatility of basis asset which is 
determined using historical data on market price of the shares. Future volatility may differ significantly 
from that estimated. 

Employee Benefits 

The Group uses actuarial valuation methods for measurement of the present value of defined employee 
benefit obligations and related current service cost. This involves the use of demographic assumptions about 
the future characteristics of current employees who are eligible for benefits (mortality, both during and after 
employment, rates of employee turnover, etc.) as well as financial assumptions (discount rate, future salary 
and benefit levels, etc.). 

Allowances 

The Group makes allowances for doubtful accounts receivable. Significant judgment is used to estimate 
doubtful accounts. In estimating doubtful accounts historical and anticipated customer performance are 
considered. Changes in the economy, industry, or specific customer conditions may require adjustments to 
the allowance for doubtful accounts recorded in the consolidated financial statements.  

Impairment of non-current assets 

Each asset or cash generating unit is evaluated at the end of every reporting period to determine whether 
there are any indications of impairment. If any such indication exists, a formal estimate of the recoverable 
amount is performed and an impairment loss recognised to the extent that carrying amount exceeds the 
recoverable amount. For goodwill and intangible assets that have indefinite lives or that are not yet 
available for use, recoverable amount is estimated at each reporting date.  

This requires an estimation of the value in use of the cash-generating units. Estimating of value in use 
requires the Group to make significant judgement concerning expected future cash flows and discount rates 
applicable. Expected future cash flows of cash-generating unit are typically based on approved budgets for 
next financial years and strategic plan for the period from second till fifth years. Cash flows beyond five–
year periods are extrapolated using industry growth rate. Discount rates are determined based on historical 
information of cost of debt and equity of a respective cash-generating unit. Any future changes in the 
aforementioned assumptions could have significant impact on value in use. 

Litigation 

The Group exercises considerable judgment in measuring and recognizing provisions and the exposure to 
contingent liabilities related to pending litigation or other outstanding claims subject to negotiated 
settlement, mediation, arbitration or government regulation, as well as other contingent liabilities. Judgment 
is necessary in assessing the likelihood that a pending claim will succeed, or a liability will arise, and to 
quantify the possible range of the final settlement. Because of the inherent uncertainties in this evaluation 
process, actual losses may be different from the originally estimated provision. These estimates are subject 
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to change as new information becomes available. Revisions to the estimates may significantly affect future 
operating results. 

3. OPERATING ENVIRONMENT OF THE GROUP  

The Group’s operations are primarily located in the Russian Federation. Consequently, the Group is 
exposed to the economic and financial risks of the Russian Federation which displays 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 may differ from 
management’s assessment. 

4.  SIGNIFICANT ACCOUNTING POLICIES 

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

(a) Principles of consolidation 

The consolidated financial statements comprise the financial statements of the companies comprising the 
Group and its subsidiaries. 

Business combinations 

Business combinations are accounted for using the acquisition method as at the acquisition date, which is 
the date on which control is transferred to the Group. Control exists when the Group has the power to 
govern the financial and operating policies of an entity so as to obtain benefits from its activities. In 
assessing control, the Group takes into consideration potential voting rights that currently are exercisable. 

The consideration transferred does not include amounts related to the settlement of pre-existing relations. 
Such amounts are generally recognised in profit or loss. 

Any contingent consideration payable is recognised at fair value at the acquisition date. If the contingent 
consideration is classified as equity, it is not remeasured and settlement is accounted for within equity. 
Otherwise, subsequent changes to the fair value of the contingent consideration are recognised in profit or 
loss. 

Costs related to the acquisitions other than those associated with issue of debt or equity securities, that the 
Group incurs in connection with business combination are expensed as incurred. 

Combination of entities under common control 

Business combinations arising from transfers of interests in entities that are under the control of the 
shareholder that controls the Group are accounted for as if the acquisition had occurred at the beginning of 
the earliest comparative period presented or, if later, at the date that common control was established; for 
this purpose comparatives are revised. The assets and liabilities acquired are recognised at the carrying 
amounts recognised previously in the Group’s controlling shareholder’s consolidated financial statements. 
The components of equity of the acquired entities are added to the same components within Group equity 
except that any share capital of the acquired entities is recognised as part of share premium. Any cash paid 
for the acquisition is recognised directly in equity. 
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Acquisitions of non-controlling interests 

Acquisitions of non-controlling interests are accounted for as transactions with owners in their capacity as 
owners and therefore no goodwill is recognised as a result. Acquisitions of non-controlling interests that do 
not result in a loss of control are accounted for as equity transactions. 

Subsidiaries 

Subsidiaries are entities that are directly or indirectly controlled by the Group. Subsidiaries are consolidated 
from the date on which control is transferred to the Group and are no longer consolidated from the date that 
control ceases.  

The financial statements of the subsidiaries are prepared for the same reporting period as the Group, using 
consistent accounting policies. 

All intra-group balances, income and expenses and unrealized gains and losses resulting from intra-group 
transactions are eliminated in full.  

Losses are allocated to the parent and to non-controlling interest based on their respective interests. 

Investments in associates (equity accounted investees) 

Associates in which the Group has significant influence but not a controlling interest are accounted for 
using the equity method of accounting. Significant influence is usually demonstrated by the Group owning, 
directly or indirectly, between 20% and 50% of the voting ownership interest or by power to participate in 
the financial and operating policy decisions of associates. The Group’s share of the net income or losses of 
associates is included in profit or loss, the Group’s share of movement in reserves is recognized in equity 
and the Group's share of the net assets of associates is included in the consolidated statements of financial 
position.  

An assessment of investments in associates for possible impairment or reversal of impairment recognized 
previously is performed when there is an indication that the asset has been impaired or the impairment 
losses recognized in prior years no longer exist. When the Group’s share of losses exceeds the carrying 
amount of the investment, the investment is reported at nil value and recognition of losses is discontinued 
except to the extent of the Group’s commitment to fund future losses. Unrealized profits and losses that 
arise from transactions between the Group and its associates are eliminated in the proportion to the Group’s 
share in such associates. 

Non-controlling interest 

Non-controlling interest includes that part of the net results of operations and of net assets of subsidiaries 
attributable to interests which are not owned, directly or indirectly through subsidiaries, by the Group. Non-
controlling interest at the reporting date represents the non-controlling shareholders’ portion of the fair 
values of identifiable assets and liabilities of the subsidiary at the acquisition date, and their portion of 
movements in net assets since the date of the combination. 

The losses applicable to non-controlling interest, including negative other comprehensive income, are 
charged to non-controlling interest even if it causes non-controlling interest to have a deficit balance.  

(b) Goodwill  

Goodwill on an acquisition of a subsidiary is included in intangible assets. Goodwill on an acquisition of an 
associate is included in the investment in associates. 

The acquirer recognizes goodwill as of the acquisition date measured as the excess of (a) over (b) below: 
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(a) the aggregate of:  

 the acquisition-date fair value of consideration transferred;  

 non-controlling interest’s proportionate share of the acquiree’s identifiable net assets; and  

 in a business combination achieved in stages, the acquisition-date fair value of the acquirer’s 
previously held equity interest in the acquiree.  

(b) the net of the acquisition-date amounts of the identifiable assets acquired and liabilities assumed 
measured in accordance with IFRS 3.  

Following initial recognition, goodwill is measured at cost less any accumulated impairment losses. 
Impairment losses for goodwill may not be reversed. If the impairment loss recognized for the cash-
generating unit exceeds the carrying amount of the allocated goodwill, the additional amount of the 
impairment loss is recognized by allocating to other assets on pro rata basis, but not below their fair value. 

Goodwill is not amortized. Instead, it is tested for impairment annually or more frequently if events or 
changes in circumstances indicate that it might be impaired.  

Where goodwill forms part of a cash-generating unit and part of the operations within that unit are disposed 
of, the goodwill associated with the operation disposed of is included in the carrying amount of the 
operation when determining the gain or loss on disposal of the operation. Goodwill disposed of in this 
circumstance is measured based on the relative values of the operation disposed of and the portion of cash-
generating unit retained. 

In case of excess of the Group’s interest in the net fair value of the acquiree’s identifiable assets, liabilities 
and contingent liabilities over cost of business combination the Group: 

 reassesses the identification and measurement of the acquiree’s identifiable assets, liabilities and 
contingent liabilities and the measurement of the cost of the combination; 

 recognizes in profit or loss any excess remaining after that reassessment immediately. 

(c) Property, plant and equipment 

Property, plant and equipment are stated at cost less accumulated depreciation and accumulated impairment 
losses. Cost includes expenditure that is 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 their intended use, the costs of dismantling and removing the 
items and restoring the site on which they are located, and capitalised borrowing costs. 

The cost of replacing part of an item of property, plant and equipment is recognised in the carrying amount 
of the item if it is probable that the future economic benefits embodied within the part will flow to the 
Group and its cost can be measured reliably. The carrying amount of the replaced part is derecognised. The 
costs of the day-to-day servicing of property, plant and equipment are recognised in profit or loss as 
incurred.  

Items of property, plant and equipment that are retired or otherwise disposed of are eliminated from the 
statement of financial position along with the corresponding accumulated depreciation. Any difference 
between the net disposal proceeds and carrying amount of the item is reported as a gain or loss on 
derecognition. The gain or loss resulting from such retirement or disposal is included in the determination 
of net income. 
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Depreciation is calculated on property, plant and equipment on a straight-line basis from the time the assets 
are available for use, over their estimated useful lives as follows: 
 Number of years 

Buildings and site services 10 – 50
Cable and transmission devices: 

 Cable 10 – 40

 Radio and fixed link transmission equipment 8 – 20

 Telephone exchanges 15

 Other 5 – 10
The useful life of assets encompasses the entire time they are available for use, regardless of whether during 
that time they are in use or idle. Depreciation methods, useful lives and residual values are reviewed at each 
reporting date or more frequently if events occur that suggest a change is necessary and, if expectations 
differ from previous estimates, the changes are accounted for prospectively. Depreciation of an asset ceases 
at the earlier of the date the asset is classified as held for sale and the date the asset is derecognized. 

Construction in progress represents properties under construction and is stated at cost. This includes cost of 
construction and other direct costs. Construction in progress is not depreciated until the constructed or 
installed asset is ready for its intended use. 

Advances given to suppliers of property, plant and equipment are included in other non-current assets. 

Interest costs on borrowings to finance the construction of property, plant and equipment are capitalized 
during the period of time that is required to complete and prepare the asset for its intended use.  

Cost of machinery and plant and other items of property, plant and equipment related to core activities of 
the Group, which have been gratuitously transferred to the Group beyond the privatisation framework, is 
capitalised in property, plant and equipment at fair value at the date of such transfer. Such transfers of 
property, plant and equipment primarily relate to future provision of services by the Group to entities, 
which have transferred property, plant and equipment. In such instances, the Group records deferred income 
in the amount of the fair value of the received property, plant and equipment and recognises income in the 
income statement on the same basis that the equipment is depreciated. 

(d) Leases 

Service contracts that do not take the legal form of a lease but convey rights to the Group to use an asset or 
a group of assets in return for a payment or a series of fixed payments are accounted for as leases. 
Determining whether an arrangement contains a lease is determined based on the facts and circumstances of 
each arrangement to determine whether fulfilment of the arrangement is dependent on the use of a specific 
asset or assets and whether the arrangement conveys a right to use that asset. Contracts meeting these 
criteria are then evaluated to determine whether they are either an operating lease or finance lease. 

Finance leases, which transfer to the Group substantially all the risks and benefits incidental to ownership of 
the leased item, are capitalized at the commencement of the lease term at the fair value of the leased 
property or, if lower, at the present value of the minimum lease payments. Lease payments are apportioned 
between the finance charges and reduction of the lease liability 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. Capitalized 
leased assets are depreciated on a straight-line basis over the shorter of the estimated useful life of the asset 
or the lease term unless there is a reasonable certainty that the Group will obtain ownership by the end of 
the lease term, in which case the assets are depreciated over their estimated useful lives. 

Indefeasible Rights of Use (IRU) leases represent the right to use a portion of asset granted for a fixed 
period. IRUs are recognized as an asset when the Group has the specific indefeasible right to use an 
identified portion of the underlying asset, generally optical fibers or dedicated wavelength bandwidth, and 
the duration of the right is for the major part of the underlying asset’s economic life. Such assets are 
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included in property, plant and equipment in the consolidated statement of financial position. They are 
depreciated over the shorter of the expected period of use and the life of the contract. 

Leases, including IRU leases, where the lessor retains substantially all the risks and benefits of ownership 
of the asset are classified as operating leases. Operating lease payments are recognized as an expense in 
profit or loss on a straight-line basis over the lease term. 

(e) Investment property 

Investment properties are properties held to earn rentals and/or for capital appreciation (including property 
under construction for such purposes). Investment properties are measured initially at cost, including 
transaction costs. The Group applies cost model to its investments properties and subsequent to initial 
recognition investment properties are measured in accordance with IAS 16’s requirements for that model. 

An investment property is derecognised upon disposal or when the investment property is permanently 
withdrawn from use and no future economic benefits are expected from the disposal. Any gain or loss 
arising on derecognition of the property (calculated as the difference between the net disposal proceeds and 
the carrying amount of the asset) is included in profit or loss in the period in which the property is 
derecognised. 

(f) Intangible assets 

Intangible assets acquired separately are measured on initial recognition at cost. The cost of intangible 
assets acquired in a business combination is fair value as at the date of acquisition.  

Development expenditures are capitalised if they meet criteria for an assets recognition. Expenditure on 
research phase are expensed as incurred. 

Following initial recognition, intangible assets are carried at cost less any accumulated amortization and any 
accumulated impairment losses.  

The useful lives of intangible assets are assessed to be either finite or indefinite. 

Intangible assets with finite lives are amortized over the useful economic life and assessed for impairment 
when there is an indication that the intangible asset may be impaired. Useful lives of intangible assets with 
finite lives are determined on individual basis. 

Amortization periods and methods for intangible assets with finite useful lives are reviewed at least at each 
financial year-end and, if expectations differ from previous estimates, the changes are accounted for as 
changes in accounting estimates. Changes in the expected useful life or the expected pattern of consumption 
of future economic benefits embodied in the asset are accounted for by changing the amortization period or 
method, as appropriate, and treated as changes in accounting estimates. The Group assesses whether there is 
any indication that a finite lived intangible asset may be impaired at each reporting date. The Group also 
performs annual impairment tests for finite lived assets not yet placed in use. The amortization expense on 
intangible assets with finite lives is included in depreciation and amortization expenses in profit or loss. 

Intangible assets with indefinite useful lives are not amortized, but tested for impairment annually or more 
frequently when indicators of impairment exist, either individually or at the cash-generating unit level. The 
useful life of an intangible asset with an indefinite life is reviewed annually to determine whether indefinite 
life assessment continues to be supportable. If not, the change in the useful life assessment from indefinite 
to finite is made on a prospective basis. 

(g) Impairment of property, plant and equipment and intangible assets 

At each reporting date or more frequently if events occur that suggest a change is necessary, an assessment 
is made as to whether there is any indication that the Group’s assets may be impaired. If any such indication 
exists, an assessment is made to establish whether the recoverable amount of the assets has declined below 
the carrying amount of those assets as disclosed in the financial statements. In addition, annual impairment 
test is carried out for intangible assets with indefinite useful life or that are not yet available for use and 
goodwill. When such a decline has occurred, the carrying amount of the assets is reduced to the recoverable 
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amount. The amount of any such reduction is recognized immediately as a loss. Any subsequent increase in 
the recoverable amount of the assets, except for goodwill,  is reversed when the circumstances that led to 
the write-down or write-off cease to exist and there is persuasive evidence that the new circumstances and 
events will persist for the foreseeable future. Increase of the recoverable amount is limited to the lower of 
its recoverable amount and carrying amount that would have been determined had no impairment loss been 
recognized for the asset in prior years. 

The recoverable amount is determined as the higher of the assets’ fair value less cost to sell, or value in use. 
If it is not possible to estimate the recoverable amount of the individual asset, the Group determines the 
recoverable amount of the cash-generating unit (further- CGU) to which the assets belong. The value in use 
of the asset is estimated based on forecast of future cash inflows and outflows to be derived from continued 
use of the asset and from the estimated net proceeds on disposal, discounted to present value using an 
appropriate discount rate.  

For the purposes of impairment testing, goodwill acquired in a business combination is, from the acquisition 
date, allocated to each of the CGUs or groups of CGUs expected to benefit from the combination’s 
synergies, irrespective of whether other assets and liabilities of the Group are assigned to those units or 
group of units. Each unit or group of units to which goodwill is so allocated: 

 represents the lowest level within the Group at which the goodwill is monitored for internal 
management purposes; and 

 is not larger than an operating segment determined in accordance with IFRS 8 Operating Segments.  

(h) Inventory 

Inventory principally consists of cable, spare parts for the network and other supplies. Inventory is stated at 
the lower of cost incurred in bringing each item to its present location and condition and its net realizable 
value. Cost is calculated using weighted average cost formula, 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. Items used in the construction of new plant and equipment are capitalized 
as part of the related asset. Net realizable value is determined with respect to current market prices less 
expected costs to dispose. Inventory used in the maintenance of equipment is charged to operating costs as 
utilized and included in repair and maintenance and other costs in profit or loss. 

(i) Accounts receivable 

Trade and other accounts receivable are stated in the consolidated statement of financial position at original 
invoice amount less an allowance for any uncollectible amounts. The allowance is created based on the 
historical pattern of collections of accounts receivable and specific analysis of recoverability of significant 
accounts. 

Bad debts are written off in the period in which they are identified. 

(j) Financial instruments 

Financial instruments carried in the consolidated statement of financial position include cash and cash 
equivalents, investments (other than in consolidated subsidiaries and equity method investees), non-hedge 
derivatives, accounts receivable, accounts payable and borrowings. The particular recognition methods 
adopted for financial instruments are disclosed in the individual policy statements associated with each 
item. The Group classifies financial assets and liabilities into the following categories: loans and 
receivables, financial assets and liabilities at fair value through profit or loss, held-to-maturity investments, 
available-for-sale financial assets, financial liabilities at amortized cost. 

Loans and receivables are non-derivative financial assets with fixed or determinable payments that are not 
quoted in an active market and not originated with the intent to be sold immediately. Such assets are carried 
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at amortized cost using the effective interest method less any allowance for impairment. The calculation 
takes into account any premium or discount on acquisition and includes transaction costs and fees that are 
an integral part of the effective interest rate. Gains and losses are recognized in profit or loss when the loans 
and receivables are derecognized or impaired, as well as through the amortization process. 

Financial assets and liabilities at fair value through profit and loss are financial assets or liabilities, which 
are either classified as held for trading or derivatives or are designated by the Group as at fair value through 
profit or loss upon initial recognition. Financial assets are classified as held for trading if they are acquired 
for the purposes of selling in the near term. Gains and losses on investments held for trading are recognized 
in profit or loss.  

Held-to-maturity investments are non-derivative financial assets with fixed or determinable payments and 
fixed maturity that the Group has the positive intention and ability to hold to maturity. Held-to-maturity 
investments are recognised initially at fair value plus any directly attributable transaction costs. Subsequent 
to initial recognition, held-to-maturity investments are measured at amortised cost using the effective 
interest method, less any impairment losses.  

All other investments not classified in any of the three preceding categories are classified as available-for-
sale. After initial recognition, available-for-sale investments are measured at fair value with gains and 
losses being recognized in other comprehensive income until the investment is derecognized at which time 
the cumulative gain or loss previously reported in equity is included in the determination of profit or loss. 

All financial liabilities are carried at amortized cost using the effective interest method, except for 
derivative financial liabilities which are carried at their fair values.  

Transactions with financial instruments are recognized using settlement date accounting. Assets are 
recognized on the day they are transferred to the Group and derecognized on the day that they are 
transferred by the Group. 

At each reporting date or more frequently if events occur that suggest a change is necessary, an assessment 
is made as to whether there is any indication that the Group’s investments may be impaired. The fair value 
of investments that are actively traded in organized markets is determined by reference to the quoted market 
bid price at the close of business at the reporting day. For investments where there is no active market, fair 
value is determined using valuation techniques. Such techniques include using recent arm’s length 
transactions, references to the current market value of other instruments which is substantially the same, 
discounted cash flow analysis or other valuation models. 

Investing and financial gains comprise interest income on funds invested (including available-for-sale 
financial assets), dividend income, gains on the disposal of available-for-sale financial assets, fair value 
gains on financial assets at fair value through profit or loss and gains on the remeasurement to fair value of 
any pre-existing interest in an acquiree. Interest income is recognised as it accrues in profit or loss, using 
the effective interest method. Dividend income is recognised in profit or loss on the date that the Group’s 
right to receive payment is established, which in the case of quoted securities is normally the ex-dividend 
date.  

Finance costs comprise interest expense on borrowings (other than capitalised into the cost of qualifying 
assets), unwinding of the discount on provisions and contingent consideration, losses on disposal of 
available-for-sale financial assets, dividends on preference shares classified as liabilities, fair value losses 
on financial instruments at fair value through profit or loss and impairment losses recognised on financial 
assets (other than trade receivables).  

(k) Borrowings 

Borrowings are initially recognized at fair value less directly attributable transaction costs, and have not 
been designated ‘as at fair value through profit or loss’. In subsequent periods, borrowings are measured at 
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amortized cost using the effective interest method. Gains and losses are recognized in profit or loss when 
the liabilities are derecognized as well as through the amortization process. 

Borrowing costs are expensed, except for those that would have been avoided if the expenditure to acquire 
the qualifying asset had not been made. To the extent that funds are borrowed generally and used for the 
purpose of obtaining a qualifying asset, the amount of borrowing costs eligible for capitalization is 
determined by applying a capitalization rate to the expenditures on that asset. The capitalization rate is the 
weighted average rate of the borrowing costs applicable to the borrowings of the enterprise that are 
outstanding during the period, unless borrowings were made specifically for the purpose of obtaining the 
qualifying asset wherein that rate is used. Qualifying borrowing costs are capitalized with the relevant 
qualifying asset from the date the activities to prepare the asset are in progress and expenditures and 
borrowing costs are being incurred until the related asset is substantially ready for its intended use. 
Capitalized borrowing costs are subsequently charged to profit or loss in the period over which the asset is 
depreciated. 

(l) Foreign currency transactions 

Transactions denominated in foreign currencies are translated into Roubles at the exchange rate as of the 
transaction date. Foreign currency monetary assets and liabilities are translated into Roubles at the exchange 
rate as of the reporting date. Exchange differences arising on the settlement of monetary items, or on 
reporting the Group's monetary items at rates different from those at which they were initially recorded in 
the period, or reported in previous financial statements, are recorded as foreign currency exchange gains or 
losses in the period in which they arise. Foreign currency gains and losses are reported on a net basis 
depending on whether foreign currency movements are in a net gain or net loss position. 

As at December 31, 2013, 2012 and 2011, the rates of exchange used for translating foreign currency 
balances were (in Russian Roubles for one unit of foreign currency): 

 2013 2012 2011 
US Dollar (USD) 32.73 30.37 32.20
Japanese Yen (100) 31.06 35.15 41.50
Special Drawing Rights (SDR) 50.57 46.82 49.27
EURO (EUR) 44.97 40.23 41.67
Source: the Central Bank of Russia 

(m) Cash and cash equivalents 

Cash and cash equivalents consist of cash on hand, balances with banks, and highly liquid investments with 
original maturities of three months or less, with insignificant risks of diminution in value. 

(n) Deferred income taxes 

Deferred income tax is provided, using the liability method, on all temporary differences at the reporting 
date between the tax basis of assets and liabilities and their carrying amounts for financial reporting 
purposes. 

Deferred income tax liabilities are recognized for all taxable temporary differences: 

 except where the deferred income tax liability arises from goodwill or the initial recognition of an asset 
or liability in a transaction that is not a business combination and, at the time of the transaction, affects 
neither the accounting profit nor taxable profit or loss; and 

 in respect of taxable temporary differences associated with investments in subsidiaries, associates and 
interests in joint ventures, except where the timing of the reversal of the temporary difference can be 
controlled and it is probable that the temporary difference will not reverse in the foreseeable future. 

Deferred income tax assets are recognized for all deductible temporary differences, carry-forward of unused 
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tax credits and unused tax losses, to the extent that it is probable that taxable profit will be available against 
which the deductible temporary differences, carry-forward of unused tax credits and unused tax losses can 
be utilized: 

 except where the deferred income tax asset relating to the deductible temporary difference arises from 
the initial recognition of an asset or liability in a transaction that is not a business combination and, at 
the time of the transaction, affects neither the accounting profit nor taxable profit or loss; and 

 in respect of deductible temporary differences associated with investments in subsidiaries, associates 
and interests in joint ventures, deferred tax assets are only recognized to the extent that it is probable 
that the temporary differences will reverse in the foreseeable future and taxable profit will be available 
against which the temporary difference can be utilized. 

The carrying amount of deferred income tax assets is reviewed at each reporting date and reduced to the 
extent that it is no longer probable that sufficient taxable profit will be available to allow all or part of the 
deferred income tax asset to be utilized. Any such previously recognized reduction is reversed to the extent 
that it becomes probable that sufficient taxable profit will be available. 

Deferred tax assets and liabilities are measured at the tax rates that are expected to apply to the period when 
the asset will be realized or the liability settled. Tax rates are based on laws that have been enacted or 
substantively enacted at the reporting date.  

Deferred tax assets and liabilities are offset if there is a legally enforceable right to offset current tax assets 
and liabilities, and they relate to income taxes levied by the same tax authority on the same taxable entity, 
or on different tax entities, but they intend to settle current tax liabilities and assets on a net basis or their 
tax assets and liabilities will be realised simultaneously. 

In accordance with the tax legislation of the Russian Federation, tax losses and current tax assets of a 
company in the Group may not be set off against taxable profits and current tax liabilities of other Group 
companies except for cases when two or more entities form the Consolidated Group of Taxpayers for the 
purposes of unified income tax declaration submission. In addition, the tax base is determined separately for 
each of the Group’s main activities and, therefore, tax losses and taxable profits related to different 
activities cannot be offset except for the abovementioned Consolidated Group of Taxpayers formation. 

(o) Revenue and operating costs recognition 

Revenue and operating costs for all services supplied and received are recognized at the time the services 
are rendered. Revenue is recognized when it is probable that the economic benefits associated with the 
transaction will flow to the entity and the amount of revenue can be reliably measured. Revenues and 
expenses are reported net of respective value added tax. 

Revenues from directly billed subscribers are recognized in the period where the services were provided 
based on the Group’s billing system’s data. Revenue from time calls and data transfer is measured primarily 
by the volume of traffic processed for the period. Revenues from subscribers billed via agents are 
recognized in the period where the services were provided based on agent reports. 

The Group charges its subscribers throughout Russia for certain communication services based on pre-set 
tariffs regulated by the Ministry of Telecom and Mass Communications and Federal Tariff Service.  

The Group charges amounts to interconnected operators for incoming traffic and is charged by operators for 
termination. These revenues and costs are shown gross in the consolidated financial statements. 

Amounts payable to and receivable from the same operators are shown net in the consolidated statements of 
financial position when, and only when, the Group has a legal right to offset the amounts and intends either 
to settle on a net basis or to realize the asset and settle liability simultaneously. 

Revenues from the sale of transmission capacity on terrestrial and submarine cables, which relates to IRU 
under operating leases where the Group is a lessor, are recognized on a straight-line basis over the life of 
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the contract. 

(p) 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 an outflow of resources embodying economic benefits will be required to 
settle the obligation and a reliable estimate can be made of the amount of the obligation. The expense 
relating to any provision is charged in profit or loss or capitalized in an asset if it is required by IFRS. 

Provisions are determined by discounting the expected future cash flows at a pre-tax rate that reflects 
current market assessments of the time value of money and the risks specific to the liability. The unwinding 
of the discount is recognised as finance cost. 

(q) Government grants 

Government  grants are recognised initially as deferred income at fair value when there is reasonable 
assurance that they will be received and the Group will comply with the conditions associated with the 
grant, and are then recognised in profit or loss as other income on systematic basis over the useful life of the 
asset. 

Grants that compensate the Group for expenses incurred are recognized in profit or loss as other income on 
systematic basis in the periods in which the expenses are recognised. 

(r) Employee benefits 

The Group operates a defined benefit pension scheme which requires one-off contributions, representing the 
net present value of future monthly payments to employees, to be made by the Group to a separately 
administered pension fund upon employees’ dismissal. The pension fund is liable for payments to the 
retired employees.  

The Group uses the Project Unit Credit Method to determine the present value of its defined benefit 
obligations and the related current service cost and, where applicable, past service cost. 

Actuarial gains and losses are recognized as other comprehensive income or expense immediately.  

The Group also participates in a defined contribution plan. Contributions made by the Group on defined 
contribution plans are charged to expenses when incurred.  

The Group accrues for the employees’ compensated absences (vacations) as the additional amount that the 
Group expects to pay as a result of the unused vacation that has accumulated at the reporting date.  

(s) Share-based payments  

The Group operates an equity-settled, share-based compensation plan, under which the Group receives 
services from employees as consideration for options for shares of the Company. The fair value of the 
employee services received in exchange for the grant of the options is recognised as an expense. The total 
amount to be expensed is determined by reference to the fair value of the options granted. 

The total expense is recognised over the vesting period, which is the period over which all of the specified 
vesting conditions are to be satisfied. At the end of each reporting period, the entity revises its estimates of 
the number of options that are expected to vest based on the non-market vesting conditions. It recognises 
the impact of the revision to original estimates, if any, in the statement of comprehensive income, with a 
corresponding adjustment to equity.  

(t) Dividends 

Dividends are recognized when the shareholder's right to receive the payment is established. Dividends in 
respect of the period covered by the financial statements that are proposed or declared after the reporting 
date but before approval of the financial statements are not recognized as a liability at the reporting date in 
accordance with IAS 10 Events After the Reporting Period.  
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(u) Treasury shares 

The cost of treasury shares purchased is debited to a separate category of equity. When treasury shares are 
sold or re-issued, the amount received for the instruments is credited to this category, and any surpluses or 
deficits on sales of treasury shares are shown as an adjustment to additional paid-in capital. The average 
cost method is used to determine the cost of treasury shares sold. However, if the entity is able to identify 
the specific items sold and their costs, the specific cost is applied.  

(v) Earnings per share 

IAS 33 requires the application of the “two-class method” to determine earnings applicable to ordinary 
shareholders, the amount of which is used as a numerator to calculate earnings per ordinary share. The 
application of the “two-class method” requires that the profit or loss after deducting preferred dividends is 
allocated to ordinary shares and other participating equity instruments to the extent that each instrument 
shares in earnings as if all of the profit or loss for the period had been distributed. The total profit or loss 
allocated to each class of equity instrument is determined by adding together the amount allocated for 
dividends and the amount allocated for a participation feature. 

(w) Segment information 

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 
Management Board to make decisions about resources to be allocated to the segment and assess its 
performance, and for which discrete financial information is available. 

Segment results that are reported to the Management Board 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. 

(x) Changes in accounting policies 

The accounting policies adopted are consistent with those of the previous financial year except that the 
Group has adopted those new/revised standards and interpretations mandatory for financial years beginning 
on 1 January 2013. The changes in accounting policies result from adoption of the following new or revised 
standards and interpretations: 

 IAS 1 “Financial statement presentation”; 

 IAS 19 “Employee Benefits” (comparative information was restated appropriately); 

 IFRS 10 “Consolidated financial statement“; 

 IFRS 12 “Disclosure of Interests in Other Entities”; 

 IFRS 13 “Fair Value Measurement”. 

The adoption of amended Standards have no material impact on the Group’s results of operations, financial 
position and cash flows.  

(y) IFRSs and IFRIC interpretations not yet effective 

The following new Standards, amendments to Standards and Interpretations are not yet effective as at 31 
December 2013, and have not been applied in preparing these consolidated financial statements. The Group 
plans to adopt these pronouncements when they become effective. 

 IFRS 9 Financial Instruments is to be issued in phases and is intended ultimately to replace 
International Financial Reporting Standard IAS 39 Financial Instruments: Recognition and 
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Measurement. The first phase of IFRS 9 was issued in November 2009 and relates to the classification 
and measurement of financial assets. The second phase regarding classification and measurement of 
financial liabilities was published in October 2010. The third phase was issued in November 2013 and 
relates to general hedge accounting. The Group recognises that the new standard introduces many 
changes to the accounting for financial instruments and is likely to have a significant impact on Group’s 
consolidated financial statements. The impact of these changes will be analysed during the course of the 
project as further phases of the standard are issued. The Group does not intend to adopt this standard 
early.  

 Investment Entities (Amendments to IFRS 10, IFRS 12 and IAS 27)  will be effective for annual periods 
beginning on or after 1 January 2014. The amendments introduce a mandatory consolidation exception 
for certain qualifying investment entities. A qualifying investment entity is required to account for 
investments in controlled entities, as well as investments in associates and joint ventures, at fair value 
through profit or loss. The consolidation exception will not apply to subsidiaries that are considered an 
extension of the investment entity's investing activities. The amendments are to be applied 
retrospectively unless impracticable. The new amendments will not have any impact on the Group’s 
financial position or performance. 

 Amendments to IAS 32 Financial Instruments: Presentation - Offsetting Financial Assets and 
Financial Liabilities specify that an entity currently has a legally enforceable right to set-off if that right 
is not contingent on a future event; and enforceable both in the normal course of business and in the 
event of default, insolvency or bankruptcy of the entity and all counterparties. The amendments are 
effective for annual periods beginning on or after 1 January 2014, and are to be applied retrospectively. 
The amendments are likely to increase the Group’s trade and other receivables from and trade and other 
payables to certain counterparties because it is unlikely that the Group will meet the criteria for 
offsetting. In particular, the current bankruptcy legislation in Russia does not allow offsetting if this has 
impact on the succession of settlements determined by the law. However, the impact has not yet been 
quantified. 

 Amendments to IAS 36 Recoverable Amount Disclosures for Non-Financial Assets. The IASB has 
issued amendments to reverse the unintended requirement in IFRS 13 Fair Value Measurement to 
disclose the recoverable amount of every cash-generating unit to which significant goodwill or 
indefinite-lived intangible assets have been allocated. Under the amendments, the disclosure of 
information about the recoverable amount of impaired assets will be required only when the recoverable 
amount is based on fair value less costs of disposal. The amendments apply retrospectively for annual 
periods beginning on or after 1 January 2014. Early application is permitted, which means that the 
amendments can be adopted at the same time as IFRS 13. The new amendments will not have any 
impact on the Group’s financial position or performance. 

 IFRIC 21 Levies provides guidance on accounting for levies in accordance with the requirements of IAS 
37 Provisions, Contingent Liabilities and Contingent Assets. The interpretation defines a levy as an 
outflow from an entity imposed by a government in accordance with legislation. Levies do not arise 
from executory contracts or other contractual arrangements. However, outflows within the scope of IAS 
12 Income taxes, fines and penalties, and liabilities arising from emission trading schemes are explicitly 
excluded from the scope. The interpretation confirms that an entity recognises a liability for a levy when 
– and only when – the triggering event specified in the legislation occurs. An entity does not recognise a 
liability at an earlier date, even if it has no realistic opportunity to avoid the triggering event. The 
interpretation is effective for annual periods commencing on or after 1 January 2014. The interpretation 
is applied on a retrospective basis. Early adoption is permitted. The new amendments will not have any 
impact on the Group’s financial position or performance. 

 Amendments to IAS 39 Novation of Derivatives and Continuation of Hedge Accounting add a limited 
exception to IAS 39, to provide relief from discontinuing an existing hedging relationship when a 
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novation that was not contemplated in the original hedging documentation meets specific criteria. The 
amendments are effective for annual periods beginning on or after 1 January 2014. Early application is 
permitted. The new amendments will not have any impact on the Group’s financial position or 
performance. 

 Various Improvements to IFRSs have been dealt with on a standard-by-standard basis. All amendments, 
which result in accounting changes for presentation, recognition or measurement purposes, will come 
into effect for annual periods beginning on or after 1 July 2014. Entities are permitted to apply them 
earlier. The Group has not yet analysed the likely impact of the improvements on its financial position 
or performance. 

5. RESTATEMENT OF PREVIOUSLY  REPORTED INFORMATION 

On 1 October 2013, the Company completed the second stage of the reorganization by combining with 
OJSC Svyazinvest (refer to Note 1).  In accordance with Group accounting policy all comparatives were 
revised as if the reorganization had occurred at the beginning of the earliest comparative period presented. The 
following tables illustrates the effects of reorganization on assets, liabilities, profit and loss for 2012 and 
2011: 

Assets and liabilities of 
the Group as at 

Consolidated assets and 
liabilities of the Group as 

previously reported 

Assets and liabilities of 
merged companies  
and eliminations 

31 
December 

2012 

31 
December 

2011 

31 
December 

2012 

31 
December 

2011 

31 
December 

2012 

31 
December 

2011 

ASSETS 

Non-current assets 
Property, plant and 
equipment 399,917 348,493 385,994 335,205 13,923 13,288

Investment property 274 259 274 259 - -
Goodwill and other 
intangible assets  88,329 89,340 87,830 88,937 499 403 
Investments in equity 
accounted investees 775 773 37,389 34,746 (36,614) (33,973) 

Other investments 3,035 1,829 2,498 3,635 537 (1,806) 

Deferred tax asset   2,722 1,220 2,694 1,127 28 93 

Other non-current assets 5,469 13,841 5,413 13,562 56 279

Total non-current assets 500,521 455,755 522,092 477,471 (21,571) (21,716) 

Current assets 

Inventories 4,990 5,172 4,534 4,763 456 409 
Trade and other accounts 
receivable 35,882 30,512 33,992 28,790 1,890 1,722 

Prepayments 4,416 2,945 3,912 2,706 504 239 

Prepaid income tax 2,951 3,384 2,921 3,309 30 75 

Other investments 3,492 4,609 952 3,926 2,540 683 

Cash and cash equivalents 13,629 9,634 10,370 7,380 3,259 2,254 

Other current assets 908 1,109 857 1,007 51 102 

Total current assets 66,268 57,365 57,538 51,881 8,730 5,484 

Assets held for sale 401 261 401 261 - - 

Total assets 567,190 513,381 580,031 529,613 (12,841) (16,232) 
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EQUITY AND LIABILITIES 

Equity attributable to equity holders of the Group

Share capital 97 97 106 106 (9) (9) 

Additional paid-in capital 4,344 4,743 34,839 34,739 (30,495) (29,996) 

Treasury shares (34,822) (18,388) (36,615) (17,164) 1,793 (1,224) 
Retained earnings and 
other reserves 266,607 235,158 257,143 247,253 9,464 (12,095)
Total equity attributable 
to equity holders of the 
Group 236,226 221,610 255,473 264,934 (19,247) (43,324) 

Non-controlling interests 2,606 9,588 493 7,784 2,113 1,804 

Total equity 238,832 231,198 255,966 272,718 (17,134) (41,520) 

Non-current liabilities  

Loans and borrowings 152,874 94,640 150,907 91,851 1,967 2,789 

Employee benefits 10,861 11,046 12,130 11,752 (1,269) (706) 

Deferred tax liabilities 23,107 20,518 23,236 20,813 (129) (295) 
Accounts payable, 
provisions and accrued 
expenses 238 19,695 230 85 8 19,610 
Other non-current 
liabilities 4,136 3,689 4,136 3,689 - - 
Total non-current 
liabilities 191,216 149,588 190,639 128,190 577 21,398

Current liabilities 

Loans and borrowings 65,016 82,453 63,499 80,972 1,517 1,481 
Accounts payable, 
provisions and accrued 
expenses 61,839 41,279 59,889 39,196 1,950 2,083 

Income tax payable 55 243 50 242 5 1 

Other current liabilities 10,232 8,620 9,988 8,295 244 325 

Total current liabilities 137,142 132,595 133,426 128,705 3,716 3,890 

Total liabilities 328,358 282,183 324,065 256,895 4,293 25,288 
Total equity and 
liabilities 567,190 513,381 580,031 529,613 (12,841) (16,232) 
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Profit and loss of the 
Group as at 

Profit and loss of the 
Group as previously 

reported 

Profit and loss of 
merged companies 
and eliminations 

12 Months ended 31 
December 

12 Months ended 31 
December 

12 Months ended 31 
December 

  2012 2011 2012 2011 2012 2011 

Revenue 332,435 312,330 321,251 301,494  11,184  10,836 

Operating expenses 
Wages, salaries, other 
benefits and payroll taxes (88,815) (80,801) (84,308) (76,252) (4,507) (4,549)
Depreciation, amortisation 
and impairment losses (66,511) (59,322) (64,729) (57,524) (1,782) (1,798) 

Interconnection charges (48,858) (42,123) (47,312) (40,736) (1,546) (1,387) 
Materials, utilities, repairs 
and maintenance (28,483) (29,004) (27,358) (27,507) (1,125) (1,497) 
Gain/ (loss) on disposal of 
property, plant and 
equipment (752) (829) (822) (792) 70  (37) 

Doubtful debt allowance (1,389) (632) (1,318) (572) (71) (60) 

Other operating income 14,749 15,703 13,868 14,712  881  991 

Other operating expenses (58,545) (55,286) (55,447) (52,634) (3,098) (2,652) 
Total operating expenses, 
net (278,604) (252,294) (267,426) (241,305) (11,178) (10,989) 

Operating profit 53,831 60,036 53,825 60,189  6  (153) 
Share of profit (loss) in 
equity accounted investees 53 198 4,293 4,474  (4,240) (4,276) 

Finance costs (16,278) (14,572) (16,005) (13,069) (273) (1,503) 
Other investing and financial 
gains 4,408 2,194 1,440 2,078  2,968  116 

Foreign exchange loss, net 489 (378) 480 (377) 9  (1) 

Profit before income tax 42,503 47,478 44,033 53,295  (1,530) (5,817) 

Income tax expense (9,301) (10,659) (8,793) (10,767) (508) 108 

Profit for the year 33,202 36,819 35,240 42,528  (2,038) (5,709) 

6. BUSINESS COMBINATIONS 

2012 transactions 

CJSC GNC-Alfa 

In February 2012 the Group acquired 74.98% equity interest in  CJSC GNC-Alfa from a third party Filor 
Ventures LTD. According to the share purchase agreement the purchase price consists of cash consideration 
amounted to USD 22.5 million (690) and a contingent consideration, that is the sum of Earn-OUT-
Payments  for the financial years 2012 - 2015. Earn-OUT-Payments shall be calculated in respect of each of 
Key Performance Indicators (KPIs) listed in the agreement in accordance with the specified formula. Fair 
value of Earn-OUT-Payments was calculated based on the assumption that actual KPIs will be equal to 
target KPIs. To take into account the time value of money the expected future payments were discounted 
using the discount rate, which represents the risk-free Russian government eurobonds rate, of 5.41%. Fair 
value of the contingent consideration at the date of acquisition amounted to USD 4.3 million (139).  
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GNC- Alfa is the largest independent Internet and data provider in Armenia. It operates a modern fibre-
optic network, which passes through 70% of the territory of the Republic of Armenia.  

The acquisition of GNC- Alfa is part of the Group’s international expansion policy. The acquisition of a 
control stake in GNC- Alfa provides the Group with access to a well-developed infrastructure for broadband 
and pay-TV services in the Armenian telecommunications market, which has a significant growth potential. 

The Group accounted for the acquisition of GNC-Alfa by applying the acquisition method, in accordance 
with provisions of IFRS 3 Business combinations. The results of operations and financial position of CJSC 
GNC-Alfa were consolidated by the Group starting from 1 February 2012. 

The goodwill is attributable mainly to the diversification of the activities of the Group and to the extension 
into new markets. 

The functional currency of GNC-Alfa is the Armenian Dram (AMD), national currency of the Republic of 
Armenia. For the purpose of consolidated financial  statements of the Group the results and financial 
position of the company are translated in the presentation currency of the Group (RUB) applying the rules 
of  IAS 21 The Effects of Changes in Foreign Exchange Rates. 

From the date of acquisition until 31 December 2012, GNC-Alfa has contributed  37  to the increase of net 
profit of the Group and 204  to the increase of revenue for 2012. If the combination had taken place at the 
beginning of 2012, the profit of the Group would have been 33,219 and revenue would have been 332,459. 
In determining these amounts, management has assumed that the fair value adjustments that arose on the 
date of acquisition would have been the same if the acquisition had occurred on 1 January 2012. 

LLC Enter 

In February 2012 the Group acquired 100% interest in LLC Enter, a broadband Internet services provider to 
individual subscribers in Barnaul, Novokuznetsk and Tyumen, for 305. 

The acquisition of LLC Enter reflects the Group’s strategy to increase its subscriber base and modernise its 
network infrastructure. The deal also serves as an alternative to capital expenditure in LLC Enter’s regions. 

LLC Enter’s network infrastructure was built in 2010 and it is among the most modern networks in the 
three cities it serves.  

The Group accounted for the acquisition of LLC Enter by applying the acquisition method, in accordance 
with provisions of IFRS 3 Business combinations. The results of operations and financial position of LLC 
Enter were consolidated by the Group starting from 1 April 2012. 

The goodwill is attributable mainly to the diversification of the activities of the Group and to the extension 
into new markets. 

From the date of acquisition until 31 December 2012, LLC Enter has contributed  54  to the decrease of net 
profit of the Group and 9 to the increase of revenue for 2012. If the combination had taken place at the 
beginning of 2012, the profit of the Group would have been 33,184 and revenue would have been 332,456. 
In determining these amounts, management has assumed that the fair value adjustments that arose on the 
date of acquisition would have been the same if the acquisition had occurred on 1 January 2012. 

LLC КМ Media 

In June 2012 the Group acquired 74.99% interest in LLC КМ Мedia, a software design company, for 
amount of USD 5.75 million. The acquisition of LLC КМ Мedia reflects the Group’s strategy to diversify 
its business. The Group accounted for the acquisition of LLC KM Media by applying the acquisition 
method, in accordance with provisions of IFRS 3 Business combinations. The results of operations and 
financial position of LLC KM Media were consolidated by the Group starting from 30 June 2012. 

The goodwill is attributable mainly to the diversification of the activities of the Group. 
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From the date of acquisition until 31 December 2012, LLC KM Media has contributed 30 to the increase of 
net profit of the Group and 142 to the increase of revenue for 2012. If the combination had taken place at 
the beginning of 2012, the profit of the Group would have been 33,185 and revenue would not change. In 
determining these amounts, management has assumed that the fair value adjustments that arose on the date 
of acquisition would have been the same if the acquisition had occurred on 1 January 2012. 

LLC Chita-on-Line 

In August 2012 the Group acquired 100% interest in LLC Chita-on-Line from private investors. 

Purchase price consists of a cash consideration amounted to 119 and contingent consideration (adjustment 
payment) amounted to 21. The adjustment payment was calculated on the settlement date of 6 February 
2013 according  with the formula specified in the agreement and was taken into account in the calculation 
of goodwill at the acquisition date. 

LLC Chita-on-Line is one of the largest alternative operators in Chita. It provides FTTB and ETTH 
broadband access and pay TV services, along with other telecom services. The Group intends to take up a 
leading role on the IPTV market through this acquisition. 

The Group accounted for the acquisition of LLC Chita-on-Line  by applying the acquisition method, in 
accordance with the provisions of IFRS 3 Business combinations. The results of operations and financial 
position of Chita-on-Line were consolidated by the Group starting from 1 August 2012. 

The goodwill is attributable mainly to the diversification of the activities of the Group and to the extension 
into new markets. 

From the date of acquisition until 31 December 2012, Chita-on-Line has contributed 3 to the decrease of net 
profit of the Group and 33 to the increase of revenue for 2012. If the combination had taken place at the 
beginning of 2012, the profit of the Group would have been 33,201 and revenue would have been 332,471. 
In determining these amounts, management has assumed that the fair value adjustments that arose on the 
date of acquisition would have been the same if the acquisition had occurred on 1 January 2012. 

LLC Bashtelecomservis 

In September 2012 the Group acquired 100% interest in LLC Bashtelecomservis from a private investor. 
Purchase price consists of a cash consideration amounted to 210. 

The Group accounted for the acquisition of LLC Bashtelecomservis  by applying the acquisition method, in 
accordance with the provisions of IFRS 3 Business combinations. The results of operations and financial 
position of LLC Bashtelecomservis were consolidated by the Group starting from 1 October 2012. 

The goodwill is attributable mainly to the diversification of the activities of the Group and to the extension 
into new markets. 

From the date of acquisition until 31 December 2012, Bashtelecomservis  has contributed 1 to the increase 
of net profit of the Group and 18 to the increase of revenue for 2012. If the combination had taken place at 
the beginning of 2012, the profit of the Group would have been 33,203 and revenue would have been 
332,453. In determining these amounts, management has assumed that the fair value adjustments that arose 
on the date of acquisition would have been the same if the acquisition had occurred on 1 January 2012. 
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The following table summarizes the fair values of identifiable net assets of LLC Enter, LLC KM Media, 
LLC Chita-on-Line, LLC Bashtelecomservis and CJSC GNC-Alfa as of the acquisition dates: 

 LLC Enter

LLC 
Bashtelecom-

servis 
LLC KM 

Media 
LLC Chita-     

on- Line  
CJSC GNC-

Alfa 
Consideration         
Paid in cash 305 210 189 119  684

Contingent consideration - -
 

- 21  139

Total consideration 
transferred 305 210 189 140  823

NCI - - (3) -  56

Fair value of identifiable 
assets and liabilities:   

Property, plant and equipment 152 31 7 28  314

Intangible assets 30 - - 18  28

Deferred tax assets 9 - - -  -

Other non- current asset - - - 3  -

Trade and other accounts  
receivable 9 61 - 2  38

Cash and cash equivalents 1 - - 4  2

Inventories 6 1 - 1  4

Other current assets 14 9 37 -  -

Current loans and borrowing (51) - (41) -  (16)

Accounts payable, provisions 
and accrued expenses (34) (67) (16) (10)  (72)

Deferred tax liabilities (14) - - -  (53)

Other current liabilities - - - -  (20)

Total net assets  122 35 (13) 46  225

Goodwill  183 175 199 94  654
Costs directly attributable to 
acquisition 2 - 6 2  10

 

Acquisition of non-controlling interests 

In March 2012 the Group acquired an additional 28.23% interest in OJSC National Telecommunications 
from OJSC Gazprombank for 13,826, increasing its ownership to 100%. The Group recognised a decrease 
in non-controlling interests of 4,206 and a decrease  in retained earnings of 9,620. 

In June 2012 the Group acquired an additional 26% interest in OJSC Mosteleset, a subsidiary of OJSC 
National Telecommunications, from the government of Moscow for 1,800  in cash, increasing its ownership 
from 74% to 100%. The Group recognised a decrease in non-controlling interests of 3,117 and an increase 
in retained earnings of 1,317. 

The acquisition-related costs of 134 were included in other investing and financial gain in this consolidated 
statement of comprehensive income for the year ended 31 December 2012. 
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2011 transactions 

Acquisitions of subsidiaries 

OJSC National Telecommunications 

In February 2011 the Group acquired 71.8% equity interest in  OJSC National Telecommunications from 
CJSC National Media Group, OJSC Surgutneftegas and Raybrook Limited. The purchase price amounted to 
USD 951 million. Further, the Group purchased promissory notes issued by OJSC National 
Telecommunications for USD 126 million from Shepton Holdings Limited. The acquisition-related costs of 
206 were included in other investing and financial gain in this consolidated statement of comprehensive 
income for the year ended 31 December 2011. 

As at the acquisition date OJSC National Telecommunications was a holding structure consisting of 42 
companies. The primary activity of the entity mainly focused on IP-television and data transmission 
services. The Group intends to take up a leading role on the IPTV market through this acquisition. The 
Group accounted for the acquisition of OJSC National Telecommunications by applying the acquisition 
method, in accordance with provisions of IFRS 3 Business combinations.   

The results of operations and financial position of OJSC National Telecommunications were consolidated 
by the Group starting from 1 February 1, 2011.  

The goodwill is attributable mainly to the diversification of the activities of the Group and to the extension 
into new markets. 

From the date of acquisition until 31 December 2011, OJSC National Telecommunications has contributed   
0.2 to the increase of net profit of the Group and 9,170 to the increase of revenue for 2011. If the 
combination had taken place at the beginning of 2011, the profit of the Group would have been 37,551 and 
revenue would have been 313,089. In determining these amounts, management has assumed that the fair 
value adjustments that arose on the date of acquisition would have been the same if the acquisition had 
occurred on 1 January 2011. 

 

CJCS Volgograd-GSM 

In August 2011, the Group acquired an additional interest of 50% in CJCS Volgograd-GSM thus obtaining 
control of 100%. The shares were acquired from SMARTS Group for cash payment of 2,322. CJCS 
Volgograd-GSM primarily provides mobile communication services.  

The Group accounted for the acquisition of Volgograd-GSM by applying the acquisition method, in 
accordance with the provisions of IFRS 3 Business combinations.  

The goodwill is attributable mainly to the diversification of activities of the Group. 

The remeasurement to fair value of the Group’s existing interest of 50% in CJCS Volgograd-GSM resulted 
in a gain of 1,505 which has been recognised in other investing and financial gains in this consolidated 
statement of comprehensive income for the year ended 31 December 2011. 

From the date of acquisition until 31 December 2011, CJCS Volgograd-GSM has contributed 132 to the 
increase of net profit of the Group and 584 to the increase of revenue for 2011. If the combination had taken 
place at the beginning of 2011, the profit of the Group would have been 37,625 and revenue would have 
been 313,502. In determining these amounts, management has assumed that the fair value adjustments that 
arose on the date of acquisition would have been the same if the acquisition had occurred on 1 January 
2011. 
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The following table summarizes the fair values of identifiable net assets of OJSC NTC and CJSC 
Volgograd - GSM as of the acquisition dates: 

 OJSC NTC CJSC Volgograd-GSM Total 
Consideration  
Paid in cash 27,907 2,322 30,229
Promissory notes 3,688 - 3,688
Total consideration transferred 31,595 2,322 33,917

NCI 8,465 - 8,465
Deferred consideration - 23 23
Investment in associate before the acquisition - 817 817
Fair value revaluation of previously acquired 
share - 1,505 1,505
Fair value of identifiable assets and liabilities:
Property, plant and equipment 7,959 2,817 10,776
Intangible assets 16,867 1,250 18,117
Deferred tax assets 451 7 458
Other non-current assets 99 - 99
Non-current financial assets 1 4 5
Trade and other accounts  receivable 2,368 147 2,515
Cash and cash equivalents 1,628 8 1,636
Current investments 1,808 - 1,808
Inventories 208 43 251
Non-current loans and borrowings (2) (131) (133)
Current loans and borrowings  (2,471) (90) (2,561)
Accounts payable, provisions and accrued 
expenses (1,899) (190) (2,089)
Deferred tax liabilities (3,912) (479) (4,391)
Total net assets 23,105 3,386 26,491
Goodwill  16,955 1,281 18,236
Costs directly attributable to acquisition 206 3 209

Acquisition of non-controlling interests 

In September 2011 the Group acquired an additional 49% interest in CJCS Orenburg-GSM from SMARTS 
Group for USD 4 million (116) in cash, increasing its ownership from 51% to 100%. The Group recognised 
a decrease in non-controlling interests of 32 and a decrease in retained earnings of 84. 

In April 2011 the Group acquired an additional 49% interest in CJCS STS from MELVOND HOLDINGS 
LIMITED for cash payment of 250, increasing its ownership from 51% to 100%. The Group recognised a 
decrease in non-controlling interests of 180 and a decrease in retained earnings of 70. 
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7. PROPERTY, PLANT AND EQUIPMENT 

The net book value of property, plant and equipment as at 31 December 2013, 2012 and 2011 was as 
follows: 

Buildings 
and site 
services 

Cable and 
transmission 

devices Other 
Construction in 

progress Total 

Cost/deemed cost 

At 1 January 2011 225,125 322,397 81,949 19,542 649,013

Additions 622 2,176 3,349 68,320 74,467

Reclassification from investment 
 property and other non-current assets 262 121 - - 383

Acquisition through business combination 1,270 8,079 525 902 10,776

Reclassification to assets held for sale (944) (1) (33) (58) (1,036)

Transfer 17,786 38,925 7,228 (63,939) -

Disposals (3,803) (7,989) (5,153) (801) (17,746)

Reclassification (12,117) 20,044 (8,639) 712 -

At 31 December 2011 228,201 383,752 79,226 24,678 715,857

At 1 January 2012 228,201 383,752 79,226 24,678 715,857

Additions 78 5,925 2,447 102,995 111,445

Reclassification from investment 
 property and other non-current assets 1,465 (7) 45 58 1,561

Acquisition through business combination 8 465 49 10 532

Reclassification to assets held for sale (2,223) (111) (100) - (2,434)

Transfer 13,389 40,553 8,943 (62,885) -

Disposals (2,237) (6,302) (1,330) (974) (10,843)

Foreign exchange - (43) (2) (4) (49)

Reclassification (62,416) 55,713 6,669 29 (5)

At 31 December 2012 176,265 479,945 95,947 63,907 816,064

At 1 January 2013 176,265 479,945 95,947 63,907 816,064

Additions 87 2,980 1,650 54,471 59,188

Reclassification from investment 
 property and assets held for sale 473 - 13 - 486

Reclassification to assets held for sale (11,077) (71,536) (6,696) (15,216) (104,525)

Transfer 5,566 53,867 8,499 (67,932) -

Disposals (972) (9,498) (4,773) (586) (15,829)

Foreign exchange - 39 3 10 52

Reclassification (24,102) 17,113 6,473 91 (425)

At 31 December 2013 146,240 472,910 101,116 34,745 755,011
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Buildings 
and site 
services 

Cable and 
transmission 

devices Other 
Construction in 

progress Total 
Accumulated amortization  
and impairment losses 
At 1 January 2011 (95,795) (173,844) (57,829) (182) (327,650)
Depreciation expense (10,052) (33,716) (10,451) - (54,219)
Reclassification from investment property and 
assets held for sale (119) (61) - - (180)

Reclassification to assets held for sale 579 1 25 - 605

Impairment losses (1) (111) (1) (153) (266)
Disposals 2,423 6,886 5,037 - 14,346
Reclassification (9,324) 3,351 5,970 3 -
At 31 December 2011 (112,289) (197,494) (57,249) (332) (367,364)
At 1 January 2012 (112,289) (197,494) (57,249) (332) (367,364)
Depreciation expense (9,142) (37,024) (10,211) - (56,377)
Reclassification from investment property and 
assets held for sale (1,086) 20 (38) - (1,104)
Reclassification to assets held for sale 1,730 86 94 - 1,910

Impairment losses (57) 96 (40) (1,391) (1,392)
Disposals 1,763 5,314 1,068 30 8,175
Foreign exchange - 1 - - 1

Reclassification 32,937 (29,017) (3,915) (1) 4
At 31 December 2012 (86,144) (258,018) (70,291) (1,694) (416,147)
At 1 January 2013 (86,144) (258,018) (70,291) (1,694) (416,147)
Depreciation expense (4,900) (44,268) (9,811) - (58,979)
Reclassification from investment property and 
assets held for sale (262) - (13) - (275)
Reclassification to assets held for sale 2,933 34,920 3,622 189 41,664
Reversal of impairment losses (21) (70) (48) 262 123

Disposals 677 7,762 4,638 165 13,242
Foreign exchange - (5) - - (5)

Reclassification 11,878 (7,433) (4,020) - 425
At 31 December 2013 (75,839) (267,112) (75,923) (1,078) (419,952)

Net book value 
At 31 December 2011 115,912 186,258 21,977 24,346 348,493

At 31 December 2012 90,121 221,927 25,656 62,213 399,917

At 31 December 2013 70,401 205,798 25,193 33,667 335,059

For the purposes of consistent classification of similar item of property, plant and equipment the Group 
made reclassification of certain items from investment property to property, plant and equipment as at 31 
December 2012 and 2011. Furthermore assets related to mobile business were classified as assets held for 
sale as at 31 December 2013. 

Assets of mobile business with a carrying value of 62,609 are included into reclassification to assets held 
for sale for the year ended 31 December 2013. 

At 31 December 2013, 2012 and 2011 cost of fully depreciated property, plant and equipment was 181,117, 
155,986 and 135,287 respectively. 

Interest capitalization 

Interest amounting to 2,780, 1,462 and 948 was capitalized in property, plant and equipment for the years 
ended 31 December 2013, 2012 and 2011 respectively. The capitalization rate used to determine the amount 
of borrowing costs eligible for capitalization is 8.37%, 7.88% and 7.50% for the years ended 31 December 
2013, 2012 and 2011 respectively. 
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Pledged property, plant and equipment  

Property, plant and equipment with a carrying value of 2,072,  1,872 and 3,414 was pledged in relation to 
loan agreements entered into by the Group as at 31 December 2013, 2012 and 2011 respectively. 

Leased property, plant and equipment 

As at 31 December 2013, 2012 and 2011 net book value of leased property, plant and equipment comprised:  

 
31 December 

2013 
31 December 

2012 
31 December 

2011 
Buildings and constructions 1 518 1,107
Switches and transmission devices 415 2,265 3,533
Vehicles and other property, plant and equipment 539 888 657
Construction in progress 87 87 13

Total net book value of leased property, plant and equipment 1,042 3,758 5,310

Impairment of property, plant and equipment 

As at 31 December 2013, 2012 and 2011 the Group conducted impairment testing of its property, plant, 
equipment, to identify possible irrecoverability of the assets. The Group assessed the recoverable amount of 
the assets for which estimation on individual basis is impossible within respective CGU. The Group defines 
CGUs as regional branches (in case of Rostelecom), legal entities or group of legal entities (in case of 
subsidiaries).  

In 2013  as a result of reorganization (refer to Note 8) a number of legal entities were merged with the 
Company which caused  the change in composition CGU. Assets including goodwill previously allocated to 
legal entities were reallocated to regional branches to which former entities have been merged.In addition, 
due to planned disposal of mobile assets in 2014 (refer to Note 35), all assets including goodwill of 
subsidiaries providing mobile services were classified as assets held for sale as at 31 December 2013. Since, 
the following CGU ceased to exist for the purpose of impairment testing: 

 Akos  

 Baikalvestcom  
 BIT 

 Nizhegorodskaya sotovaya sviaz 

 Skylink  

 Volgograd GSM  
 Yenisey telecom 

The recoverable amount of each CGU is determined by estimating its value in use. Value in use calculation 
uses cash-flow projections based on actual and budgeted financial information approved by management 
and a discount rate which reflects time value of money and risks associated with each individual CGU. Key 
assumptions used by management for three reporting dates in the calculation of value in use are as follows:  

 discount rates are estimated in nominal terms as the weighted average cost of capital on pre tax basis 
and varys from 15.56% to 22.38% per CGU; 

 OIBDA margin are based on historical actual results and varies from 7.66% to 53.00% per CGU; 

 for all CGUs cash flow projections cover the period of five years, cash flows beyond five-year period 
are extrapolated using growth rate of 2% for each CGU. 

For individual items of construction in progress for which the Group has no intention to complete and use 
or sell them impairment loss was recognised in the amount of their carrying value. 
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2013 impairment testing  

As a result of impairment testing no loss in respect of property, plant and equipment was recognised. 

2012 impairment testing  

As a result of impairment testing a loss of 715 was recognised in respect of corporate assets included in 
construction in progress. The impairment loss are included in the line Depreciation, amortisation and 
impairment losses in the statement of comprehensive income. 

2011 impairment testing  

Impairment loss of property, plant and equipment in the amount of 113 (CGU regional branch Ural) and 
construction in progress of 153 were recognised as a result of impairment testing. Impairment losses are 
included in the line Depreciation, amortisation and impairment losses in the statement of comprehensive 
income. 

8. GOODWILL AND OTHER INTANGIBLE ASSETS 

The net book value of goodwill and other intangible assets as at 31 December 2013, 2012 and 2011 was as 
follows: 

 Goodwill 
Number 
capacity 

Trade-
marks 

Computer 
software 

Customer 
list Licences Other Total 

Cost          
    
At 1 January 2011 18,834 1,000 762 38,526 3,454 11,402 1,608 75,586
Additions - 7 26 4,969 16 225 579 5,822
Acquisition through 
business combination 18,236 310 263 124 13,157 217 4,046 36,353
Disposals (84) (20) (24) (4,007) (4) (373) (229) (4,741)
Reclassification  49 - (114) 381 105 (83) (362) (24)
At 31 December 2011 37,035 1,297 913 39,993 16,728 11,388 5,642 112,996
    
At 1 January 2012 37,035 1,297 913 39,993 16,728 11,388 5,642 112,996
Additions - - - 4,955 - 216 1,523 6,694
Additions from internal 
development - - - 921 - - - 921
Acquisition through 
business combination 1,305 - 2 1 64 - 9 1,381
Disposals (1) (2) (3) (5,146) - (197) (89) (5,438)
Reclassification  - - (80) 11 - (160) 229 -
Foreign exchange (65) - - - (3) - - (68)
At 31 December 2012 38,274 1,295 832 40,735 16,789 11,247 7,314 116,486
    
At 1 January 2013 38,274 1,295 832 40,735 16,789 11,247 7,314 116,486
Additions  - - - 8,610 - 421 67 9,098

Disposals - (2) - (6,532) - (237) (518) (7,289)
Disposals through
business combination - - - (44) - - (2) (46)

Reclassification to 
assets held for sale of 
mobile business 

(12,940) (208) (59) (3,018) (1,741) (11,594) (1,004) (30,564)

Reclassification  - - - (133) - 833 (700) -

Foreign exchange 34 - - 4 2 1 11 52
At 31 December 2013 25,368 1,085 773 39,622 15,050 671 5,168 87,737
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 Goodwill 
Number 
capacity 

Trade-
marks 

Computer 
software 

Customer 
list Licences Other Total 

Accumulated amortization and impairment losses 
    
At 1 January 2011 (1,577) (463) (255) (18,634) (499) (1,095) (586) (23,109)
Amortization expense - (63) (153) (4,796) (1,150) (1,158) (772) (8,092)
Disposals 84 16 2 3,634 - 209 223 4,168
Impairment losses (197) - - (11) - - (5) (213)
Reversal of impairment
losses - - - 3,566 - - - 3,566
Reclassification  - 1 (8) (59) 31 64 (5) 24
At 31 December 2011 (1,690) (509) (414) (16,300) (1,618) (1,980) (1,145) (23,656)
    
At 1 January 2012 (1,690) (509) (414) (16,300) (1,618) (1,980) (1,145) (23,656)
Amortization expense - (31) (145) (4,587) (1,260) (1,129) (1,318) (8,470)
Disposals - 3 - 3,987 - 176 22 4,188
Impairment losses - - - (274) - - (5) (279)
Reversal of impairment 
losses - - - 60 - - - 60
Foreign exchange  - - 34 (15) 4 (107) 84 -
At 31 December 2012 (1,690) (537) (525) (17,129) (2,874) (3,040) (2,362) (28,157)
At 1 January 2013 (1,690) (537) (525) (17,129) (2,874) (3,040) (2,362) (28,157)
Amortization expense - (24) (140) (5,212) (1,249) (1,468) (1,187) (9,280)

Disposals - 2 - 6,325 - 211 414 6,952
Disposals through 
business combination - - - 44 - - 2 46

Impairment losses (359) - - (273) - - (1) (633)
Reversal of impairment 
losses - - - 338 - - - 338
Reclassification to assets
held for sale of mobile 
business 135 183 59 2,142 641 3,970 216 7,346

Reclassification - - - (10) - (83) 93 -

Foreign exchange - - - (1) (1) - (1) (3)
At 31 December 2013 (1,914) (376) (606) (13,776) (3,483) (410) (2,826) (23,391)

    
Net book value     
At 31 December 2011 35,345 788 499 23,693 15,110 9,408 4,497 89,340
At 31 December 2012 36,584 758 307 23,606 13,915 8,207 4,952 88,329
At 31 December 2013 23,454 709 167 25,846 11,567 261 2,342 64,346

Interest amounting to 105, 130 and 172 was capitalized in intangible assets for the years ended 31 
December 2013, 2012 and 2011 respectively. 

Intangible assets with indefinite useful lives and Goodwill 

The owned number capacity with a carrying amount of 706 (2012: 727, 2011: 730) is intangible assets with 
indefinite useful lives and is not amortized. These assets have no legal restrictions on the term of their use 
and the Group can derive economic benefits from their use indefinitely. These assets are tested for 
impairment annually or more frequently if there is an indication that the intangible assets may be impaired. 

During 2013 the Group concluded contracts under the investment programme subject of which was research 
and development. Main area of research and development are software, hardware, clouds models, which 
may be used as a standard solution on promotion of the services provided by the Group to government and 
private customers.  
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The aggregate amount of research and development expenditure recognized as an expense is 0 (2012:0; 
2011: 71). 

The Group, on an annual basis, performs testing for impairment of goodwill and intangible assets with 
indefinite lives. 

At each reporting date the Group performs impairment testing of goodwill allocated to CGUs that were 
acquired upon business combinations. Principal approaches which were used to determine value in use of 
cash-generating units, to which goodwill has been allocated, are disclosed in Note 6. 

Carrying amount of goodwill and intangible assets with indefinite useful lives are represented in the table 
below:  

CGU 

31 December 2013 31 December 2012 31 December 2011 

Goodwill 
before 

impairment 
loss  

Intangible 
assets with 
indefinite 

useful lives 
before 

impairment 
loss  

Goodwill 
before 

impairment 
loss  

Intangible 
assets with 
indefinite 

useful lives 
before 

impairment 
loss  

Goodwill 
before 

impairment 
loss  

Intangible 
assets with 
indefinite 

useful lives 
before 

impairment 
loss  

Natsionalnye 
telecommunikatsii - - 16,955 290 16,955 290
Skylink - - 10,653 - 10,653 -
Volgograd GSM - - 1,280 20 1,280 20
Nizchegorodskaya 
sotovaya sviaz - - 1,076 - 1,076 -
MRF Moskva* 11,513 228  
Rostelecom International 
(former Teleset 
Networks Public 
Company Limited) - -  934 - 1,680 -
MRF Severo-Zapad* 4,198 12 911 911 
MRF Volga 1,971 - 811 - 210 -
Macomnet 1,210 50  
MRF Dalniy Vostok 1,068 - 1,068 - 973 -
MRF Ural 660 -  
Globus Telecom 636 359 636 359 636 359
GNC Alfa 625 - 589 - - -
RTComm.RU 596 - 596 - 596 -
Severen telecom 432 - 432 - 432 -
MRF Sibir 271 183 - - -
Other 633 28 460 28 140 28

Total 23,813 677 36,584 697 35,542 697

 

Key assumptions used by management in impairment testing are as follows (disclosed only for material CGUs*): 

 Discount rates are estimated in nominal terms as the weighted average cost of capital on pre tax basis and is 
12,18%; 

 OIBDA margin are based on historical actual results and are 30,4% for MRF Moskva and 40,2% for 
MRF Severo-Zapad; 

 Cash flow projections cover the period of five years, cash flows beyond five-year period are extrapolated using 
growth rate of 2%; 
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Discount rate and operating income before amortization and depreciation (OIBDA) margin are the key 
assumptions to which calculations of value in use of CGUs with goodwill and indefinite useful life 
intangible assets allocated to are the most sensitive. Management approach to gross margin projection is 
based on historical actual results and growth rate forecasts which correlates to industry growth rate. 

The table below demonstrates the sensitivity analysis of impairment, the effect of a reasonably possible 
change in  key assumptions on which determination of CGU recoverable amount  is based in case such 
change resulted in impairment loss as at 31 December 2013: 

CGU 
Increase in 

discount rate 
Impairment 

loss 

Increase in 
discount rate 

which resulted in 
equality of 

recoverable and 
carrying amount

Decrease of 
OIBDA 
margin 

Impairment 
loss 

Decrease in  
OIBDA 

margin which 
resulted of 
recoverable 
amount is 
equal to 
carrying 
amount 

GNC Alfa 0.50% (37)  0.40% 3% (104)  0.40%
RTComm.RU n/a n/a n/a 3% (148)  2.47%
Other 0.50%-1.50% (40) 0.5% 3% (169)  0.90%

 

Impairment Testing of Other Intangible Assets  

At each reporting date the Group performs impairment testing of intangible assets not yet available for use 
and intangible assets with indefinite useful lives. Principal approaches and assumptions which were used to 
determine value in use of cash-generating units, to which these intangible assets belong, are disclosed in 
Note 6.  

2013 impairment testing 

As at 31 December 2013 no impairment loss in respect of other intangible assets were recognised. 

2012 impairment testing 

As at 31 December 2012 no impairment loss in respect of other intangible assets were recognised. 

2011 impairment testing 

As at 31 December 2010 impairment loss on billing system Amdocs was recognized due to the absence of 
intentions to implement and use it. However, in 2011 management approved the decision to implement 
customer relations management system (further – CRM) on Amdocs platform. According to the agreement 
with vendor of software billing system licenses were converted into CRM licenses. As a result, previously 
recognized loss in respect of licenses amounting to 3,419 was reversed in the statement of comprehensive 
income for 2011 and recognised in the line Depreciation, amortisation and impairment losses. 
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9. SUBSIDIARIES 

These consolidated financial statements include the assets, liabilities and results of operations of the 
following significant subsidiaries:  

  
Effective share of the Group as at     

31 December 
Subsidiary Main activity 2013 2012 2011 

  
CJSC MTs NTT  Communication services (fixed line) 100% 100% 100%
CJSC Westelcom  Leasing of equipment 100% 100% 100%
OJSC Infoteks-Teganrog Telecom Communication services 99.99% 99.99% 99.99%
CJSC Zebra Telecom  Communication services 100% 100% 100%
OJSC RTComm.RU Communication services (internet) 100% 100% 100%
CJSC RTComm-Sibir Communication services (internet) 100% 100% 100%
LLC RTComm-Volga-Ural Communication services (internet) 51% 51% 51%

LLC RTComm-Ug Communication services (internet) 100% 100% 100%
OJSC RTS* Communication services - 100% 100%
CJSC NSS Communication services (mobile) 100% 100% 100%
LLC Uzhno-Uralskaya telefonnaya 
compania Communication services 100% 100% 100%
CJSC Baikalwestcom Communication services (mobile) 100% 100% 100%
CJSC Yenisey telecom  Communication services (mobile) 100% 100% 100%
CJSC Akos Communication services (mobile) 94.56% 94.56% 94.56%
CJSC Globus-Telecom Communication services 94.92% 94.92% 94.92%
CJSC GlobalTel*** Communication services - 51% 51%
OJSC National Telecommunications* Communication services (pay TV) - 100% 71.8%
CJSC Makomnet* Communication services 51% 51% 51%
OJSC Mosteleset* Communication services (pay TV) - 100% 74%
LLC ArtMedia Group* Radio and TV - 100% 100%
LLC ArtMedia* Movie rental - 100% 100%
CJSC Natsionalnoe media agentstvo* TV services - 100% 100%
LLC Televisionnaya kompaniya Novy
Vybor Radio and TV 100% 100% 100%
LLС NKS Media Other 100% 100% 100%
LLC Oberon-media* Radio and TV - 100% 100%
LLC Telekanal Mat I ditya* Movie rental - 100% 100%
LLC Telekanal Oykumena* Movie rental - 100% 100%
CJSC TKT-stroy R&D services 100% 100% 100%
LLC Art Madia Markt* Other - 100% 100%
LLC Mobitel Investment company 100% 100% 100%
OJSC RT Labs Communication services 100% 100% 100%
CJSC AMT Investment company 100% 100% 100%
LLC Intmashservis Repair services 100% 100% 100%
OJSC Mobiltelecom Communication services 91.75% 91.75% 91.75%
OJSC Regionalnie informatsionnie seti R&D services 100% 100% 100%
CJSC NTC Komset R&D services 55.45% 55.45% 55.45%
LLC Set Stolitsa Maintenance services 100% 100% 100%
CJSC Sankt Peterburgskie taksofoni Communication services 100% 100% 100%
NP Telecomcentr** R&D services 100% 100% 100%
CJSC Volgograd-GSM Communication services (mobile) 100% 100% 100%
CJSC Orenburg-GSM Communication services (mobile) - - 100%
CJSC Severen-Telecom  Communication services 100% 100% 100%
CJSC GNC Alfa Communication services 74.98% 74.98% -
OJSC Kolatelecom Communication services 50% 50% 



OJSC Rostelecom 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued) 
(In millions of Russian Roubles unless otherwise stated) 

 
 

 

 
45 

  
Effective share of the Group as at     

31 December 
Subsidiary Main activity 2013 2012 2011 

CJSC Chita-Online Communication services (internet) 100% 100% -
CJSC Sky Link Communication services (mobile) 100% 100% 100%
CJSC MS-Direct Communication services (mobile) 100% 100% 100%
CJSC Delta telecom Communication services (mobile) 100% 100% 100%
OJSC Moscovskaya sotovaya svyaz Communication services (mobile) 100% 100% 100%

OJSC Kaliningradskie Mobilnie Seti Communication services (mobile) 100% 100% 100%

LLC Pilar Communication services (mobile) 100% 100% 100%

CJSC Skay-1800 Communication services (mobile) 100% 100% 100%

CJSC Uralvestcom Communication services (mobile) 100% 100% 100%

CJSC Astarta Communication services (mobile) 100% 100% 100%
CJSC Saratovskaya sistema sotovoy 
svyazy 

Communication services (mobile) 
100% 100% 100%

OJSC Apeks Communication services (mobile) 93.5% 93.5% 93.5%
OJSC Tsentralny Telegraph** Communication services (telegraph) 80% 60.15% 60.15%
CJSC Otkritie telecommunikatsii** Communication services 80% 60.15% 60.15%
OJSC Giprosvyaz** Engineering design 80% 56.25% 56.25%
OJSC Ingushelectrosvyaz** Communication services - 100% 100%
OJSC Chukotkasvyazinform** Communication services 100% 75% 75%
OJSC Bashinformsvyaz** Communication services 70.78% 69.42% 68.16%
LLС Bashtelecomservis** Communication services 70.78% 69.42% -
LLC Bashtelecomleasing** Leasing 70.78% 69.42% 68.16%
LLC Bashlelecominvest** Investment company 70.77% 69.34% 68.08%

LLC Sterlitamakstroyservis** Communication services (internet) 70.78% 69.42% 68.16%

OJSC Sotovaya svyaz Bashkortostana** Communication services (mobile) 70.78% 69.42% 68.16%

OJSC Ufimsky zavod promsvyaz** 
Communication equipment 
manufacturing 70.74% 69.38% 68.12%

CJSC Rosmedia Communication services 100% 100% 100%
OJSC MMTS-9** Communication services 99.81% 99.81% 99.81%
OJSC OK Orbita Recreational services 100% 100% 100%
CJSC RPK Svyazist Recreational services 100% 100% 100%
CJSC BIT Communication services (mobile) 100% 100% 100%
Rostelecom International Limited 
(former Teleset Networks Public 
Company) Communication services 100% 100% 100%
LLC Enter* Communication services (internet) - 100% -
LLC KM Media IT consulting 74.99 74.99 -
OJSC Svyazintek IT consulting 100% 100% 100%

All the above entities have the same reporting date as the Group. 

All significant subsidiaries, except for Rostelecom International and GNC Alfa, are incorporated in Russia. 
Rostelecom International is incorporated in Cyprus, GNC Alfa is incorporated in Armenia. 

*In October 2013 OJSC Rostelecom was merged with OJSC Svyazinvest and the following 100% owned 
subsidiaries: CJSC National Telecommunications, OJSC Natsonalnie kabelnie seti, OJSC Rossiyskaya 
telecommunicatsionnays set, CJSC Elkatel, OJSC Mosteleset, OJSC Mostelecom, CJSC Eltelekor, CJSC 
Enter, OJSC Telekompania Sankt Peterburgskoe kabelnoe televidenie, CJSC Parma inform, CJSC 
Novgorod Deytacom, OJSC TNPKO, CJSC Svyazinvest, CJSC Teleset, CJSC Teleset invest, CJSC 
Simbirsk telecommunications systems, OJSC NKS EurAzia, CJSC Teleset-servis, CJSC Novosibirskoe 
Antenno-Kabelnoe televisionnoe veschanie, OJSC Ingushelectrosvyaz.  In December 2013 LLC NKS 
Media was meged with LLC ArtMedia Group, LLC ArtMedia, CJSC Natsionalnoe media agentstvo, LLC 
Oberon-media, LLC Telekanal Mat I ditya, LLC Telekanal Oykumena, LLC Art Madia Markt. 

**After merge of OJSC Rostelecom and OJSC Svyazinvest the following former subsidiaries of OJSC 
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Svyazinvest became subsidiaries of OJSC Rostelecom: NP Telecomcentr, OJSC Tsentralny Telegraph, 
CJSC Otkritie telecommunikatsii, OJSC Giprosvyaz, OJSC Ingushelectrosvyaz, OJSC 
Chukotkasvyazinform, OJSC Bashinformsvyaz, LLL Bashtelecomservis, LLC Bashtelecomleasing, LLC 
Bashlelecominvest, LLC Sterlitamakstroyservis, OJSC Sotovaya svyaz Bashkortostana, OJSC Ufimsky 
zavod promsvyaz, OJSC MMTS-9. 

***In 2013 arbitrage of Moscow initiated external control procedure in CJSC GlobalTel as part of its 
bankruptcy. The Group has lost control over CJSC GlobalTel from 1 July 2013. As a result the Group 
recognized gain of 2,831 in other investing and financing gain as entity had negative net assets. 

In 2012 CJSC Orenburg-GSM was merged with CJSC NSS. In 2011 the Group increased its share in CJSC 
Orenburg-GSM from 51% to 100%. Additional shares were bought for cash payment of 116 from OJSC 
Srednevolzhskaya mezhregionalnaya assotsiatsia radiotelecommunicatsionnih system. 

In 2012 the Group increased its share in OJSC Mosteleset from 74% to 100%. Additional shares were 
bought for cash payment of 1,800 from government of Moscow. 

In March 2012 the Group increased its share in OJSC National Telecommunications from 71.8% to 100%. 
Additional shares were bought for cash payment of 13,826 from OJSC Gazprombank. In February 2011 the 
Group acquired 71.8% equity interest in OJSC National Telecommunications from CJSC National Media 
Group, OJSC Surgutneftegaz and Raybrook Limited. The purchase price amounted to USD 951 million. 

In September 2012 the Group acquired 100% share in LLC Bashtelecomservis, the regional 
telecommunication operator, from a private person. The purchase price amounted to 210. 

In August 2011 the Group increased its share in CJSC Volgograd-GSM from 50% to 100%. Additional 
shares were bought for cash payment of 2,322 from Bolaro Holdings ltd, CJSC Info-Telecom and OJSC 
SMARTS. 

Set out below are the summarised financial information for each subsidiary that has non-controlling 
interests that are material to the group. 

Summarised statements of financial position 
CJSC Makomnet Bashinformsvyaz Group 

As at 31 December As at 31 December
  2013 2012 2011 2013 2012 2011 
Current assets 504 496 465 2,837 1,962 2,806
Current liabilities (103) (116) (141) (2,884) (1,759) (1,658)
Total current net assets / (liabilities) 401 380 324 (47) 203 1,148
Non-current assets 1,612 1,704 907 15,154 9,595 8,778
Nob-current liabilities (224) (235) (75) (2,946) (1,028) (2,025)
Total non-current net assets 1,388 1,469 832 12,208 8,567 6,753
Net assets 1,789 1,849 1,156 12,161 8,770 7,901
NCI 912 943 590 3,553 2,682 2,516

 

Summarised statements of profit or loss and other comprehensive income
CJSC Makomnet Bashinformsvyaz Group 

Year ended 31 December Year ended 31 December
  2013 2012 2011 2013 2012 2011 
Revenue 1,340 1,301 1,137 7,586 6,302 6,080
Profit before income tax 429 459 426 1,233 1,117 656
Income tax (90) (93) (104) (316) (258) (799)
Total comprehensive income 339 366 322 917 859 (143)
Total comprehensive income allocated
to non-controlling interests 166 179 158 268 263 (45)
Dividends paid to non-controlling 
interests 196 190 195 47 20 16
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Summarised cash flows 
CJSC Makomnet Bashinformsvyaz Group 

For the year ended 31 December 
2013 2013 

Cash generated from operations 618 3,262
Interest paid - (103)
Income tax paid (101)  (674)
Net cash generated from operating activities 517 2,485
Net cash used in investing activities (122) (638)
Net cash used in financing activities (401) (1,121)
Net (decrease)/increase in cash and cash equivalents (6) 726
Cash and cash equivalents at beginning of year 345 236
Cash and cash equivalents at end of year  339  962

10. INVESTMENTS IN ASSOCIATES 

Investments in associates as at 31 December 2013, 2012 and 2011 were as follows: 

Associate Main activity 

Voting share 
capital,  

% 

2013 
Carrying 
amount 

2012 
Carrying 
amount 

2011 
Carrying 
amount 

OJSC KGTS Communication services 37.29 383 234 206
CJSC Samara Telecom Communication services 27.78 163 159 147
OJSC WestBalt Telecom Communication services 38.00 131 131 127
CJSC IKC Express Communication services 37.90 83 81 78
OJSC Vostoktelecom Communication services 25.00 81 77 75
Other Various  77 93 140
Total investments in associates 918 775 773

 

Summarized financial information as at 31 December 2013, 2012 and 2013 and for the years then ended of 
the associates is presented below: 

Aggregate amounts 2013 2012 2011 
Assets 3,143 2,833 2,458

Liabilities 407 455 362

Revenue 1,968 1,758 1,556

Net income 195 184 191

In 2013 the Group received dividends from its investments in equity accounted investees in the amount of 8 
(2012: 5, 2011: 4). 

All associated companies are incorporated in Russia. 

There are no contingent liabilities relating to the Group's interest in the associates. 
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Summarized financial information for substantial associates as at 31 December 2013, 2012 and 2013 and 
for the years then ended is presented below: 

Associate Year 
Non-current 

assets Current assets
Non-current 

liabilities 
Current 
liabilities Revenue 

Net 
income/(loss) 

OJSC KGTS 2013 966 158 11 86 742 104

2012 924 90 151 86 714 113

2011 807 95 122 96 661 122
CJSC Samara 

Telecom 
2013 310 396 21 100 201 15
2012 351 265 21 32 165 25
2011 321 257 15 27 254 27

OJSC WestBalt 
Telecom 

2013 128 253 - 36 150 (1)
2012 140 241 - 35 214 11
2011 128 243 - 36 221 25

CJSC IKC 
Express 

2013 13 213 - 8 72 6
2012 17 205 - 6 76 6
2011 19 195 - 2 51 (7)

OJSC 
Vostoktelecom 

2013 102 287 5 59 595 31
2012 357 15 5 53 587 32
2011 324 16 4 55 365 27

 

Reconciliation of the summarised financial information presented to the carrying amount of the interest in 
associates: 

Summarised financial information 
OJSC 
KGTS 

CJSC Samara 
Telecom 

OJSC WestBalt 
Telecom 

CJSC IKC 
Express 

OJSC 
Vostoktelecom 

Net assets at December 31, 2013 1,027 585 345 218 325
Interest in associates, % 37,29 27,78 38 37,9 25
Carrying value at December 31, 2013 383 163 131 83 81

11. OTHER INVESTMENTS 

 
31 December 

2013 
31 December 

2012 
31 December 

2011 
Non-current investments  

Available-for-sale financial assets 83 2,917  812  

Financial assets at fair value through profit or loss 401 - -

Loans and receivables 36 118  1,017  

Total other non-current investments 520 3,035  1,829  
Current investments  

Available-for-sale financial assets 6 6  -  

Loans and receivables 1,960 3,486  4,609  

Total other current investments 1,966 3,492  4,609  

Total other investments  2,486 6,527  6,438  

The Group’s exposure to credit, currency and interest rate risks and fair value information related to other 
investments is disclosed in Note 31. 
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12. OTHER NON-CURRENT ASSETS 

 
31 December 

2013 
31 December 

2012 
31 December 

2011 
Non-current advances, given for investing activities 1,872  4,502 12,611
Non-current advances, given for operating activities 956  398 258
Non-current receivables 1,264  659 865
Other non-current assets -  2 234
Less: doubtful debt allowance (102)  (92) (127)

Total other non-current assets 3,990  5,469 13,841

13. INVENTORIES 

 
31 December 

2013 
31 December 

2012 
31 December 

2011 
Cable 781 850 869
Finished goods and goods for resale 556 608 799
Spare parts 1,076 1,001 1,126
Tools and accessories 165 213 195
Construction materials 72 88 81
Fuel 142 157 166
Other inventory 1,149 2,073 1,936

Total inventories 3,941 4,990 5,172

14. TRADE AND OTHER ACCOUNTS RECEIVABLE 

Trade and other accounts receivable as at 31 December 2013 and 2012, 2011 comprised of the following: 

 

Gross, 
31 December 

2013 

Doubtful 
debt 

allowance 

Net, 
31 December 

2013 
Amounts due from customers for operating activities 37,304 (4,670) 32,634
Amounts due from customers for non-operating activities 6,246 (1,658) 4,588
Amounts due from commissioners and agents 1,536 - 1,536
Amounts due from personnel 191 - 191
Amounts due from other debtors 1,335 (460) 875

Total trade and other accounts receivable  46,612 (6,788) 39,824

 

Gross, 
31 December 

2012 

Doubtful 
debt 

allowance 

Net, 
31 December 

2012 

Amounts due from customers for operating activities 34,558 (5,036) 29,522
Amounts due from customers for non-operating activities 3,668 (781) 2,887
Amounts due from commissioners and agents 2,021 - 2,021
Amounts due from personnel 149 - 149
Amounts due from other debtors 1,787 (504) 1,283

Total trade and other accounts receivable  42,183 (6,321) 35,862
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Gross, 
31 December 

2011 

Doubtful 
debt 

allowance 

Net, 
31 December 

2011 
Amounts due from customers for operating activities 29,495 (4,798) 24,697
Amounts due from customers for non-operating activities 2,869 (765) 2,104
Amounts due from commissioners and agents 1,620 - 1,620
Amounts due from personnel 91 - 91
Amounts due from other debtors 2,449 (449) 2,000

Total trade and other accounts receivable 36,524 (6,012) 30,512

As at 31 December 2013, 2012 and 2011 settlements with customers for operating activities included 
settlements with the following counterparties: 

 
31 December  

2013 
31 December 

 2012 
31 December  

2011 

Residential customers 12,201 13,121 13,411
Corporate customers 5,006 5,653 5,729
Governmental customers 12,931 9,387 5,388
Interconnected operators – domestic 5,005 4,663 3,526
Interconnected operators – international 2,161 1,713 1,420
Social security bodies - 21 21
Less: doubtful debt allowance (4,670)  (5,036)  (4,798)

Total accounts receivable due from customers for 
operating activities 32,634 29,522 24,697

Based on historic default rates, management believes that trade and other receivables are adequately 
provided. 

As at 31 December 2013, 2012 and 2011 the share of accounts receivable that are past due but not impaired 
amounted to approximately nil. 

The following table summarizes the changes in the allowance for doubtful accounts receivable, advances 
and other assets for the years ended 31 December 2013, 2012 and 2011: 
 2013 2012 2011 

Balance, beginning of year (6,552) (6,260) (6,918)

Bad debt expense (2,140) (1,389) (632)
Acquisition through business combinations - - (299)
Accounts receivable written-off 1,643 1,097 1,589

Balance, end of year (7,049) (6,552) (6,260)

As at 31 December 2013, 2012 and 2011 amounts due from other debtors include finance lease receivables 
of 180, 183 and 195 respectively. 

Finance income for the years ended 31 December 2013, 2012 and 2011 amounted to 46, 49 and 47 
respectively, and are included in other investing and financial gain in these consolidated statements of 
comprehensive income. 
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Future minimum lease payments together with the present value of the net minimum lease payments as at 
31 December 2013, 2012 and 2011 are as follows: 

 31 December 2013 

 

Gross  
investments  

in lease 

Present value of 
minimum lease 

payments 

Current portion (less than 1 year) 50 6

More than 1 to 5 years 191 27

Over 5 years 321 147

Total 562 180

 
 31 December 2012 

 

Gross 
 investments 

in lease 

Present value of 
minimum lease 

payments
Current portion (less than 1 year) 51 6
More than 1 to 5 years 192 22
Over 5 years 370 155
Total 613 183

 
 31 December 2011 

 

Gross 
investments 

 in lease 

Present value of 
minimum lease 

payments 
Current portion (less than 1 year) 55 10
More than 1 to 5 years 199 23
Over 5 years 415 162
Total 669 195

 

15. CASH AND CASH EQUIVALENTS 

Cash and cash equivalents as at 31 December 2013, 2012 and 2011 included cash in bank, cash in-hand, 
short-term deposits and bills of exchange with original maturities of less than three months as follows: 

 
31 December 

2013 
31 December 

2012 
31 December 

2011 
Cash in bank and in-hand 7,636 12,565 5,665
Short-term deposits and promissory notes up to 3 months 249 974 3,777
Other cash and cash equivalents 75 90 192
Total cash and cash equivalents 7,960 13,629 9,634

16. OTHER CURRENT ASSETS 

 
31 December 

2013 
31 December 

2012 
31 December 

2011 
Deferred expenses - 9 99
VAT recoverable 584 781 709
Other current assets 35 149 357
Less: doubtful debt allowance (10) (31) (56)

Total other current assets 609 908 1,109
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17. EQUITY 

The nominal share capital of the Company recorded on its incorporation has been indexed, to account for 
the effects of hyperinflation from that date through 31 December 2002. The share capital of the Company in 
the Russian statutory accounts at 31 December 2013 amounted to 7,280,089 nominal (uninflated) RUB 
(2012 and 2011:  7,280,089). 

The authorized share capital of the Company as at 31 December 2013, 2012 and 2011 comprised 
6,354,642,352 ordinary shares and 242,832,000 non-redeemable preferred shares. The par value of both 
ordinary and preferred shares amounted to RUB 0.0025 per share. 

During the reorganisation the number of outstanding ordinary shares resulted from the conversion of 
Svyazinvest ordinary shares into additional 1,071,502,300 Rostelecom ordinary shares, and the cancellation 
of 1,345,556,268 Rostelecom ordinary shares, which previously owned by Svyazinvest, on 1 October 2013. 

As at 31 December 2013 the issued share capital of the Company was as follows: 

Type of shares 
Number of shares 

issued 
Total 

par value 
Carrying 

value
Ordinary Shares, RUB 0.0025 par value 2,669,204,301 6.673 72
Preferred Shares, RUB 0.0025 par value 242,831,469 0.607 25
Total  2,912,035,770 7.280 97

As at 31 December 2012 and 31 December 2011 the issued share capital of the Company was as follows: 

Type of shares 
Number of shares 

issued 
Total 

par value 
Carrying 

value
Ordinary Shares, RUB 0.0025 par value 2,669,204,301 6.673 72
Preferred Shares, RUB 0.0025 par value 242,831,469 0.607 25
Total  2,912,035,770 7.280 97

 

Data for comparative periods were revised as if the reorganization had occurred at the beginning of the 
earliest comparative period. 

Ordinary shares carry voting rights with no guarantee of dividends. Preferred shares have priority over 
ordinary shares in the event of liquidation but carry no voting rights except on resolutions regarding 
liquidation or reorganization, changes to dividend levels of preferred shares, or the issuance of additional 
preferred shares. Such resolutions require two-thirds approval of preferred shareholders. The preferred 
shares have no rights of redemption or conversion. 

Owners of preferred shares have the right to participate in and vote on all issues within the competence of 
shareholders’ general meetings following the annual shareholders’ general meeting at which a decision not 
to pay (or to pay partly) dividends on preferred shares has been taken. 

In case of liquidation, the residual assets remaining after settlement with creditors, payment of preferred 
dividends and redemption of the par value of preferred shares is distributed among preferred and ordinary 
shareholders proportionately to the number of owned shares. 

Accordingly, the preferred shares of the Company are considered participating equity instruments for the 
purpose of earnings per share calculations (refer to Note 30). 

As a result of the reorganization approved by shareholders’ meeting as at December 30, 2013 dissenting 
minor shareholders obtained the right to sell their shares. For this purpose stock redemption reserve was 
accrued in the financial statements as at December 31, 2013. The reserve is classified as current payables, 
refer to note 19.  
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Treasury shares 

As at 31 December 2013, 2012and 2011 total number of treasury shares held by the Group was as follows: 

Type of shares 31 December 2013 31 December 2012 31 December 2011
Ordinary Shares 465,757,157 229,568,655 184,725,611
Preferred Shares 72,987,143 69,432,721 70,042,234

Total  538,744,300 299,001,376 254,767,845

In October 2011 the Board of Directors of the Company approved decision on shares buy back up to the 
amount of USD 500 million.  

During 2011 total number of ordinary shares realized as an exercise of the options under the management 
motivation program constituted 18,122,013. During 2012 the Group realized 83,635,424 ordinary shares, 
including 25,389,645 shares realized as an exercise of the options under the management motivation 
program and 56,287,425 shares transferred in exchange of acquisition of a 50% stake in Sky Link from 
OJSC Svyazinvest (refer to Note 5). During 2012 total number of preferred shares realized as an exercise of 
the options under the management motivation program constituted 952,074. 

In 2013 total number of ordinary shares realized as an exercise of the options under the management 
motivation program constituted 66,610,190 shares. During 2013, 2012 and 2011 the Group purchased 
221,575,350,  166,693,203 and 31,383,885 ordinary shares, respectively, for 28,067, 25,636 and 4,506 
respectively.  

Dividends 

According to the charter of the Company a preferred share carries dividend amounting to the higher of 10% 
of the net income after taxation of the Company as reported in the Russian statutory accounts divided by 
25% of total number of shares and the dividend paid on one ordinary share. 

Total amount of dividend paid on ordinary shares should be not less than 20% of net profit of the Group as 
reported under IFRS. 

In June 2013 the General Meeting of Shareholders approved the dividends for the year ended 31 December 
2012 in the amount of 2.4369 roubles per ordinary share (2011: 4.6959 roubles per ordinary share) and 
4.1022 roubles per preference share (2011: 4.6959 roubles per preference share). 

Category of shares Number of shares 
Dividends per share, 

roubles 
Total sum of dividends, 

roubles 
Declared and approved for 2012  
Preference shares  242,831,469 4.1022 996,143,252
Ordinary shares 2,943,258,269 2.4369 7,172,426,076
Total 3,186,089,738  8,168,569,328

 

The difference between the dividends declared and the dividends presented in the statement of changes in 
equity is explained by the treasury shares, held by the subsidiaries of the Company. 
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18. BORROWINGS 

Borrowings as at 31 December 2013, 2012 and 2011 were as follows: 

 
31 December 

2013 
31 December 

2012 
31 December 

2011 
Long-term Borrowings    
Non-current portion of long-term borrowings  
Bank and corporate loans 149,393 142,623 89,188

Bonds 35,000 10,000 4,604

Promissory notes 9 9 48
Vendor financing 55 65 69

Finance lease liabilities 107 129 690

Interest payable 15 14 13

Restructured customer payments 21 34 28

Total non-current portion of long-term borrowings 184,600 152,874 94,640
Current portion of long-term borrowings  

Bank and corporate loans 1,133 44,173 45,319

Bonds 5,000 1,613 4,285

Promissory notes - 659 682

Vendor financing 9 2,665 2,717

Finance lease liabilities 61 750 1,971

Restructured customer payments 75 70 77

Total current portion of long-term borrowings 6,278 49,930 55,051

Total  long-term borrowings 190,878 202,804 149,691

  
Short-term Borrowings  

Bank and corporate loans 25,399 14,319 26,588

Promissory notes 377 151 149

Interest payable 1,155 616 665

Total short-term borrowings 26,931 15,086 27,402

Current portion of long-term borrowings 6,278 49,930 55,051

Total current borrowings 33,209 65,016 82,453

Total borrowings 217,809 217,890 177,093

As a result of the reorganization approved on the shareholders’ meeting at December 30, 2013 creditors 
obtained the right to claim earlier repayment of long-term loans. As at the reporting date, the Company 
received waivers from all significant creditors, stating that they had no intention to claim earlier repayment. 
As at the date of issuance of the financial statements, the period of claims determined by the Russian law 
had expired and no claims were actually received by the Company. Therefore, liabilities were classified as 
long-term in accordance with contracted maturity. 

Finance lease liabilities 

In April 2005, the Group entered into a finance lease agreement for use of terrestrial optical fiber cables. 
The lease agreement is non-cancellable for the period of 15 years, which approximates the remaining useful 
life of the optical fibers. Effective interest rate of the lease is 7.21% p.a. Lease payments are denominated in 
US Dollars.  
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Also, the Group is involved in a finance lease agreement for use of a digital telecommunication station over 
its estimated remaining useful life of 7 years. Effective interest rate of the lease is 11.7% p.a. Lease 
payments are denominated in Russian Roubles.  

The Group has two lease tranches of optical fibers with OJSC FSK EES until year 2030. The effective 
interest rates of these leases are 15% and 17% p.a. Lease payments are denominated in Russian Roubles. 

Future minimum lease payments together with the present value of the net minimum lease payments as at 
31 December 2013, 2012 and 2011 are as follows: 

 31 December 2013 31 December 2012 31 December 2011 

 
Minimum 

lease payments 

Present value 
of minimum 

lease payments

Minimum 
lease 

payments 

Present value 
of minimum 

lease 
payments 

Minimum 
lease 

payments 

Present value 
of minimum 

lease payments
Current portion (less 
than 1 year) 78 61 836 750 2,242 1,971

More than 1 to 5 years 75 14 113 36 720 590

Over 5 years 182 93 182 93 218 100

Total 335 168 1,131 879 3,180 2,661

Depreciation of property, plant and equipment under the finance lease contracts for 2013, 2012 and 2011 
amounted to 236, 1,090 and 1,636 respectively.  Finance charges for the year ended 31 December 2013, 
2012 and 2011 amounted to 49, 371 and 565 respectively, and are included in finance costs in these 
consolidated statements of comprehensive income. 

Vendor financing 

Vendor financing payable includes the following as at 31 December 2013, 2012 and 2011: 

 31 December 2013 31 December 2012 31 December 2011 
Government of Dagestan Republic 53 62 69
Other 2 3 -
Vendor financing payable – long-term 55 65 69
Globalstar L.P. - 2,162 2,159
Metrosvyaz Ltd - 99 99
Сisko Capital CIS - - 47
Huawei Technologies Co. Ltd. - 391 389
Government of Dagestan Republic 9 9 10
Other - 4 13
Vendor financing payable – current portion  9 2,665 2,717
Total vendor financing payable 64 2,730 2,786

Decrease in vendor financing payable was due to the following:  

As at 31 December 2012, the Group had 2,162 payable by CJSC GlobalTel to Globalstar L.P., which was 
the non-controlling shareholder of CJSC GlobalTel, for the purchase of three gateways and associated 
equipment and services. Globalstar L.P. had a lien over this equipment until the liability is fully paid. CJSC 
GlobalTel was in default in respect of payments in 2004 - 2012 and has not obtained a waiver from 
Globalstar L.P. As a result, the entire balance of 1,248 at 31 December 2012 (2011: 1,323) was classified as 
current in the consolidated statements of financial position as at 31 December 2012 and 2011. Penalty 
interest in the amount of 914 and 836, accrued for each day of delay at the rate of 10% p.a., was included in 
the vendor financing payable in the consolidated statements of financial position as at 31 December 2012 
and 2011 respectively. In July 2013 the Group has lost control over CJSC GlobalTel (refer to Note 8), so 
payable by CJSC GlobalTel to Globalstar L.P was not included in the consolidated statements of financial 
position as at 31December 2013. 
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19. ACCOUNTS PAYABLE, PROVISIONS AND ACCRUED EXPENSES 

Accounts payable, provisions and accrued expenses consisted of the following as at 31 December 2013, 
2012 and 2011: 

  
31 December 

2013 
31 December 

2012 
31 December 

2011 
Stock redemption reserve 23,161 - -
Payables for purchases and construction of property, plant and 
equipment 13,903 28,821 11,509
Other taxes payable 6,412 5,783 6,820
Payable to personnel 9,800 9,998 8,589
Payable for operating activities 7,632 6,399 3,960
Payable to interconnected operators 2,471 3,142 3,650
Dividends payable 356 826 389
Payable for purchases of software 4,633 1,552 395
Current provisions 341 480 475
Other accounts payable 4,926 4,838 5,492

Current accounts payable, provisions and accrued expenses  73,635 61,839 41,279

Financial liabilities at fair value through profit and loss 878 - -
Non-current payables 25 27 19,652
Non-current provisions 174 211 43

Non-current accounts payable, provisions and accrued expenses 1,077 238 19,695

Total accounts payable, provisions and accrued expenses  74,712 62,077 60,974

 

20. EMPLOYEE BENEFITS 

According to staff agreements, the Group contributes to pension plans and also provides additional benefits 
for its active and retired employees. 

Defined contribution plans  

The non-state pension fund NPF Telecom-Soyuz maintains the defined contribution plan of Group. In 2013 
the Group expensed 124 (2012: 193; 2011: 205) in relation to defined contribution plans. 

Defined benefit plans and other long-term employee benefits 

To become eligible for benefits under the plan upon retirement the participant must achieve the statutory 
retirement age, which is currently 55 for women and 60 for men and fulfil certain minimum seniority 
requirements. 

As at 31 December 2013, the Group employed 160,219 participants of defined benefit plan (2012: 163,532; 
2011: 173,878) and supported 47,378 pensioners eligible for post-employment benefit(2012: 53.421; 2011: 
59,410). 

As at 31 December 2013, management estimated that employees’ average remaining working period was 10 
years (2012 – 10 years; 2011 – 9 years) 
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As at 31 December 2013, 2012 and 2011 net defined benefit plan liability comprised the following:  

  2013 2012 2011 

Present value of obligations on defined benefit plans 9,783 10,870 11,050
Fair value of plan assets (9) (9) (4)

Present value of unfunded obligations 9,774 10,861 11,046

Net expenses/ gains for the defined benefit plan recognized in 2013, 2012 and 2011 were as follows:  

  2013 2012 2011 

Current service cost 495 516 605
Interest cost 769 946 1,025
Expected return on plan assets (1) (1) -
Other expenses 600 - -
Curtailment effect - (241) (4,868)

Net expense/(gain) for the defined benefit plan 1,863 1,220 (3,238)

Net expense/ gain for the defined benefit plan, excluding interest cost and return on plan assets, is included 
in the consolidated statement of comprehensive income in the line “Wages, salaries, other benefits and 
payroll taxes”. Return on plan assets and interest cost are recognized in “Other investing and financing 
gain” and “Finance costs” line items of these consolidated statements of comprehensive income.  

Curtailment effect occurred due to introduction of the new collective labour agreement in December 2011. 
The agreement abolished certain social benefits in regard of the former Company’s employees and other 
miscellaneous social payments. 

The following table summarizes movements in the present value of defined benefit obligations for the 
above plan in 2013, 2012 and 2011:  

 2013 2012 2011 

Present value of defined benefit obligations as at 1 January 10,870 11,050 16,592

Curtailment of liabilities - (241) (4,868)

Interest cost 769 946 1,025

Current service cost 495 516 605

Other expenses 600 - -

Benefits paid (1,097) (1,071) (1,472)

Actuarial (gains)/losses (1,854) (330) (832)

Present value of defined benefit obligations as at 31 December 9,783 10,870 11,050

The following table summarizes movements in the fair value of defined benefit plan assets in 2013, 2012 
and 2011:  

  2013 2012 2011 

Fair value of plan assets as at 1 January 9 4 1
Expected return on plan assets 1 1 -
Actuarial (gains)/losses (1) (1) -
Benefits paid (1,097) (1,071) (1,472)
Contributions by the employer 1,097 1,076 1,475

Fair value of plan assets as at 31 December 9 9 4
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As at 31 December 2013, 2012 and 2011 the principal actuarial assumptions used in determining the 
amounts for the defined benefit plan were as follows:  

  2013 2012 2011 

Discount rate 8.00% 7.00% 8.50%
Future salary increases 9.20% 9.20% 9.72%
Rate used for calculation of annuity value 4.00% 4.00% 4.00%
Increase in financial support benefits 5.00% 5.00% 5.50%

Staff turnover 

5% for aged 50 
and below 

0%  for aged 
above 50 

5% for aged 50 
and below  

0%  for aged 
above 50  

5% for aged 50 
and below 

0%  for aged 
above 50 

Mortality tables (source of information) 1985/86 1985/86 1985/86

The amounts of experience adjustments and present value of defined benefit obligation and defined benefit 
assets for the current annual period and previous two annual periods are as follows:  

  2013 2012 2011 
Defined benefit obligations 9,783 10,870 11,050
Defined benefit assets (9) (9) (4)
Plan deficit 9,774 10,861 11,046
Experience adjustments on defined benefit plan liabilities (1,084) (1,038) (613)
Experience adjustments on defined benefit plan assets (1) (1) -

The Group expects to contribute 1,318 to its non-state pension funds in 2014 in respect of defined benefit 
plans. 

The following net pension liabilities are in consolidated statements of financial position in 2013, 2012 and 
2011: 

  2013 2012 2011 

Net defined benefit obligations as at 1 January 10,861 11,046 16,591
Total defined benefit plan expenses, net 1,863 1,221 (3,239)
Contributions by the employer (1,097) (1,076) (1,474)
Remeasurement of pension liabilities (1,853) (330) (832)

Net defined benefit obligations as at 31 December 9,774 10,861 11,046

 

Remeasurement of pension liabilities consists of: 

  2013 2012 2011 

Actuarial (gains)/losses on liabilities (1,854) (331) (832)

Actuarial (gains)/losses on assets 1 1 -

Remeasurement of pension liabilities (1,853) (330) (832)
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21. INCOME TAXES 

The components of income tax expense for the years ended 31 December 2013, 2012 and 2011 were as 
follows: 

 2013 2012 2011 

Current income tax expense 
Income tax for the year (3,752) (7,705) (9,331)
Adjustments of the current income tax for previous years 101 201 (41)

Total current income tax for the year (3,651) (7,504) (9,372)

Deferred tax expense  
Origination and reversal of temporary differences (5,988) (5,219) (1,021)
Changes in unused tax losses 1,651 3,422 (266)

Total deferred income tax (4,337) (1,797) (1,287)

Total income tax expense for the year (7,988) (9,301) (10,659)

A reconciliation of the theoretical tax charge to the actual income tax charge is as follows:  

 2013 2012 2011 

Profit before tax  32,119 42,503 47 478
Statutory income tax rate 20% 20% 20%
Theoretical tax charge at statutory income tax rate (6,424) (8,501) (9,496)
Adjustments of the current income tax for previous years 101 201 (41)
Non-deductible expenses and non-taxable income (2,299) (1,838) (208)
Tax on intragroup dividend income (379) (634) (44)
Changes in unrecognized deferred tax assets 1,013 1,415 (1,000)
Tax exemptions - 56 57
Other - - 73
Total actual income tax (7,988) (9,301) (10,659)

Effective tax rate, % 24,87% 21,88% 22,45%

Non-deductible expenses and non-taxable income comprised the following amounts for the year ended 
31 December 2013, 2012 and 2011: 

 2013 2012 2011 

Effect of employee benefits curtailment - - 1,023
Effect of business combination achieved in several stages - - 388
Reversal/ (accrual) of impairment loss - - 665
Other (2,299) (1,838) (2,284)
Total non-deductible expenses and non-taxable income (2,299) (1,838) (208)

Other non-deductible expenses and non-taxable income include income connected with depreciation of 
certain property, plant and equipment, expenses within share-based employee motivation program, 
promotional and sponsorship expenditures, travel expenditures in excess of certain statutory allowances, 
other expenses and value added tax accrued on free-of-charge services. 
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The components of net deferred tax assets and liabilities as at 31 December 2013, 2012 and 2011, and the 
respective movements during 2013, 2012 and 2011 were as follows: 

 

Balance as 
at 1 

January 
2013 

Movement during 2013 recognized in 

Balance as 
at 31 

December  
2013  

Acquisition 
through 
business 

combinations Equity 

Other 
comprehensive 

income 

Profit / or 
loss for the 

year 

Reclassification 
to assets held 

for sale of 
mobile 

   
Tax effects of future 
tax deductible items   
Property, plant and 
equipment 464 - - - (5) (450) 9
Intangible assets - - - - 74 - 74
Unused tax losses 3,087 - - - 1,651 (3,124) 1,614
Trade and other 
accounts receivable 169 - - - (124) (6) 39
Inventories 227 - - - 624 (44) 807
Investments 1,481 - - - (1,051) (1) 429
Employee benefits 1,708 - - (371) 608 - 1,945
Loans and  
borrowings 5 - - - - (5) -
Other non-current 
liabilities 110 - - - (110) - -
Accounts payable, 
provisions and 
accrued expenses 2,817 - - - 1,787 (153) 4,451
Other 639 - 1 - 130 (296) 474

Gross deferred tax 
asset 10,707 - 1 (371) 3,584 (4,079) 9,842

   
Tax effects of future 
taxable items:   
Property, plant and 
equipment  (22,888) - (1) - (8,151) 854 (30,186)
Intangible assets (5,158) - - - 265 1,807 (3,086)
Investments (855) - - - 220 - (635)
Accounts payable, 
provisions and 
accrued expenses (152) - - - 106 28 (18)
Trade and other 
accounts receivable (1,544) - - - (387) 24 (1,907)
Loans and 
borrowings (222) - - - (54) 2 (274)
Other (273) - (2) - 80 7 (188)

Gross deferred tax 
liability (31,092) - (3) - (7,921) 2,722 (36,294)

Net deferred tax 
liability  (20,385) - (2) (371) (4,337) (1,357) (26,452)
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Balance as 
at 1 January 

2012 

Movement during 2012 recognized in 

Balance as at 
31 December  

2012  

Acquisition 
through business 

combinations Equity 

Other 
comprehensive 

income 
Profit / or loss 

for the year 

   
Tax effects of future 
tax deductible items   
Property, plant and 
equipment 535 - - - (71) 464
Unused tax losses 384 - - - 2,703 3,087
Trade and other 
accounts receivable 246 5 - - (82) 169
Inventories 65 - - - 162 227
Investments 1,315 - - - 166 1,481
Employee benefits 1,793 - - (66) (19) 1,708

Loans and  
borrowings 384 - - - (379) 5
Other non-current 
liabilities 556 - - - (446) 110
Accounts payable, 
provisions and 
accrued expenses 1,301 - - - 1,516 2,817
Other 363 9 - - 267 639

Gross deferred tax 
asset 6,942 14 - (66) 3,817 10,707

   
Tax effects of future 
taxable items:   
Property, plant and 
equipment  (18,212) (36) 2 - (4,642) (22,888)
Intangible assets (6 395) (5) - - 1,242 (5,158)
Investments (323) - 683 146 (1,361) (855)
Accounts payable, 
provisions and 
accrued expenses (247) (31) 3 - 123 (152)
Trade and other 
accounts receivable (788) - - - (756) (1,544)
Loans and 
borrowings (4) - - - (218) (222)
Other (271) - - - (2) (273)

Gross deferred tax 
liability (26,240) (72) 688 146 (5,614) (31,092)

Net deferred tax 
liability  (19,298) (58) 688 80 (1,797) (20,385)
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Balance as 
at 

1 January 
2011 

Movement during 2011 recognized in 
 
Balance as at 
31 December 

2011  

Acquisition 
through 
business 

combinations Equity 

Other 
comprehensive 

income 
Profit / or loss 

for the year 

   
Tax effects of future tax 
deductible items   
Property, plant and 
equipment 254 9 - - 272 535
Unused tax losses 174 476 - - (266) 384
Trade and other 
accounts receivable 204 4 - - 38 246
Inventories 5 1 - - 59 65
Investments 786 1 - - 528 1,315
Employee benefits 1,910 - - (166) 49 1,793
Loans and  borrowings 1,311 - - - (927) 384
Other non-current 
liabilities 86 - - - 470 556
Accounts payable, 
provisions and accrued 
expenses 870 19 - - 412 1,301
Other 792 30 - - (459) 363

Gross deferred tax 
asset 6,392 540 - (166) 176 6,942

   
Tax effects of future 
taxable items:   
Property, plant and 
equipment  (15,171) (788) - - (2,253) (18,212)
Intangible assets (3,497) (3,621) 723 (6,395)
Investments (628) 14 51 240 (323)
Accounts payable, 
provisions and accrued 
expenses (522) (55) - - 330 (247)
Trade and other 
accounts receivable (409) (3) - - (376) (788)
Loans and borrowings (13) - - 9 (4)
Other (129) (6) - - (136) (271)

Gross deferred tax 
liability (20,369) (4,473) 14 51 (1,463) (26,240)

Net deferred tax 
liability  (13,977) (3,933) 14 (115) (1,287) (19,298)

 

In 2013 the Group recalculated income tax for prior periods related to the deductibility for tax purposes 
of accelerated tax depreciation of property, plant and equipment operated in an aggressive environment. As 
a result adjusted tax declarations were submitted to the tax authorities and income tax overprovided in prior 
periods was recognised. Accordingly the tax value of property, plant and equipment was decreased, which 
resulted in an increase of deferred tax liabilities. 
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Taxable temporary differences associated with investments in subsidiaries for which no deferred tax 
liabilities were recognized in the accompanying consolidated statements of financial position as at 
31 December 2013, 2012 and 2011 amounted to 4,902, 19,293 and 24,933, respectively. Deductible 
temporary differences associated with investments in subsidiaries for which no deferred tax assets were 
recognized in the accompanying consolidated statements of financial position as at 31 December 2013, 
2012 and 2011 amounted to 2,759, 3,606 and 12,987, respectively. 

Deductible temporary differences for which no deferred tax assets were recognized in the accompanying 
consolidated statements of financial position as at 31 December 2013, 2012 and 2011 amounted to 1,836, 
9,022 and 16,095, respectively, of which unused tax losses with expiry date from 2014 to 2022 amounted to 
190, 6,480 and 14,847  for 2013, 2012 and 2011, respectively. 

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 the deferred income tax assets and deferred income tax liabilities 
relate to the income taxes levied by the same fiscal authority on the same taxable entity.   

The consolidated statement of comprehensive income for 2013, 2012 and 2011 includes tax expense in 
respect of following items of other comprehensive income:  

2013 2012 2011 
Change in fair value of available-for-sale financial assets - (66) 51

Actuarial gains and losses (371)             146 (166) 

22. REVENUE 

Revenue comprised the following for the years ended 31 December 2013, 2012 and 2011: 

2013 2012 2011 
Local telephone services   87,436   89,504  91,526
Intra-zone telephone services   17,171   19,634  22,439
Domestic long-distance/International  long-distance 
telephone services   17,101   20,562  24,236
Interconnection and traffic transit services  24,864   21,991  20,444
 (excluding Internet) 
Mobile communication services   38,902   41,161  40,660
Rent of channels   9,486   11,433  10,782
Broadband Internet   55,938   51,619  47,984
Pay TV   11,906   9,208  6,748
Data services (VPN, data centres, wholesale Internet sales)  23,025   20,872  19,227
Cloud computing services  5,422   6,004  2,764
Other   34,453   40,447  25,520

Total revenue   325,704   332,435  312,330

In 2013, 2012 and 2011 the Group generated revenue by the following major customer groups: 

Customer Groups 2013 2012 2011 

Residential customers   165,884   167,330  170,373
Corporate customers  73,827   70,794  72,437
Governmental customers  45,604   54,159  35,212
Interconnected operators  40,389   40,152  34,308

Total  325,704   332,435  312,330
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23. WAGES, SALARIES, OTHER BENEFITS AND PAYROLL TAXES 

2013 2012 2011 
Salary expenses 67,454 67,310 63,716
Share-based remuneration - 10 588
Social taxes 18,026 17,652 17,836
Loss/(gain) for pension plans 1,218 396 (4,349)
Other personnel costs 4,304 3,447 3,010

Total wages, salaries, other benefits and payroll taxes 91,002 88,815 80,801

Gain on pension plans in 2011 and 2012 occurred due to curtailments effects of some of the Group’s 
defined benefits schemes (refer to Note 19).  

24. MATERIALS, UTILITIES, REPAIRS AND MAINTENANCE 

2013 2012 2011 
Repairs and maintenance  11,654            11,508           12,873  
Utilities  10,374              9,414             8,290  
Materials  6,467              7,561             7,841  

Total materials, utilities, repairs and maintenance  28,495  28,483 29,004

25. OTHER OPERATING INCOME 

 2013 2012 2011 
Reimbursement of losses incurred from universal services fund 12,392 12,623 12,352
Gain on disposals of other assets 210 8 132
Reimbursement of other losses incurred 233 232 257
Fines and penalties 360 648 539
Income on Government grants - - 11
Other income   2,734 1,238 2,412

Total other operating income 15,929 14,749 15,703
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26. OTHER OPERATING EXPENSES 

 2013 2012 2011 

Agency fees 7,700 8,103 8,048

Taxes, other than income tax 7,513 7,671 7,095

Rent 7,156 5,920 5,673

Advertising expenses 5,644 6,371 5,272

E-Government contract expenses 4,651 4,960 2,188

Fire and other security services 3,323 3,515 3,246

Contributions to universal service fund 3,082 3,147 3,064

Transportation and postal services 2,221 2,673 3,571

Third party services and expenses related to administration 2,003 1,734 5,942

Audit and consulting fees 871 1,005 2,290

Member fees, charity contribution, payments to labour units 703 910 678

Fines and penalties 141 312 61

Asset insurance 169 171 205

Reorganization expenses - - 395

Other  11,447 12,053 7,558

Total other operating expenses 56,624 58,545 55,286

27. FINANCE COSTS 

 2013 2012 2011 
Interest expense of defined benefit plans 769 946 1,025
Interest expense on bank and corporate loans, bonds, 
promissory notes and vendor financing 14,845 14,766 12,842
Interest expense on finance lease liabilities 48 371 566
Borrowing servicing expense  138 195 139

Total finance costs 15,800 16,278 14,572

28. OTHER INVESTING AND FINANCIAL GAIN  

 2013 2012 2011 

Interest income from finance assets 1,194 1,392 1,051

Dividend income 20 37 31

(Expenses)/ income related to business combinations (2) (156) (485)

Loss on disposal of subsidiaries - - (120)

Gain on disposal of other financial assets 96 982 25
Gain on change of fair value of financial assets/liabilities 
through profit and loss  (492) 20 85

Fair value revaluation of previously acquired associate - - 1,505

Reversal of impairment of financial assets (17) 171 30

Other gains/(losses) 2,649 1,962 72

Total other investing and financial gain 3,448 4,408 2,194

Other investing and financial gain for 2013 include income received as a result of GlobalTel 
deconsolidation in the amount of 3,308. 

Other investing and financial gain for 2011 include fair value revaluation of previously acquired  share in 
CJCS Volgograd- GSM  at the date of obtaining control in the amount  of 1,505 (refer to Note 5). 
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29. SEGMENT INFORMATION 

Rostelecom Management Body which is the chief operating decision maker started to analyze operating 
results of OJSC Rostelecom by macroregional branches. The results of subsidiaries are analyzed on 
standalone basis. Consequently, the Group has determined its macroregional branches and subsidiaries as 
operating segments. However, subsidiaries with the exception of Skylink do not meet quantitative threshold 
defined by IFRS 8 and financial information of these operating segments are combined and presented under 
the heading Other. Currently Group has eleven reportable segments, which are the Group’s strategic 
business units. While differentiated geographically, the strategic business units offer mainly the same 
services to the customers.  

Management of the Group assesses the performance of the operating segments based on the accounting data 
that is prepared using Russian statutory accounting principles on unconsolidated basis. A measure of 
segment profit or loss reported to the management of the company is earnings before interest, taxes, 
depreciation and amortization (EBITDA).  

The tables below illustrate financial information of reportable segment required for disclosure by IFRS 8 for 
the year ended 31 December 2013, 2012 and 2011. 



OJSC Rostelecom 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued) 
(In millions of Russian Roubles unless otherwise stated) 

 
 

 

 
67 

The following table illustrates information about reportable segment revenue and EBITDA for the year ended 31 December 2013: 

2013  
Corp. 
Center 

IRC North-
West 

IRC 
Center IRC South IRC Volga IRC Ural 

IRC 
Sibir  

IRC Far 
East  

IRC 
Moscow 

Sky 
Link 

Other 
operations and 
reconciliation 

Total 
segments 

Adjustment 
and 

eliminations Total   
Revenue 
Third party 
revenue 31,319 33,054 33,928 27,931 32,872 45,740 30,299 19,976 21,298 3,097 50,028 329,542 (3,838) 325,704 

Revenue 
from other 
segments 2,950 430 111 383 942 191 1,103 232 924 3,062 11,107 21,435 (21,435) - 

Total 
revenue 34,269 33,484 34,039 28,314 33,814 45,931 31,402 20,208 22,222 6,159 61,135 350,977 (25,273) 325,704 

EBITDA (8,437) 15,390 14,748 11,819 16,030 19,195 13,301 7,846 9,081 (566) (9,724) 88,683 24,202 112,885 
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The following table illustrates reconciliation of reportable segment EBITDA to profit before income tax for 
the year ended 31 December 2013: 

EBITDA of reportable segments 98,407

EBITDA of other segments  (9,724)
Adjustments 
Depreciation, amortization and impairment losses (61,396)
Finance costs and other investing and financial gain (12,352)
Net gain for defined benefit plan (1,863)
Net gain for defined contribution plan (124)
Income from associates  177
Share-based remuneration -
Intragroup dividends (5,013)
Adjustments to loss on disposal of property, plant and equipment and intangible assets 318
Reversal of income from revaluation of subsidiaries recognized in statutory books (910)
Reversal of material expenses recognized in statutory books and capitalized in property, 
plant and equipment under IFRS 888
Treasure shares revaluation at OJSC Svyazinvest 24,730
Other adjustments (1,019)

Profit before income tax 32,119
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The following table illustrates information about reportable segment revenue and EBITDA for the year ended 31 December 2012: 

2012  
Corp. 
Center 

IRC North-
West 

IRC 
Center IRC South IRC Volga IRC Ural 

IRC 
Sibir  

IRC Far 
East  

IRC 
Moscow 

Sky 
Link 

Other 
operations and 
reconciliation 

Total 
segments 

Adjustment 
and 

eliminations Total   
Revenue 
Third party 
revenue 26,146 33,420 35,857 29,118 35,390 46,673 32,824 20,672 18,498 4,349 53,303 336,250 (3,815) 332,435 
Revenue 
from other 
segments 936 389 145 326 559 152 988 160 372 204 7,090 11,321 (11,321) - 
Total 
revenue 27,082 33,809 36,002 29,444 35,949 46,825 33,812 20,832 18,870 4,553 60,393 347,571 (15,136) 332,435 

EBITDA (18,343) 16,240 14,882 12,043 17,401 20,032 14,523 7,790 9,010 (1,576) 22,216 114,218 6,667 120,885 
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The following table illustrates reconciliation of reportable segment EBITDA to profit before income tax for 
the year ended 31 December 2012: 

EBITDA of reportable segments 92,002

EBITDA of other segments  22,216
Adjustments 
Depreciation, amortization and impairment losses (58,945)
Finance costs and other investing and financial gain (11,852)
Net gain for defined benefit plan (166)
Income from associates  53
Share-based remuneration (18)
Intragroup dividends (6,152)
Adjustments to loss on disposal of property, plant and equipment and intangible assets 57
Reversal of income from revaluation of associates and available-for-sale investments 
recognized  in statutory books 1,148
Reversal of material expenses recognized in statutory books and capitalized in property, 
plant and equipment under IFRS 3,203
Other adjustments 957

Profit before income tax 42,503
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The following table illustrates information about reportable segment revenue and EBITDA for the year ended 31 December 2011: 

2011  
Corp. 
Center 

IRC 
North-
West 

IRC 
Center IRC South IRC Volga IRC Ural IRC Sibir 

IRC Far 
East  

IRC 
Moscow Skylink 

Other 
operations 

and 
reconciliation 

Total 
segments 

Adjustment 
and 

eliminations Total   
Revenue 
Third party 
revenue 21,439 31,507 33,471 26,538 32,702 45,571 31,425 20,215 16,439 6,538 46,274 312,119 211 312,330 
Revenue 
from other 
segments 1,724 937 1,031 998 1,060 823 1,398 355 704 159 5,495 14,684 (14,684) - 
Total 
revenue 23,163 32,444 34,502 27,536 33,762 46,394 32,823 20,570 17,143 6,697 51,769 326,803 (14,473) 312,330 

EBITDA 303 14,833 13,544 11,363 14,163 20,636 12,769 6,413 8,312 (1,793) 11,836 112,379 6,799 119,178 
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The following table illustrates reconciliation of reportable segment EBITDA to profit before income tax 
for the year ended 31 December 2011: 

EBITDA of reportable segments 100,543

EBITDA of other segments  11,836

Adjustments 
Depreciation, amortization and impairment losses (55,550)
Finance costs and other investing and financial gain (12,378)

Net gain for defined benefit plan 4,589

Income from associates  198

Share-based remuneration (589)
Intragroup dividends (381)

Adjustments to loss on disposal of property, plant and equipment and intangible assets (1,227)

Reversal of material expenses recognized in statutory books and capitalized in property, 
plant and equipment under IFRS 1,814
Reversal of income from revaluation of associates of available-for-sale investments 
recognized  in statutory books (760)

Other adjustments (617)

Profit before income tax 47,478

30. SHARE-BASED PAYMENTS  

Share-based program started in 2011 (preferred shares) 

In June 2011, the Board of Directors of the Company approved changes to the employee long-term 
incentive program by launching an additional share option scheme. Members of the Board of Directors 
and senior employees were granted options to buy preferred shares of the Company at an exercise price 
87.6 RUB per share. Total funds allocating to the scheme amounted to 3,500. To operate the program, the 
Company established fund “Gazpombank – Telecommunication Plus” under management of ZAO 
“Gazprombank – Upravlenie aktivami”. To execute the program fund “Gazpombank – 
Telecommunication Plus” purchased shares from the Company’s subsidiary LLC Mobitel. The contracts 
with part of employees were signed on 29 June 2011. Another part of employees signed the contracts on 
31 March 2012. 

The scheme is classified as equity-settled share-based payment plan. The Group receives services from its 
executives and senior employees and grants its own equity instruments as consideration. The share-based 
transaction is settled by the Fund, which is a SPE controlled by the Group and, therefore, is consolidated 
in the consolidated financial statements.  

Options are exercisable in two tranches: not more than 50% are exercisable after 14 June 2012 and the 
rest after 14 June 2013. Options may be exercised within a six-month period after exercise date. 
Unclaimed options of the first tranche may also be exercised within the six-month exercise period 
attributed to the second tranche. 

The following share-based payment arrangements were in existence during 2011-2013:  

Options series 
Number of 

options granted Grant date Exercise date 

Exercise 
price,  
RUB 

Share price at 
grant date, 

RUB 

(1) Granted on 29 June 2011 13,036,504 29 June 2011 14 June 2012 87.60 86.30
(2) Granted on 29 June 2011 13,036,504 29 June 2011 14 June 2013 87.60 86.30
(3) Granted on 31 March 2012 5,606,579 31 March 2012 14 June 2012 87.60 88.67 
(4) Granted on 31 March 2012 5,606,579 31 March 2012 14 June 2013 87.60 88.67
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All options vested during the year ended 31 December 2013 and were outstanding with weighted average 
remaining contractual life of nil days for options (1) and (3) and nil days for options (2) and (4) (2012: 0 
and 257, 2011: 257 and 622 days). 

The weighted average fair value of the share options as of the grant date is 16.83 RUB for options (1) and 
(2) and 14.91 for options (3) and (4). Total amount of nil was recognized as an expense in wages, 
salaries, other benefits and payroll taxes in this consolidated statement of comprehensive income for the 
year ended 31 December 2013 (2012: 18, 2011: 588). 

Fair values of options were determined using the Black-Scholes option pricing model. Expected volatility 
is based on the historical average industry share price volatility over the option lives for respective series. 

Inputs into the model Series 1 and 2 Series 3 and 4 
Grant date share price, RUB 86.30 88.67
Exercise price, RUB 87.60 87.60
Expected volatility 39.8% 30.8%
Option life  1.75 year  1.75 year
Dividend yield 4.4% 4.4%
Risk-free interest rate  5.58% 6.32%

The following table reconciles the share options on preferred shares outstanding at the beginning and end 
of the year: 

 2013 2012 2011 

 
Number of 

options

Weighted 
average 
exercise 

price, RUB
Number of 

options

Weighted 
average 
exercise 

price, RUB
Number of 

options 

Weighted 
average 
exercise 

price, RUB

Balance at beginning of year  31,539,995 87.6 37,286,164 87.6 - -

Granted during the year  - - - - 37,286,164 87.6

Opted out during the year 31,539,995 87.6 5,136,987 87.6 - -

Exercised during the year - 87.6 609,182 87.6 - -

Balance at end of year - 87.6 31,539,995 87.6 37,286,164 87.6

In 2013 employees exercised nil options (2012: 609,182). The weighted average share price at date of 
exercise for share options exercised in 2012 was 96.94 RUB.  

Share-based program started in 2010 (ordinary shares) 

The Group introduced a share option scheme for executives and senior employees of the Group in August 
2010. In accordance with the terms of the scheme, executives and senior employees which were in 
service with the Svyazinvest Group during the vesting period from 28 May 2010 until 1 December 2010 
were granted options to purchase ordinary shares of OJSC Rostelecom at an exercise price of 96.8 RUB 
per share. The contracts with employees were signed on 17 August 2010. To operate the program, the 
Group established a fund under management of ZAO “Gazprombank – Upravlenie aktivami” (the 
“Fund”), which is also a party of the option agreements.  

In addition to executives and senior employees of the Group, certain Board members, who are also 
executives and senior employees of Svyazinvest, were granted options as part of the scheme.  The Group 
recorded a full share of their share-based remuneration. 

The scheme is classified as equity-settled share-based payment plan. The Group received services from 
its executives and senior employees and granted its own equity instruments as consideration. The share-
based transaction is settled by the Fund, which is a SPE controlled by the Group and, therefore, is 
consolidated in the consolidated financial statements. The Fund purchased shares of the companies 
comprising the Group on open market using cash contributions from the Group of 10,850. 
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Options were exercisable in two tranches: not more than 60% are exercisable after 1 December 2011 and 
the rest after 1 December 2012. Options may be exercised within a six-month period after exercise date. 
Unclaimed options of the first tranche may also be exercised within the six-month exercise period 
attributed to the second tranche. 

The following share-based payment arrangements were introduced during 2010:  

Options series 
Number of 

options granted Grant date Exercise date 

Exercise 
price,  
RUB 

Share price at 
grant date, 

RUB 
(1) Granted on 17 August 2010 66,073,109 17 August 2010 1 December 2011 96.80 109.17
(2) Granted on 17 August 2010 44,048,739 17 August 2010 1 December 2012 96.80 109.17

All options vested during the year ended 31 December 2010. The weighted average fair value of the share 
options granted as of the grant date is 39.61 RUB. As at 31 December 2013 weighted average remaining 
contractual life of options comprised nil and nil for options (1) and (2) respectively (2012: 0 and 60, 
2011: 60 and 425). 

For the year ended 31 December 2013 the Group recognized nil (2012: nil, 2011: nil) as an expense in 
wages, salaries, other benefits and payroll taxes with the regard of those options. 

Fair values of options on grant date were determined using the Black-Scholes option pricing model. 
Expected volatility is based on the historical average industry share price volatility over the option lives 
for respective series. 

Inputs into the model Series 1 Series 2 
Grant date share price, RUB 109.17 109.17
Exercise price, RUB 96.80 96.80
Expected volatility 43.46% 47.88%
Option life  1.54 year  2.54 year
Dividend yield 0.27% 0.27%
Risk-free interest rate  4.99% 6.18%

The following table reconciles the share options on ordinary shares outstanding at the beginning and end 
of the year: 

 2013 2012 2011 

 
Number of 

options

Weighted 
average 
exercise 

price, RUB
Number of 

options

Weighted 
average 
exercise 

price, RUB
Number of 

options 

Weighted 
average 
exercise 

price, RUB
Balance at beginning of 
year  66,610,190 96.8 91,999,835 96.8 110,121,848 96.8

Exercised during the year 66,610,190 96.8 25,389,645 96.8 18,122,013 96.8

Balance at end of year - 96.8 66,610,190 96.8 91,999,835 96.8

In 2013 employees exercised 66,610,190 options (2012: 25,389,645, 2011: 18,122,013). The weighted 
average share price at date of exercise for share options exercised in 2013 was 115.14 RUB (2012: 
142.09, 2011: 149.7). 
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31. EARNINGS PER SHARE 

 2013 2012 2011 
Profit  from continuing operations attributable to equity 
holders of the Group 26,429 33,060 39,819
Loss from discontinued operations attributable to equity 
holders of the Group (2,557) (383) (2,753)

Total 23,872 32,677 37,066

Weighted average number of shares outstanding used in 
calculation of basic earning per shares 2,553,708,075 2,658,762,442 2,753,034,498
Weighted average number of shares outstanding used in 
calculation of diluted earning per shares 2,553,708,075 2,679,094,616 2,799,041,803
Earnings per share from continuing and discontinued
operations attributable to equity holders of the Group
during the year, in RUB  
Basic earnings per share 9.35 12.29 13.46

From continuing operations 10.35 12.43 14.46
From discontinued operations (1.00) (0.14) (1.00)
Diluted earnings per share 9.35 12.20 13.25
From continuing operations 10.35 12.34 14.23

From discontinued operations (1.00) (0.14) (0.98)

Weighted average number of shares outstanding for the years ended 31 December 2013 is adjusted for 
the weighted average number of treasury shares of the Group, which amounted to  280,811,796 (2012: 
183,535,851, 2011: 110,265,404) ordinary and 77,515,899 (2012: 69,737,478, 2011: 57,494,364) 
preferred shares of the Company.  

Reconciliation of weighted average number of shares used in calculation of basic and diluted earnings per 
shares: 

 2013 2012 2011 

Weighted average number of shares outstanding used in 
calculation of basic earning per shares 2,553,708,075 2,658,762,442 2,753,034,498
Dilutive effect of call options  - 20,332,174 46,007,304

Weighted average number of shares outstanding used in 
calculation of diluted earning per shares 2,553,708,075 2,679,094,616 2,799,041,802
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32. FINANCIAL INSTRUMENTS 

The Group’s principal financial instruments comprise cash and cash equivalents, investments, bank loans, 
bonds and promissory notes issued and finance leases liabilities. These instruments serve to finance the 
Group’s operations and capital expenditures; its corporate financial transactions such as share repurchase 
and acquisition strategy; place available funds in course of cash management. Other financial assets and 
liabilities such as trade receivables and trade payables arise directly from the Group’s operations. The 
following table presents the carrying amounts of financial assets and liabilities as at 31 December 2013, 
2012 and 2011: 

Classes Categories 
31 December 

2013 
31 December 

2012 
31 December 

2011 

Cash and cash equivalents Loans and receivables 7,960 13,629 9,634
Trade and other receivables Loans and receivables 40,986 36,449 31,250
Available-for-sale financial assets 
at cost Available-for-sale 83 102 36
Available-for-sale financial assets 
at fair value Available-for-sale 6 2,821 776
Loans Loans and receivables 1,996 3,604 5,626

Non-hedge derivative 
Financial assets at fair value through 
profit or loss 401 - -

Total financial assets   51,432 56,605 47,322

  
Bank and corporate loans  Liabilities at amortized cost 175,925 201,115 161,095
Bonds Liabilities at amortized cost 40,000 11,613 8,889
Promissory notes Liabilities at amortized cost 386 819 879
Vendor financing Liabilities at amortized cost 64 2,730 2,786
Finance lease liabilities Liabilities at amortized cost 168 878 2,661
Interest payable Liabilities at amortized cost 1,170 630 678
Other borrowings Liabilities at amortized cost 96 105 105
Trade and other payables Liabilities at amortized cost 43,045 54,666 53,001

Non-hedge derivative 
Financial liabilities at fair value 
through profit and loss 878 - 24

Total financial liabilities   261,732 272,556 230,118

The fair value of cash and cash equivalents, current receivables, trade payables, other current financial 
assets and liabilities approximate their carrying amount largely due to the short-term maturity of these 
instruments. 

The fair value of long-term debt investments, long-term accounts receivable and non-current accounts 
payable correspond to the present values of the payments related to the assets and liabilities, taking into 
account the current interest rate parameters that reflect market-based changes to terms and conditions and 
expectations. Fair value of financial liabilities approximate their carrying amount.  

Available for sale investments accounted for at cost include unquoted equity investments whose value 
cannot be measured reliably. Quoted prices are not available for these investments due to the absence of 
an active market. It is also impracticable to derive fair value using the similar transaction method. The 
discounting cash flow method cannot be applied to such investments as there are no reliably determinable 
cash flows related to them. 
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The table below analyses financial instruments carried at fair value, by valuation method. The different 
levels have been defined as follows: 

 Level 1: quoted prices (unadjusted) in active markets for identical assets or liabilities 

 Level 2: inputs other than quoted prices included within Level 1 that are observable for the asset or 
liability, either directly (i.e., as prices) or indirectly (i.e., derived from prices) 

 Level 3: inputs for the asset or liability that are not based on observable market data (unobservable 
inputs) 

 2013 2012 2011 

Available-for-sale financial assets  
Long-term investments at fair value  
Level 1 6 2,821 776
Level 2 - - -
Level 3 - - -

Total long-term equity investments at fair value 6 2,821 776

Financial assets at fair value through profit and loss  
Non-hedge derivatives  
Level 1 - - -
Level 2 401 - -
Level 3 - - -

Total non-hedge derivatives 401 - -

Financial liabilities at fair value through profit and loss  
Non-hedge derivatives  
Level 1 - - -
Level 2 878 - 24
Level 3 - - -

Total non-hedge derivatives 878 - 24
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Income and expenses on financial instruments 
 

  
Finance 

costs Other investing and financing gains and losses  Equity  

2013 

Bad debt 
income/ 

(expense) 
Interest 
expense 

Interest 
income 

Dividend 
income 

Gains / 
(losses) on 

asset 
disposal 

Fair value 
change 

Impairment 
loss  

(reversal of 
impairment) Other 

Foreign exchange 
gains / (losses) 

Fair value 
change Total 

Cash and cash equivalents - - 676 - - - - - 19 - 695
Trade and other receivables (2,140) - 45 - - - - - 295 - (1,800)
Available for sale financial 
instruments - - 9 20 41 386 - - - - 456
Loans - - 509 - - - (17) - 23 - 515

Total financial assets (2,140) - 1,239 20 41 386 (17) - 337 - (134)

Bank and corporate loans - (11,893) - - - - - - (170) - (12,063)
Bonds - (2,889) - - - - - - - - (2,889)
Promissory notes - - - - - - - - (12) - (12)
Vendor financing - (63) - - - - - - (178) - (241)
Finance lease liabilities - (48) - - - - - - - - (48)
Trade and other payables and 
non-hedge derivatives - - - - - (878) - - (551) - (1,429)

Total financial liabilities - (14,893) - - - (878) - - (911) - (16,682)
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Income and expenses on financial instruments 
 

  
Finance 

costs Other investing and financing gains and losses  Equity  

2012 

Bad debt 
income/ 

(expense) 
Interest 
expense 

Interest 
income 

Dividend 
income 

Gains / 
(losses) on 

asset 
disposal 

Fair value 
change 

Impairment 
loss  

(reversal of 
impairment) Other 

Foreign 
exchange 

gains / 
(losses) 

Fair value 
reclassification

Fair 
value 

change Total 

Cash and cash equivalents - - 343 - - - - - (16) - - 327
Trade and other receivables (1,389) 10 603 - - - - - 5 - - (771)
Available for sale financial 
instruments - - - 37 804 (9) 145 - - (740) 1 238
Loans - - 446 - 34 - - - (11) - - 469

Total financial assets (1,389) 10 1,392 37 838 (9) 145 - (22) (740) 1 263

Bank and corporate loans - (14,005) - - - - - - 215 - - (13,790)
Bonds - (531) - - - - - - - - - (531)
Promissory notes - (115) - - - - - - 9 - - (106)
Vendor financing - (125) - - - - - - 70 - - (55)
Finance lease liabilities - (371) - - - - - - - - - (371)
Trade and other payables and 
non-hedge derivatives - - - - - 24 - - 211 - - 235

Total financial liabilities - (15,147) - - - 24 - - 505 - - (14,618)

 
 
 
 
 
 
  



OJSC Rostelecom 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued) 
(In millions of Russian Roubles unless otherwise stated) 

 
 

  
 

80 

Income and expenses on financial instruments 
 

  Finance costs Other investing and financing gains and losses   Equity  

2011 

Bad debt 
income/ 

(expense) 
Interest 
expense 

Interest 
income 

Dividend 
income 

Gains / 
(losses) on 

asset 
disposal 

Fair value 
change 

Impairment 
loss  

(reversal of 
impairment) Other 

Foreign 
exchange 

gains / (losses)

Fair 
value 

change Total 

Cash and cash equivalents - - 357 - - - - - (152) - 205
Trade and other receivables (632) 21 77 - - - - - 141 - (393)
Available for sale financial 
instruments - - - 31 - - - - - (257) (226)
Loans - - 617 - 25 - 76 - (88) - 630

Total financial assets (632) 21 1,051 31 25 - 76 - (99) (257) 216

Bank and corporate loans - (9,780) - - - - - - (32) - (9,812)
Bonds - (1,589) - - - - - - - - (1,589)
Promissory notes - (74) - - - - - - - - (74)
Vendor financing - (148) - - - - - - (125) - (273)
Finance lease liabilities - (565) - - - - - - (2) - (567)
Interest payable - (10) - - - - - - (7) - (17)
Trade and other payables and 
non-hedge derivatives - (1,263) - - - 51 - (1) (113) - (1,326)

Total financial liabilities - (13,429) - - - 51 - (1) (279) - (13,658)

 
 
 



OJSC Rostelecom 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued) 
(In millions of Russian Roubles unless otherwise stated) 

 
 

  
 

81 

(a) Credit risk 

Each class of financial assets represented in the Group’s statement of financial position to some extent is 
exposed to credit risk. Management develops and implements policies and procedures aiming to 
minimize the exposure and impact on the Group’s financial position in case of risk realization. 

Financial instruments that could expose the Group to concentrations of credit risk are mainly trade and 
other receivables. The credit risk associated with these assets is limited due to the Group’s large customer 
base and ongoing procedures to monitor the credit worthiness of customers and other debtors. 

The Group’s accounts receivable are represented by receivables from the Government and other public 
organizations, businesses and individuals each of them bearing different credit risk. Collection of 
receivables from the Government and other public organizations is mainly influenced by political and 
economic factors and not always under full control of the Group. However, management undertakes all 
possible efforts to minimize the exposure to risk of receivable from this category of clients. In particular, 
creditworthiness of such subscribers is assessed based on financing limits set by the Government. 
Management believes there were no significant unprovided losses relating to these or other receivables as 
at 31 December 2013, 2012 and 2011. 

To reduce risk of exposure on receivables from businesses and individuals the Group implements a range 
of procedures. Credit risk is determined based on a summary of probabilities of occurrences and possible 
impact of events negatively influencing the customer’s ability to discharge its obligation. A credit rating 
is attributed to a customer on initial stage of cooperation and, then, reassessed periodically based on 
credit history. As a part of its credit risk management policy, the Group arranges preventive procedures 
which are represented by but not limited to advance payments, request for collaterals and banks and third 
parties guarantees. For collection of receivables, which are past due, the Group takes a variety of actions 
from suspension of rendering of services to taking legal action. 

The Group deposits excess cash available with several Russian banks and makes investments in bills of 
exchange. To manage the credit risk related to deposit of cash available with banks, management of the 
Group implements procedures to periodically assess the creditworthiness of the banks. To facilitate this 
assessment, deposits are mainly placed with banks where the Group has already had current settlement 
account and can easily monitor activity of such banks. Prior to investing in bills of exchange, 
management of the Group performs an analysis of financial position of the issuer and monitors its 
creditworthiness over periods up to maturity.  

Maximum exposures to credit risk are limited to the net carrying amounts of respective financial assets. 
Such exposure is mitigated by collaterals held by the Group.  

(b) Liquidity risk 

The Group monitors its risk of a shortage of funds by preparing and monitoring compliance with cash 
flow budgets. The Group’s objective is to maintain a balance between continuity of funding and 
flexibility through the use of bank overdrafts, bank loans, bonds and finance leases. Cash flow budgets 
consider the maturity of both cash inflows and outflows from the Group’s operations. Based on projected 
cash flows the decision is taken on either investment of free cash or attracting financing required. 
Realization of liquidity risk management policy provides the Group with sufficient cash to discharge its 
obligation on a timely basis. However, since the companies comprising the Group were managed on 
individual basis in 2011-2013 no financing was provided within the Group introducing the need for 
certain companies to raise financing from third parties rather than from fellow subsidiaries with excess 
liquidity.  
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Maturity analysis as at 31 December 2013, 2012 and 2011 represented below shows undiscounted cash 
flows, including estimated interest payments:  

2014 2015 2016 2017 
2018  

and later Total 

31 December 2013 
Bank and corporate loans  40,583 33,563 69,541 43,175 32,423 219,285
Bonds 8,981 2,778 1,396 11,230 25,081 49,466
Promissory notes 377 1 - - 8 386
Vendor financing 9 9 9 9 28 64
Finance lease liabilities 78 20 19 18 200 335
Other borrowings and hedge 
derivatives 80 20 2 - - 102
Trade and other payables 43,045 90 - - 1 43,136
Stock redemption reserve 23,161 - - - - 23,161

Total financial liabilities 116,314 36,481 70,967 54,432 57,741 335,935

 

2013 2014 2015 2016 
2017  

and later Total 

31 December 2012 
Bank and corporate loans  75,458 48,130 61,344 48,430 8,193 241,555
Bonds 2,680 855 855 855 10,731 15,976
Promissory notes 810 33 5 11 - 859
Vendor financing 2,665 9 9 9 38 2,730
Finance lease liabilities 903 46 18 18 218 1,203
Other borrowings and hedge 
derivatives 71 30 1 4 - 106
Trade and other payables 54,666 - - - 1 54,667

Total financial liabilities 137,253 49,103 62,232 49,327 19,181 317,096

 

2012 2013 2014 2015 
2016  

and later Total 

31 December 2011 
Bank and corporate loans  82,429 52,373 14,084 16,362 15,756 181,004
Bonds 5,085 2,022 351 351 4,250 12,059
Promissory notes 844 30 17 - 8 899
Vendor financing 2,780 8 8 8 47 2,851
Finance lease liabilities 2,205 847 44 18 218 3,332
Other borrowings and hedge 
derivatives 77 13 10 9 12 121
Trade and other payables and non-
hedge derivatives 52,896 43 1 1 1 52,942
Total financial liabilities 146,316 55,336 14,515 16,749 20,292 253,208

(c) Market risks 

Significant market risk exposures are interest rate risk, exchange rate risk and other price risk. Exposure 
to other price risk arises from available for sale investments quoted on active markets.  

Interest rate risk 

Interest rate risk mainly relates to floating rate debt primary denominated in US dollars, Russian Roubles 
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and euros and financial instruments denominated in Russian Roubles. To manage this risk, the Group 
entered into interest rate swaps to hedge significant amounts of its floating rate debt. Other borrowings do 
not materially influence the exposure to interest risk. 

31 December  
2013 

31 December  
2012 

31 December  
2011 

Fixed rate instruments 

Financial assets 9,962 20,054 15,900

Financial liabilities (176,437) (170,419) (170,731)
(166,475) (150,365) (154,831)

Variable rate instruments 
Financial assets 401 - 135

Financial liabilities (42,250) (47,471) (6,362)
(41,849) (47,471) (6,227)

 

Fair value sensitivity analysis for fixed rate instruments 

The Group does not account for any fixed rate financial instruments as fair value through profit or loss.  

Cash flow sensitivity analysis for variable rate instruments 

The table below demonstrates the sensitivity to a reasonably possible change in interest rates, with all 
other variables held constant, of the Group’s profit before tax. 

2013 2012 2011 

LIBOR (+1%) - (60) (100)

LIBOR (-1%) - 60 100

Euribor (+1%) - - (10)

Euribor (-1%) - - 10

MosPrime (+1%) (1,090) (20) (90)

MosPrime (-1%) 1,090 20 90
Federal loan bonds rate  (+1%) 90 - -

Federal loan bonds rate  (-1%) (90) - -

CB refinancing (+1%) - - (30)

CB refinancing (-1%) - - 30
 

Foreign exchange risk  

Currency risk is the risk that fluctuations in exchange rates will adversely affect the Group’s cash flows. 
As a result, these fluctuations in exchange rates will be reflected in respective items of the Group’s  
consolidated statement of comprehensive income, statement of financial position and/or statement of cash 
flows. The Group is exposed to currency risk in relation to its assets and liabilities denominated in 
foreign currencies, mostly from accounts receivable and payable from operations with international 
telecom operators, accounts payable for equipment, borrowings issued in foreign currencies. The Group 
does not have formal procedures to reduce its currency risks. 
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Financial assets and liabilities of the Group presented by currency as at 31 December 2013, 2012 and 
2011 were as follows:  

31 December 2013 31 December 2012 31 December 2011 

USD EUR USD EUR USD EUR 

Cash and cash equivalents  327 62 821 17 274 32
Trade receivables  1,497 879 1,252 670 1,283 310
Loans and receivables  79 - 477 - 259 -
Bank and corporate loans  (604) (220) (2,232) (487) (4,364) (770)
Vendor financing  - - (2,553) - (2,204) -
Promissory notes - - (151)  - -
Trade and other payables and non-
hedge derivatives  (3,173) (2,150) (4,514) (249) (2,352) (243)

Net exposure  (1,874) (1,429) (6,900) (49) (7,104) (671)

The table below demonstrates the sensitivity to a reasonably possible change in exchange rates, with all 
other variables held constant, of the Group’s profit before tax: 

31 December 2013 31 December 2012 31 December 2011 

USD EUR USD EUR USD EUR 
Strengthening of the currency (+20%) (374) (286) (1,380) (10) (1,420) (134)
Weakening of the currency (-20%) 374 286 1,380 10 1,420 134

The analysis was applied to monetary items denominated in relevant currencies at the reporting date. 

Other price risk 

As at 31 December 2013, the Group’s assets include investments in quoted securities subject to other 
price risk. To mitigate this risk, the Group regularly analyzes market securities trends and makes a 
decision to sell a security, when necessary. 

The table below demonstrates the sensitivity to a reasonably possible change in market indexes for 
securities, with all other variables held constant, of the Group in terms of the result of fair value 
revaluation recognized in other comprehensive income.  

 
Increase/decrease  

in percentage point 

Effect on revaluation result  
recognized in other comprehensive 

income 
2013  

MICEX + 30.0% 1,191

MICEX -  30.0% (1,496)

2012 

MICEX + 30.0% -
MICEX -  30.0% -
2011 

MICEX + 30.0% 231

MICEX -  30.0% (231)
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(d) Capital management policy  

Capital management policy of the companies comprising the Group is primarily focused on increasing 
credit ratings, improving financial independence and liquidity ratios, improving the structure of payables, 
and reducing cost of borrowings. Among the main methods of capital management are profit 
maximization, investment program management, sale of assets to reduce debt, debt portfolio management 
and restructuring, use of different classes of borrowings. In addition, the companies of the Group are 
subject to externally imposed capital requirements, which are used for capital monitoring. There were no 
changes in the objectives, policies and processes of capital management during 2011-2013. 

The Boards of directors of the companies comprising the Group review their performance and establish a 
variety of key performance indicators which are based on Russian statutory accounts. The companies 
comprising the Group monitor and manage their debt using financial independence ratio and net 
debt/equity, net debt/OIBDA ratios.  

33. COMMITMENTS AND CONTINGENCIES 

(a) Legal proceedings 

The Group is subject to a number of proceedings arising in the course of the normal conduct of its 
business (refer to (b) below). Management believes that the ultimate resolution of these matters will not 
have a material adverse effect on the results of operations or the financial position of the Group. 

(b) Taxation 

Russian tax, currency and customs legislation is subject to varying interpretations and changes occurring 
frequently. Further, the interpretation of tax legislation by tax authorities as applied to the transactions 
and activity of the Group may not coincide with that of management. As a result, tax authorities may 
challenge transactions and the Group may be assessed additional taxes, penalties and interest, which can 
be significant. The Group’s tax returns are open for review by the tax and customs authorities with 
respect to tax liabilities for three calendar years preceding the year in which the decision on the conduct 
of the tax audit was adopted. Under certain circumstances, reviews may cover longer periods. 

New transfer pricing legislation enacted in the Russian Federation starting from 1 January 2012 provides 
for major modifications making local transfer pricing rules closer to OECD guidelines, but creating 
additional uncertainty in practical application of tax legislation in certain circumstances. 

The new transfer pricing rules introduce an obligation for the taxpayers to prepare transfer pricing 
documentation with respect to controlled transactions and prescribe new basis and mechanisms for 
accruing additional taxes and interest in case prices in the controlled transactions differ from the market 
level. The new transfer pricing rules eliminated the 20-percent price safe harbour that existed under the 
previous transfer pricing rules applicable to transactions on or prior to 31 December 2011. 

The new transfer pricing rules primarily apply to cross-border transactions between related parties, as 
well as to certain cross-border transactions between independent parties, as determined under the Russian 
Tax Code. In addition, the rules apply to in-country transactions between related parties if the 
accumulated annual volume of the transactions between the same parties exceeds a particular threshold 
(RUB 2 billion in 2013, and RUB 1 billion in 2014 and thereon). 

Since there is no practice of applying the new transfer pricing rules by the tax authorities and courts, it is 
difficult to predict the effect of the new transfer pricing rules on these consolidated financial statements. 

Management believes that its interpretation of the relevant legislation is appropriate and that it is probable 
that the Group’s tax, currency and customs positions will be sustained upon examination. Management of 
the Group believes that it has adequately provided for tax liabilities in the consolidated statements of 
financial position as at 31 December 2013, 2012 and 2011. However, the general risk remains that 
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relevant authorities could take different position with regard to interpretative issues and the effect could 
be significant. 

(c) Licenses 

Substantially all of the Group’s revenues are derived from operations conducted pursuant to licenses 
granted by the Russian Government. These licenses expire in various years from 2014 up to 2022. 

The Group has renewed all other licenses on a regular basis in the past, and believes that it will be able to 
renew licenses without additional cost in the normal course of business. Suspension or termination of the 
Group's main licenses or any failure to renew any or all of these main licenses could have a material 
adverse effect on the financial position and operations of the Group. 

(d) Capital commitments 

As at 31 December 2013, contractual commitments of the Group for the acquisition of property, plant and 
equipment amounted to 15,131 (2012: 45,271; 2011: 57,381). 

(e) Operating leases 

As at 31 December 2013, all lease contracts are legally cancellable. However, the Group was involved in 
a number of operating lease agreements for land, on which the Group constructed certain leasehold 
improvements. Thus, it is reasonably certain that these leases would not be cancelled. Future minimum 
lease payments under these operating leases as at 31 December 2013, 2012 and 2011 were as follows: 

31 December  
2013 

31 December  
2012 

31 December  
2011 

As lessee   

Current portion 129 149 173

Between one to five years 320 273 428

Over five years 1,267 1,041 2,146

Total minimum rental payables 1,716 1,463 2,747

As lessor 
Current portion 109 151 100

Between one to five years 125 207 281

Over five years 25 2 94

Total minimum rental receivables 259 360 475

34. RELATED PARTY TRANSACTIONS 

(a) The Government as a shareholder 

As indicated in Note 1, the Government of the Russian Federation controls the Company by indirect 
holding of 51.03% of the Company’s ordinary shares through “Vnesheconombank” and Federal Agency 
of State properties management. It is a matter of the Government policy to retain a controlling stake in 
sectors of the economy, such as telecommunications, that it views as strategic. 

(b) Interest of the Government in the telecommunications sector in the Russian Federation and 
the protection of that interest 

Effective telecommunications and data transmission are of great importance to Russia for various 
reasons, including economic, social, strategic and national security considerations. The Government has 
exercised and may be expected to exercise significant influence over the operations of the 
telecommunications sector and consequently, the Group. The Government, acting through the Federal 
Tariff Service and the Federal Telecommunications Agency, has the general authority to regulate certain 
tariffs. In addition to the regulation of tariffs, the telecommunication legislation requires the Group and 
other operators to make certain revenue-based payments to the Universal service fund, which is 
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controlled by the Federal Telecommunications Agency. Moreover, the Ministry of Telecom and Mass 
Communications of the Russian Federation has control over the licensing of providers of 
telecommunications services. 

(c) Associates 

The Group is also involved in various telecommunication services with entities in which it has 
investments, including associates over which it exerts significant influence. A summary of these 
transactions is as follows: 

 2013 2012 2011 
Revenue  141 167 160
Purchase of telecommunication services  (103)  (105)  (136)
Purchase of other services -  (47)  (85)

The amounts of receivables and payables due from these entities were as follows: 

 2013 2012 2011 
Accounts receivable 20 72 24
Allowance for doubtful receivables  (3)  (9)  (2)
Accounts payable and accrued expenses  (16)  (19)  (19)

(d) Non-state pension fund “Telecom-Soyuz” 

The Group has centralized pension agreements with a non-state pension fund “Telecom-Soyuz” (refer to 
Note 19). In addition to the state pension, the Company provides the employees with a non-state pension 
and other employee benefits through defined benefit and defined contribution plans.  

The total amount of contributions to non-state pension fund paid by the Group in 2013 amounted to 1,226 
(2012: 1,269; 2011: 1,680). The fund retains 3% of every pension contribution to cover its administrative 
costs. 

(e) Transactions with other government-related entities 

In January 2009, OJSC Rostelecom in partnership with mobile operator OAO Megafon won a tender for 
sponsorship of the ХХII Winter Olympic Games and the XI Winter Paralympic Games 2014 in Sochi in a 
category “Telecommunications”. According to the agreement with the Organisation committee of ХХII 
Winter Olympic Games and the XI Winter Paralympic Games 2014 in Sochi the sponsorship contribution 
amounts to USD 260 million and should be contributed by each sponsor in the amount of USD 130 
million. Half of this amount shall be paid in cash and the other half shall be contributed in free services. 
In return, each partner will obtain exclusive rights to use the Olympic logo in its advertising and other 
activity. There is a joint responsibility of the Group and Megafon in respect of non-cash contributions. 
The total charge of sponsorship contribution to profit and loss for the year ended 31 December 2013 
amounted to 993 (2012: 609, 2011: 463).  

The Group considers this transaction as a transaction with a related party because the Group treats the 
Organisation committee as a government-related entity. The reason for this is that the federal government 
was one of the founders of the Organisation committee and government executives are on the Oversight 
Board of this Organisation. 

The Group received loans from government-related banks OJSC Sberbank, OJSC Bank VTB, OJSC 
Sviaz-bank, OJSC Gazprombank and others. The outstanding balances from these banks amounted to  
161,730 as at 31 December 2013 (2012: 176,868; 2011: 127,096). Interest rate of these loans veries from 
7,01% to 10,75%. Maturity of these loans veries from 1 to 5 years.  

During year ended 31 December 2013 the Group obtained loans from these banks in amount of 380,360 
(2012: 449,094; 2011: 218,733, made repayments in amount of 408,473 (2012: 412,286, 2011: 183,399). 
Interest expense accrued on those loans during year ended 31 December 2013 amounted to 12,975 (2012: 
12,964, 2011: 8,011). 



OJSC Rostelecom 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued) 
(In millions of Russian Roubles unless otherwise stated) 

 
 

  
 

88 

The Group has collectively but not individually significant transactions with other government-related 
entities including but not limited to providing telecommunication services, consuming services having 
both production and miscellaneous nature, depositing and borrowing money. All these transactions are 
carried out in the course of normal day-to-day business operations on the terms comparable to those with 
other entities which are not government-related. Management assesses these transactions as not particular 
material except for placing deposits and purchase and sales of investments in promissory notes of 
government-related banks.  

Proceeds from sales of government-related banks promissory notes for the year ended 31 December 2013 
amounted to nil (2012: 1,044; 2011: 1,766), purchases of the same kind of investments comprised nil 
(2012: 1,000; 2011: 712). Related income recognized in profit and loss in respect of government-related 
banks promissory notes amounted to nil for the year ended 31 December 2013 (2012: 44, 2011: 66).  

The amount of funds placed on deposits with government-related banks for the year ended 31 December 
2013 is 1,405 (2012: 2,748; 2011: 3,018) with related income recognised in profit and loss of 52 (2012: 
101; 2011: 30) and amounts repaid back to the Company’s account of 2,061 (2012: 3,132; 2011: 1,270). 

(f) Remuneration of key management personnel  

The key management personnel for the purpose of these consolidated financial statements comprises 
Management Board’s members, the Board of Directors’ members and Vice-Presidents. 

Remuneration to the key management personnel for the year ended 31 December 2013 amounted to 750. 
Remuneration includes salaries, bonuses, payments for participation in the work of management bodies 
and other short-term benefits.  

Short-term benefits accrued to the key management personnel for the year ended 31 December 2012 
amounted to 522 (2011: 432).  

The remuneration amounts are stated exclusive of social taxes. 

Also in June 2011 the Company introduced a long-term motivation programme for executives and senior 
employees of the Company. The amount of employee benefits related to the programme and attributed to 
the Management Board’s members, the Board of Directors’ members and Vice-Presidents for the year 
ended 31 December 2013 is nil (2012: nil; 2011: 467). 

In 2013 the Group made a contribution of 1,117 to the non-state pension fund (2012: 1,967; 2011: nil) for 
its key management personnel. The plans provide for payment of retirement benefits starting date 
employee complies with terms of acting non-state pension program. 

35. HELD FOR SALE ASSETS AND LIABILITIES 

As a result of the decision to transfer mobile assets into share capital of T2RUS Holding (refer to Note1) 
all assets and liabilities of the mobile communication subsidiaries as well as integrated assets and 
liabilities of the Company to be disposed were reclassified as held for sale in the statement of financial 
position at 31 December 2013 and related operations presented as discontinued in the statement of 
comprehensive income for the years ended 31 December 2013, 2012 and 2011. 

The Group’s investment in the new entity will be accounted for at equity method. As at the date of the 
issue of this financial statements the Group didn’t complete its assessment of the fair value of these 
investments. 
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The following table illustrates information about assets and liabilities held for sale for the year ended 
31 December 2013, 2012 and 2011.  

 
31 December 

2013 
31 December 

2012 
31 December 

2011 
ASSETS  
Property, plant and equipment 63,140 401 261
Goodwill 12,805 - -

Intangible assets 10,413 - -

Investments in associates 24 - -

Deferred tax asset 3,153 - -

Inventories 567 - -

Trade and other receivables 1,071 - -

Prepayments 701 - -

Prepaid income tax 167 - -

Other investments 1 - -

Cash and cash equivalents 864 - -

Other assets 142 - -

Total assets held for sale 93,048 401 261

LIABILITIES  
Employee benefits  
Deferred tax liability 1,795 - -

Loans and borrowings 10,291 - -

Trade and other payables 3,897 - -

Income tax payable 19 - -

Provisions 538 - -

Other liabilities 1,107 - -

Total liabilities directly attributable to assets held for sale 17,647 - -

 
The following table illustrates information about consolidated income statement of a discontinued 
operations for the year ended 31 December 2013, 2012, 2011. 
 
 Year ended 31 December 2013 

 
Discontinued 

operations 
Intragroup 
transactions  Total   

Revenue 44,229 (9,261) 34,968
Operating expenses  
Wages, salaries, other benefits and payroll taxes (5,204) - (5,204)
Depreciation, amortisation and impairment losses (9,504) 4 (9,500)
Interconnection charges (14,725) 7,399 (7,326)
Materials, utilities, repairs and maintenance (2,243) 8 (2,235)
Gain/ (loss) on disposal of property, plant and equipment (456) 1 (455)
Doubtful debt allowance (46) - (46)
Other operating income 701 - 701
Other operating expenses (13,122) 1,853 (11,269)
Total operating expenses, net (44,599) 9,265 (35,334)
Operating profit (370) 4 (366)
Finance costs (2,916) 1,969 (947)
Other investing and financial gains 991 (2,524) (1,533)
Foreign exchange loss, net (89) (2) (91)
Profit before income tax (2,384) (553) (2,937)
Income tax expense 382 - 382
Profit for the year (2,002) (553) (2,555)
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 Year ended 31 December 2012 

 
Discontinued 

operations 
Intragroup  
transactions  Total   

Revenue 40,876 (3,782) 37,094

Operating expenses  
Wages, salaries, other benefits and payroll taxes (5,720) - (5,720)

Depreciation, amortisation and impairment losses (9,377) - (9,377)

Interconnection charges (11,448) 3,326 (8,122)

Materials, utilities, repairs and maintenance (2,555) 52 (2,503)

Gain/ (loss) on disposal of property, plant and equipment (361) (138) (499)

Doubtful debt allowance 230 - 230

Other operating income 342 105 447

Other operating expenses (10,711) 511 (10,200)

Total operating expenses, net (39,600) 3,856 (35,744)

Operating profit 1,276 74 1,350

Finance costs (3,541) 2,345 (1,196)

Other investing and financial gains 641 (2,928) (2,287)

Foreign exchange loss, net 57 - 57

Profit before income tax (1,567) (509) (2,076)

Income tax expense 1,701 - 1,701

Profit for the year 134 (509) (375)

 
 Year ended 31 December 2011 

 
Discontinued 

operations 
Intragroup  
transactions  Total   

Revenue 38,542 (2,986) 35,556

Operating expenses  
Wages, salaries, other benefits and payroll taxes (6,455) - (6,455)

Depreciation, amortisation and impairment losses (8,907) 10 (8,897)

Interconnection charges (9,367) 2,365 (7,002)

Materials, utilities, repairs and maintenance (2,909) 37 (2,872)

Gain/ (loss) on disposal of property, plant and equipment (813) 114 (699)

Doubtful debt allowance (193) - (193)

Other operating income 400 (6) 394

Other operating expenses (11,012) 620 (10,392)

Total operating expenses, net (39,256) 3,140 (36,116)

Operating profit (714) 154 (560)

Finance costs (2,587) 2,148 (439)

Other investing and financial gains 778 (2,435) (1,657)

Foreign exchange loss, net (139) 15 (124)

Profit before income tax (2,662) (118) (2,780)

Income tax expense 30 - 30

Profit for the year (2,632) (118) (2,750)
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The following table illustrates information about cash flows attributable to the operating, investing, and 
financing activities of a discontinued operation for the years ended 31 December 2013, 2012 and 2011.  

 2013 2012 2011 

Operating cash flow 9,771 13,274 6,277

Investing cash flow (25,255) (21,025) (6,230)

Financing cash flow 15,409 7,975 (437)

Total cash flows (75) 224 (390) 

36. SUBSEQUENT EVENTS 

On 6 February 2014 Rostelecom signed a framework agreement with mobile operator Tele2 Russia to 
that will lead to the integrateion of their mobile assets (“framework agreement”) (refer to Note 1). The 
framework agreement, which was previously approved by Rostelecom’s Board of Directors, outlines the 
terms and conditions ofsurrounding the contribution of Rostelecom’s mobile subsidiaries and its 
integrated mobile assets into the share capital of T2 Rus Holding.  

In accordance with the framework agreement, the first stage of the deal is expected to be closed in spring 
2014. In addition, the two parties will enter into mobile virtual network operator agreements, licensing 
agreements regarding the two companies’ brands, as well as a range of agreements for the transitional 
period. According to these agreements, the Group will provide services for the T2 Rus Holding during a 
certain period of time after the first stage has been completed. The first stage will also involve signing a 
participation agreement on various defining matters which including the T2 Rus Holding’s corporate 
governance system. 

The second phase of the transaction will be completed within one year.   


