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PJSC TERRITORIAL GENERATING COMPANY Ne1 AND ITS SUBSIDIARIES

CONSOLIDATED STATEMENT OF FINANCIAL POSITION AS AT 31 MARCH 2017

(in thousands of Russian Roubles)

31 March 31 December

Notes 2017 2016
ASSETS
Non-current assets
Property, plant and equipment 6 131 427 100 132 468 741
Investment property 188 607 191 924
Intangible assets 756 875 779 445
Investments in associates 7 432 737 395 151
Deferred income tax assets 500 409 526 907
Other non-current assets 8 1071123 1087 518
Total non-current assets 134 376 851 135 449 686
Current assets
Cash and cash equivalents 9 4 017 502 3354 882
Short-term investments 10 4 370 4 370
Trade and other receivables 12 18 838 373 17 583 729
Current income tax prepayments 46 346 473 162
Inventories 13 2 956 667 2768 011
Total current assets 25 863 258 24 184 154
Non-current assets held for sale 11 136 599 137 114
TOTAL ASSETS 160 376 708 159 770 954
EQUITY AND LIABILITIES
Equity
Share capital 14 38 543 414 38 543 414
Share premium 14 22 913 678 22 913 678
Merger reserve 14 (6 086 949) (6 086 949)
Other reserves (1209 011) (1209 011)
Effect of remeasurements of post-employment
benefits obligations 51 824 52 151
Retained earnings 51 379 207 47 464 616
Equity attributable to the Company’s owners 105 592 163 101 677 899
Non-controlling interest 8 357 077 8 305 973
TOTAL EQUITY 113 949 240 109 983 872
LIABILITIES
Non-current liabilities
Long-term borrowings 15 11778 706 17 022 529
Deferred income tax liabilities 11 470 643 10 952 740
Post-employment benefits obligations 923 938 923 938
Other non-current liabilities 16 101 452 115 052
Total non-current liabilities 24 274 739 29 014 259
Current liabilities
Short-term borrowings 17 11 357 858 10 129 851
Trade and other payables 18 7 883 384 9 433 751
Current income tax payable 681 087 3691
Other taxes payable 19 2 230 400 1205 530
Total current liabilities 21152 729 20772 823
TOTAL LIABILITIES 46 427 468 49 787 082
TOTAL EQUITY AND LIABILITIES 160 376 708 159 770 954
Approved for issue and signed on 12 May 2017.
General Director A. V. Barvinok

Chief Accountant

“z

R. V. Stanishevskaya

The accompanying notes 1 to 25 form an integral part of these consolidated financial statements. 5




PJSC TERRITORIAL GENERATING COMPANY Ne1 AND ITS SUBSIDIARIES

CONSOLIDATED STATEMENT OF PROFIT OR
MONTHS ENDED 31 MARCH 2017
(in thousands of Russian Roubles)

LOSS AND OTHER COMPREHENSIVE INCOME FOR THREE

Three months
ended

Three months
ended

Notes 31 March 2017 31 March 2016
Revenue
Sales of electricity 12 883 932 12 268 107
Sales of heat 12 742 183 12760 632
Other sales 20 149 994 209 497
Total revenue 25 776 109 25 238 236
Government grants 33729 -
Operating expenses 22 (20 010 473) (19 506 974)
Other operating income 23 147 009 197 311
Total operating expenses (19 829 735) (19 309 663)
Operating profit 5 946 374 5928 573
Finance income 24 60 463 76 112
Finance costs 24 (615 586) (607 461)
Finance costs, net (555 123) (531 349)
Profit before income tax 5391 251 5397 224
Income tax expense (1 425 556) (1 010 903)
Profit for the period 3 965 695 4 386 321
Other comprehensive income for the period
including tax (327) -
Total comprehensive income for the period 3 965 368 4 386 321
Profit for the period is attributable to:
Owners of the TGC-1 3914 591 4411 036
Non-controlling interests 51 104 (24 715)
Profit for the period 3 965 695 4386 321
Total comprehensive income for the period is
attributable to:
Owners of the TGC-1 3914 264 4 411 036
Non-controlling interests 51 104 (24 715)
Total comprehensive income for the period 3 965 368 4 386 321
Approved for issue and signed on 12 May 2017. .
General Director ‘ //J,//-—-——-———/ A. V. Barvinok

Chief Accountant

R. V. Stanishevskaya

The accompanying notes 1 to 25 form an integral part of these consolidated financial statements.




PJSC TERRITORIAL GENERATING COMPANY Nz1 AND ITS SUBSIDIARIES
CONSOLIDATED STATEMENT OF CHANGES IN EQUITY FOR THREE MONTHS ENDED 31 MARCH 2017
(in thousands of Russian Roubles)

Attributable to owners of the Company

Effect of
measurements
of post-
employment Non-
Share Merger Other benefits Retained controlling
Share capital premium reserve reserves obligations earnings Total interest  Total equity

Balance at 1 January 2016 38 543 414 22913 678 (6 086 949) (1209 011) (11 672) 43 014 555 97 164 015 8 365373 105 529 388
Comprehensive income for the year
Profit for the year - - - - - 5 386 680 5386 680 (62 507) 5324173
Other comprehensive income
Measurements of post-employment benefits
obligations - . = - 77 208 . 77 208 3684 80 892
Income tax on other comprehensive income - - - - (13 385) - (13 385) (577) (13 962)
Total other comprehensive expense e - - - 63 823 - 63 823 3107 66 930
Total comprehensive income for the year - - - - 63 823 5 386 680 5 450 503 (59 400) 5391 103
Transactions with owners
Dividends - - » - - (936 619) (936 619) - (936 619)
Total transactions with owners - - - - - (936 619) (936 619) - (936 619)
Balance at 31 December 2016 38 543 414 22913 678 (6 086 949) (1209 011) 52 151 47 464 616 101 677 899 8305973 109 983 872
Comprehensive income for the period
Profit for the period & - - - - 3914 591 3914 591 51104 3 965 695
Other comprehensive income - =
Measurements of post-employment benefits
obligations - - o - - - - - -
Income tax on other comprehensive income - - - - (327) . (327) - (327)
Total other comprehensive income - - - - (327) - (327) - (327)
Total comprehensive income for the period - - - - (327) 3914 591 3914 264 51 104 3 965 368
Transactions with owners
Dividends - - - - - - - - -
Total transactions with owners - - - - - - - - -
Balance at 31 March 2017 38 543 414 22 913 678 (6 086 949) (1209 011) 51 824 51 379 207 105 592 163 8 357 077 113 949 240

Approved for issue and signed on 12 May 2017.

General Director A. V. Barvinok

Chief Accountant

R. V. Stanishevskaya

The accompanying notes 1 to 25 form an integral part of these consolidated financial statements.



PJSC TERRITORIAL GENERATING COMPANY Ne1 AND ITS SUBSIDIARIES
CONSOLIDATED STATEMENT OF CASH FLOWS FOR THREE MONTHS ENDED 31 MARCH 2017
(in thousands of Russian Roubles)

Three months
ended

Three months
ended

Notes 31 March 2017 31 March 2016
Cash flows from operating activities
Profit before income tax 5391 251 5397 224
Adjustments to non-cash items 2214 631 2 722 866
Operating cash flows before working capital changes 7 605 882 8 120 090
Capital changes (749 930) (1 549 396)
Cash generated from operations 6 855 952 6 570 694
Income taxes paid and interest paid (716 544) (1102 227)
Net cash from operating activities 6 139 408 5 468 467
Net cash used in investing activities (1 517 588) (1525 287)
Net cash from financing activities (3 959 200) (2 341 283)
Net increase in cash and cash equivalents 662 620 1601 897
Cash and cash equivalents at the beginning of the period 3 354 882 1701 151
Cash and cash equivalents at the end of the period 4 017 502 3 303 048
Approved for issue and signed on 12 May 2017.
General Director /_._7 A. V. Barvinok

A
7

Chief Accountant

bt

R. V. Stanishevskaya

The accompanying notes 1 to 25 form an integral part of these consolidated financial statements.




P_JSC'TE'R_RITOR[AL GENERATING COMPANY Nat AND ITS SUBSIDIARIES
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS FOR THREE MONTHS ENDED 31 MARCH 2017
{in thousands of Russian Roubles)

Note 1. The Group and its operations

These consolidated financial statements have been prepared in accordance with International
Financial Reportmg Standards (IFRS) for three months ended 31 March 2017 for Public Joint-Stock
Company (PJSC) Territorial Generating Company Ne i(here in after “TGC-17?, or the- “Company”) and
its subsidiaries. (the “Group™).

The Company was mcorporated and is domiciled in the: Russian Federation. It is a public joint stock
company-and was estahlished ih accordance with Russian law.

“TGC-1” was established on 25 March 2005 as part of the restructuring of Russia’s electricity sector in
accordance with Board of Directors Resolution No, 181 of RAQ UES of Russia (here in after “RAO UES")
on 26 November -2004. The structure and founding principles of TGC-1 were adopted by the
RAQ UES Board of Directors on 23 April 2004 (Resolution No. 168).

The Group consists of the Company :and the following subsidiaries. All Group companies are
incorporated in the Russian Federation,

% of ownership as at 31 March

‘Subsidiary 2017 2016 Immediate parent
PJSC Murmanskaya TPP 98.6791 91.3138 BJSC TGC-1
J5C St Petersburg Heatihg Grid 74.9997 74,9997 PJSC TGC-1

As the operator of 53 power plants, the Group is principally engaged in eleciricity, capacity and heat
generation. The Group’s generatmg assets are located in the North-West of Russia, in particular in
St. Petersburg, the Leningrad region, the Murmarisk region and in Karelia region.

The Company’s registered office is located at 6 Bronevaya, Str., litera B, St. Petersburg, Russia,
198188.
Note 2. Operating environment of the Group

The Russian Federation displays certain characteristics of an -emerging market. Its economy is
particularly sensitive to oil and gas prices. The legal, tax and regulatory frameworks: continue to
develop and are subject to frequent changes and varying interpretations. Ongoing decline in oil
prices, political tension in the region and international sanctions against certain Russian cornpanies
and individuals had a negative impact on the Russian economy. As a result during 2016:

+ the CBRF exchange rate fluctuated between RR 60.2730 and RR-89.5913 per usp;
« the RTS stock exchange index ranged between $28.41 and 1 164.15:
» access to international financial markets to raise funding was limited for certain entities.

The financial markets continue to be volatile and are characterised by frequent significant price
movements and increased trading spreads. Subsequent to 31 December 2016:

» the CBRF exchange rate fluctuated between RR 55.8453 per USD and RR 60,3196 per USD;
o the RTS stock exchange index ranged between 1 046.90 and 1 195.61.




PJSC TERRITORIAL GENERATING COMPANY. Na1 AND ITS. SUBSIDIARIES _
NOTES TO THE CONSOLIDATED. FINANCIAL. STATEMENTS FOR THREE MONTHS ENDED 31 MARCH 2017
{in thousands of Russian Roubles)

Note 2. Operating environment of the Group (continued)

These -events may have. a further- significant impact on the Group’s future operations and financial
position, the effect-of'which is difficult to predict. The future economic and regulatory situation and
its impact on the Group's operations may differ from management’s current expectations.

Management has determined impairment provisions by considering the economic situation and
outlook at the end of the reporting period. Provisions for trade receivables are determined using the

“incurred loss” model required by the applrcable accounting standards. These standards require
recognition of 1mpa1rment losses for receivables that arose from past events and prohibit recognition
of impairment losses that could arise from future events, no matter how likely those future events
are. Thus, final impairment losses from financial assets could differ significantly from the current
tevel of provisions. These standards also require. recognition of impairment losses for property, plant
and equipment that arose from past events and prohibit recognition of impairment: losses that could
arise from future events, no matter how likely those future events are (Note 4).

Government relations and current regulation

As at 31 March 2017 the Group was controfled by the Gazprom Group {51.79% stake) via its subsidiary
Gazprom Energoholding LLC (as at 31 December 2016 - 51.79% stake). The Group's other significant
shareholder as at 31 March 2017 was Fortum Power and Heat Oy - 29.45% stake (as at 31 December
2016 --29.45% stake). The Gazprom Group is.controlled by the government of the Russian Federation,
which was the Group's ultimate controlling party-as-at 31 March 2017 and 31 March 2016.

The Group's: customer base also includes a large number of state-controlled entities. Furthermore,
the government also controls a number of the Group's suppliers of fuel and cther materials.

The Russian government”  directly affects the Group’s operations through
the Federal Antimonopoly Service of the Russian Federation (“FAS Russia”}, which regulates its
wholesale energy purchases, ‘and by the St Petersburg Tariff Service, Leningrad Regional Tariff
Service, Karelia Tariff Service and Murmansk Regionat. Tariff Ser\nce which regulate its retail
electncaty, capacity and heat sales. The operations of :all generating fat:!lmes are c¢oordinated by
0JSC “System Operator of Unified Energy System", a state-controlled company.

Tariffs which the Group may charge for electricity, capacity and heat sales are governed by
regulations specific to the electricity, capacity and heat industry and that apply to natural
monopolies. Historically, such tariffs have been based on a *“cost-plus” system, meaning the cost of
service plus a margin.

Going concern

The accompanying consolidated financial statements have been prepared on a going concéin basis,
which contemplates the realisation of assets:and the satisfaction of liabilities.in the normal course of.
business. Management believes that the Group will have a sufficient liquidity to continue its
operations in-the foreseeable future.

As at 31 March 2017, the Group's current assets exceeded its current liabilities by
RUB 3 847 128 thousand (as at 31 December 2016 the Group's  current assets exceeded its current
liabilities by RUB 3 548 445 thousand).

The accompanying financial statements: do not iinclude any adjustments should the Group be unable
to continue as a gomg concern.

10




PJSC TERRITORIAL GENERATING COMPANY Nei1 AND ITS SUBSIDIARIES
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS FOR THREE MONTHS ENDED 31 MARCH 2017
(in thousands of Russian Roubles)

Note 3. Summary of Significant Accounting Polices

Basis of preparation

These consolidated financial statements have been prepared in accordance with International
Financial Reporting Standards (“IFRS”) under the historical cost convention as modified by the initial
recognition of financial instruments based on. fair value. The principal accounting policies apphed in
the preparation of these consolidated financial statements are set out below. These policies have
been consistently applied to alt the periods presented, unless otherwise stated (Refer to Note 5).

The preparation of financial statements in conformity with IFRS requires the use of certain critical
accounting estimates. It also requites management to exercise its judgement in the process of
applying the Group's accounting policies. The areas involving a higher degre¢ of judgement or
complexity, or areas where assumptions and estimates are significant to -the consolidated financial
statements are disclosed in Note 4,

Consolidated financial statements

Subsidiaries are those investees, including structured entities, that the Group controls because the
Group' (i) has power to direct relevant activities of the investees that significantly affect their
returhs, - (if} has. exposure, or rights, to variable returns from its involvement with the investees, and
(iif) has the ability to use its power over the investees to affect the amount of investor’s returns. The
existence and effect of substantive rights, including substantive potential voting rights, are
considered when assessing whether the Group has power ovér another entity. For'a right to be
substantive, the holder must have pracucal ability to exercise that right when decisions about the
direction of the relevant activities of thé investee need to be made.

The Group may have power over an investee even when it holds less than majority of voting power in
an investee,

In such a case, the Group assesses the size of its voting rights relative to the size and dispersion. of
holdings of the other vote holders to deterimiine if it has de-facto power over the investee. Protective
rights. of other investors, such as those that relate to fundamental changes of investee's: activities or
apply- only in excepttonal circumstances, do hot prevent the Group from controlling an investee,

Subsidiaries. are consolidated from the date.on which control is transferred to the Group (acquisition
date} and are deconsolidated from the date on which coritrol ceases.

The acquisition imethod. of accounting is used to account for the acquisition of subsidiaries.
ldentifiable ‘assets acquired and labilities and contingent liabilities assumed in- a business
combination are measured at their fair values at the acquisition date, irrespective of the extent of
any non-controlling interest,

The Group measures non- controlling interest that represents present. ownership interest and entitles’
the holder-to a proportionate share of net assets in the event of liquidation oh a transaction by
transaction basis, either at: (a) fair value, of (b} the non- controlling interest's-proportionate share of
net assets of the acquiree. Non- controllmg interests that are not present ownership interests are
meastired at fair value.

Goodwill is measured by deducting the net assets of the acquirée from the aggregate of the
consideration transferred for the acquiree, the.amount of non- controtling interest in'the acquiree and
fair value of an interest in the acquiree held 1mmecl1ately before the acquisition date. Any riegative
amount. (“negative goodwill, bargain purchase”) is recognised in profit or loss, after management
reassesses whether it identified all the assets acquired and all tiabilities and’ contingent liabilities
assumed and reviews appropriateness of their measurement.

The: consideration transferred for the acquiree is measured at the fair value of the assets given up,
equity instruments issued -and liabilities incurred or assumed, ‘including fair value of assets or
liabilities from contingent consideration arrangements but excludes acquisition related costs such. as
advisory, legal, valuation and similar professional services. Transaction costs related to the
acquisition and incurred for- issuing equity instruments are deducted from equity; trarisaction costs
incurred for issuing debt as part of the business combination are deducted from the carrying amoint
of the debt and all other transaction costs associated with the acquisition are expensed.

11




PJSC TERRITORIAL GENERATING COMPANY Na1 AND ITS SUBSIDIARIES
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS FOR THREE MONTHS ENDED 31 MARCH 2017
{in thousands of Russian Roubles)

Note 3, Summary of Significant Accounting Polices (continued)

Intercompany transactions, batances and unrealised gains, on transactions. between group companies
are eliminated; unrealised losses are also eliminated unless the cost cannot be recovered.
‘The Company and -all of its subsidiaries use uniform -accounting policies consistent with the Group's
policies.

Non-controlling interest is that part of the net results and of the equity of a subsidiary attributable to
interests which-are not owned, directly or indirectly, by the. Company Non-controlling interest forms
a separate component of the Group’s equity.

Presentation currency

These consolidated financial statements are presented in thousands of Russian Roubles
(RUB thousand), unless otherwise stated.

Foreign currency translation

The functional currency of each of the Group’s consolidated entities is the currency of the primary
economic environment in which the entity operates, The’ functional currenicy of the: Company and its
subsidiaries, and the Group’s presentation currency, is the national currency of the
Russian Federation, Russian Roubles (RUB).

Monetary assets and liabitities are translated into each entity’s functional currency at the officiat
exchange rate of ‘the Central Bank of the Russian Federation {(“CBRF™) at the respective end of the
reporting period. Foreign exchange gains and losses. resulting fram the setttement of the transactions
and from the translation of mcnetary assets-and liabilities into each entity’s functional currency at
year-end official exchange rates of the CBRF are recogmsed in profit .or loss as finance income or
costs. Translation at year- end Fates does not apply to nen-monetary items that are measured at
hlstoncal cost. Non-monetary items measured at fair value in a foreign currency, including -equity
investments, are translated. using the exchange rates at the date when the fair value was
deterimined. Effects of exchange rate changes on non-monetary -items measured at fair value in a
foreign currency are recorded as part of the fair value gain or loss.

Revenue is translated into each entity’s functional currency using the official exchange rate of the
CBRF at the respective date of transaction.

At 31 March 2017, the official rate of exchange, ‘as determined by the Central Bank of the Russian
Federation, between the Russian Rouble and the WS Dotlar {USD} was WSD 1 =RUB 56.3779
(31 December 2016: USD1=RUB 60. 6569); and between the Russian Rouble and
the Euro (EUR}): EUR 1 = RUB 60.5950 (31 December 2016: EUR 1 = RUB 63.8111).

Assaciates

Associates are entities over which the Group has sighificant inflience (directly or indirectly), but net
control, generally actompanying a shareholding of between 20 and 50 percent of the voting rights.

Investments-in associates are accounted for using the equity- method of accounting and are initially
recognised at cost. Dividends received from associates reduce the. carrying value of the investment in
associates. Other post-acquisition changes in Group’s share of net assets of an -associate are
recognised as follows: {i) the Group’s share of profits .or losses of associates is recorded in the
consolidated profit or loss for the year as share of result of assaeciates, (ii) the Group’s share of other
comprehenswe income is recognised in other comprehensive: income and presented separately,
(iii) all other changes in the Group’s share of the carrying value of net assets. of associates.are
recognised in profit or loss within the share of result of associates.

However, when the Group’s share of losses in an associate equals or exceeds its interest in the
associate, including any other unsecured receivables, the Group does not recognise further losses;
unless it has incurred obligations.or made paymients on behalf of the associate.

Unrealised-gains on transactions between the Group and its.associates are eliminated to the extent of
the Group’s interest in the associates; unrealised losses are also eliminated unless the transaction
provides evidence of an impairmeit of the asset transferred..

12




PJSC TERRITORIAL GENERATING COMPANY Na1 AND ITS SUBSIDIARIES
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS FOR THREE MONTHS ENDED 31 MARCH 2017
{in thousands of Russian Roublés) '

Note. 3. Summary of Sighificant Accounting Polices (continued)

Disposals of subsidiaries, associates or joint ventures

When thé Group ceases to have control or significant influence, any retained interest in the éntity is
remeasured to its fair value, with the change in carrying amount recognised in profit or loss. The fair
value is the initial carrying amount for the. purposes of subsequently accounting for the retained
interést as an associate, joint venture or financial asset. In addition, any ariounts previcusly
recognised in other comprehensive income in respect of that entity, are accounted for as if the Group
had directly disposed of the related assets or liabilities. This may mean that amounts previously
recogmsed in.other comprehénsive incone. are transferred to profit or loss.

If the ownership interest in an associate is reduced: but significant influence i retained, only a
proportionate share of the amounts previously recognised in other comprehensive income are
reclassified to profit or loss where appropriate.

Financial instruments - key measurement terms

Depending on their classification financial instruments are carried at fair value or amortised cost as
described below.

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an
orderly transaction between market participants at the measurement date. The best evidence. of fair
value is pfice in ai active market. An active market is one in which transactions for the asset or
liability take place with sufficient frequency and volume to provide pricing information on an ongoing
basis.

Valuation techniques such as discounted cash flow models or models based on recent arin’s length
transactions or consideration of financial data of the invéstees aré used to measure fair value of
certain financial instruments for which external market pricing information is not available. Fair
value measurements are analysed by level in the fair value hierarchy as follows: (i) levet one are
measurements at quoted prices (unadjusted) in active markets for identical assets or liabilities,
(ii} level two measuréments. are valuations techniques with all material inputs observable for the
asset or liability, either directly (that is, as prices} of indirectly (that is, derived from prices}), and
(iti) level three measurements are valuations not based on solely observablei market data (that is, the-
measurement requires significant unobservable inputs). Transfers between levels of the fair value
hierarchy are deemed to have occurred at the end of the reporting period.

Transaction costs are incremental costs that are directly attributable to the acquisition, issue or
disposal of a financial instrument. An incremental cost is one that would not have been incurred if
the: transaction had not taken place. Transaction costs- include fees and commissions paid to agents
{including employees acting as selling agents), advisors, brokers and dealers, levies by regulatory
-agencies and securities exchanges, and transfer taxes and duties. Transaction costs do not include
debt premiums of discounts, financing costs or internal administrative or holding costs.

Amortised cost is the amount at which the financial instrument was recognised at-initial recognition
less any principal repayments, plus accrued interest, and for financial assets less any write-down for
incurred impairment losses. Accrued interest includes amortisation of transaction costs deferred at
initial recognition and of any premium or discount to maturity amount using the effective interest
method. Accrued intérest income: and accrued interest éxpense, including:both accrued coupon .and
amortised discount or premium (including fees deferred at origination, if any), are riot presented
separately and are included i the carrying values. of related items in the statement of financial
pesition..

The effective interest method is a method of allocating interest income or interest.-expense over the
relevant period, so as to achieve & constant periodic rate of interest (effective interest rate} on the
carrying amount. The effective interest rate is the rate that exactly discounts estimated future cash
payments or receipts (éxcluding future credit losses) through the expected life of the financial
instrument or a shorter period, if appropriate; to the net carrying amount of the financial instrument.:
The effective interest rate discounts cash. flows of variable inferest instruments to the next interest
repricing date, except for the premium or discount which reflécts the credit spread over the floating
rate specified in the instrument, or othér variables that are not reset to market rates, Such prémiums
or discounts are amortised over the whole expected life of the instrument. The present valueg
calculation includes all fees paid or received between parties. to the contract that are an integral part
of the effective interest rate.

13



PJSC TERRITORIAL GENERATING COMPANY Ne1 AND.ITS SUBSIDIARIES
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS. FOR THREE MONTHS ENDED 31 MARCH 2017
{in thausands of Russian Roubles)

Note 3. Summary of Significant Accounting Polices (continued)

Classification of financial assets

Financial assets have the following categories: (a) loans and receiva_b{es;_ (b) available-fbr-‘s_ale:
financial assets; (c) financial assets held to maturity and {d} financial assets at fair value through
profit or toss.

Financial assets at fair value through profit or loss have two sub-categories: (i} assets designated. as-
such. upon initial recognition, and (ii) those classified as held for trading.

The Group does not have the following categories of financial assets: financial assets at fair value
through profit or loss, financial assets held to maturity and available-for-sale financial assets.

Financial assets that would meet ‘the definition of loans. and receiVables may be reclassified.if the
Group has the intention and ability to hold these financial assets for the foreseeable future or until
maturity.

Loans ‘and receivables are unquoted non-derivative financial assets with fixed or determinable
payments other than those that the Group intends to sell in the near term, The Group’s loans and
receivables Comprise of ‘trade and other receivables’ and ‘short-term investments® in the statement
of financial position,

Classification of financial liabilities

Financial liabilities have the following measurement categories: (a} held for trading which also
includes financial derivatives and (b} other financial liabilities. Liabilities held for trading afe carried
at fair value with changes in value recognised in profit or loss for the year (as finance. income or
finance costs) in the period in which they arise. Other financial liabilities are carried at amortised
cost. The Group’s other financial liabilities comprise of “trade and other payables’ and ‘borrowings’
in the statement of financial position.

The Group does not have financial liabilities relate to category held for trading which atso includes
financial derivatives.
Initial recognition of financial instruments

Financial assets and liabilities are initially recorded at fair value plus transaction costs, Fair value at’
initial recognition is best evidenced by the transaction price. A gain or loss on' initial reécognition is
only recorded if there is a difference between fair value and transaction pricé which canh be
evidenced by other observable current market transactions in the same instrument or. by a“valuation
technique whose inputs include only data from cbservable markets.

All purchases and sales of financial assets that require delivery within the time frame established by
regulation or.market convention {“regular way” purchases and sales) are recorded at the trade date,
which is the date that the Group commits to deliver a financial asset. All other purchases are
recognised when theentity becomes a party to the contractual provisions of the.instrument.

-After initial-recognition, loans issued and accounts receivable are measured at amortized cost using
the effective interest rate method (“EIR”), less impairment losses. The EIR amortization is included in
Finance income in the profit or loss. The losses arising from impairment are recognised-in the profit-
or loss in finance costs. ' '
Derecognition of financial assets

The Group derecognises financial assets when (a) the assets are redeemed or the rights to cash flows
from the assets otherwise expired or (b) the Groip: has transferred the rights to the cash flows from
the financial assets or entered into a qualifying pass-through arrangement while (i) also transferring
substantially all the risks and rewards of ownership of the assets or (i1} neither transferring nor
retaining.substantially all risks and rewards of ownership but nict retaining control,

Control.is retained if the counterparty- does not have the- practical ability to sell.the asset in its
entirety to an unrelated third party without needing to impose additional restrictions on the sale.

14.
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Note 3. Summary of Significant Accounting Polices (continued)

Property, plant and equipment

Property, plant and equipment are stated at cost, restated to the equivalent purchasing power of the
Russian Rouble at 31 December 2002 for assets acquired. prior to 1 January 2003, less accumulated
depreciation and provision for impairment, where required. Property, plant and equipment includes
assets under construction for future use-as property, plant and equipment. Cast includes biorrowing.
costs incurred on specific or general funds borrowed to finance construction of qualifying assets.

At the time of the Group’s establishment in 2005 property, plant and equipraent were recorded at the
carrying values determined in accordarice with the IFRS at the date of their transfer to the Group by
its predecessor entity RAO UES. '
At each reporting date management assesses whether there is any indication of impairment of
property, plant and equipment. If any such indication exists, management estimates the recoverable
amount which is determined as the higher of an asset’s fair value less selling ‘costs and its value in
use, The carrying amount is reduced to the recoverable amount and the difference is recognised as.an
expense (impairment loss) in the profit or tosses. A impairment loss Fecognized for an asset in prior
periods is reversed if there has been a positive change in the estimates used to determine the asset’s
recoverable amount,

Gains and losses on disposals ‘are determined by comparing the proceeds with the carrying amount
and are recognised in profit or loss for the year within other operating income or costs:

Costs of minor repairs and maintenance are expensed when incurred. The cost of replacing major
parts or components of property, plant and equipment items are capitalised and the replaced part is
written off. Gains and losses arising from disposal -of property, plant and equipment are included. in
profit or losses. '

Social assets are not included in property, plant and equipment as they are not expected to result in
future ‘economic benefits to the Group. Costs associated with fulfilling the Group’s social
responsibilities are expensed as incurred.,

Depreciation of property, plant and equipment is calculated on a straight-line basis over the
estimated useful life of the asset when it is available for use, Depreciation commences on the.date of
acquisition, or for internatly constructed assets, from the time the asset is completed: and ready for
use,

‘The estimated useful lives, in years; of assets by type of facility are as follows:

Type of facility Useful lives, years
Production buildings 40-50
Hydrotechnical buildings 50-60
Generating equipment 2030
‘Heating netwarks 25-35
Other 10-25

The residual value of an asset is the estimated amount that the Group would currently obtain from
disposal of the asset less the estimated disposal costs, if the asset were already of the age and in the
condition expected at the end of its useful life. The assets’ residual values and useful lives are
reviewed and adjusted, if appropriate, at each reporting date,

investment property

Investment property is property hetd by the Grolp to earn rental income or for capital appreciation,
or both and which is not occupied by the Group. investment property. includes assets under
construction for future use as investment property.

Investment property s initially recognised .at cost and then it is recorded at amortised cost in
accordance with useful lives. Subsequent expenditure is capitalised only when it is probable that
future economic henefits associated with the itemi will flow to the Group, and the cost can be
measured reliably. All other repairs ard maintenance costs are expensed when -incurred. If an
investment property becomes owner-occupied, it is reclassified to property, plant and equipment,




PJSC TER_R[TORIAL GENERATING COMPANY Net AND ITS SUBSIDIARIES.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS FOR THREE MONTHS ENDED 31 MARCH 2017
{in thousands of Russian Roubles)

‘Note 3. Surmmary of Significant Accounting Polices (continued)

Investment property (continued)
Earned rental income is recarded in profit or loss for the year within other gperating income.

Gains or losses on disposal of investment property are calculated as proceeds less the carrying
amount.

Operating lease

Where the Group is a lessee in.a léase which does not transfer substantially all the risks and rewards
incidental to ownership from the lessor to the Group, the total lease payments.are charged to.profit;
or losses-on a straight-line basis. over the period of the lease. The lease term is the non-cancellable
period for which the lessee has contracted to lease the -asset together with any further terms for
which the lessee has the option to continue to lease the asset, with or without further payment,
when at the inception of the lease it is: reasonably certain that the lessee will exercise the option.

Operating teases include long-term leases of land with rental payments contingent on cadastral values
regutarly reVIewed by the government.

When assets are leased out -under an operating lease, the lease payments receivable are recognised
as rental incormne on a straight-line basis over the tease term.

Finance lease liabilities

Where the Group is a lessee in a lease which transferred Substantialty all the risks and rewards.
incidental to ownership to the Group, the assets leased are capitalised in property, plant and
equipment at the commencement of the lease at the lower of the fair value of the \eased.asset and
the present value of the minimum lease payments. Fach lease payment is allocated between the
liability and finance charges so as to achieve a constant rate on the finance balance outstanding.

The correspondmg rental ‘obligations, net of future finance <charges, are included in borrowings.

The interest cost is charged to profit or loss over the lease period using the effective intetrest
method.

The assets acquired under finance leases are depreciated over their uséful life or the shorter lease
‘term, if the Group is not reasonably certain that it will obtain ownership by the end of the lease
term.

intangible assets

The Group's-intangible assets have definite useful lives and primarily iriclude capitalised computer
software and licences,

Acquired computer software ticences are capitalised on the basis of the costs incurred to acquire and
bring them into use. Amortisation is included in operating expenses {(Note 25). Intangible assets are
amortised using the straight-line -method over their useful lives:

Useful lives in years

Software licences _ 215
Capitalised internal software development costs 215
Other licences. 4-10

1f impaired, the carrying amount of intangible assets is written down to the higher of value in use and
fair value-less costs to sell.

Income taxes

Income taxes have been provided for in the consolidated financial statements in accordance with
legislation enacted or substantively enactéd by the end of the reporting period. The income tax
charge comprises current tax and deferred tax and is recognised in pl’Ofit or loss for the year, except
if #t is recognised in other comprehensive income: or directly in equity ‘because it relates to
transactions that are also recognised, in the same or a different penod, in other comprehensive
income or directly in equity.

Current tax is the amount expected to be paid to, or recovered from, the tax atthorities on taxable
profits or losses for the current and prior penods Taxes other than on income are recorded within
operating expenses,
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Note 3. Sumnary of Significant Accaunting Polices (continued)

Income taxes (continued)

Deferred income tax is, prowded using the balance sheet l1ab|hty method for tax loss carry forwards
and temporary differences arising between the tax bases of assets and liabitities and their carrying
amounts for financial reporting purposes. In accordance. with the initial recognition exemption,
deferred taxes are not recorded for temporary differences.on initial recognition of an asset or a
liability in a transaction other than a business combination if the transaction, when initially recorded,
affects neither accounting nor taxable profit.

Deferred tax balances are measured at tax rates enacted or substantively enacted at the reporting
date which are expected to :apply to the period when the temporary differences will reverse or the
tax loss carry forwards will be utilised. Deferred tax assets. for deductible temporary differences and
tax loss carry forwards are recorded only to the extent that it is probable that future taxable profits
will be available against which the deductionscan be utilised. Deferred tax assets and liabilities are
netted -only within the individual entities of the Group.

Deferred tax is not provided for the undistributed earnings of the subsidiaries, as the Group controls
the subsidiaries’ dividend policy and requires profits to bereinvested. Only 1n51gmftcant dividends are
expected to be declared fram future profits of the subsidiaries. Neither these future profits nor the
related taxes are recognised in these consolidated financial statements.

inventories

Inventories are recorded at the lower of cost and net realisable vatue. The cost of 1nvent0ry is
determined on a weighted average basis. The net realisable value is the estimated selling price in the
ardinary course of business, less the cost of completion and selling expenses.

Trade and other receivables

Accounts receivable are recorded inclusive of VAT. Trade’ and other receivables are carried at
amortised cost using the effective interest method.

Impairment of financial assets carried at amortised cost

Impairment losses are recognised in profit or loss when incurred as a result of one or more events
(“loss events } that occurrecl after the m1t1al recogmtlon of the fmancnal asset and wh1ch have an
financial assets that can be reliably est1mated

If the Group determines that no objective evidence exists that impairment was incurred for -an
individuatly assessed financial asset, whether significant of not, it includes. the asset’in a -group of
financial assets with similar credit l'lSk characteristics; and collectwely assesses them for impairmerit.
The primary factors that the Group considers in determmmg whether a financial asset is impaired are-
its overdue status and liquidity of related collateral; if any.

The following other principal criteria are also used to determine whether there is objective evidence
that an impainment loss has occurred:

s any portion or instalment is overdue and the late payment cannot be attributed to a delay
caused by the settlement systems;.

+ the counterparty is experiencing a significant financial difficulty as evidenced by its financial
data that the Group has obtained;

= the counterparty is considering bankruptcy or a financial reorganisation;

» there i5'an adverse.changé in the payment status of the: counterparty as‘a result of changes in
national ér local economic conditions that 1mpact the counterparty; of

» the value of collateral, if any, has significantly decreased as a result of deteriorating market
conditions.
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Note 3. Summary of Significant Accounting Polices (continued)

Prepayments

Prepayments .are carried at cost less any provision for impairment. A prepayment.is classified as non-
current when the .goods. or services relating to the prepayment are expected to be obtained after
more than one year, or when the prepayment relates to an asset which will itself be:classified as non-
current upon. initiat recogmtlon Prepayments to acquire assets are transferred to the carrying
amount of the asset ofice the Group has obtained control of the asset and it is probable that future
economic benefits associated with the asset will flow to the Group. Other prepayments -offset when
the goods or services relating to the prepayments are received, If there is an indication that the
assets, goods or services relating to a prepayment will not be received, the. carrymg value of the
prepayment is written down accordingly and. a corresponchng impairment loss is recognised in profit
or loss,

Cash and cash equivalents

Cash and cash equivalents include cash on hand, deposits held at.call-with banks, and other short-
term highly liguid short-térm investments with ongmal maturities of three months or less. Cash and
¢ash equivalents-are carried at amortised cost using the effective interest method

Non-current assets classified as held for sale

Non-currént assets and disposal groups (which may include both non-current-and current assets) are
classified in the consolidated statement of financial position as “non-current assets held for sate” if
their carrying amount will be recovered principally through a sale transaction (including foss of
control of -a subsidiary-holding the assets} within twelve months after the- reporting period. Assets are
reclassified when all of the followmg conditions are met: (a) the assets are available for immediate
sale in their present condition; (b) the Group’s management approved and initiated an active
programme to locate a buyer; (c) the assets are actively: marketed for sale at a reasonablé price;

{d) the sale is expected within one year; and (€) it is unlikely that significant changes to-the plan to
sell will be made or that the plan will be withdrawn.

Non-current assets or disposal groups classified as held for sale in the current period's consolidated
statement of financial position are not reclassified or re-presented in the comparative consolidated
statement of financial position te reflect the. classification at the end of the current: period.

A dlsposal group isa group of assets {current or non-current) to be disposed of, by sale or otherwise,
together as.a‘group-in a single transaction, and liabilities directly associated with those assets that
will be transferred in the transaction. Goodwill is included if the disposal group includes an operation
‘within a cash-generating unit to which goodwilt has been allocated on acquisition. Non-current assets
are assets that include amounts expected to be recovered or collected more. than twelve months
after the rteporting period. If reclassification is required, both the current and
non-current portions of an asset are reclassified.

Held for sale disposal groups as a whole are measured at the lower of their: carrying amount and fair
value less costs to sell, Held for sale property, plant and equipment, investment properties and
intangible assets aré not depreciated.

Reclassified non-current financiat instruments, deferred taxes and investiment propertigs-held at fair
value are not subject to write down to the lower of their tarrying amount:and fair value tess. costs to
sell.. Liabilities directly associated with the disposal group that will bé transferred in the disposal
transaction are reclassified and presented separately in the consolidated statemient of financial
position..

Share capital

Ordinary shares are classified as equity, Incremental costs directly attributable to the issue of new
shares aré shown in equity as a deduction, net of tax, from the proceeds Any excess of the fair value
of ‘consideration received over the par value of shares issued is recorded in equity as a share
premium,
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Note 3. Summary of Significant Accounting Polices (continued)

Merger reserve

Any difference between the carrying value of the net assets merged. into the Group as a result of a
transaction under common control, and the nominal value of any shares issued is recorded in equity,
-as a merger reserve. Merger reserve is not distributable to shareholders and not taxable for income
tax purposes.

QOther reserves.

Difference between the carrying value of the net assets merged into the Group in 2011 as a result of
contribution in QJSC «St Petersburg Heating Grid’s» share capital, and the nominal value of the
shares issued is recorded in.equity, as other reserves.

Dividends

Dividends are recognised as a. liability and deducted from equity at the reporting date only if they are
declared and approved béfore or on the reporting date. Dividends are disclosed in subsequent events
note when they are proposed before the reporting date or proposed or declared after the reporting
date but before the consolidated financial’ statements.are authorised for issue.

Yalue added tax

Output value added tax (VAT) related to sales is payable to the tax authorities on the earlier of
(a) collection-of the receivables from customers or {b) delivery of the goods or services to customers.
Input, VAT is generally recoverable against output VAT upon receipt of the VAT invoice. The tax
authorities pern'nt the setttement of VAT on.a net basis. VAT related to sales and purchases is
recognised in the consotidated statement of financial position on a gross basis and disclosed
separately as an asset ‘and liability. Where provision has been made for the impairment of
receivables, an impairment loss is recorded for the. gross amount of the debtor, including VAT.

Government grants

Grants from the government are recognised at their fair value -where there is'a reasonable assurance
that the grant will be received and the Group will comply with all attached conditions: Government
grants relating-to the compensation of income in-relation to companies prowdmg heating services per
tariffs that don’t cover expenses for the costs are deferred and recognised as deferred income -in
profit or loss over the period necessary to match them with the costs that they are intended to
compensate.

Trade and other payables

Trade payables and accounts payable for capital construction are accrued when the counterparty
performs its contractual obligations under the contract and are carried at amortised cost using the
effective interest method.

Borrowinigs

Borrowings are carried at amortised cost using the effective interest method.

Borrowing costs

Borrowing costs that are-directly attributable to the acquisition, constriction or production of an

‘asset that that necessarily takes a substantial period of time to prepare for its intended use or sale
(a qualifying asset) are capitalised as part. of the cost of that asset

The Group capitalises borrowing costs that would have been avoided if it had not made capital
expenditures an qualifying assets. Capitalised borrowing costs are calculatéd at the Group’s average
funding cost (the weighted average interest cost is applied to the expenditures oh the qualifying
assets}, except to the extent that funds are borrowed specifically for the purpose of obtaining
acquiring a qualifying asset.
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Note 3, Summary of Significant Accounting Polices (continued)

Borrowing costs (continued)

Where this occurs, the actual borrowing costs incurred less any investment income on the temporary
investment of those borrowings are capitalised. The commencement date for capitalisation is when
the Group (i) incurs expenditures. for the qualifying asset; (ii) it incars barrowing costs; and (iii) it
undertakes activities that are necessary to prepare the asset for its intended use or sale.
Capitalisation ceases upon completion of all the activities necessary for preparing the qualifying asset’
for its intended use or sale. ' '
Provisions for tiabilities and charges

Provisions for liabilities and charges are non-financial liabilities of uncertain timing and amount.
They are-recognised when the Group has a present legal or constructive obligation as a result of past
events, it is probable that an outflow of resources will be required to settle the obligation, and a
reliable estimate of the amount can be made.

Revenue recognition

Revenue is recognised ‘on the delivery of electricity, capacity and heat. Revenues from sales of
non-utility goods are recognised at the point of transfer of risks and rewards of owriership of the
goods.

Correspondingly, when in accordance with the utilities market regulation in the Russian Federation,
utilities companies are required to conclude trarisactions for the sale and repurchase of electricity
(for bilaterat contracts concluded or for electricity consumed in the production process) or when
these transactions are performed for the purpose of the price risk hedging, these transactions are
recorded on a net basis. Capacity sales are recognized when the capacity obligations have been
fulfilled. '

Revenues from sales. of services are recognised in the accounting period in -which the services are
rendered, by reference to stage of completion of the: s_pec’i_fic'tra_i’n'sagti’oh.a‘ssess_ed on the basis of the
actual service provided as a proportion of the total services to be provided. Revenue amounts are
presented . net of VAT. Revenues are measured at the fair value of the consideration received or
receivable.

Offset

A portion of sales.and purchases are settled by mutual cancellations or non-cash settléments. These
‘transactions are generally in the form of set-off of mutual balances.

Sales and purchases that are expected to be settled by mutual settlements or non-cash settlements
are recognised based ‘on management’s estimate. of the fair value to be received or given up in non-
cash settlements,

Non-cash transactions have been excluded from the Consolidated Statement of Cash Flow. Investing
and financing activities and the total of operating activities represent actual ¢ash flows.

Pension and post-employment benefits

In the normal course of business the Group contributes to the Russian Federation defined contribution
staté pension scheme .defined by the Russian:. Federation on ‘behalf of its employees.
Mandatory contributions (ocial insurance contributions) to the governmental pension scheme are
expensed when incurred.

The Group also operates defined benefit plans. For some of these plans the Group has.a contract with
a.non-governmental pension fund, whilst the other plans are operated by the Group without engaging
pension funds. "

Cash paid by the Group to the solidarity account with the non-governmental pension fund is
refundable to the Group: until it is allocated to individual pensioners' bank accounts, and, on that
basis, is- accounted for by the Group as an asset (accounts receivable from the pension fund).
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Note 3. Summary of Significant Accounting-Polices (continued)

Pension and post-employment-beriefits (co'ntinued)

Defined benefit plans determine the amount of ‘pension benefit that an employee will receive on
retirement, usually dependent on. one or more factors such as age, years of service and
compensation..

The liability recegnised in the consolidated statement of financial position in respect of defined
benefit pension plans operated by the Group is the present value of the defined benefit obligation at
the reporting date. All defined benefit plans are.considerad to.be fully unfunded,

The defined benefit obligations are. calculated using the projected unit credit method. The present
value of the defined benefit. cbligations is determined by discounting the estimated future: cash
outflows using interest rates of government bonds that are denominated in the currency in which the
benefits associated with the operations of the plan will be paid, and that have terms to maturity
approximating the terms of the related post-employment benefits.

Remeasurement of defined benefit liability is the actuarial gains and losses arising from experience
adjustments and:changes in actuarial ‘assumptions and recognized in other comprehensive income at a
time: ' "

The cost of services.of past periods is a change in the present value of defined benefit obligation as. a
result of adJustments of plan that recognises in the period of changes in plan’s-conditions,

Employee benefits

Wages, salaries, contributions to the Russian Federatlon state pension and social insurance funds,
paid annual teave and sick teave, bonuses; and non-monetary benefits (such as health services and-
kindergarten services) are accrued in the. year in which the associated services are rehdered by the
employees of the Group.

Environmental {iabilities

Liabilities for- environmental remediation are recorded where there is a present obligation, the
payment is probable and reliable estimates can be made.

Earnings per share

Earnings per share. are determined by dividing the profit attributable to the Company’s ordinary
shareholders of the Company by the weighted-average number of ordinary shares outstanding during
the reporting period.

Offsetting

Financial ‘assets and liabilities are offset and the net amount reported in the consolidated statement
of financial position only when there is a legally enforceable right to offset the recognised amounts,
and there is an intention to either setfle on a net basis, or to realise the asset and settle the liability
simuttaneously.

Segement reporting

Segments are reported in a manner consistent with. the internal reporting provided to the Group’s
chief operating decision maker. Segments whose revenue, result or assets are ten percent or more of
all the segments are reported separately., Operatmg segments are defined as types of operations that
genefate revenue and. incur expenses that are covered by separate financial -information regularly
submitted to the decision-faking body which is represented by the Company’s Management Board.
The primary activity of the. Group is production of electric and heat power and capacity.

The Group generates itS revenues: from the gdeneration of electricity, capacity and heat in the
Russian Federation, so the Group holds assets- in the same geographical area, i.e. the
Russian Federation. The technology of electricity, capacity and heat production does not allow for
the segregation of the electricity, capacity and heat segments.
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Note 4.  Critical Accounting Estimates and Judgments in Applying Accounting Policies

The Group makes estimates and assumptions that affect the-reported amounts of assets and liabilities
and carrying amounts of assets and liabilities within the next financial year. Estimates and judgments
are continually evaluated and are based. on management s experience and other factors, including
expectations of future events that are believed to be reasonable under the circumstances.
Management also makes certain judgments, apart from those involving estimations, in the process of-
applying the accounting policies. Judgments that have the most significant effect on the amounts,
recoghised in the consolidated financial statements, and estimates that can cause a significant
adjustment to the carrying amount of assets and tiabilities within the next financial. year, include:

Provision for impairment of property, plant and equipment

At each.reporting date the carrying amounts of the Group's property, plant and eguiprient and assets
under construction are reviewed to.determine whether thereis any indication of impairment. If any
such indication exists, then the assets" recoverable amount is estimated.

The recoverable amount of property, plant and equipment and assets under construction is the higher
‘of an asset's fair value less costs to sell and its value in use. When such recoverable amount has
dectined below the carrying value, the carrying amount is reduced to the recoverable amount. The
amount of the redtction is recorded in the Consolidated Statement of Profit or Loss and Other
Comprehensive Income in the period in which the reduction is identified. If conditions change and
management determines that the value of property, plant and equipment and assets under
construction has increased, the impairment provision will be fully or paitially reversed. See effect of
these critical accaunting estrmates and assumptions in Note 7.

Useful fives of property, plant and equipment

The estimation of the useful life based on an item of property, ptant and equipment is a.matter of
management’s judgment based upen experience with similar assets. In determining the useful life of
an asset, management corsiders the expected usage, -estimated technical obsolescence, physical
wear and tear and the physical environment in which the asset is operated, Changes in any of these
conditions or estimates may result in adj ustments for future depreciation rates.

Were the estimated useful lives to differ by 10% from’ management’s ‘éstimates, the impact on
depreciation for the year ended 31 December 2016 would be an increase of RUB 639 584 ‘thousand or
a decrease it by RUB 543 .407 thousand (for the year ended 31 December 2015: increase by
RUB 713 745 thousand or decrease by RUB 631 797 thousand).

Recoverability of accounts receivable

Provision for impairment of accounts receivable is based on the Group’s assessment of whether the
collectability of specific custamer accounts deteriorated compared to previous pericd estimates, If
there has been a deterioration in a major customer's creditworthiness. or actual defaults are hlgher'
than the estimates, the actual results could differ from these estimates.

Deferred inicome tax asset recognition

The recognised deferred tax asset represents income taxes recoverable through future deductions:
from taxable profits and is recorded in the wconsolidated statement of financial position,

Deferred income tax assets are recorded to the extent that realisation of the related tax benefit is
probable. The future taxable profits and the amount of tak benefits that are probable in the future
are based on the medium term business plan prepared by management and extrapolated results
thereafter. The business plan is based on management éxpectations that are believed to be
reasonable under the circumstances. Key assumptions in the busiriess plan are future heat tariffs and
‘heat output.

If the actual results differ from the management expectations the recognized defeired tax asset will
be written-off in-full.
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Note 5.  Adoption of New or Revised Standards and Interpretations

Certain new standards and interpretations have been issued that are mandatoery for the annual
periods. beginning on or after 1 January 2017 or. later, and which the Group has not early adapted.
The following standards were adopted in Russia:

IFRS 15 Revenue from Contracts with Customers (effectrve for periods beginning on or after
1 January 2018).

tFRS 15 is a converged standard for revenue recognition. It supersedes IAS 18 Revenue, (AS 11
Construction Contracts and related Interpretations.

The obJectwe of IFRS 15 is to clarify the principles of revenue recognition: This includes removing
inconsistencies and perceived weaknesses and improving ‘the comparabitity of revenue recognition
practices across compariies, industries and capital markets. In doing so IFRS 15 establishes a single
revenue recognition framework. The core principle of the framework is; that an entity should
‘recognise revenue to-.depict the transfer of promised goods or ‘services to customers in- an amount
that reflects the consideration to which the entity expects to be-entitled in-exchange for those goods
oF services..

IFRS 15 is a converged standard for revenue récognition. lt supersedes 1AS 18 Revenue, 1AS 11
Construction Contracts and related Interpretations.

To accomptish this, IFRS 15 requires the application of the following five steps:

Identify the contract. '

Identify the performance obligation{(s)

Determiné the transaction price

Allocate the transaction price to each perfarmance obligation

Recognise-revenueWhen each pérformance obligation is satisfied,

e

Furthermore the guidance significantly enhances the required qualitative and quantitative disclosures
related to revenue. The main objective of the requirements is the disclosure of sufficient information
in terms of the: nature, amount, timing and uncertainty of revenue and cash flows arising from
contracts with customers. In order to meet ‘this objective, IFRS 15 requires specific disclosures for
contracts with customers and significant judgements.

The Group is currently assessing the impact of the new standard onits financial statements.

IFRS 9 Financial Instruments (effecrrve Sfor anriual periods beginning on or after 1 January
2018},

The final version of IFRS 9 Financial Instruments replaces miost of the guidance inh JAS 3% Financial
Instruments: Recognition and Measurement and all previous versions of IFRS 9. The standard’
incorporates the final requirements on all three phaseés of the financial ifstruments projects -
classification and measurerment, impairment, ‘and hedge accounting.

IFRS 9 establishes three primary measurement categories for financial assets: amortised cost, fair
value through OCI and fair value through P&L. The basis of classification depends on the - entity's
business model and the contractual cash flow characteristics of the financial asset. Investments in
equity instruments are required to be measured at fair value through profit or loss with the
irrevocable option at-inception to present changes.in fair value in OCI. In a major change, which will
affect all entities, a new ‘expected loss’ impairment model in IFRS 9 replaces ‘the ‘incurred loss’

madel in AS 39. Under IFRS 9, the impairment model is a more “forward looking’ model in that a.
credit event {or impairment ‘trigger’) no loniger has to occur before credit losses are recognised.

Most of the requirements for financial liabilities were carried forward unchanged, except for
recognition of changes in the fair value of financial liabilities designated at fair value through: profit
or: loss, which relate to changes in an entity’s own credit risk:- such changes should be recognised
directly in other comprehensive income (0C1).

The new hedge accounting requirements are more principles-based, less complex, and. prov;de a
better lmk to risk management and treasury operations than the requirements in JAS 39.

The-Group-ls currently assessing the impact of the new standard.on its financial statéements.
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PJSC TERRITORIAL- GENERATING COMPANY Net AND ITS SUBSIDIARIES
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS FOR THREE MONTHS ENDED 31 MARCH 2017
{in thousarids of Russian Roubles)

Note 5.  Adoption of New or Revised Standards and Interpretations (continued)

Disclosure Initiative - Amendments to JAS 7 {effective for annual periods beginning.on or after 1
January 2017).

The amendments require entities to provide a reconcitiation of the opening and closing carrying.
-amounts of each item for which cash flows have been, or would be, classified as financing activities
in the statement of cash flows (e.g. borrowing, lease liabilities).

The Group is currently assessmg. the impact of the new standard on its financial statements;

Recognition of Deferred Tax Assets for Unrealised Losses - Amendments to IAS 12 {effective for
annual periods beginning on or after 1 January 2017),

IAS 12-Income Taxes was amerided to clarify that:.

- deductible temporary differences arise fron unrealised losses on debt instruments measured at fair
value, regardless of whether the instrument is recovered thirough sale or by holding it to maturity;

- The estimate of future taxable profits can include. recovery of certain assets at amounts more than
their carrying amount if there is enough evidence that it'is probable that the entity will recover the
asset for more than its carrying amount;

- where the tax law restricts the source of taxable profits against which particular types of deferred
tax assets can be recovered, the recoverability of the deferred tax assets can only be assessed in
combination with other deferred tax assets of the same type; and

- tax deductions resulting from the reversal of deferred tax assets are excluded from the estimated
future taxabte profit that is-used to-evaluate the recoverability of those assets.

The Group is_currently assessing the impact-of the new staridard on its financial statements.

Classification and Measurement of Share-based Payment Transactions - Amendments to IFRS 2
(effective for anrival periods beginning on or after 1 January 2018}

The amendments clarify that the accounting for the effects of vesting and non-vesting conditions on
cash-settled share-based payments should follow the same approach as for equity-settled share- based
payments.

The Group anticipates that application of the amendments will not have any material effect on
Greup's financial statements.

IFRS 16 Leases (effective for annual periods beginning on or after 1 January 2019).

IFRS 16 was issued in January 2016. it contains a single lessee accounting model, which eliminates. the.
distinction between operating and finance leases from. the perspective of the lessee. All contracts
that meet the definition of a lease, other than short term leases and leases of low value items for
‘which a lessee has the option not to apply the measurement and presentation requiremerits of IFRS
16, will be: recorded in the statement of financial position with a “right of use” asset and a
-corresponchng tiability. The assét is subsequently accounted for as property, plant and equipment or
investment property and the.liability is unwound using the interest rate inherent.in the lease,

The accounting requirements from the perspective of the lessor remains largety in tine with-previous
1AS 17 reguirements.

The application of the standard may affect the accounting for the group’s - operating leases. However,
the Group-currently is unable:to determine to what extent these tiabilities will result in recogmt1on of

an -asset and a liability for future payments and how this will affect the group's profit and
classification of cash flows.

24
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS FOR THREE MONTHS ENDED 31 MARCH 2017
(in thousands of Russian Roubl €5)

Note 5.  Adoption of New or Revised Standards and Interpretations (continued)

Certain new standards and interpretations have not been adopted in-Russia yet:

Sale or Contribution of Assets between an Investor and its Associate or Joint Venture-
Amendments to IFRS 10 and IAS 28 (effective date undetermined).

The amendments clarify that a full gam or loss is recognised when a transfer t6 an associate or joint
venture-involves. a business as defined in IFRS.3 Businéss Combinations. Any gain or loss resulting from

the sale or contribution of assets that does not constitute a business, however, is recognised only to
the extent of unrelated investors? interests in the associate or joint venture.

The Group anticipates that apptication of the amendments will not have any material effect on
Group's financial statements.

Unless otherwise described above, the new standards and interpretations are not expected to affect
significantly the Group’s financial statements
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JsC TERR_!TORIAL GENERATING COMPANY Not AND ITS SUBSIDIARIES
NOTES TO THE CONS_OLFDATED FINANCIAL STATEMENTS FOR THREE MONTHS ENDED 31 MARCH 2017
(in thousands of Russian Roubles)

Note 6,  Property, Plant and Equipment ('c_o.ntinued)

Construction in progress represents the carrying amount of property, plant and equipment that has
not yet been made available for use in praduction; incltiding generating stations: under. construction.

Other property, plant and equipment include etectricity transmission equipment, motor vehicles,
computer equipment, office fixtures and other equipment..

As at 31 March 2017 the -advances given to contractors, which amounted to
RUB 1 089 807 thousand, net of VAT (as at 31 Decemberi 2016; RUB 954 618 thousand}, are recognised
within the construction in progress balance. The respective input VAT is recognized within accounts
receivable and prepayments (Note 14).

As at 31 March 2017 and 31 December 2016 the Group had no property, ptant and equipment pledged
as collateral according to loan agreements.

The total amount of capitalised. interests that were calculated using 10. 35% capitalization rate for
three months ended 31 March 2017 is RUB 80 492 thousand (10.24% capitalization rate for the year
ended 31 December 2016: RUB 537 126 thousand). The payment of capitalised interests is recorded in
Consalidated Statement of Cash Flow'in respect of operating activities.
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JSC TERRITORIAL GENERATING COMPANY Na1 AND ITS SUBSIDIARIES
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS FOR THREE MONTHS ENDED 31 MARCH 2017

{in thousands of Russian Roublés)

Note 7. Investments in Associates

LLC «TGC Service» and «JSC H:bmskaya Heatmg Company» are the associates for the Group.
LLC «TGC Service» specializes 1n repairing of the capital and service equipment of the power
enterprises and also provides maintenance, support, diagnostics and technical reequipment of | power
industry objects. JSC Hibinskaya Heating: Company~ specializes in production, transportation and

sales of heat energy.

Information about Group’s investments in associates is presented below:

31 March 31 December
2017 2016
Investments in LLC TGC Service 34 808 34750
Investments in JSC HHC 397929 360 401
Total investments 432 737

395 151

As at 31 March 2017 and 31 December 2016 the ownership interest in JSC HHC was 50%. Management
of the Group believes. that there is a significant influence over JSC HHC as taking into account its
current Board of Directors composition there is no joint control over the entity. Therefore, the
investment in JSC HHC was accounted as investment in associate.

Note 8.  Other Non-Current Assets.
31 March 31 December
_ 2017 2016
Long-term receivables 301039 275 376
Advances to suppliers: 770 084 812142
_Total other non-current assets 1071123 1087 518
Note 9.  Cash and Cash Equivalents
31 March 31 December
2017 2016
Cashi in bank and in hand in RUB 2.594 120 2 307 892
Foreign currency accoumts in EUR 1 423382 1 046990
‘Total cash and cash equivalents. 4017 502 3354882
Note 10. Short-term Investments
31 March 31 December
2017 2016
Loan issued 4370 4370
Total short-term investments 4 370 4370

As at 31 March 2017 impairment loss for CJSC

thousand.

“Fnergoinvest” was in the amount of RUB 29 778
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JSC TERRITORIAL GENERATING.COMPANY Ne1 AND ITS SUBSIDIARIES

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS FOR THREE MONTHS ENDED 31 MARCH 2017

{in thousands of Russiah Roubles)

Note 11. Non-current Assets Held for Sale

As at 31 March 2017 the property, plant and equipment with a total net book.value amounting to RUB
136 599 thousand were classified as assets held for sale (31 December 2016; RUB 137 114 thousand).
Movements of non-current gssets held for sale for current and prior periods were as follows:

31 March Classification 31 December
2017 Sale as assets held for 's_ale 20146

136 599 515 - 137 114
31 March Classification 31 December
2016 Sale as assets held for sale 2015

85 983 129863 215 846

Note 12, Trade and other receivables

31 March 31 Pecember
2017 2016
Trade recetvables, net of provision for impairment of RUE 7 226 890 o
(31 December 2016: RUB 7 805 692 thousand) 15 345 503 14 250 663
Other receivables, net of provision for impairment of RUB 76 190 o o
(31 December 20167 RUB 77 231 thousand) 531 483 600 913
Total financial receivables 15 896 986 14 851 576
Value-added tax receivables 171 168 188026
Advances to suppliers 2732917 2529530
Other taxes receivable 37302 14 597
Total trade and other receivables 18 838 373 17 5831 729
Note 13. Inventories
31 March 31 December
2017 2016
Flel 7095 902 2095 129
Spare parts 187 854 109 480
Raw materials and other supplies 672 911 563 402
Total inventories 2 956 667 2768 011

Raw materials and other supplies are recorded net of provision for impairmerit in the
amount of RUB 73 449 thousand (31 December 2016: RUB 73 449. thousand),

Note 14. Share capital

Share capital

The Groups share capital as. ‘at 31 December 2016 and as at 31 December 2015 was.
RUB 38 543 414 thousand comprising 3 854 341 416 571 ordinary shares with a par value of RUB 0. 01.
All shares authorised are issued and fully paid.

Share premium

Share premium represents the excess of contributions received over the nominal vatue of shares
issued.

Merger reserve

As at 31 March 2017 and as at 31
RUB 6 086 949 thousand.

December 2016 the merger reserve amounted to
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Note 14. Share capital (continued)

Dividends

All dividends are declared and paid in Russian Roubles. In accordance with Russian legislation, the
Group distributes profits as dividends or transfers them to reserves (fund accounts) on the basis of
financial statements prepared under Russian Accounting Rules. The Company’s statutory accounting
reports form the basis for profit distribution and other appropriations. Russian legislation identifies
net profit as the basis for distribution.

Note 15. Long-term Borrowings

31 March 31 December
2017 2016
Bank borrowings and bonds issued 11778 706 17 022 529
Total long-term borrowings 11 778 706 17 022 529
Contractual 31 March 31 December
Currency interest rate Maturity 2017 2016
Long-term bonds (03) RUB 14.4% 2021 2 079 700 2 008 680
Long-term bonds (04) RUB 6.9% 2022 2 014 740 2 103 380
Gazprombank RUB 10.14% 2018 3061170 2 751 461
Sberbank RF RUB 9.8 2017-2019 682 008 4185 800
NORDIC Investment Bank EUR EURIBOR + 3% 2019 850 614 889 134
ROSBANK RUB 11.5% 2017 - 106 633
VTB RUB 9.6-9.65% 2017-2018 6 554 483 6 550 181
15 242 715 18 595 269
Less: current portion

Long-term bonds (03) RUB 14.4% 2021 (79 700) (8 680)
Long-term bonds (04) RUB 6.9% 2022 (14 740) (103 380)
Gazprombank RUB 10-10.9% 2018 (607 306) (353 461)
Sherbank RF RUB 9.8-9.95% 2017-2019 (682 008) (685 800)
ROSBANK RUB 11.5% 2017 - (106 633)
VTB RUB 9.6-9.65% 2017-2018 (1 788 980) (14 678)
NORDIC Investment Bank EUR EBPUBOP + 3% 2019 (291 275) (300 108)

Total long-term bank
borrowings and bonds issued 11 778 706 17 022 529
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Note 15. Long-term Borrowings (continued)

Compliance with covenants

Under long-term borrowings facility agreements, the Group is required to comply with certain
financial and non-financial covenants. The most significant and most important of these being:

- to maintain particular ratios, i.e. the EBITDA to Finance Charges, the total debt to equity and
the Current Ratio;

- to maintain certain liquidity and debt-to-assets ratio.

If any of these covenants are breached, the repayment can be altered by the respective lender, up to
immediate repayment.

Note 16. Other Non-Current Liabilities

31 March 31 December

2017 2016

Long-term accounts payable 101 452 115 052
Total other non-current liabilities 101 452 115 052

Other non-current liabilities are mainly presented by payables for installation of heating meters, paid
by equal interests during three years.

Note 17. Short-Term Borrowings

31 March 31 December
2017 2016
Bank borrowings and bonds issued 11 357 858 10 129 851
Total short-term borrowings 11 357 858 10 129 851
Contractual 31 March 31 December
Name of lender Currency interest rate 2017 2016
Gazprom RUB 10.5% 6 900 000 7 500 000
Gazprombank RUB 11.8-12.5% 993 849 810 323
VTB RUB 10.65-11.9% - 246 788
Current portion of long-term
borrowings:
Long-term bonds (03) RUB 14.4% 79 700 8 680
Long-term bonds (04) RUB 6.9% 14 740 103 380
Sberbank RF RUB 9.8-9.95% 682 008 685 800
Gazprombank RUB 10-10.9% 607 306 353 461
ROSBANK RUB 11.5% - 106 633
NORDIC Investment Bank EUR EBPUBOP+3% 291 275 300 108
VTB RUB 9.6-9.65% 1788 980 14 678
Total bank borrowings and bonds
issued 11 357 858 10 129 851
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Note 18. Trade and other payables
31 March 31 December
2017 2016
Trade accounts payable 3117180 3 758 463
Accounts payable:for capital construction 874 593 1692 314
Accrued Habilities and othér payables 1 930 282 2 221 501
Total financial payables 5922 055 7672278
Advances from customers 1397 056 1257 235
Current employee benefits- 564 273 504 238
Total trade and other payables 7 BB3 384 9 433 751
Note 19. Other Taxes Payable
31 March 31 becember
2017 2016
VAT payable 1527 462 657 886
Property tax 394.755 273563
Employee taxes: 234 210 204 218
Personal Income Tax 55 246 61610
Water usage tax - 3
Other takes 18.727 8 250
Total taxes payable 2 230 400 1 205 530

As at 31 March 2017 and as at 31 December 2016 the Group had no past-due tax liabitities.

Note 20. Other Sales
Three months
ended 31 March

Three months
ended 31 March

2017 2016
Connection of customers to heating network. B2 690 118 940
Maintenance of electrical facilities 15 945 28 046.
Installation of heating meters 6 892 2843
Water usage 4819 5 888
Handling of heating oil 6 220 4119
Revenue fram transit of rail cars 1949 5 463
Other 31-479 44 198
Total other sales 149 994 209 497

Note 21, Government Grants

During three months 2017 Group received a grant from regional budget for the compensation of
income in relation to providing heating services (sales to consumers of heat) per tariffs that don’t
cover expenses for a total amount of RUB 33 729 thousand (during three months 2016 - RUB 0

thousand).
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Note 22, Operating Expenses

Three months
ended 31 March

‘Three months
ended 31 March

2017 ‘2016

Fuel _ 10398 390 10 461089
Depreciation of property, plant and equipment 2 001.351 1725794
Electricity; capacity. and heat purchases. 1949 205 1802 378
Employee benefits 1825 265 1 820 664
Heat distribution 731591 757 597
Water usage expenses 710 094 648 074
Repairs and maintenance 602041 ‘587 901
Operating lease expenses 525 601 88 051
Taxes cther than income tax 400008 360 431
Fees of electricity market operators 208 086 207 042
Other materials 143172 124010,
Security expenses 135 284 121 406
Acceptance of payments 94 299 78 187
Insurance cost 72414 74 530,
IT services. 71 051 71376
Telecommunication expenses 53 175 53 410
Consulting, legal and audit expenses’ 28001 11 863
Amortisation of intangible assets 23290 24 455
Amortisation of investment property 3499 3 642
{Gain) / loss on disposal of property, plant and equipment (8-699) 68 074
Provision for impairment of accounts receivable {502 736) 73728
“Other operating expenses " 546 091 343272
Total operating expenses 20010 473 19 506 974

Note 23. Other Operating Income

Three months
ended 31 March

Three months
ended 31 March

_ 2017 2016
Fines and penalties 40 500 43313
Operating lease income 37 861 56132
Insurance 10 308 55 892
Other operating income. 58 340 ‘41 974

Total cther aperating income 147 009

197 311

Note 24. Finance Income and Finance Costs.

Three months
ended 31 March

Three months
ended 31 March

- 2017 2016
Interest income 60 463 65 677
Exchange differences {net) - B463
Effect of discounting of 'financi.a_[rihstrument_s - 1972
Finance income 60 463 76 112
Interest expense (583 414) (600 022).
Exchange differences (net) (22 386) -
Effect of discounting of financial instruments (9 786) {7°439)
Finance costs (615 586) {607 461)
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Note 25. Events after the Reporting PeFiod

Borrowings

During the period between reporting date arid signing: date, the Group received short-term borrowings
of RUB 810124 thousand.

During the period between reporting date and signing date, the Group repaid borrowrngs 2 total of
RUB 2 574 269 thousand.
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