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Report on Review of Interim Financial Information

To the Shareholders and Board of Directors of
Mechel PAO

Introduction

We have reviewed the accompanying interim condensed consolidated financial statements of
Mechel PAO and its subsidiaries (the Group), which comprise the interim condensed consolidated
statement of financial position as at June 30, 2018, the interim condensed consolidated
statement of profit (loss) and other comprehensive income, interim condensed consolidated
statement of changes in equity and the interim condensed consolidated statement of cash flows
for the six months then ended, and explanatory notes (interim financial information).

Management of the Group is responsible for the preparation and presentation of this interim
financial information in accordance with IAS 34, Interim Financial Reporting. Our responsibility is
to express a conclusion on this interim financial information based on our review.

Scope of review

We conducted our review in accordance with International Standard on Review Engagements
2410, Review of Interim Financial Information Performed by the Independent Auditor of the
Entity. A review of interim financial information consists of making inquiries, primarily of persons
responsible for financial and accounting matters, and applying analytical and other review
procedures. A review is substantially less in scope than an audit conducted in accordance with
International Standards on Auditing and consequently does not enable us to obtain assurance
that we would become aware of all significant matters that might be identified in an audit.
Accordingly, we do not express an audit opinion.

Material uncertainty related to going concern

We draw attention to Note 4 to the interim condensed consolidated financial statements, which
indicates that as of June 30, 2018 the Group has significant debt that it does not have the ability
to repay without its refinancing or restructuring, and has not complied with certain covenants of
its major loan agreements with banks. These events or conditions, along with other matters as
set forth in Note 4 to the interim condensed consolidated financial statements, indicate that a
material uncertainty exists that may cast significant doubt about the Group's ability to continue
as a going concern. Management’s plans in regard to these matters are also described in Note 4
to the interim condensed consolidated financial statements. Our conclusion is not modified in
respect of this matter.



CosepuiencTBys BusHec,
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Conclusion

Based on our review, nothing has come to our attention that causes us to believe that the
accompanying interim financial information is not prepared, in all material respects, in
accordance with IAS 34, Interim Financial Reporting.

)

A.A. Shlenkin
Partner _ /
Ernst & Young LLC L

August 22, 2018

Details of the entity

Name: Mechel PAO

Record made in the State Register of Legal Entities on March 19, 2003, State Registration Number 1037703012896.
Adress: Russia 125167, Moscow, Krasnoarmeyskaya street, 1.

Details of the auditor

Name: Ernst & Young LLC

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

Ernst & Young LLC is a member of Self-regulated organization of auditors “Russian Union of auditors"” (Association)
("SRO RUA"). Ernst & Young LLC is included in the control copy of the register of auditors and audit organizations,

main registration number 11603050648.



MECHEL PAO

INTERIM CONDENSED CONSOLIDATED STATEMENT OF PROFIT (LOSS) AND

OTHER COMPREHENSIVE INCOME
for the six months ended June 30, 2018

(All amounts are in millions of Russian rubles, unless stated otherwise)

Six months ended

Six months ended

June 30, 2018 June 30, 2017
Notes (unaudited) (unaudited)
REVENUE ...ttt ettt ettt e e e e e e e e e e e e e e et a e e e eeeaeeseeaaaaaaaaaes 3,13 157,038 149,384
(10T 0] or: | o O — (85,384) (80,608)
GroSS Profit.....c...oiiiiiiiiiiiiiie e 13 71,654 68,776
Selling and distribution eXPenSes: vssmsssmmsmmessmsme s s T s (28,851) (27,723)
Loss on write-off of non-current assets ................. ansmemsassnsansanes sansans s aenn s (200) (148)
Allowance for expected credit losses on financial assets.........cevvvervveriirenieniieenenns 7,8 (528) (443)
Taxes other than INCOME tAXES .. .....civviiiiiiirieiieeeieeeesiee e ieeeree e e e eeeessaeeneeeeneeas (2,396) (2,556)
Administrative and other Operating eXpenSes ...........ceceerurerrerireeierivesienenesireseenne (7,685) (7,718)
OHer OPEratingInCOIIE. i scnvmmssssntisssheniss s TitsaGe siamisms s va s e TR R o T o 647 489
Total selling, distribution and operating income and (expenses), net........cceeenes (39,013) (38,099)
Operating profit 32,641 30,677
AN anCEATIODIIG ussyss sosmusinmsosrsins voesassisss soaa s s e 53 s A A S s e AP SR e 99 13, 14 7,863 442
Finance costs including fines and penalties on overdue loans and borrowings and
finance leases payments of RUB 734 million and RUB 699 million for the
six months ended June 30, 2018 and 2017, respectively .........cccevvueevieniiiicinennns 13,14 (21.,445) (24,096)
Foreign exchange (10SS) Zain, NEt........ccoueriiiriiiiriieiieeeiee e (11,580) 1,804
Share of profit 0f ASSOCIALES, NMEL .....eeveeiierieriiiieeie ettt 36 11
L 11T 11 (o)1 401 541
i1 o> q 011 (171) (70)
Total other income and (expense), net (24,896) (21,368)
Profit before tax 7,745 9,309
INGOMNEAR CX IS unxaun sovassans oo avhasson isssass s oo SR eSS e UR SR S SRS R Hesgy 15 (2,465) (3,627)
Profit for the period 5,280 5,682
Attributable to:
Efjuity: shateholdets of Meehel PAQ suvsmwmssismwmssmsssiesmmommsvpsssesesmosessesss 4,693 4,994
Non-controlling Interests s mmssmrmmmsmmsm s sommes s s TS 587 688
Other comprehensive income
Other comprehensive (loss) income to be reclassified to profit or loss in
(321) 28
Exchange differences on translation of foreign operations .............ccceeeunne. . (321) 28
Other comprehensive income not to be reclassified to profit or loss in subsequent
PEriods; NEE O INCOME LAXY sossumivsuowupsrsvesssmossssnssssn s o s s s smsansss 6 -
Re-measurement of defined benefit plans 6 —
Other comprehensive (loss) income for the period, net of tax (315) 28
Total comprehensive income for the period, net of tax 4,965 5,710
Attributable to:
Equityishareholders of Mechel PAO uvrmssmssssmmeanmmsemamn s 4,378 5,022
N1 -CONIOIING INEETERES. ... .comeannannransamsnrintdissominsitontssnsiiniissnsss S H AT ST 587 688
Earnings per share
Weighted average number of common Shares.............ccevevieieiiiiiieniievie i 416,270,745 416,270,745
Basic and diluted profit for the period attributable to common equity shareholders
of Mechel PAO (Russian rubles per share)............ccccoeeiriiiiiiinciinciicicice 11.27 12.00

August 3 4., 2018



MECHEL PAO

INTERIM CONDENSED CONSOLIDATED STATEMENT OF FINANCIAL POSITION

as of June 30, 2018

(All amounts are in millions of Russian rubles unless shares numbers)

Assets

Non-current assets
Property, plant and equipment
Mineral licenses
Goodwill and other intangible assets
Investments in associates..........c.coeeueunenee
Deferred tax assets
Other non-current assets
NON-CUITeNt fINANCIAT ASSELS ......euivveritieeieieiitie ettt ettt ettt et et saesessann
Total non-current assets

Current assets
Inventories

Income tax receivables
Trade and other receivables...........
Other current assets................
Other current financial assets
Cash and cash equivalents.....
Total current assets

Total assets

Equity and liabilities
Equity

Common shares....
Preferred shares....
Additional paid-in capital
Accumulated other comprehensive income
Accumulated deficit.... JRT
Equity attributable to equity shareholders of Mechel PAO

NON-CONTOIINE INEETESES ....vooveeieisseiiee sttt sttt
Total equity

Non-current liabilities
Loans and borrowings.
Finance lease liabilities...
Othernon-current financial Habilitles.uwssmmmmmmmsnmnssnsasmsmss s s
Other NON=CUTITENT THADIIIHIES ...veviveeeieecieictcieiit et
Pens1on OblIgatiQnS e oy mwresssavimes s .
ProvISIOnS . ..mmmssismsssnisesin s
Deferred tax liabilities
Total non-current liabilities

Current liabilities
Loans and borrowings, including interest payable, fines and penalties on overdue amounts
of RUB 32,451 million and RUB 41,992 million as of June 30, 2018 and December 31,
2017, respectively
Trade and other payables
Finance lease liabilities...
Income tax payable
Taxes and similar charges payable other than income tax ..
Advances received ..o
Other current financial liabilities ..
Other current liabilities...
PENSION ODIIZALIONS ....vuvveviireieiees ettt e ss s
Provisions
Total current liabilities
Total liabilities

Total equity and liabilities

Chief Executive Officer of Mechel PAO

June 30,2018
Notes (unaudited) December 31, 2017

5 195,635 197,875
32,626 33,240

19,234 19,211

291 283

148 96

733 758

199 202

248,866 251,665

6 41,090 37,990
168 107

7 19,839 18,762
7,831 7,589

546 562

8 2,936 2,452
72,410 67,462

321,276 319,127

4,163 4,163

833 833

24,378 24,378

988 1,303
(282,121) (283,743)
(251,759) (253,066)

9,515 8,933
(242,244) (244,133)

3,9,10 15,991 17,360
9 2,327 1,878
14 42,516 40,916
128 138

3,530 3,512

11 3,847 3814
3,15 10,025 11,494
78,364 79,112

3,9, 10 422971 422,533
33,640 33,469

9 6,572 7,476
5,325 4,578

7,162 6,696

5,430 4,385

9,17 534 734
75 69

880 849

11 2,567 3,359
485,156 484,148

563,520 563,260

321,276 319,127

August 9 3.2018
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MECHEL PAO

INTERIM CONDENSED CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

for the six months ended June 30, 2018

(All amounts are in millions of Russian rubles unless shares numbers)

Attributable to equity shareholders of Mechel PAO

As of January 1, 2018.................
Adjustment on initial application

Of IFRS 9. 3
As of January 1, 2018 adjusted

for the effect of IFRS 9 ............

Profit for the period ............c.cc.....

Other comprehensive income
(loss)

Re-measurement of defined
benefit plans.........cccooveveiennne.

Exchange differences on
translation of foreign operations

Total comprehensive income
(loss) for the period..................

Dividends declared to equity
shareholders of Mechel PAO ..... 12

Accumulated Equity
other compre- attributable to
Additional hensive Accumu- shareholders Non-
Common shares Preferred shares paid-in income lated of Mechel controlling Total
Notes Shares Amount Shares Amount capital (loss) deficit PAO interests equity
Quantity Quantity
416,270,745 4,163 83,254,149 833 24,378 1,303 (283,743) (253,066) 8,933 (244,133)
- - - - - - (1,684) (1,684) (5) (1,689)
416,270,745 4,163 83,254,149 833 24,378 1,303 (285,427) (254,750) 8,928 (245,822)
- - - - - - 4,693 4,693 587 5,280
- - - - - 6 - 6 - 6
- - - - - (321) - (321) - (321)
- - - - - (315) 4,693 4,378 587 4,965
- - - - - (1,387) (1,387) - (1,387)
416,270,745 4,163 83,254,149 833 24,378 988 (282,121) (251,759) 9,515 (242,244)

As of June 30, 2018 (unaudited)

See accompanying notes to the anudited interim condensed consolidated financial statements.



MECHEL PAO
INTERIM CONDENSED CONSOLIDATED STATEMENT OF CHANGES IN EQUITY (continued)

for the six months ended June 30, 2018
(All amounts are in millions of Russian rubles, unless shares numbers)

Attributable to equity shareholders of Mechel PAO

Equity
Accumulated attributable to
Additional  other compre-  Accumu- shareholders Non-
Common shares Preferred shares paid-in hensive (loss) lated of Mechel controlling Total
Notes Shares Amount Shares Amount capital income deficit PAO interests equity
Quantity Quantity
As of January 1, 2017 ................. 416,270,745 4,163 83,254,149 833 28,326 848 (294,444) (260,274) 7,686 (252,588)
Profit for the period..........c.cc....... - - - - - 4,994 4,994 688 5,682
Other comprehensive income
Exchange differences on
translation of foreign operations - - - - - 28 - 28 - 28
Total comprehensive income ... - - - - - 28 4,994 5,022 688 5,710
Dividends declared to equity
shareholders of Mechel PAO ..... 12 - - - - - - (856) (856) - (856)
Dividends declared to non-
controlling interests................... 12 - - - - - - - - (331) (331)
As of June 30, 2017 (unaudited).. 416,270,745 4,163 83,254,149 833 28,326 876 (290,306) (256,108) 8,043 (248,065)

See accompanying notes to the anudited interim condensed consolidated financial statements.



MECHEL PAO

INTERIM CONDENSED CONSOLIDATED STATEMENT OF CASH FLOWS

for the six months ended June 30, 2018
(All amounts are in millions of Russian rubles unless stated otherwise)

Six months ended
June 30, 2018

Six months ended
June 30, 2017

Cash flows from operating activities
Profit fOr the PEFIOM .......ooueee e bbb

Adjustments to reconcile profit to net cash provided by operating activities
Depreciation of property, plant and EqUIPMENL...........oieiiriiic e
Depletion of mineral licenses and amortisation of intangible assets...........coveieiienniincicncnees
Foreign exchange 10SS (GaIN), NEL........ii ittt
Deferred tax (benefit) eXpense ..........ccccovvvecrirnniniennne
Allowance for expected credit losses on financial assets...
Write-off of accounts receivable ..o,
Write-off of inventories to net realisable value....
Loss on write-off of non-current assets ...............
L0ss on disposal Of NON-CUITENT 8SSELS ........civiiriiirierieisie sttt
Gain on restructuring and forgiveness of accounts payable and write-off of accounts payable
With eXPired 18gal tEIM .......oiiiiiie b et
Pension service cost and actuarial loss, other related expenses
FINANCE INCOME ...t
Finance costs including fines and penalties on overdue loans and borrowings and finance lease
payments of RUB 734 million and RUB 699 million for the six months ended June 30, 2018
AN 2017, FESPECHIVEIY ..ottt
Income associated with disposal of BIUESTONE.............cccovvieernrcecicce
Provisions for legal claims, on taxes other than income tax and other provisions
ORI e

Changes in working capital items

Trade and Other reCEIVADIES ...........o.oiiiie e
INVEINEOTIES ...tttk et b et b s £ b e e b e bbb e e b e s e e b e e b e et et e b e e e bebebens
Trade and other payables..
Advances received.....................
Taxes payable and other liabilities .
OEhEI CUITENT ASSELS ...ttt bbbttt
Income tax paid

Net cash provided by operating aCtiVities...........ccoveiiiieiiinc e

Cash flows from investing activities

Loans issued and Other INVESIMENTS..........ccoiiiiriie bbb e
INErESE FECEIVEM ... s
Proceeds from royalty and other proceeds associated with disposal of Bluestone
Proceeds from disposal of subsidiaries, net of cash diSPOSed ............coceorirriireiniinincire e
Proceeds from loans issued and other investments...............
Proceeds from disposals of property, plant and equipment
Purchases of property, plant and eqUIPMENT ..o e
Purchases of iNtangible @SSELS..........iiiiieiiieieiee e ee
Interest paid, capitalised
Net cash used in INVESTING ACTIVITIES ....cvciieiiiiei et

Cash flows from financing activities
Proceeds from loans and borrowings, including proceeds from factoring arrangement of
RUB 3,193 million and nil for the six months ended June 30, 2018 and 2017, respectively......
Repayment of loans and borrowings, including payments from factoring arrangement of nil and
RUB 2,670 million for the six months ended June 30, 2018 and 2017, respectively ....
Dividends paid to Non-controlling INTEreSES ..........ccuieiiierieiirieiee e
Interest paid, including fines and penalties..........
Repayment of obligations under finance 1€aSe............cceirreiiiiiiicce e
Deferred payments for aCqUISItion Of @SSELS .........cuvirriieireieeee s
Deferred consideration paid for the acquisition of subsidiaries in prior periods
Net cash used in fiNANCING ACTIVITIES..........coviiiiiie i

Effect of exchange rate changes on cash and cash equivalents..........c.cocoeeeviriicinnnccicine
Allowance for expected credit losses on cash and cash equivalents............c.coeovvvenicinnnneenn,
Net increase (decrease) in cash and cash equivalents ............cccoveerrrciiciinccee

Cash and cash equivalents at beginning of Period ..........ccoccoviiiiiiiiiii e
Cash and cash equivalents, net of overdrafts at beginning of period ............cccccoeiriiiinenne

Cash and cash equivalents at end Of PEriOd ..........ccovieiririiiic e

Cash and cash equivalents, net of overdrafts at end of period...........cccccovvviieinnnccicnnnen

Notes (unaudited) (unaudited)
5,280 5,682
5 6,250 6,334
741 894
11,580 (1,804)
15 (678) 646
7,8 528 443
67 18
6 710 631
200 148
52 134
(64) (80)
71 64
14 (7,863) (442)
14 21,445 24,096
(©) (462)
11 (606) 3)
(45) 40
(1,023) (334)
(4,221) (2,474)
736 (2,247)
932 597
3,355 2,528
(139) (424)
(2,501) (2,360)
34,804 31,625
- (5)
37 123
3 462
- 82
5 142
64 58
(2,155) (3,102)
(150) -
(267) (188)
(2,463) (2,428)
4,054 6,179
(15,256) (15,984)
(%) -
(16,818) (15,869)
(1,474) (1,983)
(406) (108)
(2,393) (1,545)
(32,298) (29,310)
37 (268)
(32) -
48 (381)
8 2,452 1,689
8 1,223 1,453
8 2,936 2,951
8 1,271 1,072

See accompanying notes to the anudited interim condensed consolidated financial statements.



MECHEL PAO
NOTES TO THE UNAUDITED INTERIM CONDENSED CONSOLIDATED FINANCIAL
STATEMENTS
for the six months ended June 30, 2018

(All amounts are in millions of Russian rubles unless stated otherwise)

1. Corporate information
(@ Information

Mechel PAO (“Mechel”, formerly — Mechel OAO and Mechel Steel Group OAQ) was incorporated on March 19, 2003,
under the laws of the Russian Federation in connection with a reorganization to serve as a holding company for various steel and
mining companies owned by two individual shareholders (the “Controlling Shareholders”). During 2006, one of the Controlling
Shareholders sold all his Mechel’s stock to the other Controlling Shareholder, Igor Zyuzin, the ultimate controlling party. In
accordance with the changes in the Civil Code of the Russian Federation Mechel has registered changes in its Charter on
March 17, 2016 and changed its corporate name from Mechel OAO to Mechel PAO. The registered office is located at
Krasnoarmeyskaya St. 1, Moscow 125167, Russian Federation. Mechel and its subsidiaries are collectively referred to herein as
the “Group”. Set forth below is a summary of the Group’s primary subsidiaries:

Interest in voting
stock held by the
Group at
June 30, 2018

Date control
acquired / date of

Name of subsidiary Registered in Core business incorporation (*)

Southern Kuzbass Coal Company (SKCC) .... Russia Coal mining January 1999 99.1%
Chelyabinsk Metallurgical Plant (CMP).......... Russia Steel products December 2001 94.2%
Vyartsilya Metal Products Plant (VMPP)....... Russia Steel products May 2002 93.3%
Beloretsk Metallurgical Plant (BMP) ............. Russia Steel products June 2002 94.8%
Urals Stampings Plant (USP) ........cc.cccceeeeene. Russia Steel products April 2003 93.8%
Korshunov Mining Plant (KMP) .................... Russia Iron ore mining October 2003 90.0%
Mechel Nemunas (MN) ........cccccevveveieieniennnn. Lithuania Steel products October 2003 100.0%
Mechel ENergo .......coovevvvvvevieiieiiicice e Russia Power generation and sale February 2004 100.0%
POrt POSIEL ...ooviiciccce e Russia Transshipment February 2004 97.8%
1ZhStal ... Russia Steel products May 2004 90.0%
Port Kambarka...........ccooeverenennenieccc e Russia Transshipment April 2005 90.4%
Mechel Service..........ccoovvieieiniicceee Russia Trading May 2005 100.0%
Mechel COKE ......oceviiiiieccecee e Russia Coke production June 2006 100.0%
Moscow Coke and Gas Plant (Moskoks)........ Russia Coke production October 2006 99.5%
Southern Kuzbass Power Plant (SKPP).......... Russia Power generation April 2007 98.3%
Kuzhbass Power Sales Company (KPSC)........ Russia Electricity distribution June 2007 72.1%
Bratsk Ferroalloy Plant (BFP) ..........c..ccceu... Russia Ferrosilicon production August 2007 100.0%
YaKutugol .......coveieiciiicececec e Russia Coal mining October 2007 100.0%
Port TemryuK......cccooeeoiiiniieceeceece e Russia Transshipment March 2008 100.0%
Mechel Carbon AG ... Switzerland Trading April 2008 100.0%
HBL Holding GmbH (HBL)........ccccvviiienne. Germany Trading September 2008 100.0%
Mechel Service Stahlhandel Austria GmbH

and its subsidiaries........cccoeveiviviiieneieiinn Austria Trading September 2012 100.0%
Elgaugol ..o Russia Coal mining August 2013 51.0%**
Elga-road........ccccceevviieieiiienese e Russia Railroad transportation January 2016 51.0%**

* Date, when a control interest was acquired or a new company established.

**  |n 2016, the Group sold 49% stakes in Elgaugol and Elga-road to Gazprombank. Simultaneously with this transaction, the Group granted to Gazprombank
a put option to sell 49% stakes in these companies to the Group. The transaction in fact represents a financial liability, and these entities are consolidated

based on 100% ownership.

(b) Business

The Group operates in three business segments: steel (comprising steel and steel products), mining (comprising coal, iron

ore and coke) and power (comprising electricity and heat power), and conducts operations in Russia, Ukraine, Kazakhstan and
Europe. The Group sells its products within Russia and foreign markets. Through acquisitions, the Group has added various
businesses to explore new opportunities and build an integrated steel, mining, ferroalloy and power group. The Group operates
in a highly competitive and cyclical industry; any local or global downturn in the industries may have an adverse effect on the
Group’s results of operations and financial condition. While the Group will utilize funds from operations, it expects to continue
to rely on debt markets and other financing sources for its capital needs.
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MECHEL PAO
NOTES TO THE UNAUDITED INTERIM CONDENSED CONSOLIDATED FINANCIAL
STATEMENTS (continued)
for the six months ended June 30, 2018

(All amounts are in millions of Russian rubles, unless stated otherwise)

(c) Seasonality

The Group’s business is not significally affected by seasonality. Therefore, the additional disclosure of financial information
for the 12-month period ended on the interim reporting date, encouraged by IAS 34 Interim Financial Reporting (“IAS 34”), is
not provided

2. Basis of preparation of the interim condensed consolidated financial statements

These unaudited interim condensed consolidated financial statements for the six months ended 30 June 2018 have been
prepared in accordance with IAS 34.

The interim condensed consolidated financial statements do not include all the information and disclosures required in the
annual financial statements and should be read in conjunction with the Group’s annual consolidated financial statements as of
December 31, 2017.

The interim condensed consolidated financial statements are presented in millions of Russian rubles, except when otherwise
indicated.

The interim condensed consolidated financial statements of the Group comply with the Russian Federal Law No. 208 On
Consolidated Financial Statements (Law “208-FZ”), which was adopted on July 27, 2010. The Law 208-FZ provides the legal
basis for certain entities to prepare the financial statements in accordance with IFRS as issued by the IASB and subsequently
endorsed for use in the Russian Federation. As of June 30, 2018, all currently effective standards and interpretations issued by
the 1ASB have been endorsed for use in Russia.

3. Changes to the Group’s accounting policies
New standards, interpretations and amendments adopted by the Group

The accounting policies adopted in the preparation of the interim condensed consolidated financial statements are consistent
with those followed in the preparation of the Group’s annual consolidated financial statements for the year ended December 31,
2017, except for the adoption of new standards, interpretations and amendments effective as of January 1, 2018. The Group has
not early adopted any other standard, interpretation or amendment that has been issued but is not yet effective.

The Group applies, for the first time, IFRS 15 Revenue from Contracts with Customers (“IFRS 15”) and IFRS 9 Financial
Instruments (“IFRS 9”) that require restatement of previous financial statements. As required by IAS 34, the nature and effect of
these changes are disclosed below.

Several other amendments and interpretations are applied for the first time in 2018, but do not have an impact on the
unaudited interim condensed consolidated financial statements of the Group.

IFRS 15 Revenue from Contracts with Customers

IFRS 15 supersedes IAS 11 Construction Contracts (“IAS 117), IAS 18 Revenue (“IAS 18”) and related Interpretations and
it applies to all revenue arising from contracts with customers, unless those contracts are in the scope of other standards. The new
standard establishes a five-step model to account for revenue arising from contracts with customers. Under IFRS 15, revenue is
recognised at an amount that reflects the consideration to which an entity expects to be entitled in exchange for transferring goods
or services to a customer. The Group has initially adopted IFRS 15 from January 1, 2018 using the full retrospective method.

The standard requires entities to exercise judgement, taking into consideration all of the relevant facts and circumstances
when applying each step of the model to contracts with their customers. The standard also specifies the accounting for the
incremental costs of obtaining a contract and the costs directly related to fulfilling a contract.

The new significant accounting policies and the nature of the changes to the previous accounting policies are set out below.
Under IFRS 15, revenue is recognized when a customer obtains control over the goods or services. Determining the timing of the
transfer of control — at a point in time or over time — requires judgement.

11



MECHEL PAO
NOTES TO THE UNAUDITED INTERIM CONDENSED CONSOLIDATED FINANCIAL
STATEMENTS (continued)
for the six months ended June 30, 2018

(All amounts are in millions of Russian rubles, unless stated otherwise)

The Group is engaged into contracts which include transportation and freight services. Under certain agreements, the Group
is responsible for providing shipping services after the date at which control over the goods passes to the customer at the loading
port or place. Under IAS 18, the Group recognized such shipping and other freight revenue and accrued the associated costs in
full on loading whereas under IFRS 15, freight and transportation services are required to be accounted for as separate
performance obligations with revenue recognized over time as the service is rendered. The Group has finalized its analysis of
IFRS 15 adoption and concluded that it acts as a principal when it is primarily responsible for fulfilling the promise to provide
transportation services and as an agent when it is not primarily responsible for fulfilling the promise to provide transportation
services. As a result, for operations when the Group acts as a principal the amounts of transportation costs and freight services,
which are included in the transaction price and incurred by the Group in fulfilling its performance obligations shall be recorded
as revenue and recognised over time as the obligation is fulfilled. For agent services related to transportation of goods sold, when
cost of transportation is included into the goods price, the revenue and selling expenses are recognized on a net basis. The effect
of adoption of IFRS 15 on revenue recognition is not significant to the Group’s unaudited interim condensed consolidated
financial statements.

IFRS 9 Financial Instruments

IFRS 9 replaces IAS 39 Financial Instruments: Recognition and Measurement (“IAS 39”) for annual periods beginning on
or after January 1, 2018.

Changes in the accounting policies resulting from the adoption of IFRS 9 have been applied as of January 1, 2018, with no
restatement of comparative information. Consequently, the difference between the carrying amount of financial instruments under
IAS 39 and the carrying amount under IFRS 9, related to debt restructurings accounted for as debt modifications, was recognized
in the opening retained earnings (accumulated deficit). The Group has finalized its analysis of IFRS 9 adoption and the impact of
IFRS 9 adoption as of January 1, 2018 is as follows:

. Increase in loans and borrowings amounted to RUB 2,551 million;
. Decrease in deferred tax liabilities amounted to RUB 862 million;

e  The corresponding decrease in Accumulated deficit and Non-controlling interests amounted to RUB 1,684 million and
RUB 5 million, respectively.

(@) Allowance for expected credit losses

To estimate the allowance for expected credit losses (ECLs) on Trade and other receivables the Group applied the standard
simplified approach and has calculated ECLs based on lifetime expected credit losses. The Group established a provision matrix
that was based on the Group’s historical credit loss experience adjusted for forward-looking factors specific to the debtors and
the economic environment.

Allowance for expected credit losses on cash and cash equivalents was calculated based on the 12-month expected loss basis
and reflects the short maturities of the exposures. The Group considers that its cash and cash equivalents have low credit risk
based on the external credit ratings of the counterparties. Effect from these changes in accounting policy upon adoption of IFRS 9
was not significant.

4. Going concern

The current economic environment and economic conditions in the major segments of the Group’s operations retain
uncertainty about the level of demand for the Group’s products, the pricing of major products mined or manufactured by the
Group, operation and financial results, the availability of free cash flow for repayment or ability to refinance and restructure
current liabilities. The fall of the Russian ruble and intensification of sanctions imposed on Russia continued to adversely impact
the Russian economy in 2018.

As of June 30, 2018, the Group’s total liabilities exceeded total assets by RUB 242,244 million.
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(All amounts are in millions of Russian rubles, unless stated otherwise)

As of June 30, 2018, restructuring was not finalized with respect to the Group’s credit facilities with the foreign banks and
lenders such as ECA-covered loans creditors and therefore the Group was not in compliance with the payment schedules under
certain credit facilities and a number of financial and non-financial covenants contained in the Group’s loan agreements relating
to RUB 411,028 million of the Group’s debt. As of June 30, 2018, the Group’s debt payable on demand was RUB 415,587 million,
including RUB 288,609 million of long-term debt classified as short-term debt as of that date because debt restructuring was not
finalized with respect to the Group’s credit portfolio and due to contractual cross-default provisions, and RUB 13,562 million of
fines and penalties accrued on overdue loans and overdue interest. As of the date of approval of these interim condensed
consolidated financial statements, these breaches constitute an event of default and as a result, the lenders may request accelerated
repayment of a substantial portion of the Group’s debt. The Group does not have the resources to enable it to comply with such
accelerated repayment requests immediately. However, the Group’s management believes that the major part of the Group’s debt
has been extended as of the date of approval of the unaudited interim condensed consolidated financial statements and the Group
will pursue to reach similar terms with other lenders.

Prior to approval of the unaudited interim condensed consolidated financial statements, the Group signed a new euro-
denominated loan agreement in the amount of RUB 64,706 million to refinance existing pre-export credit facilities. According to
the agreement, the loan matures in April 2022 (Note 17).

The management has concluded that the existing uncertainty about the Group’s availability of free cash flow for repayment
or ability to refinance and restructure current liabilities described above represents a material uncertainty that may cast significant
doubt upon the Group’s ability to continue as a going concern. Based on management’s plans and actions undertaken as noted
herein, management believes that the Group will achieve restructuring with all of its lenders and secure adequate financing to
continue in operational existence for the foreseeable future. The management’s strategy includes enhancement of crude steel
production, increase in sales of the major steel products as well as diversifying products range into specialty products, rails and
beams targeting higher marginal market niches. Together with the further development of the Group’s mining assets providing
additional volumes of high-grade coking coal both to the Russian consumers and to exports markets the Group expects it to result
in an increase in profitability. The Group’s detailed monthly operational plans include further optimization of the costs structure
and on-going control over the production costs and selling expenses.

The unaudited interim condensed consolidated financial statements have been prepared assuming that the Group will
continue as a going concern. Accordingly, the unaudited interim condensed consolidated financial statements do not include any
adjustments relating to the recoverability and classification of recorded asset amounts, the amounts and classification of liabilities
or any other adjustments that might result in the Group being unable to continue as a going concern.

5. Property, plant and equipment

During the six months ended June 30, 2018 and 2017, the Group acquired property, plant and equipment in the amount of
RUB 4,865 million and RUB 4,712 million, respectively, including property under construction of RUB 3,089 million and
RUB 3,645 million, respectively. Construction-in-progress put into operation during the six months ended June 30, 2018 and
2017 amounted to RUB 1,730 million and RUB 4,656 million, respectively.

Assets with a net book value of RUB 298 million were disposed of by the Group during the six months ended June 30, 2018
(six months ended June 30, 2017: RUB 193 million), resulting in a net loss on disposal of RUB 234 million (six months ended
June 30, 2017: RUB 99 million).

Depreciation charge included in the interim condensed consolidated statement of profit (loss) and other comprehensive
income amounted to RUB 6,250 million for the six months ended June 30, 2018 (June 30, 2017: RUB 6,334 million).

Assets under construction

As of June 30, 2018 and December 31, 2017, construction-in-progress included advances issued for acquisition of property,
plant and equipment in the amounts of RUB 396 million and RUB 342 million, respectively.

Capitalised borrowing costs
Amount of borrowing costs capitalised during the six months ended June 30, 2018 and 2017 was RUB 293 million and

RUB 445 million, respectively. The rate used to determine the amount of borrowing costs eligible for capitalisation was 8.30%
(for the six months ended June 30, 2017: 10.07%), which is the average rate of the eligible borrowings.
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(All amounts are in millions of Russian rubles, unless stated otherwise)

6. Inventories

June 30, 2018

(unaudited) December 31, 2017

RAW MALETTAIS ... 14,051 15,050
LTV o] QT o] (o (=TSRSS 7,898 6,990
Finished goods and gO0AS TOF IBSAIE.............c..e.cuereerceeeeceeceee e eeeeee sttt 19,141 15,950

41,090 37,990

Total inventories at the lower of cost and net realizable value ..........c..ccocoeveevieiceeccecinen,

The write-off of inventories to net realisable value amounted to RUB 710 million and RUB 631 million for the six months
ended June 30, 2018 and 2017, respectively.

7. Trade and other receivables

June 30, 2018

(unaudited) December 31, 2017

Trade receivables, including 25,146 23,878
- domestic customers................ 20,035 19,064
- foreign customers................... 5,111 4,814
L@ 1= g Y oT=T Az o] [=E T 4,171 3,967
Total trade and 0ther reCeIVADIES. .........c..oii i 29,317 27,845
Less allowance for expected Credit I0SSES .........ccvvevreereererieeeieeeee ettt (9,478) (9,083)

19,839 18,762

Total accounts reCeivable, NEL.........c.ccviviii e e ae s

8. Cash and cash equivalents

June 30, 2018

(unaudited) December 31, 2017

Cash and cash equivalents
CaSH ON NAN ... bbbt ettt 11 7
Cash at banks, including
= IN RUSSIAN TUDIES ..ot et be et e e et e sae e e e ereesteaneeseenreens 634 617
-inUS.dollars.....ccccoevvvennnee. 1,792 1,377
SINEUIO .., 374 305
- in other currencies 157 146
Total cash and cash eqQUIVAIENTS ..........cccoviiiiiiice e 2,968 2,452
Less allowance for expected Credit I0SSES ............cirwereireereereeseeseess s (32) -

2,936 2,452

Total cash and cash equIValENtS, NEL ...

For the purpose of the interim condensed consolidated statement of cash flows, bank overdrafts are deducted from cash and
cash equivalents in the amount of RUB 1,665 million and RUB 1,229 million as of June 30, 2018 and December 31, 2017,
respectively.

As of June 30, 2018 and December 31, 2017, the Group had short-term deposits included in cash at banks of
RUB 557 million and RUB 1,062 million, respectively.

As of June 30, 2018 and December 31, 2017, the amount of RUB 30 million and RUB 24 million, respectively, was restricted
for use by regulatory requirements.
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(All amounts are in millions of Russian rubles, unless stated otherwise)

9. Financial liabilities

Loans and borrowings

The Group has the following principal and interest amounts outstanding for loans and borrowings:

June 30, 2018
(unaudited)

December 31, 2017

Amount of Amount of
Short-term borrowings and current portion of Interest outstanding Interest outstanding
long-term debt rate debt rate debt
In Russian rubles
Banks and financial inStitutions.............cccovevveinnneiicen 11.3-11.5 4,969 9.3-12 2,410
Corporate IENAErS ......cocviiiiieieeece e 6.7 65 6.7 65
Weighted average interest rate for the period............ccccccevrvenne 114 11.9
In euro
Banks and financial inStitutions..............ccocveieinieiicicene e 1.3-2.8 650 - -
Corporate IENAErS ......c.ooi i 13 - 2
Weighted average interest rate for the period.........c.cccccoceeuenee 13 - -
Current portion of long-term debt............ccccoveveiiiiiieniiiiiens 384,823 - 378,063
Interest payable..........covcviiiiiiieecc 18,889 - 20,420
Fines and penalties on overdue amounts .............c..co.co.evereennn. 13,562 - 21,573
Total short-term borrowings and current portion of
long-term debt ... 422,971 422,533
June 30, 2018 December 31, 2017
(unaudited)
Amount of Amount of
Interest outstanding Interest outstanding
Long-term debt rate debt rate debt
In Russian rubles
Banks and financial inStitutionS............ccovvvciie e 5.0-15.0 247,672 5.0-15.0 253,421
00T S 10Tl PSS 8.0-12.3 12,641 8.0-14.0 14,459
Corporate IENAErS ......cooiiiieieeeee e 6.7 6 6.7 5
Weighted average interest rate for the period............cccccevvvennne 8.8 9.5 -
In U.S. dollars
Banks and financial inStitutions.............cccovenneinnneeisen 2.2-95 113,741 2.2-8.9 102,040
Weighted average interest rate for the period.........c.cccccoceuenee 9.0 8.3 -
In euro
Banks and financial inStitutionS............ccovvvciie e 0.8-7.0 26,754 0.8-7.0 25,498
Weighted average interest rate for the period............cc.ccevvvennee 2.7 2.7 -
Current part of long-term loans and borrowings....................... (384,823) (378,063)
15,991 17,360

Total long-term debt.........cccooveiiiiiiiiiiic e
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Aggregate scheduled maturities of the debt outstanding as of June 30, 2018 were as follows:

Payable

ON demand (CUFTENE POFLION) ......cueiuiiueiteiee ettt ettt se et e etesee e et e seeseeseebeebese e e e e emeebeebeebeebeebeseemsaseaneabesbense e eneeneeneanas 415,587
Within the next 12 months (CUMTENt POITION) ........oiuiiiiiiieeie ettt b ettt st b e et b se e e eneane 7,384
BEIWEEN 2 @NG 3 YBAIS .....viviviiesiitieieete st et e e et e et et et e e seete e teeteebeste b e e e st e beebesbe st e s b e e e st eReebe b e et et e e e Rt e Reebenteete b e eentareareas 6,687
BEIWEEN 3 @NA 4 YEAS .....veiveiiiesiitieteete it et e et te et e st a et ese e bt teeteebeste b e e e st et e ebesbe s es b e e esseseebe e be st et e s e e Rt e Reebenbenteabe e entareare s 6,253
BEIWEEN 4 @NA 5 YEAS ....veviiiiesiitieteste it steste sttt teste s te st e e seetesteeteebesbebe e e st e teebesbe s es s es s ess e s e ebe e b e st et e s s e Rt eteebeneeetenbeeentereareas 3,045
TREIEATIEE ...ttt ee ettt et ee s eaet et e et et e e e et et e ees e e et et et eseee st eet et see e et ee et et et et et s e et et e et es e ee et ettt et ettt en et en e 6
TOTAL . E bR R bbbttt 438,962

In July 2018, the Group signed a new euro-denominated loan agreement in the amount of RUB 64,706 million to refinance
existing pre-export credit facilities. According to the agreement, the loan matures in April 2022 (Note 17).

Covenants

The Group’s loan agreements contain a number of covenants and restrictions, which include, but are not limited to, financial
ratios, minimum value of shareholders’ equity and certain cross-default provisions. The covenants also include, among other
restrictions, limitations on: (1) raising of additional borrowings; (2) amount of dividends on common and preferred shares; and
(3) amounts that can be spent for capital expenditures, new investments and acquisitions. Covenant breaches if not waived
generally permit lenders to demand accelerated repayment of principal and interest.

The Group was required to comply with the following ratios under the loan agreements with the Russian state-owned banks
as of June 30, 2018

Actual as of June 30,

Restrictive covenant Requirement 2018 (unaudited)?
Mechel’s EBITDA to Net Interest EXPenSe ........ccooevvverniereneneneennnes Shall not be less than 1.75:1.0 2.34:1.0
Mechel’s EBITDA to Consolidated Financial EXpense .........c..cccccccvevennae Shall not be less than 1.75:1.0 2.05:1.0
Mechel’s Net Debt t0 EBITDA.........ccooiiiiineinneee e Shall not exceed 7.00:1.0 6.35:1.0
Mechel’s Total Debt to EBITDA Shall not exceed 4.50:1.0 5.98:1.0
Mechel’s Cash flow from operating activities to EBITDA .............c........ Shall not be less than 0.80:1.0 0.81:1.0
Mechel’s EBITDA t0 REVENUE ........c.coveveiiiiieiiesieeceeie et eenens Shall not be less than 0.20:1.0 0.27:1.0

As of June 30, 2018, the Group was not in compliance with covenants set by the loan agreements with Gazprombank and
Sberbank (such as Total Debt to EBITDA ratio), the loan agreements with foreign banks (such as “Net Borrowings to EBITDA”
ratio, “EBITDA to Net Interest Expense” ratio and targeted amount of Adjusted Shareholder’s Equity) and other non-financial
covenants with the Russian state-owned and foreign banks. There was a default on payments of principal and interest in the
amount of RUB 87,247 million and RUB 15,165 million, respectively, which is represented primarily by the default of the pre-
export facility agreement and ECA-covered loans (represented by the credit facilities of BNP, BNL, ING, Raiffeisen Bank and
other international banks). As a result, the long-term debt of RUB 288,609 million was reclassified to short-term liabilities as of
June 30, 2018.

Other current financial liabilities

As a part of the restructuring requirements of the credit facility with VTB, in January 2017, the Group signed a call option
agreement with VTB providing VTB with an option to acquire a 5% stake (6,937,846 preferred shares) of the preferred shares of the
Group at a price of 47.3682 rubles per share or to pay cash to VTB in the amount calculated as a difference between the weighted
average market value of preferred shares for the last six months from the date of the call from the VTB and the price of 47.3682 rubles
per share or combination of these two options. Until the execution of the call option 6,937,846 preferred shares are pledged.

! Net Debt and Total Debt are calculated according to the respective definitions set by the credit agreements. Generally, Total Debt includes
outstanding loans, finance lease, bonds and other financial liability balances; Net Debt is equal to Total Debt less cash and cash
equivalents, and excludes Net Debt of Elgaugol (set by the VTB credit facility).

2 EBITDA, Net interest expense, Consolidated financial expense, Cash flow from operating activities, Revenue are calculated for the past
12 months period.
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At the date of the call option agreement, the Group recognized the financial liability at fair value in the amount of
RUB 815 million. The corresponding amount was capitalized as restructuring fees within Loans and borrowings considering this
call option agreement as part of the restructuring requirement.

In April 2017, VTB notified the Group of its decision to exercise the option. The Group has requested to extend the start
day of the option period by one year till April 1, 2018. On August 9, 2017, the Group and VTB signed an amendment agreement
postponing the option period start date till April 1, 2018, removing an option to acquire 5% of preferred shares and granting VTB
the right to receive only a cash consideration in the amount equal to the higher of RUB 620 million less agreed payments or the
amount calculated as a difference between the weighted average market value of preferred shares for the last six months from the
date of the call from VTB and the price of 47.3682 rubles per share multiplied by the number of option shares. Respective financial
liability is accounted for at fair value and was included in other current financial liabilities in the amount of RUB 534 million and
RUB 734 million as of June 30, 2018 and December 31, 2017, respectively.

On August 10, 2018, VTB notified the Group of its decision to exercise the option and receive cash of RUB 442 million
(Note 17).

Finance lease liabilities

The Group has finance leases for various items of plant and machinery. The Group’s obligations under finance leases are
not secured. Future minimum lease payments under finance leases together with the present value of the net minimum lease
payments are as follows:

Minimum payments Present value of payments
June 30, 2018 December 31, June 30, 2018 December 31,
(unaudited) 2017 (unaudited) 2017
Payable iN 1 YEAr ......cccoviiiiieieictce e e 7,414 8,700 6,572 7,476
Payable in 2 years 811 633 617 457
Payable in 3 years 793 584 660 458
Payable in 4 years 723 557 654 481
Payable in 5 years and thereafter 425 526 396 482
Total minimum lease payment 10,166 11,000 8,899 9,354
Less amounts representing finance charges..............c..ccc.eeevn... (1,267) (1,646) - -
Present value of finance lease liabilities..........c.cccoverinnnnn. 8,899 9,354 8,899 9,354
Current portion of finance lease liabilities...........c.cccccooenennnn. 6,572 7,476
Non-current portion of finance lease liabilities ....................... 2,327 1,878

The Group’s finance lease contracts contain a number of covenants and restrictions, which include, but are not limited to,
compliance with payment schedule and certain cross-default provisions. As of June 30, 2018, the Group was not in compliance
with Group’s restrictive covenants related to loan cross-default provisions. As a result, long-term finance lease liability of
RUB 633 million was reclassified to short-term finance lease liabilities due to covenant violations as of June 30, 2018.

17



MECHEL PAO
NOTES TO THE UNAUDITED INTERIM CONDENSED CONSOLIDATED FINANCIAL
STATEMENTS (continued)
for the six months ended June 30, 2018

(All amounts are in millions of Russian rubles, unless stated otherwise)
10. Fair value measurement

Set out below is a comparison by class of the carrying amounts and fair values of the Group’s financial liabilities as of
June 30, 2018 and December 31, 2017:

June 30, 2018

(unaudited) December 31, 2017
Carrying Fair Carrying Fair

Level amount value amount value
Financial liabilities measured at amortised cost
Loans and borrowings:
- Floating rate loans and borrowings...........c.cc.cc...... 3 402,249 375,551 402,024 355,794
= BONAS....viiiicic e 1 12,874 12,573 14,759 13,984
- Fixed rate loans and borrowings ...........ccccevevvennene. 3 23,839 22,648 23,110 20,505
Other non-current financial liabilities.............c......... 3 42,516 38,561 40,916 33,854
Financial liabilities measured at fair value
Other current financial liabilities...........occcovvvvevn.n. 2 534 534 734 734
Total 482,012 449,867 481,543 424,871

Management assessed that the fair values of cash and short-term deposits, trade receivables, trade payables, bank overdrafts
and other current financial liabilities approximate their carrying amounts largely due to the short-term maturities of these
instruments.

The fair value of the financial assets and liabilities is included at the amount at which the instrument could be exchanged in
a current transaction between willing parties, other than in a forced or liquidation sale.
11. Provisions

Provisions for
taxes other

Rehabilitation  Provisions for  than income Other
provision legal claims tax provisions Total
At December 31, 2017.....cccoeevviieveceeeee e 3,992 2,290 576 315 7,173
Avrising during the period............ccooeveveiciiicniennns 160 578 4 50 792
(0 2T R (24) (201) - (6) (231)
Revision in estimated cash flow ............cccoceeeinene. (112) - - - (11)
Unused amounts reversed.........o.ocevveeeereiveenneenens - (540) (403) (295) (1,238)
Discount rate adjustment and imputed interest...... (93) - - - (93)
Exchange differences.........c..covvvevereereeererereesninnns - - 22 - 22
AL IUNE 30, 2018....ovvvveveeeeereeeeeeseeeeeeeseseeees 4,024 2,127 199 64 6,414
L0071 1 SO 177 2,127 199 64 2,567
NON=CUITENT ..ot 3,847 - - - 3,847

The Group is subject to various other lawsuits, claims and proceedings related to matters incidental to the business. Accruals
for probable cash outflows have been made based on an assessment of a combination of litigation and settlement strategies. It is
possible that results of operations in any future period could be materially affected by changes in assumptions or by the actual
effectiveness of such strategies.

In the reporting period, the Group recognized unused amount reversed in respect of various cases because of risk adjustments
based on new information and favorable court decisions.
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12. Issued capital and reserves

On June 29, 2018, Mechel declared dividends of RUB 16.66 per a preferred share to the holders of preferred shares for
2017. Dividends to the third party holders of preferred shares amounted to RUB 1,387 million. In August 2018, the dividends on
preferred shares declared for 2017 were paid in full.

On June 30, 2017, the Group’s subsidiaries declared dividends attributable to non-controlling interests of RUB 331 million
and Mechel declared dividends of RUB 10.28 per a preferred share to the holders of preferred shares for 2016. Dividends to the
third party holders of preferred shares amounted to RUB 856 million.

13. Segment information

The following tables present revenue and profit information for the Group’s operating segments for the six months ended
June 30, 2018 and 2017.

Adjustments

Six months ended June 30, 2018 and

(unaudited) Mining Steel Power eliminations Consolidated
Revenue from external customers ...........c.ccccevevee. 48,400 94,382 14,256 - 157,038
INter-segment reVENUE .........covevevevenierieieeeieeeneas 19,045 2,955 7,621 (29,621) -
GroSS Profit.....ccccicicieiiiescceee e 41,284 22,701 6,800 869 71,654
Depreciation, depletion and amortization.............. (3,916) (2,825) (250) - (6,991)
Loss on write-off of non-current assets ................. (84) (101) (15) - (200)
Finance iNCOME.........occveeiiiiiiie e 5,647 1,467 749 - 7,863
Intersegment finance iNCOME.........cccceveieiiinennnne 523 194 22 (739) -
FINANCE COSES ... (15,750) (5,539) (156) - (21,445)
Intersegment finance COStS..........ccocvveveriervirieaneas (117) (497) (125) 739 -
Income tax (expense) benefit.........cccceveveriiiriiennns (1,772) (824) (92) 223 (2,465)
Profit for the period ..........ccccoevveiviiiiineiiicce 1,368 2,066 754 1,092 5,280

Adjustments

Six months ended June 30, 2017 and

(unaudited) Mining Steel Power eliminations Consolidated
Revenue from external CUStOMErS .........ccceevevvvenne 51,519 84,955 12,910 - 149,384
INter-segment reVeNUE ..........ccoceveveneenecieneeeeenias 23,268 3,740 8,473 (35,481) -
GroSS Profit....ccccciciciiiiesceee e 50,221 13,584 6,348 (1,377) 68,776
Depreciation depletion and amortization............... (4,078) (2,919) (231) - (7,228)
Loss on write-off of non-current assets ................. (62) (54) (32) - (148)
Finance iNCOME.........ccoovieiriieesese s 310 125 7 - 442
Intersegment finance iNCOME.........cccceveieiiinennnne 730 297 25 (1,052) -
FINANCE COSES ... (17,613) (6,241) (242) - (24,096)
Intersegment finance COStS..........cocerereieieniieanne (112) (734) (206) 1,052 -
INCOME taX EXPENSE ..ot (3,122) (474) (31) - (3,627)
Profit (loss) for the period ..........ccccooeiiieiiiiiene 11,290 (4,201) (30) (1,377) 5,682

The following table presents the Group’s revenue segregated between domestic and export sales. Domestic represents sales
by a subsidiary in the country in which it is located. The category is further divided between subsidiaries located in Russia and
other countries. Export represents cross-border sales by a subsidiary regardless of its location.

Six months ended Six months ended

June 30, 2018 June 30, 2017
(unaudited) (unaudited)

Domestic
LU RO S 90,937 88,057
(071111 SO 14,622 11,220
L0 =1 OSSOSO SR PROTPRR 105,559 99,277
o4 ST 51,479 50,107
TOLAI FEVENUE ...ttt ettt et et e st et b e st e e te e b e e ab e st e ebeebesbsebeeseeabeenbesbeersebeanes 157,038 149,384
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Allocation of total revenue by country is based on the location of the customer. The Group’s total revenue from external

customers by geographic area were as follows:

Six months ended
June 30, 2018

Six months ended
June 30, 2017

(unaudited) (unaudited)
90,992 88,121
30,087 32,847
22,062 17,751
12,440 8,930

1,239 1,158
130 145

88 432
157,038 149,384

The following table presents the breakdown of the Group’s revenue from external customers by major products:

Mining segment

Coal aNd MIAAIINGS......coueieeieeeee ettt b e b neebesbeseenan
Coke and ChemiCal PrOOUCTS..........ciiiiiieei ettt bt sne st see e ean
IFON OF CONCENEIALE.......c.evveeceic et

Steel segment

LONQ SEEEI PIOTUCLES .....cvvviiiciecte ettt sttt e s s e eneetestesbenan
HAIGWATE ... bbbt b et bbbt bbbttt ens
FIAt SEEEI PrOUUCES ... c.veviiticie ettt sttt s b et s e eneebeste b ean
FOrgings and SEAMPINGS .......coeieieeieiec ettt et ebe et e e be e e e et et e b e ebesresaenean
o] (oL 1ol o OSSPSR
RSy =] 0T oL SO
Semi-finished StEel PrOTUCTS..........ciiiii e

Power segment
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14. Finance income and costs

Finance income is comprised of the following:

Waiving of fines and penalties on loans and finance 1€ases ...........ccocvvevviieieiieiesiese e
Remeasurement of fair value of financial iNStrUMEeNtS ..........cccccveviieiieiicie e
Interest INCOME FrOM INVESIMENTS......c.iiiiiiiieire ettt sre e ereenees
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Six months ended
June 30, 2018

Six months ended
June 30, 2017

(unaudited) (unaudited)
41,274 43,470
6,307 7,039
139 84
680 926
48,400 51,519
52,866 46,910
14,847 13,477
12,258 11,641
7,680 6,219
1,822 1,198
1,593 1,327
33 440
3,283 3,743
94,382 84,955
13,294 11,699
962 1,211
14,256 12,910
157,038 149,384

Six months ended
June 30, 2018

Six months ended
June 30, 2017

(unaudited) (unaudited)
7,440 128
226 197
103 115
94 2
7,863 442




MECHEL PAO
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(All amounts are in millions of Russian rubles, unless stated otherwise)

In April 2018, the Group received a confirmation from Gazprombank regarding its compliance with the agreed schedule of
payments of debt under the Gazprombank credit facilities and this resulted in waiving of fines and penalties under the respective
agreements of RUB 7,320 million.

Finance costs are comprised of the following:
Six months ended Six months ended

June 30, 2018 June 30, 2017
(unaudited) (unaudited)

Interest 0N 10aNS aNd DOFTOWINGS.......c..oeiiiiiie e e s (17,910) (20,382)
Fines and penalties on overdue loans and borrowing payments and overdue interest payments (723) (607)
Finance charges payable under finance 1ases...........cccoovrereirieiciniinienc e (574) (658)
Fines and penalties on overdue finance €ases...........ccocoeveveveverieressiernienns (11) (92)
Total finance costs related to loans, borrowings and finance leases (19,218) (21,739)
Interest expenses under pension laDTHTIES. ..o e (138) (153)
Expenses related to discounting of financial instruments...............ccoccocevneee. (1,910) (2,056)
Remeasurement of fair value of financial instruments ..............ccccooiiieninne (26) -
Unwinding of diSCOUNt ON PrOVISIONS.............covevivrieieeieseerseesseessessessessenn, (153) (148)
TTOTAL .t b bbbttt (21,445) (24,096)

Expenses related to discounting of financial instruments include changes in the measurement of the non-current obligation
related to put-option granted on non-controlling interests in the amount of RUB 1,842 milion and RUB 2,004 million for the
six months ended June 30, 2018 and 2017, respectively.

15. Income tax

The Group calculates the period income tax expense using the tax rate that would be applicable to the expected total annual
earnings. The major components of income tax (expense) benefit for the six months ended June 30, 2018 and 2017 are:

Six months ended Six months ended

June 30, 2018 June 30, 2017

Recognised in profit or loss (unaudited) (unaudited)
Current income tax
CUITENT INCOME TAX EXPEINISE .uvivvevietetiiteiestereetestesteste s ese e asestesbesbestessesseseesesbesbesaessereasestessesbeseen (1,639) (1,459)
Adjustments in respect of income tax, including income tax penalties and changes in

uncertain iNCoMe tax POSITION ......cviiiiiiieieice et (1,504) (1,522)
Deferred tax
Relating to origination and reversal of temporary differenCes..........cc..cooovveveieesrcsrerecssienes 678 (646)
Income tax expense reported in the interim condensed consolidated statement of

profit (loss) and other comprehensive INCOME ........covcviiiiieviieiece e (2,465) (3,627)

In January 2013, the Group created the consolidated group of taxpayers in accordance with the Tax code of the Russian
Federation, under the Federal law of the Russian Federation of November 16, 2011 No. 321-FZ. The existence of the consolidated
group of taxpayers is subject to compliance with several conditions stated in the Tax code of the Russian Federation. The Group
believes that these conditions were met as of June 30, 2018 and December 31, 2017. In 2015-2018, the consolidated group of
taxpayers consisted of 20 subsidiaries of the Group, together with Mechel PAO, which is the responsible taxpayer under the
agreement. On October 2, 2017, an additional agreement was signed to extend the term of the consolidated group of taxpayers
contract for an indefinite period.

Starting 2018, Elgaugol used a privilege and applied a 0% income tax rate due to fulfillment of conditions of the Regional
investment project (RIP) resulting in an income tax benefit for the six months ended June 30, 2018.

Probable income tax risks of RUB 4,906 million and RUB 3,139 million as of June 30, 2018 and December 31, 2017,
respectively, have been recorded in the Group’s unaudited interim condensed consolidated financial statements. Possible income
tax risks of RUB 743 million and RUB 794 million as of June 30, 2018 and December 31, 2017, respectively, have not been
recognised in the Group’s unaudited interim condensed consolidated financial statements.
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16. Commitments and contingencies
Commitments

As of June 30, 2018 and December 31, 2017, the Group’s contractual commitments to acquire property, plant and equipment
amounted to RUB 2,883 million and RUB 19,393 million, respectively. As a result of changes in the Group’s priorities in the
investment program, various purchase contracts were terminated resulting in the decrease in the commitments related to
acquisition of property, plant and equipment as of June 30, 2018.

Operating lease commitments

The Group has entered into operating property and land leases with lease terms between 2018 and 2066 years. Future
minimum rentals payable under non-cancellable operating leases as of June 30, 2018 are, as follows:

June 30, 2018
(unaudited)

WVIENIN ONE YA ...ttt ettt ettt a st e et e st e b et e st e £e e b e ke b e e b e s e st e s e ebe e b e et e b e s es s eseestebeebeebesae b eseentateabens 4,257
After one year but N0t MOTe than FIVE YEAI'S .......cciiiiiiiicice ettt b et b e e s eraareas 8,231
IVIOFE TNAN FIVE YBAIS ... cveceeecvcecet et cteeee et este s e est et s e st es s s s s es s s et ens s et entessseenses st enses et ensess et s sens st ensessnsansensnsansns 55,485
Total rENTAl PAYADIE ..o e ettt e bttt e bt te e bbb eene et e 67,973

The Group does not sublease the property leased under operating lease agreements.
Contingencies
Legal claim contingency

The Group is involved in a number of court proceedings and claims arising out of the normal course of its business which
are monitored, assessed and contested on the ongoing basis. Where management believes that a lawsuit or another claim would
result in the outflow of the economic benefits for the Group, a best estimate of such outflow is included in provisions in the
unaudited interim condensed consolidated financial statements. As of June 30, 2018, management assesses the risk of negative
outcome of several court proceedings and claims where the Group’s companies act as defendants in the aggregate amount of
RUB 18,969 million as possible based on the carefully processed analysis and strong arguments provided by legal advisers. In
February 2018, the Group successfully sustained its position in the first court instance related to one legal claim for the amount
of RUB 12,700 million. The hearing is still ongoing.

Taxation

Management believes that it has paid or accrued all taxes that are applicable. Where uncertainty exists, the Group has accrued
tax liabilities based on management’s best estimate of the probable outflow of resources embodying economic benefits, which
will be required to settle these liabilities. In accordance with IAS 37 Provisions, Contingent Liabilities and Contingent Asser
(“IAS 377), the Group accrued RUB 199 million of claims in respect of taxes other than income tax that management believes
are probable, as of June 30, 2018.

Possible tax liabilities on taxes other than income tax, which were identified by management as those that can be subject to
different interpretations of the tax law and regulations are not accrued in the unaudited interim condensed consolidated financial
statements. The amount of such liabilities was RUB 1,792 million and RUB 1,354 million as of June 30, 2018 and December 31,
2017, respectively.
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17. Events after the reporting period

These unaudited interim condensed consolidated financial statements for the six months ended June 30, 2018 were
authorised for issuance on August 22, 2018.

Debt restructuring

In July 2018, the Group signed a new euro-denominated loan agreement in the amount of RUB 64,706 million to refinance
existing pre-export credit facilities. According to the agreement, the loan matures in April 2022.

Other current financial liabilities

As discussed in Note 9, on August 10, 2018, VTB notified the Group on its decision to exercise the option and receive cash
of RUB 442 million.
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